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ISSUE STATEMENT 
Current state law does not allow retirees to roll over tax deferred savings into LEOFF Plan 2 to 

purchase an annuity.  

 

OVERVIEW 
At the time of retirement, members can roll their retirement savings from a tax qualified plan 

into LEOFF Plan 2. The Department of Retirement Systems (DRS) will convert this rollover into a 

monthly life annuity. Because members are rolling over from a tax qualified savings plan, they 

do not have to pay taxes at the time the annuity is purchased. Instead, the money will be 

included in their taxable income as they receive it. 

 

Members receive their pension dollars as well as this annuity in one monthly check from DRS. If 

they were to pass away before receiving the initial cost to purchase the annuity, the designated 

beneficiary receives the balance. 

 

Following passage of the 2014 law, retirees inquired whether they could roll over and purchase 

an annuity after retirement. An annuity can only be purchased at the time of retirement. The 

current law does not allow existing retirees to purchase an annuity.   
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BACKGROUND & POLICY ISSUES 
A 2012 IRS revenue ruling1 allowed pension plan members to roll money from a deferred 

compensation account into the member’s defined benefit plan to purchase an annuity if 

authorized by the plan document (i.e. the LEOFF Plan 2 statutes). 

 

After studying the issue, the Board recommended legislation in 2014 which was passed 

unanimously by the Legislature. The legislation allows members of LEOFF Plan 2 who are 

retiring to purchase an optional actuarially equivalent life annuity from the LEOFF 2 trust fund 

with a minimum payment of $25,000. The payment may be made through an eligible or direct 

rollover, or trustee‐to‐trustee transfer from a tax‐qualified plan offered by a governmental 

employer.  

 

Existing retirees (before the annuity legislation) began to raise questions about their ability to 

purchase an annuity. Neither the original revenue ruling nor the Board’s legislation discussed 

whether existing retirees could also be given the opportunity to purchase an annuity.  

 

Staff has since determined that federal tax law would allow retirees to purchase an annuity 

from the pension fund, if authorized in statute. 

 

Value of an Annuity Purchase 

Purchasing an annuity increases a retiree’s monthly benefit for the rest of their life. An 

"annuity" is an investment on which a retiree receives fixed payments for their lifetime. If an 

annuity is purchased, the retiree would continue to receive the annuity portion of their monthly 

benefit even if they returned to work, or returned to membership.  

 

Similar to a monthly benefit, the annuity portion may also be passed along to a survivor if a 

survivor option is selected at the time of retirement. If a survivor option is not selected, any 

portion of the annuity remaining at the time of death will be paid to the designated beneficiary 

or the retiree’s estate. If the retiree is eligible for an annual Cost‐of‐Living Adjustment (COLA) 

on their monthly benefit, they will receive the same COLA percentage on their purchased 

annuity. 

 

Many private annuity companies offer their own versions of this benefit. However, LEOFF’s 

higher interest rate assumption (7.5% ‐ compared to around 4% for a private annuity company) 

translates into a larger annuity from the same lump sum. Additionally, administrative costs to 

the member are much lower.  

 

                                                            
1 Internal Revenue Bulletin 2012‐8; issued February 21, 2012. 
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Analysis supporting the Board’s 2013 Annuity Purchase proposal is included from the December 

18, 2013 Final Proposal as Appendix A. 

 

Retirees may purchase an annuity 

The bill proposed by the Board and passed by the Legislature limits roll over and annuity 

purchases to the time of retirement. Following questions raised by retirees, staff has 

determined that federal tax law allows retirees to take that same action if authorized in statute.  

 

POLICY OPTIONS 
Option 1: Propose legislation allowing persons already retired at the time the original bill 

passed a window of time to roll over money from their defined compensation account into 

LEOFF Plan 2 to fund an annuity. 

 

Option 2: Include LEOFF Plan 1 members and retirees in proposed legislation. 

 

Option 3:  Include Washington State Patrol retirees in proposed legislation. 

 

Option 4: Take no further action. 

 

SUPPORTING INFORMATION 
Appendix A: Promoting Individual Savings for Retirement – Final Proposal, December 18, 2013 
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APPENDIX A:  PROMOTING INDIVIDUAL SAVINGS FOR RETIREMENT – FINAL 
PROPOSAL, DECEMBER 18, 2013
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Issue
Members who retired prior to the passage of 
the 2014 law are not currently eligible to 
purchase a LEOFF Plan 2 annuity.
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Annuity Features
If a member purchases an annuity at time of 
retirement:

• He or she receives an additional monthly 
benefit for life

• The annuity continues even if the retiree 
returns to a LEOFF eligible position
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LEOFF Plan 2 Annuity Compared 
to Private Annuity

Retiring members can purchase an annuity 
from LEOFF Plan 2 on more favorable terms 
than private annuities:

“[A] private insurer will provide the annuity based on 
an interest rate of about 4 percent, whereas DRS 
will provide the annuity based on an interest rate of 
about 8%” -- OSA fiscal note on Board’s 2010 purchase of annuity 
proposal

* LEOFF Plan 2 uses 7.5%
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Advantage: LEOFF 2

Assuming member purchases annuity for $100,000 at age 56.

$403.60

$578.14

$0.00

$100.00

$200.00

$300.00

$400.00

$500.00

$600.00

$700.00

Private annuity purchase LEOFF 2 annuity purchase

Monthly Lifetime Annuity



6

Retirees Asked to Be Included
• Federal tax law allows benefit to be offered 

to retirees

• Requires legislation
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Options
1. Propose legislation allowing retirees a one-

time window to roll over money from their 
deferred compensation account into the 
LEOFF Plan 2 annuity

2. Include LEOFF Plan 1 and Washington State 
Patrol retirees in proposed legislation

3. Take no further action
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Questions?
Contact:

Paul Neal
Senior Research and Policy Manager
(360) 586-2327
paul.neal@leoff.wa.gov
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