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. Issue

When employer contributions to a deferred compensation program are included in basic
salary are not clearly defined.

. Staff

Greg Deam, Senior Research and Policy Manager
(360) 586-2325
greg.deam@Ileoff.wa.gov

. Members Impacted

Based on the actuarial data as of September 30, 2006, there were 15,718 active LEOFF Plan
2 members and 779 retirees. Changes to what is included in basic salary could impact both
active LEOFF Plan 2 members, and retirees, if the changes are made to a retired member’s
final average salary (FAS), retroactively.

. Current Situation

Most public employers offer a 457 deferred compensation plan. Member contributions are
voluntary and are includable in basic salary. Employers are not required to contribute to the
457 deferred compensation plan, but they can. Under certain circumstances employer
contributions to a member’s 457 account can be included in basic salary, but under other
situations, they are not.
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5. Background Information and Policy Issues

Background

It is important to remember that a member’s retirement benefit is calculated using the
formula, 2% x final average salary x years of service (YOS). FAS for Plan 2 members is the
monthly average of the member’s basic salary for the highest consecutive sixty service credit
months.

Under current law, member contributions to the LEOFF Plan 2 defined benefit accounts are
includable in basic salary and are mandatory. Employer contributions are also mandatory,
but are not included in basic salary.

It is clear from the statutes that if a member’s salary or wages include deferred salary under
sections 403(b), 414(h) and 457 of the United States Internal Code, they are part of basic
salary. The statutes do not specifically include 401(a) defined contribution plans, nor do they
distinguish between member and employer contributions. Through administrative practice,
the Department of Retirement Systems (DRS) has in some cases, included employer
contributions in basic salary and not, in others.

The LEOFF Plan 2 Retirement Board (Board) originally reviewed this topic in the 2005 and
the 2006 Interims. At the end of the 2006 Interim, the Board passed a motion that the subject
needed to be presented to the SCPP for consideration as joint legislation as this policy could
affect more than just LEOFF Plan 2 members. A letter sent to the SCPP on June 5 of 2007,
included this topic along with several others offering to work cooperatively with the SCPP on
implementing this legislation. This topic was not a part of the SCPP work-plan for the 2007
interim. The Board introduced a bill to the 2008 Legislature.

There are two key concepts that are necessary to understand this issue. The first is that in
order for salaries or wages to be included in basic salary they must be for services rendered.
The second key concept to understanding this policy issue is paymentsin lieu of.

Services Rendered

Payment is considered for services rendered if the member has an absolute right to receive
the payment as part of his or her employment. The concept of services rendered becomes
especially important when looking at employer-paid contributions.

For example, if an employer offers to make a payment to a 457 deferred compensation plan
for any employee, either as a percentage of salary or a specified amount per hour, the
employer contributions are included as part of basic salary. Members have an absolute right
to receive the contributions as part of his or her employment.

On the other hand, if an employer offers a 457 deferred compensation plan and offers a
match, based on whether or not the member contributes, then it is not included in basic
salary. The match is not for services rendered, since the member does not have an absolute
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right to receive the additional contribution for performing the duties required of his or her
position.

Payment in Lieu of

A payment in lieu of occurs when a new payment type is created as a replacement for an
existing payment that has the characteristic of the payment it has replaced. Whether or not
the payment is includable or not includable in basic salary is not dependent upon what the
payment is called, but rather on the nature of the payment.

For example, employer contributions to Social Security are not part of basic salary. Creating
a payment type that is, in essence, a substitute for Social Security but with a different name
would be a payment in lieu of and would not be considered basic salary.

Another example of employer contributions not included in salary is payments to a health
care account. If through the bargaining process the employer contributions to health care are
exchanged for an increase in salary, the raise might not be considered “salary” for pension
purposes.

Statistical Information

According to the 2005 Board survey of the 368 LEOFF Plan 2 employers, 331 (89.9%)
offered a 457 deferred compensation plan and 92 (25%) of those offered some sort of
contribution match.

Policy Issues
Even though deferred compensation is discussed in both statute and administrative rule,
ambiguities still remain.

= Should any employer contributions to a 457 deferred compensation plan be included
in basic salary or only those that do not require member contributions?

= Should 401(a) and 401(k) contributions be treated the same as other deferred wages?

= Should paymentsin lieu of restrictions on “salary” be modified with respect to
employer contributions to deferred salary accounts?

These policy questions become particularly important as employers and bargaining units try
to negotiate total compensation packages. It will be very important to determine whether or
not a specific item will or will not be included in a member’s retirement calculation.
Although the deferred compensation programs are similar, it is important to note that the
employer contributions to a 401(a) plan are less restrictive and may allow an employer to
inflate a member’s final average salary (FAS).
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History

The Board first heard an initial presentation on this issue during the 2005 Interim. The issue
was review again during the 2006 Interim and the Board decided to defer it until the 2007
Interim. The Board introduced a bill in both the House and Senate for the 2008 Legislative
session. The House bill did not receive a hearing and the Senate bill received a hearing in
Senate Ways and Means, but was not passed out of committee.

6. Options

Option 1: Include employer contributions to a 457 deferred compensation plan as
basic salary, unless they are in lieu of Social Security.
Under this option employer contributions to deferred compensation plans would be
considered salary, even if:
1) Employee contributions are required, or
2) They are inlieu of non-includable payments, other than Social Security.

Option 2: Include employer contributions to a 457 deferred compensation plan as
basic salary.
Under this option employer contributions to deferred compensation plans would be
considered salary, even if:
1) Employee contributions are required, or
2) They are inlieu of any non-includable payments.
This option is similar to option 1, but with a broader scope.

Option 3: Add 401(a) and 401(k) defined contribution plans to the definition of basic
salary and include employer contributions from a 457, 401(a) or 401(k) deferred
compensation plan as basic salary.
Under this option member and employer contributions to deferred compensation
plans (457), 401(a) and 401(k) wage deferral plans, would be included in the
definition of basic salary. Contributions would be included even if the plan was
negotiated as a replacement for a previously excluded payment, such as Social
Security. These plans would be excluded from the “payments in lieu of” restrictions.

Option 4: Include employer contributions to a 457 deferred compensation plan as
basic salary only if they have been identified as salary in the bargaining agreement.
Under this option employer contributions to deferred compensation plans would be
considered salary only if agreed to the bargaining agreement. It would include both
matching and mandatory employer contributions.

The Board has previously looked the first three options and recommended option 2. In order
to help reduce costs, a fourth option has been added.
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7. Costs

In 2006 the Office of the State Actuary (OSA) did not believe contribution rates would
increase as a result of LEOFF 2 salaries increasing uniformly. However, if members could
negotiate for benefit packages that increase salaries only during the final average salary
period this would result in increased pension benefits that would not have been funded fully
over the course of the members’ careers and if a large enough portion of members negotiated
for benefits packages of this nature, contribution rates would increase for LEOFF 2.

A new fiscal note prepared by OSA for the 2008 Legislative session indicates that costs will
be incurred because salary growth will exceed projections for members who have this added
to salary. A copy of the fiscal note is provided as Appendix D.

8. Supporting Information

Appendix A — Salary RCWs

Appendix B — Basic Salary WACs

Appendix C — 2008 Bill

Appendix D — Office of the State Actuary Fiscal Note — 2008 Session
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Appendix A —=Salary RCWs
RCW 41.26.030 Definitions.

(12)(b) "Final average salary" for plan 2 members, means the monthly average of the
member's basic salary for the highest consecutive sixty service credit months of service prior to
such member's retirement, termination, or death. Periods constituting authorized unpaid leaves
of absence may not be used in the calculation of final average salary.

(13)(b) "Basic salary" for plan 2 members, means salaries or wages earned by a member
during a payroll period for personal services, including overtime payments, and shall include
wages and salaries deferred under provisions established pursuant to sections 403(b), 414(h),
and 457 of the United States Internal Revenue Code, but shall exclude lump sum payments for
deferred annual sick leave, unused accumulated vacation, unused accumulated annual leave,
or any form of severance pay. In any year in which a member serves in the legislature the
member shall have the option of having such member's basic salary be the greater of:

(i) The basic salary the member would have received had such member not served in the
legislature; or

(i) Such member's actual basic salary received for nonlegislative public employment and
legislative service combined. Any additional contributions to the retirement system required
because basic salary under (b)(i) of this subsection is greater than basic salary under (b)(ii) of
this subsection shall be paid by the member for both member and employer contributions.
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Appendix B — Basic Salary WACs

WAC 415-104-298 Purpose and scope of basic salary rules. WAC 415-104-299 through 415-104-405 codify the
department's existing interpretation of statutes and existing administrative practice regarding classification of
payments as basic salary in LEOFF Plan | and LEOFF Plan II. The department has applied and will apply these rules
to determine the proper characterization of payments occurring prior to the effective dates of these sections.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-298, filed 12/6/96, effective 1/6/97.]

WAC 415-104-299 Basic salary table. The following table will help you determine whether certain types of
payments are basic salary under LEOFF Plan 1 or 2. Be sure to read the referenced rule to ensure that you have
correctly identified the payment in question. The department determines basic salary based upon the nature of the
payment, not the name applied to it. See WAC 415-104-311 (Plan 1) and WAC 415-104-360 (Plan 2).

Type of Payment
Additional Duty Pay
Allowances (i.e. uniform)
Basic Monthly Rate
Cafeteria Plans
Deferred Wages Attached to Position

Deferred Wages not attached to a Position

Disability Payments

Education Attainment Pay
Employer taxes/contributions
Fringe Benefits, including insurance
Illegal Payments

Leave Cash Outs/Severance
Longevity

Overtime

Paid Leave

Payments in Lieu of Excluded Items
Performance Bonuses

Retroactive Salary Increase
Reimbursements

Retirement or Termination Bonuses
Shift Differential

Special Salary or Wages

Standby Pay

Tuition/Fee Reimbursement
Workers' Compensation

LEOFF 1 Basic Salary?
Yes - WAC 415-104-3205
No - WAC 415-104-3404
Yes - WAC 415-104-3200
No - WAC 415-104-3303
Yes - WAC 415-104-3201(1)
No - WAC 415-104-3306
No - WAC 415-104-340
No - WAC 415-104-3301
No - WAC 415-104-3401
No - WAC 415-104-3402
No - WAC 415-104-3403
No - WAC 415-104-3304
Yes - WAC 415-104-311
No - WAC 415-104-3305
Yes - WAC 415-104-3203
No - WAC 415-104-350
No - WAC 415-104-3302
Yes - WAC 415-104-3202
No - WAC 415-104-3404
No - WAC 415-104-3406
Yes - WAC 415-104-3204
No - WAC 415-104-330
No - WAC 415-104-3405
No - WAC 415-104-3404
Not Applicable

LEOFF 2 Basic Salary?
Yes - WAC 415-104-360
No - WAC 415-104-390
Yes - WAC 415-104-360
Yes - WAC 415-104-367
Yes - WAC 415-104-363(1)
No - WAC 415-104-363(2)
No - WAC 415-104-380
Yes - WAC 415-104-375
No - WAC 415-104-383
No - WAC 415-104-385
No - WAC 415-104-387
No - WAC 415-104-401
Yes - WAC 415-104-375
Yes - WAC 415-104-370
Yes - WAC 415-104-373
No - WAC 415-104-405
Yes - WAC 415-104-377
Yes - WAC 415-104-365
No - WAC 415-104-390
No - WAC 415-104-395
Yes - WAC 415-104-379
Yes - WAC 415-104-375
No - WAC 415-104-393
No - WAC 415-104-390
No - WAC 415-104-380

[Statutory Authority: RCW 41.50.050(5) and chapter 41.26 RCW. 03-06-042, § 415-104-299, filed 2/27/03, effective 4/1/03. Statutory
Authority: RCW 41.50.050. 99-16-075, § 415-104-299, filed 8/3/99, effective 9/3/99. Statutory Authority: RCW 41.50.050 and 41.50.055. 97-

01-016, § 415-104-299, filed 12/6/96, effective 1/6/97.]
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WAC 415-104-301 What is basic salary? (1) Basic salary is the compensation used to determine LEOFF
contributions and LEOFF retirement allowances. A payment from an employer to a member does not qualify as
basic salary unless it meets the statutory definition of basic salary in RCW 41.26.030(13) which is explained in
greater detail in WAC 415-104-311 through 415-104-405.

(2) The definition of basic salary is different for Plan | and Plan Il. WAC 415-104-311 through 415-104-350
define basic salary for Plan I. WAC 415-104-360 through 415-104-405 define basic salary for Plan Il

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-301, filed 12/6/96, effective 1/6/97.]

WAC 415-104-360 How is basic salary for LEOFF Plan Il determined? (1) What payments are included in
LEOFF Plan Il basic salary? Other than the specific exclusions listed in WAC 415-104-397 and 415-104-401, a
payment that is a salary or wage earned during a calendar month for personal services rendered by a member to an
employer qualifies as LEOFF Plan Il basic salary.

(a) Certain payments that are not for personal services rendered also qualify if there is a specific statutory
provision identifying those payments as LEOFF Plan Il basic salary. See WAC 415-104-373.

(b) Specific types of payments that qualify as LEOFF Plan Il basic salary include, but are not limited to, the
payments described in WAC 415-104-363(1) and 415-104-365 through 415-104-379.

(c) Other payments not specifically listed qualify as basic salary for LEOFF Plan Il only if those payments are a
salary or wage for services rendered.

(2) Basic salary is earned when the service is rendered, rather than when payment is made.

(3) Salary characterizations are based upon the nature of the payment. Whether a payment is basic salary
depends upon whether the payment is earned as a salary or wage for services rendered. The name given to the
payment is not controlling. The department determines whether a payment is basic salary by considering:

(a) What the payment is for; and

(b) Whether the reason for the payment brings it within the statutory definition of basic salary.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-360, filed 12/6/96, effective 1/6/97.]

WAC 415-104-363 Deferred wages. (1) If earned for services rendered, deferred wages are basic salary. If a
member earns salary or wages for services rendered during a payroll period but defers receipt of payment, those
earnings are basic salary for LEOFF Plan Il. Deferred wages include, but are not limited to:

(a) Member contributions to LEOFF;

(b) Salaries or wages deferred pursuant to sections 401(k), 403(b), 414(h), 457, or other similar sections of the
United States Internal Revenue Code.

(2) Deferred wages that a member does not have an absolute right to in exchange for rendering service to
an employer are not basic salary. If an employer offers additional payment that is conditioned on taking some
action in addition to providing services, the payment is based upon the additional action and is not earned for
services rendered. The payment does not qualify as basic salary for LEOFF Plan II.

Example: An employer offers to make a contribution to a deferred compensation plan on a member's behalf only if
the member elects to defer a portion of his or her salary. Because the member does not have an absolute
right to receive the contribution based solely on rendering service, the payment is not basic salary for
LEOFF Plan II.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-363, filed 12/6/96, effective 1/6/97.]
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WAC 415-104-365 Retroactive basic salary increases are LEOFF Plan Il basic salary. A retroactive salary
increase received for a pay period that a member worked is a salary or wage for services rendered and is basic
salary for LEOFF Plan .

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-365, filed 12/6/96, effective 1/6/97.]

WAC 415-104-367 Cafeteria plans. Compensation received in any form under the provisions of a "cafeteria plan,”
"flexible benefits plan,” or similar arrangement pursuant to section 125 of the United States Internal Revenue Code is
basic salary for LEOFF Plan Il if the member has an absolute right to receive cash or deferred payments in lieu of the
fringe benefits offered. In such an instance, the fringe benefits are being provided in lieu of cash and are considered
basic salary, just as the cash would be. If there is no cash option, the value of the fringe benefit is not a salary or
wage and is not basic salary for LEOFF Plan Il. See WAC 415-104-385.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-367, filed 12/6/96, effective 1/6/97.]

WAC 415-104-370 Overtime is LEOFF Plan Il basic salary. Overtime, additional pay earned for working time in
excess of regularly scheduled shift(s), is a salary or wage for services rendered. Overtime payments are basic salary
for LEOFF Plan Il. Overtime includes, but is not limited to:

(1) Additional pay for working on a holiday. If a member receives an extra payment because he or she worked
on a scheduled holiday, the payment is overtime. The employer may make the additional payment when the holiday
occurs or in a lump sum at some other time. In either case, the payment is basic salary for LEOFF Plan lI;

Example: A fire fighter works on Christmas day. As compensation for working a holiday, she is given the option of
taking some other day off with pay or of receiving an extra day's pay. If she opts for the extra day of pay,
this payment is overtime and is LEOFF Plan Il basic salary. If she opts to take a day off, this is paid leave
and qualifies as LEOFF Plan Il basic salary.

(2) Callback pay, which is a special rate of pay some employers provide members for being called back to work
after the end of the member's regular shift;

(3) Court pay, which is an additional payment for appearing in court or performing other duties outside of a
member's regularly scheduled shift.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-370, filed 12/6/96, effective 1/6/97.]

WAC 415-104-373 Paid leave is LEOFF Plan Il basic salary. Payments received from an employer for authorized
paid absences from work are basic salary for LEOFF Plan Il. These payments may or may not be for services
rendered. Paid leave is basic salary only to the extent that it is the equivalent of the basic salary a member would
have earned had the member been working. The portion of any payment identified as paid leave that exceeds that
amount is not basic salary.

(1) Leave payments earned for services rendered. Most LEOFF members earn a certain number of leave hours
per month, such as sick leave. The leave hours are earned by rendering service during the month the leave was
accumulated. The payment a member receives when he or she uses an earned leave day is a deferred salary or
wage for services previously rendered. It is basic salary to the extent that it is equal to the basic salary the member
would have earned had he or she been working.

Example: Assume a member accrues eight hours sick leave per month. The accrued leave in the member's sick
leave balance is earned for personal services rendered during a payroll period. When the member is
absent from work and uses the sick leave, the sick leave payment is basic salary.

(2) Leave payments not earned for services rendered. If an employer authorizes a period of paid leave but
does not require the use of leave previously earned for services rendered, the payment is not a salary or wage for
services rendered. However, RCW 41.26.520 authorizes service credit for all periods of paid leave. Because the
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periods are creditable, the pay received is considered basic salary to the extent that it is equal to the basic salary the
member would have earned had he or she been working.

(3) Payments upon reinstatement or in lieu of reinstatement are paid leave and therefore qualify as basic
salary. The payment will count as basic salary for the payroll periods when the person would have earned the
payment had he or she been working. In order for a payment in lieu of reinstatement to qualify as paid leave, the
person's termination date must occur after the payroll period when the payment would have been earned. Because
the periods are creditable, the pay received is considered basic salary to the extent that it is equal to the basic salary
the member would have earned had he or she been working.

(4) Union leave. Periods of authorized leave to serve as an elected official of a labor organization which meet the
requirements of RCW 41.26.520 qualify for service credit. The salary payments provided by the employer subject to
reimbursement from the union qualify as basic salary for LEOFF Plan Il to the extent that they do not exceed the
highest paid job class covered by the collective bargaining agreement negotiated between the labor organization and
the employer. The portion of any payment identified as paid leave in excess of that amount is not basic salary.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-373, filed 12/6/96, effective 1/6/97.]

WAC 415-104-374 LEOFF Plan 2 part-time leave of absence. (1) What are the LEOFF Plan 2 part-time leave
rules for law enforcement officers?

(a) You must be a current LEOFF Plan 2 law enforcement member;
(b) Your employer must authorize you to work part time and go on an unpaid part-time leave of absence;
(c) While in part-time work/part-time leave status, you cannot do any other work for pay for your employer; and

(d) When you return to full-time employment, the employment must be with the same employer who granted you
the part-time leave.

(2) May | purchase service credit for periods of part-time leave? See WAC 415-02-175 for information about
purchasing service credit for an unpaid authorized leave of absence.

[Statutory Authority: RCW 41.50.050(5). 04-20-005, § 415-104-374, filed 9/23/04, effective 10/24/04. Statutory Authority: RCW 41.50.050(5)
and 41.26.520. 02-18-047, § 415-104-374, filed 8/28/02, effective 9/1/02.]

WAC 415-104-375 Salary or wages not attached to a position are LEOFF Plan Il basic salary. A salary or
wage for services rendered to an employer is basic salary for LEOFF Plan Il regardless of whether the services are
attached to a position.

Example: If an employee receives additional salary based upon his or her education, that additional salary is basic
salary for LEOFF Plan Il even if his or her position does not require that level of education. The payment of
a higher salary based upon educational attainment is part of the total compensation for the services
provided by the employee.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-375, filed 12/6/96, effective 1/6/97.]

WAC 415-104-377 Performance bonuses are LEOFF Plan Il basic salary. Payments you earn for meeting or
exceeding performance goals set by your employer are a salary or wage for services rendered and qualify as basic
salary for LEOFF Plan Il. In order to qualify as basic salary, a performance bonus must be documented in an
employer policy or specific agreement between the employer and member prior to earning the bonus.
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Example: An employer offers an annual bonus to a member if he or she meets a certain performance goal, i.e., stays
accident free for a year. If the member meets the goal and is paid the bonus, the bonus would be
considered basic salary.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-377, filed 12/6/96, effective 1/6/97.]

WAC 415-104-379 Shift differential is LEOFF Plan |l basic salary. Additional payments to a member for working
swing shift or night shift are a salary or wage for services rendered. Those payments are basic salary for LEOFF Plan
Il

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-379, filed 12/6/96, effective 1/6/97.]

WAC 415-104-380 Disability payments. (1) Disability leave supplement. Under certain circumstances, LEOFF Il
members are entitled to a disability leave supplement for periods of disability leave. See RCW 41.04.500 through
41.04.550.

(a) Employer contributions to the disability leave supplement under RCW 41.04.510(3) are not a salary or wage for
services rendered and do not qualify as basic salary. Although the payments are paid leave, they are specifically
excluded from basic salary by RCW 41.04.525.

(b) The member paid portion of the disability leave supplement is funded through use of the member's
accumulated sick or vacation leave. This portion of the disability leave supplement is, therefore, basic salary, see
WAC 415-104-373. The member will receive only partial service credit for the accumulated leave portion of the
disability leave supplement.

(c) A member may apply to receive full service credit for some periods of duty disability under RCW 41.26.470(3).

(2) Workers' compensation. Payments made to a member under Title 51 RCW are neither a salary or wage for
services rendered nor paid leave. The payments are not basic salary for LEOFF Il. This is true whether the payments
come from the workers' compensation trust fund or from an employers' self-insurance program authorized under Title
51 RCW.

(3) Private insurance. Some employers provide additional disability insurance as a supplement to workers'
compensation. Any payment from a third party insurance company is neither paid leave nor payment for services
rendered. It does not qualify as basic salary for LEOFF Plan Il.

(4) Disability leave banks. If an employer maintains a disability leave bank which may be used to make salary
replacement payments for members during periods of disability, such payments are paid leave and qualify as basic
salary subject to the provisions of WAC 415-104-373: Provided, however, That if the leave provided to an employee
is based upon leave earned by another employee then it is a form of shared leave and does not qualify as basic
salary.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-380, filed 12/6/96, effective 1/6/97.]

WAC 415-104-383 Employer taxes and contributions are not LEOFF Plan Il basic salary. (1) Any payment by
a member's employer of the employer portion of taxes imposed by the Federal Insurance Contribution Act is not a
salary or wage and does not qualify as basic salary for LEOFF Plan II.

(2) Employer contributions to LEOFF Plan Il are not a salary or wage paid to the member and do not qualify as
basic salary.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-383, filed 12/6/96, effective 1/6/97.]

WAC 415-104-385 Fringe benefits are not LEOFF Plan 2 basic salary. Fringe benefits provided by an employer
are not a salary or wage and therefore do not qualify as basic salary for LEOFF Plan 2. Fringe benefits include, but
are not limited to:
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(1) Employer retirement contributions;

(2) Any type of insurance such as medical, dental or life insurance; and any employer contribution to meet the
premium or charge for the insurance; or

(3) Any employer payments into a private fund to provide health or welfare benefits for the member (or the
member and the member's dependents), with the exception of compensation paid pursuant to a bona fide cafeteria
plan, flexible benefit plan or similar arrangement as described in WAC 415-104-367.

[Statutory Authority: RCW 41.50.050(5) and chapter 41.26 RCW. 03-06-042, § 415-104-385, filed 2/27/03, effective 4/1/03. Statutory
Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-385, filed 12/6/96, effective 1/6/97.]

WAC 415-104-387 lllegal payments are not LEOFF Plan Il basic salary. If an employer disburses a payment that
the employer does not have legal authority to make, that payment does not qualify as basic salary for LEOFF Plan Il

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-387, filed 12/6/96, effective 1/6/97.]

WAC 415-104-390 Reimbursements or allowances in lieu of a reimbursement are not LEOFF Plan Il basic
salary. (1) Reimbursement. If an employer reimburses a member for expenses incurred in providing services for
the employer, the purpose of the payment is to pay the member back for out-of-pocket expenses. The payment is not
compensation. It is not a salary or wage and is not basic salary for LEOFF Plan II.

(2) Allowance. An allowance paid in lieu of a specific reimbursement for expenses a member is expected to incur
in providing services for the employer is characterized the same as a specific reimbursement. The purpose of the
payment is to reimburse the member for out-of-pocket expenses. The payment is not compensation. It is not a salary
or wage and does not qualify as basic salary for LEOFF Plan II.

Example: An employer provides an annual stipend for the purchase of a uniform or other clothing required for the
performance of a members' duties. The payment is a reimbursement for expenses incurred or expected to
be incurred and is not basic salary for LEOFF Plan .

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-390, filed 12/6/96, effective 1/6/97.]

WAC 415-104-393 Standby pay is not LEOFF Plan Il basic salary. Payments to a member for time not actually
worked when the member must be available to work if the need arises, are not a salary or wage for services
rendered. Any such payment does not qualify as basic salary for LEOFF Plan II.

Example: Some employers provide payments to a member at less than the member's regular hourly rate in
exchange for the member being available to come into work after his or her shift if called, although the
member may not be called. Such payments, often referred to as "standby pay," are not basic salary for
LEOFF Plan II.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-393, filed 12/6/96, effective 1/6/97.]

WAC 415-104-395 Termination or retirement bonuses are not LEOFF Plan |l basic salary. An additional
payment based on notification of a member's intent to terminate or retire is in consideration for the naotification of
intent to retire or terminate. The payment is not a salary or wage for services rendered and is not basic salary for
LEOFF Plan 11.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-395, filed 12/6/96, effective 1/6/97.]

>008 Interim LEOFF Plan 2 Retirement Board Page 12 of 13



WAC 415-104-397 Statutorily excluded payments are not LEOFF Plan Il basic salary. Payments authorized by
a statute that excludes the payment from the calculation of a public retirement allowance do not qualify as basic
salary.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-397, filed 12/6/96, effective 1/6/97.]

WAC 415-104-401 Cash outs of accrued leave or other forms of severance pay are not LEOFF Plan Il basic
salary. (1) A cash out from an employer for unused accrued leave, is a deferred salary or wage for services
previously rendered. However, the payment is not basic salary because it is specifically excluded from the definition
of basic salary in RCW 41.26.030 (13)(b).

(2) Other forms of severance pay are not basic salary. Any form of severance payment received from an
employer upon termination, is not included as basic salary in LEOFF Plan Il because it is excluded from the statutory
definition of basic salary.

[Statutory Authority: RCW 41.50.050 and 41.50.055. 97-01-016, § 415-104-401, filed 12/6/96, effective 1/6/97.]

WAC 415-104-405 Payments in lieu. A payment or any other transfer in lieu of an item that does not qualify as
basic salary, is not basic salary. The only exception is compensation paid pursuant to bona fide cafeteria plan,
flexible benefit plan or similar arrangement as described in WAC 415-104-3302.

[Statutory Authority: RCW 41.50.050

LEOFF Plan 2 Retirement Board
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HOUSE BI LL 3049

St ate of WAshi ngt on 60t h Legi sl ature 2008 Regul ar Sessi on

By Representatives WIIians, Priest, Conway, Roach, VanDeWege,
Sul livan, Sinpson, Hurst, Kenney, and Kelley; by request of LEOFF
Plan 2 Retirenent Board

Read first tinme 01/21/08. Referred to Commttee on Appropriations.

AN ACT Relating to enployer contributions to an account forned
under section 457 of the United States internal revenue code for the
benefit of menbers of the | aw enforcenent officers' and firefighters’
retirement system plan 2; anending RCW 41.26.030; and providing an
effective date.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.26.030 and 2005 ¢ 459 s 1 are each anended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1) "Retirenent systeni nmeans the "Washington |aw enforcenent
officers' and firefighters' retirenent systenm provided herein.

(2)(a) "Enployer" for plan 1 nenbers, neans the |egislative
authority of any city, town, county, or district or the elected
of ficials of any municipal corporation that enploys any | aw enforcenent
officer and/or firefighter, any authorized association of such
muni ci palities, and, except for the purposes of RCW 41.26.150, any
| abor guild, association, or organization, which represents the
firefighters or |law enforcenment officers of at |east seven cities of
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over 20,000 population and the nenbership of each l|ocal |odge or
di vision of which is conposed of at |east sixty percent |aw enforcenent
officers or firefighters as defined in this chapter

(b) "Enployer" for plan 2 nenbers, neans the followng entities to
the extent that the entity enploys any |aw enforcenent officer and/or
firefighter:

(1) The legislative authority of any city, town, county, or
district;

(ii) The elected officials of any nunicipal corporation;

(tit) The governing body of any other general authority |aw
enf orcement agency; or

(tv) A four-year institution of higher education having a fully
operational fire departnent as of January 1, 1996.

(3) "Law enforcenent officer"” beginning January 1, 1994, neans any
person who is conm ssioned and enpl oyed by an enployer on a full tine,
fully conpensated basis to enforce the crimnal laws of the state of
Washi ngton generally, with the follow ng qualifications:

(a) No person who is serving in a position that is basically
clerical or secretarial in nature, and who is not comm ssioned shall be
considered a | aw enforcenent officer;

(b) Only those deputy sheriffs, including those serving under a
different title pursuant to county charter, who have successfully
conpleted a civil service examnation for deputy sheriff or the
equi val ent position, where a different title is used, and those persons
serving in unclassified positions authorized by RCW41.14. 070 except a
private secretary will be considered | aw enforcenent officers;

(c) Only such full time comm ssioned | aw enforcenent personnel as
have been appointed to offices, positions, or ranks in the police
depart nent which have been specifically created or otherw se expressly
provi ded for and designated by city charter provision or by ordinance
enacted by the legislative body of the city shall be considered city
police officers;

(d) The term "l aw enforcenent officer"” also includes the executive
secretary of a labor guild, association or organization (which is an
enpl oyer under RCW 41.26.030(2)) if that individual has five years
previ ous nenbership in the retirenment system established in chapter
41.20 RCW The provisions of this subsection (3)(d) shall not apply to
pl an 2 nenbers; and
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(e) The term "law enforcenent officer” also includes a person
enpl oyed on or after January 1, 1993, as a public safety officer or
director of public safety, so long as the job duties substantially
involve only either police or fire duties, or both, and no other duties
in a city or town with a population of |less than ten thousand. The
provisions of this subsection (3)(e) shall not apply to any public
safety officer or director of public safety who is receiving a
retirenment allowance under this chapter as of May 12, 1993.

(4) "Firefighter" neans:

(a) Any person who is serving on a full tinme, fully conpensated
basis as a nenber of a fire departnent of an enployer and who is
serving in a position which requires passing a civil service
exam nation for firefighter, and who is actively enployed as such;

(b) Anyone who is actively enployed as a full time firefighter
where the fire departnent does not have a civil service exam nation;

(c) Supervisory firefighter personnel;

(d) Any full time executive secretary of an association of fire
protection districts authorized under RCW52. 12. 031. The provisions of
this subsection (4)(d) shall not apply to plan 2 nenbers;

(e) The executive secretary of a labor guild, association or
organi zation (which is an enployer under RCW 41.26.030(2) as now or
hereafter anended), if such individual has five years previous
menbership in a retirenent systemestablished in chapter 41.16 or 41.18
RCW The provisions of this subsection (4)(e) shall not apply to plan
2 menbers;

(f) Any person who is serving on a full time, fully conpensated
basis for an enployer, as a fire dispatcher, in a departnment in which
on March 1, 1970, a dispatcher was required to have passed a civi
service exam nation for firefighter;

(g) Any person who on March 1, 1970, was enployed on a full tine,
fully conpensated basis by an enployer, and who on May 21, 1971, was
maki ng retirenent contributions under the provisions of chapter 41.16
or 41.18 RCW and

(h) Any person who is enployed on a full-time, fully conpensated
basis by an enpl oyer as an energency nedi cal technician.

(5) "Departnent" neans the departnent of retirenent systens created
in chapter 41.50 RCW
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(6) "Surviving spouse" nmeans the surviving widow or w dower of a
menber. " Surviving spouse” shall not include the divorced spouse of a
menber except as provided in RCW41. 26. 162.

(7)(a) "Child" or "children" neans an unnarried person who is under
the age of eighteen. or ((renrtatbyr—er+—physieally—handiecapped)) has
nental or physical disabilities as determ ned by the departnent, except
a ((handicapped)) person with disabilities in the full time care of a
state institution, who is:

(1) A natural born child,

(1i) A stepchild where that relationship was in existence prior to
the date benefits are payable under this chapter;

(ti1) A posthunous child,

(iv) Achild legally adopted or nade a | egal ward of a nenber prior
to the date benefits are payable under this chapter; or

(v) An illegitimate child legitimzed prior to the date any
benefits are payable under this chapter.

(b) A person shall also be deened to be a child up to and i ncl uding
the age of twenty years and eleven nonths while attending any high
school, college, or vocational or other educational institution
accredited, licensed, or approved by the state, in which it is |ocated,
i ncl udi ng the sumer vacation nonths and all other normal and regul ar
vacation periods at the particular educational institution after which
the child returns to school.

(8) "Menber" neans any firefighter, |law enforcenent officer, or
other person as would apply under subsections (3) or (4) of this
section whose nenbership is transferred to the Wshington |aw
enforcenent officers' and firefighters' retirenent systemon or after
March 1, 1970, and every |law enforcenent officer and firefighter who is
enpl oyed in that capacity on or after such date.

(9) "Retirement fund" neans the "Washington |aw enforcenent
officers' and firefighters' retirenent system fund" as provided for
herei n.

(10) "Enpl oyee" neans any | aw enforcenent officer or firefighter as
defined in subsections (3) and (4) of this section.

(11)(a) "Beneficiary" for plan 1 nenbers, neans any person in
receipt of a retirenent allowance, disability allowance, death benefit,
or any other benefit described herein.
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(b) "Beneficiary" for plan 2 nenbers, nmeans any person in receipt
of a retirement allowance or other benefit provided by this chapter
resulting fromservice rendered to an enpl oyer by anot her person.

(12)(a) "Final average salary" for plan 1 nenbers, neans (i) for a
menber hol ding the sanme position or rank for a m ni mum of twel ve nonths
preceding the date of retirenment, the basic salary attached to such
same position or rank at tinme of retirement; (ii) for any other nenber,
including a civil service nenber who has not served a m ni num of twelve
months in the same position or rank preceding the date of retirenent,
the average of the greatest basic salaries payable to such nenber
during any consecutive twenty-four nonth period wthin such nmenber's
| ast ten years of service for which service credit is allowed, conputed
by dividing the total basic salaries payable to such nenber during the
selected twenty-four nonth period by twenty-four; (iii) in the case of
disability of any nenber, the basic salary payable to such nenber at
the time of disability retirement; (iv) in the case of a nenber who
hereafter vests pursuant to RCW41. 26. 090, the basic salary payable to
such nmenber at the tine of vesting.

(b) "Final average salary" for plan 2 nenbers, neans the nonthly
average of the nenber's basic salary for the highest consecutive sixty
service credit nonths of service prior to such nenber's retirenent,
term nation, or death. Periods constituting authorized unpaid | eaves
of absence may not be used in the calculation of final average sal ary.

(13)(a) "Basic salary" for plan 1 nenbers, neans the basic nonthly
rate of salary or wages, including |ongevity pay but not including
overtinme earnings or special salary or wages, upon which pension or
retirement benefits wll be conputed and upon which enployer
contributions and sal ary deductions will be based.

(b) "Basic salary" for plan 2 nenbers, neans salaries or wages
earned by a nenber during a payroll period for personal services,
including overtine paynents, and shall include wages and salaries
deferred under provisions established pursuant to sections 403(b),
414(h), and 457 of the United States Internal Revenue Code, but shal
exclude lunp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay. Basic salary includes all contributions made by an
enpl oyer to a nenber's account established pursuant to section 457 of
the United States internal revenue code even if the enployer's
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contributions are conditioned upon the nenber making contributions. In
any year in which a nenber serves in the |legislature the nenber shall
have the option of having such nmenber's basic salary be the greater of:

(i) The basic salary the nenber woul d have recei ved had such nenber
not served in the legislature; or

(i1) Such nmenber's actual basic salary received for nonlegislative
public enploynent and |egislative service conbined. Any additiona
contributions to the retirenment system required because basic salary
under (b)(i) of this subsection is greater than basic salary under
(b)(ii) of this subsection shall be paid by the nenber for both nenber
and enpl oyer contri buti ons.

(14)(a) "Service" for plan 1 nenbers, neans all periods of
enpl oynent for an enployer as a firefighter or |aw enforcenent officer,
for which conpensation is paid, together with periods of suspension not
exceeding thirty days in duration. For the purposes of this chapter
service shall also include service in the arnmed forces of the United
States as provided in RCW41.26.190. Credit shall be allowed for al
service credit nonths of service rendered by a nmenber from and after
the nmenber's initial commencenent of enploynent as a firefighter or |aw
enforcenent officer, during which the nenber worked for seventy or nore
hours, or was on disability leave or disability retirenent. Only
service credit nonths of service shall be counted in the conmputation of
any retirenment allowance or other benefit provided for in this chapter.

(i) For nenbers retiring after May 21, 1971 who were enpl oyed under
the coverage of a prior pension act before March 1, 1970, "service"
shall also include (A such mlitary service not exceeding five years
as was creditable to the nenber as of March 1, 1970, under the nenber's
particul ar prior pension act, and (B) such other periods of service as
were then creditable to a particular nmenber under the provisions of RCW
41.18. 165, 41.20.160 or 41.20.170. However, in no event shall credit
be all owed for any service rendered prior to March 1, 1970, where the
menber at the time of rendition of such service was enployed in a
position covered by a prior pension act, unless such service, at the
time credit is clainmed therefor, is also creditable wunder the
provi sions of such prior act.

(i1) A menber who is enployed by two enployers at the sane tine
shall only be credited with service to one such enployer for any nonth
during which the nenber rendered such dual service.
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(b) "Service" for plan 2 nenbers, neans periods of enploynent by a
menber for one or nore enployers for which basic salary is earned for
ninety or nore hours per calendar nonth which shall constitute a
service credit nonth. Periods of enploynent by a nenber for one or
nmore enployers for which basic salary is earned for at |east seventy
hours but less than ninety hours per calendar nonth shall constitute
one-half service credit nonth. Periods of enploynent by a nmenber for
one or nore enployers for which basic salary is earned for |ess than
seventy hours shall constitute a one-quarter service credit nonth.

Menbers of the retirement systemwho are el ected or appointed to a
state elective position may elect to continue to be nenbers of this
retirenment system

Service credit years of service shall be determ ned by dividing the
total nunber of service credit nonths of service by twelve. Any
fraction of a service credit year of service as so determ ned shall be
taken into account in the conputation of such retirenment all owance or
benefits.

| f a nenber receives basic salary fromtwo or nore enployers during
any calendar nonth, the individual shall receive one service credit
month's service credit during any calendar nonth in which nultiple
service for ninety or nore hours is rendered; or one-half service
credit nonth's service credit during any calendar nonth in which
mul tiple service for at | east seventy hours but |ess than ninety hours
is rendered; or one-quarter service credit nonth during any cal endar
month in which nultiple service for less than seventy hours is
render ed.

(15) "Accunul ated contri butions” neans the enpl oyee's contri butions
made by a nenber, including any anmount paid under RCW 41.50.165(2),
pl us accrued interest credited thereon.

(16) "Actuarial reserve" nmeans a nethod of financing a pension or
retirenent plan wherein reserves are accunulated as the liabilities for
benefit paynents are incurred in order that sufficient funds wll be
avail able on the date of retirenent of each nenber to pay the nenber's
future benefits during the period of retirenent.

(17) "Actuarial valuation" neans a nathematical determ nation of
the financial condition of a retirenent plan. It includes the
conputation of the present nonetary value of benefits payable to
present nmenbers, and the present nonetary value of future enployer and

p. 7 HB 3049



© 00 N O Ol WDN P

W W W W W W W WPNDNDNDNDNMNDNMNDNDDNDNMNDNMNMNMNNNMNPEPPRPPRPPRPRPRPERPEPRPPRPPREPE
N o oA WNEFE OO 0o NP WDNE OO oo N O P WD Ee o

enpl oyee contributions, giving effect to nortality anong active and
retired nenbers and also to the rates of disability, retirenent,
wi t hdrawal from service, salary and interest earned on investnents.

(18) "Disability board" for plan 1 nenbers neans either the county
disability board or the city disability board established in RCW
41. 26. 110.

(19) "Disability |eave" neans the period of six nonths or any
portion thereof during which a nenber is on |eave at an all owance equal
to the nmenber's full salary prior to the commencenent of disability
retirenent. The definition contained in this subsection shall apply
only to plan 1 nenbers.

(20) "Disability retirenent” for plan 1 nenbers, neans the period
followng termnation of a nmenber's disability | eave, during which the
menber is in receipt of a disability retirenent allowance.

(21) "Position" neans the enploynent held at any particular tine,
whi ch may or may not be the sane as civil service rank.

(22) "Medical services" for plan 1 nmenbers, shall include the
followi ng as m nimum services to be provided. Reasonable charges for
t hese services shall be paid in accordance with RCW41. 26. 150.

(a) Hospital expenses: These are the charges made by a hospital,
inits own behalf, for

(1) Board and room not to exceed semprivate room rate unless
private room is required by the attending physician due to the
condition of the patient.

(11) Necessary hospital services, other than board and room
furni shed by the hospital.

(b) O her nedical expenses: The follow ng charges are consi dered
"ot her nedi cal expenses", provided that they have not been consi dered
as "hospital expenses".

(1) The fees of the follow ng:

(A) A physician or surgeon |icensed under the provisions of chapter
18. 71 RCW

(B) An osteopathic physician and surgeon |icensed under the
provi sions of chapter 18.57 RCW

(© A chiropractor |icensed under the provisions of chapter 18.25
RCW

(11) The charges of a registered graduate nurse other than a nurse
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who ordinarily resides in the nenber's home, or is a nenber of the
famly of either the nenber or the nenber's spouse.

(ti1) The charges for the follow ng nedical services and supplies:

(A) Drugs and nedici nes upon a physician's prescription;

(B) Diagnostic X-ray and | aboratory exam nati ons;

(© X-ray, radium and radioactive isotopes therapy;

(D) Anesthesia and oxygen;

(E) Rental of iron lung and other durable nedical and surgica
equi pnent ;

(F) Artificial linbs and eyes, and casts, splints, and trusses;

(G Professional anbulance service when used to transport the
menber to or froma hospital when injured by an accident or stricken by
a di sease;

(H) Dental charges incurred by a nenber who sustains an acci dental
injury to his or her teeth and who commences treatnment by a legally
licensed dentist wthin ninety days after the accident;

(I') Nursing hone confinement or hospital extended care facility;

(J) Physical therapy by a regi stered physical therapist;

(K) Blood transfusions, including the cost of blood and bl ood
pl asma not replaced by voluntary donors;

(L) An optonmetrist licensed under the provisions of chapter 18.53
RCW

(23) "Regular interest” nmeans such rate as the director may
determ ne

(24) "Retiree" for persons who establish nenbership in the
retirement system on or after OCctober 1, 1977, neans any nenber in
receipt of a retirenent allowance or other benefit provided by this
chapter resulting fromservice rendered to an enpl oyer by such nenber.

(25) "Director” neans the director of the departnent.

(26) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(27) "State elective position" neans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nmenber of the |egislature.

(28) "Plan 1" nmeans the |aw enforcenent officers' and firefighters'
retirenment system plan 1 providing the benefits and fundi ng provisions
covering persons who first becane nenbers of the system prior to
Cct ober 1, 1977.
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(29) "Plan 2" means the | aw enforcenent officers' and firefighters'
retirenment system plan 2 providing the benefits and fundi ng provisions
covering persons who first becane nenbers of the system on and after
Cct ober 1, 1977.

(30) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twelve.

(31) "Service credit nmonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(32) "General authority |aw enforcenent agency" means any agency,
departnment, or division of a municipal corporation, politica
subdi vi sion, or other unit of |ocal governnment of this state, and any
agency, departnent, or division of state governnment, having as its
primary function the detection and apprehensi on of persons commtting
infractions or violating the traffic or crimnal laws in general, but
not including the Washi ngton state patrol. Such an agency, departnent,
or division is distinguished froma limted authority |aw enforcenent
agency having as one of its functions the apprehension or detection of
persons commtting infractions or violating the traffic or crimna
laws relating to limted subject areas, including but not limted to,
the state departnents of natural resources and social and health
services, the state ganbling conm ssion, the state |lottery comm ssion,
the state parks and recreation comm ssion, the state utilities and
transportation comm ssion, the state |iquor control board, and the
state departnent of corrections.

NEW SECTION. Sec. 2. This act takes effect July 1, 2012.

~-- END ---
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Multiple Agency Fiscal Note Summary
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*  See Office of the Administrator for the Courts judicial fiscal note
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Individual State Agency Fiscal Note

Bill Number: 3049 HB Title:  Definition of basic salary Agency:  035-Office of State
Actuary
Part I: Estimates
|:| No Fiscal Impact
Estimated Cash Receipts to:
FUND
Total $
Estimated Expenditures from:
FY 2008 FY 2009 2007-09 2009-11 2011-13
Fund
General Fund-State 001-1 600,000 600,000 1,500,000 1,600,000
Total $ 600,000 600,000 1,500,000 1,600,000

The cash receipts and expenditure estimates on this page represent the most likely fiscal impact. Factors impacting the precision of these estimates,

and alternate ranges (if appropriate), are explained in Part II.

Check applicable boxes and follow corresponding instructions:

If fiscal impact is greater than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

form Parts I-V.

|:| If fiscal impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I).

|:| Capital budget impact, complete Part IV.

|:| Requires new rule making, complete Part V.

Legislative Contact: Phone: Date: 01/30/2008

Agency Preparation:  Nelsen Dave Phone: 360-786-6144 Date: 01/30/2008

Agency Approval: Matthew M. Smith Phone: 360-786-6140 Date: 01/30/2008

OFM Review: Jane Sakson Phone: 360-902-0549 Date: 01/30/2008
Request # -1

Form FN (Rev 1/00) Bill # 3049 HB




Part II: Narrative Explanation

I1. A - Brief Description Of What The Measure Does That Has Fiscal Impact

Briefly describe, by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency.

I1. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section
number and when appropriate the detail of the revenue sources. Briefly describe the factual basis of the assumptions and the method by which the
cash receipts impact is derived. Explain how workload assumptions translate into estimates. Distinguish between one time and ongoing functions.

I1. C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying by section
number the provisions of the legislation that result in the expenditures (or savings). Briefly describe the factual basis of the assumptions and the

method by which the expenditure impact is derived. Explain how workload assumptions translate into cost estimates. Distinguish between one time
and ongoing functions.

Part I1I: Expenditure Detail
III. A - Expenditures by Object Or Purpose

FY 2008 FY 2009 2007-09 2009-11 201113

FTE Staff Years

A-Salaries and Wages
B-Employee Benefits
C-Personal Service Contracts
E-Goods and Services

G-Travel

J-Capital Outlays

M-Inter Agency/Fund Transfers
N-Grants, Benefits & Client Services
P-Debt Service

S-Interagency Reimbursements
T-Intra-Agency Reimbursements

Total: $0 $0 $0 $0 $0
Part I'V: Capital Budget Impact

Part V: New Rule Making Required

Identify provisions of the measure that require the agency to adopt new administrative rules or repeal/revise existing rules.

Request # -1
Form FN (Rev 1/00) 2 Bill # 3049 HB



FISCAL NOTE

RESPONDING AGENCY: CODE: DATE: BILL NUMBERS:

Office of the State Actuary 035 1/30/08  HB 3049 / SB 6635

INTENDED USE

The Office of the State Actuary (“we”) prepared this fiscal note based on our
understanding of the bill as of the date shown above. We intend this fiscal note to be
used by the Legislature during the 2008 Legislative Session only.

We advise other readers of this fiscal note to seek professional guidance as to its content
and interpretation, and not to rely upon this communication without such guidance.
Please read the analysis shown in this fiscal note as a whole. Distribution of or reliance
on only parts of this fiscal note could result in its misuse, and may mislead others.

EXECUTIVE SUMMARY

This bill includes employer contributions to member 457 accounts (deferred
compensation) in the definition of salary for the Law Enforcement Officers’ and Fire
Fighters’ Retirement System Plan 2 (LEOFF 2), and makes those contributions
pensionable.

Increase in Actuarial Liabilities
(Dollars in Millions) Current  Increase Total
Actuarial Present Value of Projected Benefits

$10,320 $54 $10,374
Unfunded Actuarial Accrued Liability ($702) $0 ($702)
Unfunded Liability (PVCPB) ($1,259) $22 ($1,237)
Total Increase in Contribution Rates

Current Biennium LEOFF

Employee (Plan 2) 0.13%

Employer 0.08%

State 0.05%

Fiscal Costs

(Dollars in Millions) 2008-2009 2009-2011 25-Year
General Fund-State $0.6 $1.5 $37.9
Total Employer $1.6 $3.8 $94.9

See the Actuarial Results section of this fiscal note for more detail.
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CHANGE TO PENSION SYSTEM
Summary of Change

This bill impacts the LEOFF 2 by expanding the definition of basic salary in RCW
41.26.030 to include all employer payments to a deferred compensation plan (457 plan as
designated by the IRS) on behalf of the member.

Effective Date: July 1, 2012
Current Situation

Employer payments to 457 plans on behalf of members may be included as basic salary
in LEOFF Plan 2 if the employer makes the payments as a condition of the member’s
employment, and not based upon the member performing some action besides rendering
service. For example, consider the situation when employers offer payments to match
contributions made by the employee. Because the employer payments are contingent
upon the member contributing, and not upon the member rendering services, current law
excludes the employer contributions from basic salary.

Members Impacted

We estimate this bill could affect all 15,718 active members of LEOFF 2 through
increased Final Average Salaries (FAS). Furthermore, we expect 6,969 (15,718 *
44.34% = 6,969; 44.34% is from (10) in the Assumptions Made section) of the current
active members will actually receive improved benefits, since their employers offer
matching plans. We approximated this number based on 2005 data. Because of the
collective bargaining process and the deferred effective date of this bill, the percent of
active LEOFF 2 members whose employers offer matching plans could change by the
effective date of the bill.

We estimate this bill will increase the benefits for a typical member by about 3.5 percent.
We calculated the average match for employers who supplied details of their matching

plan to be 3.69 percent.

Additionally, this bill impacts all LEOFF 2 members through increased contribution
rates.

See the Data Used section of this fiscal note for more details.
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WHY THIS CHANGE HAS A COST AND WHO PAYS FORIT
Why this Bill Has a Cost

Essentially, this bill increases the pensionable salary of half the active LEOFF 2
population by an average of 3.5 percent. The increase in salaries would result in an
increase in liabilities since the majority of LEOFF 2 benefits are based on the members’
FAS. The increase in base salaries would also increase the Present Value of Future
Salaries (PVFS) for LEOFF 2. In general, increases in liability increase contribution
rates, and increases in PVFS decrease contribution rates.

The valuation data doesn’t contain any information about LEOFF 2 members whose
employers offer a matching plan. We were given data identifying employers who offer a
matching plan, but not exactly which members take part in those plans. The staff for the
LEOFF 2 Retirement Board gave us member counts by employer with limited matching
plan detail by employer. Since we cannot identify specific members who join matching
plans we developed an average salary increase per member, and applied this increase to
all members.

Who will Pay for these Costs

Under this bill, the increase in contribution rates caused by increases in liability would be
partially offset by the decrease in contribution rates caused by increases in PVFS. The
increase in contribution rates would be fully offset if the salary increases only occurred at
the beginning of a member’s career. Since the average LEOFF 2 member has 11.9 years
of service, the increase in contribution rates won’t be fully offset, and this bill will result
in a contribution rate increase for LEOFF 2.

This bill has an effective date of July 1, 2012. This deferred effective date will cause
lower liability and PVFS increases than a similar bill with an immediate effective date.
The result will be a slightly lower contribution rate increase than if this bill had an
immediate effective date.

This bill doesn’t allow for an alternate funding method. LEOFF 2 will subsidize the
increase in liability that results from this bill in the usual way:

e 50 percent member.

e 30 percent employer.

e 20 percent State.
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HOW WE VALUED THESE COSTS
Change in Methods

To calculate the impact of this bill on LEOFF 2 we had to determine the average
percentage increase in salary to apply to each member. To determine the average salary
increase per member we used data collected in a 2005 survey of all LEOFF 2 employers.
To apply the salary increase, we increased the assumed rate of salary inflation from 4.5
percent to about 5.9 percent for one year (1.045 * 1.0132795 — 1 = 5.888% — we show the
derivation of the 1.32795% in the Assumptions Made section below). We applied the
additional salary inflation to our valuation software in the fourth year of the valuation to
approximate the four-year deferral in the bill’s effective date. We used our valuation
software to compute the increase in liability and PVFES as a result of this bill.

Otherwise, we developed these costs using the same methods as disclosed in the
September 30, 2006 actuarial valuation report (AVR).

We used the Entry Age Normal actuarial funding method to determine the fiscal budget
changes for future new entrants. We used the Aggregate actuarial funding method to
determine the fiscal budget changes for current plan members.

Assumptions Made

The average salary increase we applied to each member in the fourth year of the
valuation drives the cost of this pricing exercise. In order to compute the average salary
increase, we made assumptions to answer these questions:

1. How many members do employer matching plans cover?
2. What’s the average matching plan amount as a percent of salary?

3. Of the members whose employers offer a match, how many participate in the
matching plan?

4. Of the members who participate in the matching plans, how many utilize the
maximum employer match?

We used the following assumptions to develop the average salary increase per member:

1. How many members do employer matching plans cover? We used the survey
data provided by the LEOFF 2 Retirement Board to estimate the number of
members covered by employer matching plans. Each employer told the surveyor
whether or not they offered a Deferred Compensation (DC) plan. If an employer
offered a DC plan, they stated whether or not they offered a DC match and in
some cases they stated the IRS classification of their DC plan. We excluded any
plan that wasn’t a 457 plan. If the specific IRS classification wasn’t provided, we
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assumed the plan was a 457 plan. Some employers gave detailed data as to which
members the plan covered. Some plans were offered to just police officers, just
fire fighters, or only to the chief. We assumed 58 percent of LEOFF 2 members
are police officers and 42 percent are fire fighters. The total number of
employees covered by an employer matching DC plan, adjusted using all
additionally provided detail, is 6,729.

2. What’s the average matching plan amount as a percent of salary? Using the
counts from question 1 above for any employer matching plan that includes
annual-match detail, we calculated the average-annual match as a percent of
salary. Some employers reported matching a flat-dollar amount; some match a
percent of salary. Whatever detail an employer provided, we converted it to an
annual flat-dollar amount. To convert percent-of-salary matches to annual flat-
dollar amounts, we used the average LEOFF 2 salary from the 2005 AVR. We
used the 2005 average salary in this instance because the survey data was
collected in 2005. We computed that the employers who provided matching
detail employed 4,549 members. That is 68 percent (4,549 / 6,729 = 67.6%) of
the total number of members currently employed by an employer offering a
match.

For each employer that gave matching detail we multiplied the number of
members covered by the match by the maximum-annual match provided. The
sum across all employers of this product is the expected total-dollar amount
contributed to the various matching plans. We divided this total amount paid by
the 4,549 members to yield an average-per-member contribution of $2,655.88
($12,080,382.39 /4,549 = $2,655.88). We converted this flat-dollar amount into
a percent of pay by dividing by the average LEOFF 2 salary reported in the 2005
AVR. This conversion showed that an average plan matches 3.69 percent of pay.

For employers who didn’t provide matching detail, we assumed they match
member contributions at an average rate of 3.5 percent of salary. Essentially we
assumed the 32 percent of members covered by employer-matching plans for
which we had no match detail, would receive matches at almost the same rate as
the 68 percent for whom we had data.

3. Of the members whose employers offer a match, how many participate in the
matching plan? We contacted the three largest employers offering matching
plans: the Cities of Seattle, Spokane, and Tacoma. The Cities of Spokane and
Tacoma responded as of the date of this fiscal note. Spokane offers an employer
match of up to 4 percent of salary. Tacoma offers a match of up to $192 per pay
period. Spokane reported that 94 percent of their fire fighters and 92 percent of
their police officers participate in the matching plan, and in general, it’s the
younger members who don’t participate. Tacoma reported that 89 percent of their
employees take part in the matching plan. For employers that offer a matching
plan, we assumed that 90 percent of all members would participate in the
matching plan.
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The City of Seattle provides 3.0 percent employer contributions to fire fighters’
457 accounts that current law includes in salary for pension purposes. The Seattle
police officers can participate in an employer matching plan of up to 3.5 percent
of salary.

Of the members who participate in the matching plans, how many utilize the
maximum employer match? We asked the Cities of Spokane and Tacoma this
question. Spokane said that almost none of their employees who take part in the
match receive less than the maximum employer match. Tacoma didn’t provide a
response for this question. We assumed that 95 percent of employees who
participate in the match would contribute enough to receive the maximum
employer match.

We computed the average percent-of-salary increase using the following assumptions and

calculations:

(1) =number of members employed per employer eligible to participate in the
matching plan.

(2) = annual match provided by employer.

(3) =90 percent assumed matching plan participation rate.

(4) =95 percent assumed maximum matching rate.

(5) =individual employer’s total dollars contributed = (1) * (2) * (3) * (4).

(6) = total dollars contributed = the sum of (5) across all employers offering a
matching plan.

(7) = total number of members eligible for an employer match = 6,729.

(8) =individual average annual flat-dollar amount contributed on behalf of
members eligible for an employer match = (6) / (7) = $2,233.06.

(9) = total members reported by employers in the survey = 15,176.

(10) = percent of all members reported who are eligible for an employer match

=(7)/(9) = 44.34%,

(11) =individual average annual flat-dollar amount contributed

= (8) * (10) = $990.15.

(12) =average LEOFF 2 salary from the 2006 AVR = §74,562.
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(13) = additional average salary increase applied in the fourth year of the valuation
for all LEOFF 2 active members assumed as a result of this bill
=(11)/(12) =1.32795%.

Otherwise, we developed these costs using the same assumptions as disclosed in the 2006
AVR.

Data Used

The staff for the LEOFF 2 Retirement Board provided us with a spreadsheet titled
LEOFF Plan 2 2005 Benefit survey.xls. The data within the spreadsheet was collected
via an exhaustive survey of LEOFF 2 employers. The survey contained the following
fields:
e Jurisdiction.
Number of employees.
Type of employer (city, county, fire district, port, or university).
Employ Police (yes, no).
Employ FF (yes, no).
Social Security for Police (yes, no).
SS for FF (yes, no).
Medicare (yes, no).
SS replacement plan (yes, no).
DC plan (yes, no).
DC match (yes, no).
DC detail.
Access to retirement benefit (yes, no).
Emplr Cont (yes, no).
Retire benefit detail (PEBB, Teamsters, WFCA, AWC).

We relied on the data within this spreadsheet to price the impact of this bill on LEOFF 2.
We reviewed the data carefully. Not all fields contained data for each record. Where
necessary, we made assumptions regarding blank fields. We listed most of those
assumptions in the Assumptions Made section above.

The format of the data entry wasn’t consistent in some of the fields. We edited the data
to create consistency between records within certain fields, namely fields where the

record entries were either a yes or a no. An audit of this data was not performed.

For the City of Seattle fire fighter and police officer 457 plan information we went to the
following website: http://www.seattle.gov/personnel/resources/agreements.asp.

Otherwise, we developed these costs using the same assets and data as disclosed in the
2006 AVR.
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ACTUARIAL RESULTS
Liability Changes

This bill will impact the actuarial funding of LEOFF 2 by increasing the present value of
future benefits payable under the system as shown below.

(Dollars in Millions) Current Increase Total

Actuarial Present Value of Projected Benefits
(The Value of the Total Commitment to all Current Members)

LEOFF 1 $4,316 $0 $4,316
LEOFF 2 6,004 54 6,058
LEOFF Total $10,320 $54 $10,374

Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized at 2024)
LEOFF 1 ($702) $0 ($702)
Unfunded Liability (PVCPB)
(The Value of the Total Commitment to all Current Members Attributable to Past Service)

LEOFF 1 ($738) $0 ($738)
LEOFF 2 (521) 22 (499)
LEOFF Total ($1,259) $22 ($1,237)

Present Value of Future Salaries (PVFS) Changes

This bill will impact the actuarial funding of LEOFF 2 by increasing the PVFES of the
members of the system as shown below.

(Dollars in Millions) Current  Increase Total
Actuarial Present Value of Future Salaries
(The Value of the Future Salaries Expected to be Paid to Current Members)

LEOFF 2 $13,900 $114 $14,014

Contribution Rate Changes

The rounded increase in the required actuarial contribution rate results in the
supplemental contribution rate shown below that applies in the current biennium.
However, we will use the un-rounded rate increase to measure the fiscal budget changes
in future biennia.
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Increase in Contribution Rates: (Effective 9/1/2008)

System/Plan LEOFF
Current Members
Employee (Plan 2) 0.130%
Employer 0.078%
State 0.052%
New Entrants*
Employee (Plan 2) 0.053%
Employer 0.032%
State 0.021%

*Rate change applied to future new entrant payroll through the
effective date of this act, and used for fiscal budget changes
only. A single supplemental rate increase equal to the increase
for current members would apply in the current biennium for

all members or employers.

Fiscal Budget Changes
Fiscal Costs
(Dollars in Millions) LEOFF
2008-2009
General Fund $0.6
Non-General Fund 0.0
Total State 0.6
Local Government 1.0
Total Employer 1.6
Total Employee $1.6
2009-2011
General Fund $1.5
Non-General Fund 0.0
Total State 1.5
Local Government 2.3
Total Employer 3.8
Total Employee $3.8
2008-2033
General Fund $37.9
Non-General Fund 0.0
Total State 37.9
Local Government 57.0
Total Employer 94.9
Total Employee $94.9
Note: Totals may not agree due to
rounding.
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The analysis of this bill doesn’t consider any other proposed changes to the system. The
combined effect of several changes to the system could exceed the sum of each proposed
change considered individually.

As with the costs developed in the AVR, the emerging costs of the system will vary from
those presented in the AVR or this fiscal note to the extent that actual experience differs
from the actuarial assumptions.

SENSITIVITY ANALYSIS

To determine the sensitivity of the actuarial results to the best-estimate assumptions or
methods selected for this pricing we varied the following assumptions:
e Participation Rate — Member participation rate in employer matching plans.
e Max Match Rate — Percent of maximum match utilized by members.
e Percent Match — Match amount as a percent of salary for employer plans where
detail was not provided.

A sensitivity test is conducted by changing one assumption at a time while holding the
other assumptions constant, and recording the change in outputs. The table below
summarizes the results of our sensitivity tests.

Sensitivity Tests
Assumptions Results
Increase In:
(Dollars in Millions)

Total
Participation Max Match Percent Assumed Supplemental

Rate Rate Match Salary* Liability PVFS Rate
Base - 90% Base-95% Base-3.5% 1.33% $54 $114 0.26%
100% Base Base 1.48% 60 127 0.28%
80% Base Base 1.18% 48 101 0.24%
Base 100% Base 1.40% 57 120 0.28%
Base 90% Base 1.26% 51 108 0.24%
Base Base 4% 1.39% 57 119 0.28%
Base Base 3% 1.27% $52 $109 0.24%

*In the fourth year of the valuation corresponding to 2012.

A scenario test involves selecting groups of assumptions, and recording the change in
outputs after the pricing is conducted using the assumption groups. Aside from the base
pricing, we selected two other groups of assumptions. The first group contained the
assumptions associated with the highest impact to the plan. The second group contained
the assumptions associated with the lowest impact to the plan. The table below
summarizes the results of our scenario tests.
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Scenario Tests

Assumptions Results
Increase In:
(Dollars in Millions)

Max Total
Scenario Participation Match Percent Assumed Supplemental

Test Rate Rate Match Salary* Liability PVFS Rate
Base 90% 95% 3.50% 1.33% $54 $114 0.26%
High 100% 100% 4.00% 1.62% 66 139 0.32%
Low 80% 90% 3.00% 1.07% $44 $92 0.20%

*In the fourth year of the valuation corresponding to 2012.

We didn’t attempt to quantify the impact on LEOFF 2 of employers changing from
making contingent matches to making non-contingent contributions, as occurred with
Seattle fire fighters. This type of behavior change could increase the contribution rates of
LEOFF 2 in about the same magnitude as presented in this fiscal note. The increase in
contribution rates could be higher because all employees would receive the maximum
contribution whereas for this fiscal note we assumed 90 percent of the employees would
receive 95 percent of the maximum employer match.

Since current law includes non-contingent employer contributions as salary we don’t
explicitly calculate an increased contribution rate to approximate the impact of employers
changing from making contingent matches to making non-contingent contributions.
Instead the increase in salaries would show up in the valuation data as being higher than
assumed, resulting in a loss to the system. Losses to the system, under current law, are
accounted for directly under the actuarial funding method used in Washington State — the
aggregate method — in the form of increased contribution rates.

O:\Fiscal Notes\2008\3049_6635.doc Page 11 of 13



CERTIFICATION

The undersigned hereby certifies that:

1.

2.

The actuarial cost methods are appropriate for the purposes of this pricing
exercise.

The actuarial assumptions used are appropriate for the purposes of this pricing
exercise.

The data on which this fiscal note is based are sufficient and reliable for the
purposes of this pricing exercise.

Use of another set of methods, assumptions, and data may also be reasonable, and
might produce different results.

This fiscal note has been prepared for the Legislature during the 2008 Legislative
Session.

This fiscal note has been prepared, and opinions given, in accordance with
Washington State law and accepted actuarial standards of practice as of the date
shown on page 1 of this fiscal note.

While this fiscal note is meant to be complete, the undersigned is available to provide
extra advice and explanations as needed.  ~

T . 3

Matthew M. Smith, FCA, EA, MAAA
State Actuary
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GLOSSARY OF ACTUARIAL TERMS

Actuarial Accrued Liability: Computed differently under different funding methods,
the actuarial accrued liability generally represents the portion of the present value of fully
projected benefits attributable to service credit that has been earned (or accrued) as of the
valuation date.

Actuarial Present Value: The value of an amount or series of amounts payable or
receivable at various times, determined as of a given date by the application of a
particular set of Actuarial Assumptions (i.e. interest rate, rate of salary increases,
mortality, etc.).

Aggregate Funding Method: The Aggregate Funding Method is a standard actuarial
funding method. The annual cost of benefits under the Aggregate Method is equal to the
normal cost. The method does not produce an unfunded liability. The normal cost is
determined for the entire group rather than an individual basis.

Entry Age Normal Cost Method (EANC): The EANC method is a standard actuarial
funding method. The annual cost of benefits under EANC is comprised of two
components — the:

* Normal cost.
* Amortization of the unfunded liability.

The normal cost is determined on an individual basis, from a member’s age at plan entry,
and is designed to be a level percentage of pay throughout a member’s career.

Normal Cost: Computed differently under different funding methods, the normal cost
generally represents the portion of the cost of projected benefits allocated to the current
plan year.

Present Value of Credited Projected Benefits (PVCPB): The portion of the Actuarial
Present Value of future benefits attributable to service credit that has been earned to date
(past service).

Projected Benefits: Pension benefit amounts which are expected to be paid in the future
taking into account such items as the effect of advancement in age as well as past and
anticipated future compensation and service credits.

Unfunded Liability (Unfunded PVCPB): The excess, if any, of the Present Value of
Credited Projected Benefits over the Valuation Assets. This is the portion of all benefits
earned to date that are not covered by plan assets.

Unfunded Actuarial Accrued Liability (UAAL): The excess, if any, of the actuarial

accrued liability over the actuarial value of assets. In other words, the present value of
benefits earned to date that are not covered by plan assets.
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Individual State Agency Fiscal Note

Bill Number: 3049 HB Title:  Definition of basic salary

Agency:  124-Department of
Retirement Systems

Part I: Estimates

No Fiscal Impact

The cash receipts and expenditure estimates on this page represent the most likely fiscal impact. Factors impacting the precision of these estimates,

and alternate ranges (if appropriate), are explained in Part II.

Check applicable boxes and follow corresponding instructions:

If fiscal impact is greater than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

form Parts I-V.

|:| If fiscal impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I).

|:| Capital budget impact, complete Part IV.

Requires new rule making, complete Part V.

Legislative Contact:

Phone: Date: 01/30/2008

Agency Preparation:  George Pickett

Phone: (360)664-7009 Date:  01/30/2008

Agency Approval: Sandra J. Matheson

Phone: (360) 664-7312 Date:  01/30/2008

OFM Review: Ryan Black Phone: 360-902-0417 Date: 02/02/2008
Request # 08-014-1
Form FN (Rev 1/00) 1 Bill # 3049 HB




Part II: Narrative Explanation

I1. A - Brief Description Of What The Measure Does That Has Fiscal Impact

Briefly describe, by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency.

This bill changes the definition of basic salary for the purpose of employer contributions to an account formed under
section 457 of the Internal Revenue Code for the benefit of members of Plan 2 of the Law Enforcement Officers’ and
Firefighters’ Retirement System. The change will allow employer contributions to a 457 plan on behalf of a member to
be included in the member’s retirement benefit calculation.

These changes do not have a fiscal impact on the Department of Retirement Systems.
I1. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section
number and when appropriate the detail of the revenue sources. Briefly describe the factual basis of the assumptions and the method by which the
cash receipts impact is derived. Explain how workload assumptions translate into estimates. Distinguish between one time and ongoing functions.

No impact.

I1. C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying by section
number the provisions of the legislation that result in the expenditures (or savings). Briefly describe the factual basis of the assumptions and the
method by which the expenditure impact is derived. Explain how workload assumptions translate into cost estimates. Distinguish between one time
and ongoing functions.

No impact.

Part I1I: Expenditure Detail
Part I'V: Capital Budget Impact

No impact.

Part V: New Rule Making Required

Identify provisions of the measure that require the agency to adopt new administrative rules or repeal/revise existing rules.

New or modified rules will be required.
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