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TodayToday’’s Presentation Topicss Presentation Topics

Future benefits paid by funding sourceFuture benefits paid by funding source
Preliminary contribution ratesPreliminary contribution rates
AssetsAssets
LiabilitiesLiabilities
Funded statusFunded status
Participant dataParticipant data
Next stepsNext steps
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WhatWhat’’s In The 2007 LEOFF 2 AVRs In The 2007 LEOFF 2 AVR

Report of the Actuarial Valuation as of June 30, 2007Report of the Actuarial Valuation as of June 30, 2007
Includes assumptions from Preliminary Experience StudyIncludes assumptions from Preliminary Experience Study
Includes cost of 2008 LegislationIncludes cost of 2008 Legislation
Assumes plan is ongoingAssumes plan is ongoing
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Why We Perform The Actuarial ValuationsWhy We Perform The Actuarial Valuations

Systematic actuarial fundingSystematic actuarial funding
Funding methods set in statuteFunding methods set in statute

Calculate contribution rates to adequately fund future Calculate contribution rates to adequately fund future 
benefitsbenefits

Determine liabilitiesDetermine liabilities
Compare with assetsCompare with assets
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Sources Of Funding For LEOFF 2Sources Of Funding For LEOFF 2

Current assetsCurrent assets
Past contributionsPast contributions
Past investment returnsPast investment returns

Future contributionsFuture contributions
Future investment returnsFuture investment returns
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LEOFF 2 Future Benefits Under Current Plan ProvisionsLEOFF 2 Future Benefits Under Current Plan Provisions

Total Future Benefits to be Paid by Funding Source

9%

9%

82%

Current Assets

Future
Contributions
Future Investment
Returns
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The Future Contributions Slice Of The PieThe Future Contributions Slice Of The Pie

Employer ContributionsEmployer Contributions
State ContributionsState Contributions
Member ContributionsMember Contributions
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Preliminary Employer Contribution RatesPreliminary Employer Contribution Rates
Using 4.50% General Salary Increase AssumptionUsing 4.50% General Salary Increase Assumption

*Excludes current administrative expense rate of 0.16%

4.66%4.66%5.02%5.02%Minimum Rate (90% of EANC)Minimum Rate (90% of EANC)

4.66%4.66%5.02%5.02%Rate Under Current Funding PolicyRate Under Current Funding Policy

5.18%5.18%5.58%5.58%LongLong--Term Expected Rate (EANC)Term Expected Rate (EANC)

3.72%3.72%4.51%4.51%Rate Before MinimumRate Before Minimum

20092009--2011 2011 
UpdatedUpdated

20092009--2011 2011 
ProjectedProjectedEmployer*Employer*

3.11%3.11%3.34%3.34%Minimum Rate (90% of EANC)Minimum Rate (90% of EANC)

3.11%3.11%3.34%3.34%Rate Under Current Funding PolicyRate Under Current Funding Policy

3.45%3.45%3.71%3.71%LongLong--Term Expected Rate (EANC)Term Expected Rate (EANC)

2.48%2.48%3.01%3.01%Rate Before MinimumRate Before Minimum

20092009--2011 2011 
UpdatedUpdated

20092009--2011 2011 
ProjectedProjectedStateState
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Preliminary Budget ImpactsPreliminary Budget Impacts
Using 4.50% Salary AssumptionUsing 4.50% Salary Assumption

Difference between 2009Difference between 2009--11 Projected and Updated11 Projected and Updated

$$--12.912.9$$--11.211.2Local EmployerLocal Employer

$$--8.38.3$$--7.27.2General FundGeneral Fund

20112011--2013201320092009--20112011($ in Millions)($ in Millions)

Net Change in BudgetNet Change in Budget
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Preliminary Employer Contribution RatesPreliminary Employer Contribution Rates
Using 4.25% Salary AssumptionUsing 4.25% Salary Assumption

*Excludes current administrative expense rate of 0.16%

4.52%4.52%5.02%5.02%Minimum Rate (90% of EANC)Minimum Rate (90% of EANC)

4.52%4.52%5.02%5.02%Rate Under Current Funding PolicyRate Under Current Funding Policy

5.03%5.03%5.58%5.58%LongLong--Term Expected Rate (EANC)Term Expected Rate (EANC)

3.46%3.46%4.51%4.51%Rate Before MinimumRate Before Minimum

20092009--2011 2011 
UpdatedUpdated

20092009--2011 2011 
ProjectedProjected

Employer*Employer*

3.02%3.02%3.34%3.34%Minimum Rate (90% of EANC)Minimum Rate (90% of EANC)

3.02%3.02%3.34%3.34%Rate Under Current Funding PolicyRate Under Current Funding Policy

3.35%3.35%3.71%3.71%LongLong--Term Expected Rate (EANC)Term Expected Rate (EANC)

2.30%2.30%3.01%3.01%Rate Before MinimumRate Before Minimum

20092009--2011 2011 
UpdatedUpdated

20092009--2011 2011 
ProjectedProjected

StateState
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Preliminary Budget ImpactsPreliminary Budget Impacts
Using 4.25% Salary AssumptionUsing 4.25% Salary Assumption

Difference between 2009Difference between 2009--11 Projected and Updated11 Projected and Updated

$$--17.717.7$$--15.515.5Local EmployerLocal Employer

$$--11.411.4$$--9.99.9General FundGeneral Fund

20112011--2013201320092009--20112011($ in Millions)($ in Millions)

Net Change in BudgetNet Change in Budget
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Preliminary Plan 2 Member Contribution RatesPreliminary Plan 2 Member Contribution Rates
Using 4.50% Salary AssumptionUsing 4.50% Salary Assumption

7.77%7.77%8.36%8.36%Rate Under Current Funding PolicyRate Under Current Funding Policy

7.77%7.77%8.36%8.36%Minimum Rate (90% of EANC)Minimum Rate (90% of EANC)

8.63%8.63%9.29%9.29%LongLong--Term Expected Rate (EANC)Term Expected Rate (EANC)

6.20%6.20%7.52%7.52%Rate Before MinimumRate Before Minimum

20092009--2011 2011 
UpdatedUpdated

20092009--2011 2011 
ProjectedProjected

MemberMember
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Preliminary Plan 2 Member Contribution RatesPreliminary Plan 2 Member Contribution Rates
Using 4.25% Salary AssumptionUsing 4.25% Salary Assumption

7.54%7.54%8.36%8.36%Rate Under Current Funding PolicyRate Under Current Funding Policy

7.54%7.54%8.36%8.36%Minimum Rate (90% of EANC)Minimum Rate (90% of EANC)

8.38%8.38%9.29%9.29%LongLong--Term Expected Rate (EANC)Term Expected Rate (EANC)

5.76%5.76%7.52%7.52%Rate Before MinimumRate Before Minimum

20092009--2011 2011 
UpdatedUpdated

20092009--2011 2011 
ProjectedProjected

MemberMember
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Why The Contribution Rates Are PreliminaryWhy The Contribution Rates Are Preliminary

Valuation changes still expected from auditorValuation changes still expected from auditor
Changes are standard practice in an actuarial auditChanges are standard practice in an actuarial audit

Experience study assumptions not quite finalizedExperience study assumptions not quite finalized
You havenYou haven’’t adopted themt adopted them
Legislature can make changes in 2009 SessionLegislature can make changes in 2009 Session
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The Current Assets Slice Of The PieThe Current Assets Slice Of The Pie

Market Value of Assets (MVA)Market Value of Assets (MVA)
Past contributionsPast contributions
Past investment returnsPast investment returns

Actuarial Value of Assets (AVA)Actuarial Value of Assets (AVA)
Starts with MVAStarts with MVA
Smoothes investment gains and lossesSmoothes investment gains and losses
Corridor limits smoothing to at most of 30% of the MVACorridor limits smoothing to at most of 30% of the MVA

Ensures reasonable relationship between AVA and MVAEnsures reasonable relationship between AVA and MVA
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AssetsAssets

$723$723$577$577Investment returnInvestment return

16.53%16.53%

$124$124

84%84%

$5,185$5,185

$4,360$4,360

6/30/20076/30/2007
($ in millions)($ in millions)

15.76%15.76%Return on assets**Return on assets**

$147$147Contributions less Disbursements*Contributions less Disbursements*

89%89%Ratio (AV Ratio (AV ÷÷ MV)MV)

$4,339$4,339Market value (MV)Market value (MV)

$3,844$3,844Actuarial value (AV)Actuarial value (AV)

9/30/20069/30/2006
($ in millions)($ in millions)

LEOFF 2LEOFF 2

* Includes transfers, restorations, payables
** Time-weighted return on market value of assets
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Smoothing Reduces VolatilitySmoothing Reduces Volatility
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Calculation Of Actuarial Value Of AssetsCalculation Of Actuarial Value Of Assets

$406$40687.5%87.5%6/30/076/30/07

$4,360$4,360Actuarial Value of AssetsActuarial Value of Assets

$6,741$6,741130% of Market Value of Assets130% of Market Value of Assets

$3,630$3,63070% of Market Value of Assets70% of Market Value of Assets

$4,360$4,360C. Market Value Less Deferral (AC. Market Value Less Deferral (A--B)B)
$825$825B. Total DeferredB. Total Deferred
($80)($80)25.0%25.0%9/30/029/30/02

$58$5837.5%37.5%9/30/039/30/03

$48$4833.3%33.3%9/30/049/30/04

$180$18062.5%62.5%9/30/059/30/05

$213$21375.0%75.0%9/30/069/30/06

% Deferred% DeferredPlan Year EndingPlan Year Ending

Deferred Investment (Gains and Losses)Deferred Investment (Gains and Losses)

$5,185$5,185A. Market Value at 6/30/07A. Market Value at 6/30/07
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Corridor Limits SmoothingCorridor Limits Smoothing
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The Whole Pie Represents The Benefits To Be PaidThe Whole Pie Represents The Benefits To Be Paid

The Actuarial Liabilities are benefits in todayThe Actuarial Liabilities are benefits in today’’s dollarss dollars
Liability MeasuresLiability Measures

The current value of all future pensionsThe current value of all future pensions
The current value of earned pensions not covered by current The current value of earned pensions not covered by current 
assetsassets
The current value of all earned pensionsThe current value of all earned pensions

Liability measures reported and used for different purposesLiability measures reported and used for different purposes
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Actuarial LiabilitiesActuarial Liabilities

8.00%8.00%

$3,445$3,445

NANA

$6,264$6,264

6/30/20076/30/2007
($ in millions)($ in millions)

8.00%8.00%Valuation interest rateValuation interest rate

$3,323$3,323Current Value of all Earned PensionsCurrent Value of all Earned Pensions

NANAEarned Pensions Not Covered by Current Earned Pensions Not Covered by Current 
Assets*Assets*

$6,004$6,004Current Value of all Future PensionsCurrent Value of all Future Pensions

9/30/20069/30/2006
($ in millions)($ in millions)LEOFF 2LEOFF 2
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Funded Status Brings Liabilities And Assets TogetherFunded Status Brings Liabilities And Assets Together

Funded StatusFunded Status
$ in Assets for every $ in earned liabilities$ in Assets for every $ in earned liabilities
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Funded StatusFunded Status

127%127%

($915)($915)

$3,445$3,445

$4,360$4,360

6/30/20076/30/2007
($ in millions)($ in millions)

116%116%Funded ratio*Funded ratio*

($521)($521)Unfunded Value of all Earned PensionsUnfunded Value of all Earned Pensions

$3,323$3,323Current Value of all Earned PensionsCurrent Value of all Earned Pensions

$3,844$3,844Actuarial value of assetsActuarial value of assets

9/30/20069/30/2006
($ in millions)($ in millions)

LEOFF 2LEOFF 2
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Historical Funded Status (Actuarial Basis)Historical Funded Status (Actuarial Basis)
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Participant DataParticipant Data

12.112.111.911.9Average serviceAverage service

924924

41.041.0

$76,632$76,632

16,09916,099

6/30/20076/30/2007

779779Number of annuitantsNumber of annuitants

40.840.8Average attained ageAverage attained age

$74,562$74,562Average annual salaryAverage annual salary

15,71815,718Number of activesNumber of actives

9/30/20069/30/2006LEOFF 2LEOFF 2
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Key Economic AssumptionsKey Economic Assumptions

3.50%3.50%InflationInflation

1.25%1.25%Growth in membershipGrowth in membership

4.50%4.50%Salary increase (general)Salary increase (general)

8.00%8.00%Valuation interest rateValuation interest rate
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Next StepsNext Steps

Receive audit report for JulyReceive audit report for July
Adopt final experience study assumptions and contribution Adopt final experience study assumptions and contribution 
rates by July 31rates by July 31

Rates effective 7/1/2009 Rates effective 7/1/2009 

Updated projections will be available later this FallUpdated projections will be available later this Fall
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Questions?Questions?



 
 

STATE OF WASHINGTON 
 

LAW ENFORCEMENT OFFICERS’ AND FIRE FIGHTERS’  
PLAN 2 RETIREMENT BOARD 

 

P.O. Box 40918 z Olympia, Washington 98504-0918 z (360) 586-2320 z FAX (360) 586-2329  
 
May 29, 2008 
 
 
 
The Honorable Christine Gregoire 
Washington State Governor 
Mail Stop 40002 
Olympia, WA 98504 - 0002 
 
Dear Governor Gregoire: 
 
Initiative 790 created the Law Enforcement Officers’ and Fire Fighters’ (LEOFF) Plan 2 Retirement 
Board, and requires the Board to submit an annual actuarial funding status report to the Governor and the 
Legislature. 
 
The Department of Retirement Systems (DRS) produces a Comprehensive Annual Financial Report that 
includes the funding status of each retirement fund, including LEOFF Plan 2.  The current DRS report 
uses the final audited market value of LEOFF Plan 2 assets as of the end of the 2007 fiscal year.  The 
solvency test for LEOFF Plan 2 that was published in the current DRS report indicates that LEOFF Plan 2 
is fully funded.  A copy of the solvency test is copied below. 
 

Solvency Test: LEOFF Plan 2 
(dollars in millions) 

            
   Accrued Liabilities (Aggregate Cost Method)  Portion of Accrued Liabilities 
          Covered by Assets 
               
   (1) (2)  (3)  (1+2+3)  (1) (2) (3)  
   Active Inactive  Excess Total  Active Inactive Excess  

Valuation   Member Members  Accrued Accrued  Valuation Members Members  Accrued 
Date    Contributions Liabilities Liability Liability Assets  Contributions Liability Liability 

9/30/06        $1,087.8     $355.6    $2,400.3  $3,843.8   $3,843.8 100% 100% 100% 
9/30/05             980.4       264.7      2,084.0     3,329.1     3,329.1 100% 100% 100% 
9/30/04  896.4        192.7 1,858.2 2,947.3 2,947.3 100% 100% 100% 
9/30/03  820.0 137.2 1,783.2 2,740.4 2,740.4 100% 100% 100% 

12/31/02  750.8 99.9 1,795.3 2,646.0 2,646.0 100% 100% 100% 
12/31/01  686.8 72.1 1,816.7 2,575.6 2,575.6 100% 100% 100% 

Source: Washington State Office of the State Actuary            
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2007 Actuarial Funding Status Report 
May 29, 2008 
Page 2 
 
 
I have enclosed a copy of the 2006 LEOFF Plan 2 Actuarial Valuation Report prepared by the Office of 
the State Actuary (OSA), which also analyzed the funding ratio of LEOFF Plan 2.  The OSA valuation 
uses the Credited Projected Liability actuarial reporting method as required by the Government  
Accounting Standards Board.  The OSA report found that LEOFF Plan 2 had a credited projected liability 
of $3,323 million and assets of $3,844 million for a funding ratio of 116%.  This ratio compares favorably 
to similar funds in the United States.   
 
I hope that you find this report useful.  Please feel free to contact me at (360) 586-2320 or at 
steve.nelsen@leoff.wa.gov, if you have any questions or would like additional information.    
 
Sincerely, 
 
 
 
Steve Nelsen 
Executive Director 
 
Enclosure 
 
cc: The Honorable Helen Sommers 

House Appropriations Committee Chair 
Mail Stop 40600 

 
The Honorable Margarita Prentice 
Senate Ways and Means Committee Chair 
Mail Stop 40418 
 
Victor Moore, Director 
Office of Financial Management 
Mail Stop 43113 
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