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Olympia, WA 98502 . ; . . 9:35 AM
B 2 Seth Miller, Retirement Services Manager, DRS
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STAFE

Steve Nelsen, Executive Director

Tim Valencia, Deputy Director

Jessie Jackson, Executive Assistant
Jessica Burkhart, Administrative Services
Manager

Ryan Frost, Research and Policy Manager
Jacob White, Senior Research and Policy
Manager

Tammy Harman, Benefits Ombudsman
Tor Jernudd, Assistant Attorney General

THEY KEEP US SAFE,
WE KEEP THEM SECURE.

*Lunch is served as an integral part of the meeting.

In accordance with RCW 42.30.110, the Board may call an Executive Session for the purpose of deliberating such matters as
provided by law. Final actions contemplated by the Board in Executive Session will be taken in open session.
The Board may elect to take action on any item appearing on this agenda.
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Introduction

e |t has been long standing practice for
retirement systems in Washington to prorate
the final pension payment.

e The proration process can cause burdens for
grieving families and for estates.

e DRS believes proration should be
discontinued in favor of paying the full
monthly amount in the final benefit payment.

WASHINGTOMN STATE

Department of

Retirement Systems




Proration — How it works

e The pension payment is prorated based on
the number days a retiree lives in their final
month.

Example: Date of death is June 10
10 days =+ 30 days in the month =
1/3 of monthly pension is paid

Retirement Systems
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Notification of a death received
after cutoff

DRS is
Start of notified of
Month retiree death
Deadline for Full monthly
finalizing payment is
monthly made at
payments month end

(unprorated)
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Death after monthly deadline

Retiree
death prior
Start of to last day of
Month the month
Deadline for Full monthly
finalizing payment is
monthly made at
payments month end

(unprorated)

WASHINGTON STATE
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A burden on families and
estates

Survivors are often in the position of getting a
collection notice during a time of grief.

Proration can sometimes interfere with the
deduction of insurance premiums and

payment of insurance claims made during the
retiree’s final month.



An increasing challenge

e Each month, on average, DRS:
e Retires 1,000 members
 |s notified of 500 retiree deaths

e Volume will increase in years to come.

 Proration process is administratively
cumbersome.

Department of
Retirement Systems




Benefits of change

Paying a full month:
e Reduces burden on loved ones.

e Allows for deduction of health insurance and
other monthly premiums to occur.

e Applies to all plan members.

Retirement Systems




Cost of change

e Since proration is a long standing practice, it
has been priced into the cost of the plans by
the Office of the State Actuary (OSA).

e Draft bill language has been created and OSA
is drafting a fiscal note.

Retirement Systems




Questions?
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Introduction

 Under current law, written spousal consent is
required for the selection of all but one of the
survivorship options available to retirees.

e Written consent complicates the retirement
application process, especially online.

 DRS suggests that written spousal consent be
required only when the member chooses to
have no survivor benefit go to the spouse.

_— 4



Survivorship Options

* In most DRS plans, members select one of four
survivorship options at the time of retirement.
1. Single Life (no survivorship)
2. 100% Survivorship
3. 50% Survivorship
4. 67% Survivorship

e Selection of a survivorship benefit means the
retiree’s lifetime monthly benefit will be
actuarially reduced.

_— 4



Survivorship Options

Example: LEOFF 2 retiree, pension benefit of S5000,
spouse of the same age as the retiree

m Retiree Benefit | Survivor Benefit Proposed Law

Single Life $5000 Written Consent Written Consent
100% $4355 $4355 Written Consent No
50% $4655 $2328 No No
67% S4550 S3033 Written Consent No

WASHINGTON STATE
Department of
Retirement Systems




Current Law

 |f a memberis married, the spouse must
provide written consent to the selected
survivorship option unless a 50% option is
chosen (or a dissolution order is provided).

 This means a spouse must provide written
consent even when he or she would be
receiving a two-thirds or full survivor benefit.



Proposed change

Only require spousal consent in cases where a
married member is providing a benefit less than
50% to the spouse.

Retirement Systems



Benefits of change

The change would simplify the process for many
members when applying for retirement.

e  Currently more than 50% of members complete their
retirement application online.

e More than 25% of retirees select a survivorship option
greater than the 50% option.

One-time administrative costs associated with

streamlining consent requirements would be
minimal.



Questions?
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INITIAL CONSIDERATION

By Jacob White

Senior Research & Policy Manager
360-586-2327
jacob.white@leoff.wa.gov

ISSUE STATEMENT

Since the passage of the Board’s 2005 career change law, multiple issues have surfaced related
to employers’ interest in hiring LEOFF retirees into LEOFF positions.

OVERVIEW

This report will provide information on the history of the current LEOFF 2 career change law;

issues that occurred from employers attempting to fill law enforcement and fire fighter
positions with LEOFF 2 retirees; and the continued and evolving interest in hiring retirees into
LEOFF positions.

BACKGROUND AND POLICY ISSUES

General Background

According to the 2017 Actuarial Valuation, there are currently 4,200 LEOFF 2 retirees. 1,750 of
those retirees retired in the last 3 years and 1,297 are under age 60. Meanwhile, 26% of LEOFF
2 members are currently eligible to retire. As more LEOFF 2 members retire some employers
are struggling to fill open LEOFF positions. In some instances employers are looking for ways to
hire experienced law enforcement officers and fire fighters, to temporarily fill those vacancies.

Some LEOFF 2 retirees, in turn, are interested in returning to work in LEOFF positions, while
continuing to receive their pension. Current laws do not allow this. However, LEOFF 2 retirees
can work in positions covered by other state-wide public retirement systems, while receiving
their pension. Furthermore, LEOFF 2 retirees can work in law enforcement and fire fighter
positions in other states and draw their pension.

2005 Career Change Law

Prior to 2005 a LEOFF 2 retiree’s pension stopped if they returned to work in a job covered by
any state-wide public retirement system. The LEOFF 2 Board recognized members could age out
of LEOFF positions before they were ready or could afford to leave the workforce. The Board



proposed career change legislation in 2005 enabling LEOFF 2 retirees to start a second career in
non-LEOFF public employment.

The 2005 career change law allows a LEOFF 2 retiree to return to work in a non-LEOFF position
and to choose to either:

e receive LEOFF 2 retirement benefits while employed in the non-LEOFF position and be
prohibited from entering a new retirement plan;

e orenter into the membership of his or her new position's retirement plan, make
contributions and accrue service credit, and have their LEOFF 2 retirement benefit
suspended until the employment covered by the other retirement plan ends. The
member receives the suspended pension payments when they separate from their
employment.

The Board intended to facilitate members’ transition to a less physically demanding profession
that would allow LEOFF retirees to utilize their knowledge and skills while continuing to serve
the public. The Board did not intend to enable LEOFF 2 retirees to return to work as law
enforcement officers or fire fighters while continuing to receive their pension.

Prior Board Studies

Career change concerns have been revisited multiple times since the passage of the 2005 law.
During the 2013 interim the Board learned some LEOFF 2 retirees used the 2005 career change
law to work as law enforcement officers or fire fighters while drawing their pensions. Some
employers facilitated this expansion of the law’s original intent by narrowly crafting historically
LEOFF positions to avoid LEOFF eligibility.

In 2014 the Board proposed curtailing retirees’ ability to draw a LEOFF 2 pension and work in a
historically LEOFF position (HB 2479). Under this bill retirement benefits for retired members of
LEOFF 2 would be suspended if a member returned to work in a position that was not covered
by LEOFF 2, but would have qualified except that the position:

is less than full time;

is less than fully compensated;

is not fully commissioned;

includes additional non-LEOFF duties; or

is designated as an independent contractor.

O O O0OO0Oo

The Legislative debate revealed tension between the Board’s original career change policy goal
and the goal of allowing smaller jurisdictions to compete for law enforcement officers and fire
fighters they could not otherwise afford. HB 2479 did not pass.

The Board revisited this issue during 2014, 2015 and 2016 but did not take action.

Career Change Alternatives Page 2
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Current Post-Retirement Employment Rules
The essential differences between provisions covering uniformed and civilian employees are:

e Uniformed Employees: There is no effect on a retiree’s LEOFF 2 pension if the retiree’s
job is covered by a different retirement system. However, their pension is suspended
immediately if they take a LEOFF position. When they re-retire their pension is
recalculated with the additional service credit and salary.

e Civilian Employees: A PERS, TRS, or SERS retiree may work up to 867 hours per year
regardless of system, so long as they are not a 2008 Early Retirement Factor (ERF)
retiree. For instance, a PERS retiree can work up to 867 hours per year in a PERS, TRS,
SERS, or LEOFF position before his or her pension is stopped. A 2008 ERF retiree may not
return to work for a public employer in any capacity for any amount of time without
having their pension suspended.

Whether employing LEOFF retirees as chiefs or in line positions, the primary determination
governing continued pension payments is: Is it a LEOFF position? To be eligible for LEOFF as a
law enforcement officer, an employee must (1) be employed on a full-time, fully compensated
basis by a governmental entity that meets the definition of a general authority law
enforcement agency; (2) be a general authority law enforcement officer; and (3) meet the
training or other requirements of that job. To be eligible for LEOFF as a firefighter, an employee
must be serving on a full-time, fully compensated basis as a member of a fire department as a
qualified firefighter, emergency medical technician, or as firefighter supervisory personnel.

For both law enforcement officers and fire fighters the Department of Retirement Systems
(DRS) defines “fully compensated” as “an employee who is normally expected to earn a basic
monthly salary no less than 160 times the state minimum hourly wage [currently $1840 per
month]” and “full-time” as 160 or more hours per month.

Avoiding LEOFF 2 career choice restrictions

Issues have occurred where employers narrowly crafted positions with the alleged intent of
avoiding membership in LEOFF 2, so they could hire a LEOFF 2 retiree. The examples of this
happening have typically involved Chief positions, not line positions.

An instance of an employer narrowly crafting a historically LEOFF eligible position to avoid
membership in LEOFF 2, was a city hired a LEOFF 2 retiree as Police Chief, and officially
scheduled him to work 159 hours per month, so that he would not be “full-time”. DRS audited
the employer and found the position was full-time and therefore LEOFF eligible. However, there
have also been examples of LEOFF 2 retirees who were hired into legitimately part-time chief
positions and therefore, able to continue receive their pension since the position was a PERS
position.

Career Change Alternatives Page 3
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Another way in which employers have allegedly attempted to circumvent the current career
change laws are by reclassifying Fire Chief and Police Chief positions as independent
contractors and filling those positions with LEOFF 2 retirees. Bona fide independent contractors
are not employees and are therefore not eligible for membership in state retirement plans. In
2013 DRS began conducting a review of independent contractors and uncovered multiple
instances of employers incorrectly classifying employees as independent contractors. DRS’s
review of independent contractor positions appears to have effectively deterred this issue, as
DRS has not found any new instances of LEOFF positions being incorrectly classified as
independent contractors.

Expanding Interest in Line Positions

At the time of the 2013, 2014, and 2015 reports the primary retiree career change issue was
LEOFF 2 retirees drawing their pension while returning to work as a chief for a LEOFF employer.
Over the last few years retirees and employers have also expressed interest in filling line
positions with retirees. One explanation for this interest is the shifting workforce demographics
discussed above in the “General Background” section.

Some employers have expressed they are facing recruitment issues and they see employing
LEOFF 2 retirees as a way to help alleviate those issues. The Board recently received a letter
from Senator Kevin Van De Wege, attached as appendix A, requesting the Board explore a
change to current career change laws that would assist rural employers who are having trouble
recruiting qualified candidates for LEOFF positions. The Senator stated this issue “became
apparent through a budget request this past session that some rural departments are having
trouble recruiting candidates and having money to pay additional employees. This was in
addition to [his] own anecdotal experience.”

In recent years the legislature has considered alleviating shortages of certain professions
through easing retiree return to work restrictions. Most of these bills have centered on the
2008 ERF restrictions, which impact plans 2 and 3 for PERS, SERS, and TRS members. The 2008
ERFs were a benefit enacted by the legislature when they repealed the gain sharing benefit in
2007. Under the 2008 ERFs a member with 30 years of service credit can retire at 62 without
taking a reduction in their benefit. However, if a 2008 ERF retiree returns to work for a DRS
covered employer, in any capacity, their benefit is suspended. In 2016 the legislature passed a
bill which temporarily lifted the prohibition on teachers who retired under the 2008 ERFs
returning to work as substitute teachers (E2SSB 6455).

Career Change Alternatives Page 4
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Members Impacted

According to the 2017 Actuarial Valuation there are currently 4,200 LEOFF 2 retirees. According
to data provided by DRS, 581 retirees utilized the provisions of the career change law since
2005. Ten of those retirees opted to enter membership in a new retirement system:

= 7PERS
= 1SERS
= 1PSERS
= 1TRS

Fifty-five LEOFF retirees reentered LEOFF membership by working a LEOFF eligible position.

SUPPORTING INFORMATION

Appendix A: Senator Van De Wege’s email sent to LEOFF 2 Board on April 28, 2018.

Appendix B: Data from DRS, sent to LEOFF 2 Board on June 6, 2018.

Career Change Alternatives Page 5
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Appendix A

Jackson, Jessie (LEOFF)

From: Kevin Van De Wege <kevinvandewege@hotmail.com>
Sent: Saturday, April 28, 2018 7:58 PM

To: Nelsen, Steve (LEOFF); Dennis Lawson; bud@wacops.org
Subject: Idea for LEOFF 2 Board

Hi Steve,

As we spoke about on the phone I could like to ask the board to explore a small retire/rehire LEOFF 2
program. It became apparent through a budget request this past session that some rural departments are
having trouble recruiting candidates and having money to pay additional employees. This was in addition to
my own anecdotal experience.

The idea | came up with would allow police or fire departments the ability to hire a small number of retirees
for a short period and would include the following restrictions:

Retirees would have to eligible for LEOFF 2 retirement (age 50 with minimum 20 years of service or age 53).

Retirees could only go to work for a department that is outside the county they retired from.

Retirees could only be rehired for a maximum of 24 months.

Departments would have a minimum and maximum pay to pay rehires (say 3,000/month and
4,000/month).

The goal of this program would be to allow rural departments (but urban departments would not specifically
be exempted) to rehire retirees that are desiring to help out the community in which they live or planning to
retire to for a short period. These retirees would be able to collect their pension and also be receiving
additional pay for a couple of years. The target would be line personnel but again, administrative positions
would not be specifically exempted.

For this to come to fruition in any form | think the LEOFF 2 board would need to support as would police
and fire labor groups (I cc’d Dennis and Bud on this email). In addition I think a study of its usefulness and
success would need to coincide with the program. Lastly | think an expiration date in case it is abused would
need to be included (for instance a start date of January 1, 2020 with an expiration of January 1, 2024; thus,
if it is not renewed by the Legislature the last retire/rehire would need to leave employment by December 31,
2025.)


tammyh
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I think this is something that potentially could be useful for retirees and rural departments but of course do
not want to do anything without support of labor. The goal here would not be minimizing additional
positions but actually to maximize positions. Rural departments are having recruiting issues. Retirees could
fill some of those positions, pass on their experience and knowledge, while at the same time free up a
position in the department that they are leaving and actually encourage them to retire. A maximum age to
enter the retire/rehire program, like 55, might also be worth consideration. I think the LEOFF 2 board is well
positioned to explore this option. I hope you will consider.

Thanks,

Kevin Van De Wege

Sent from Outlook



Appendix B

From: Pierson, Stacy (DRS

To: White, Jacob (LEOFF)

Subject: RE: LEOFF 2 Retiree return to work data
Date: Wednesday, June 06, 2018 1:15:59 PM
Hi Jacob,

Here is the data we were able to pull.
Since January 2005 a total of 636 people have returned to work after retiring from LEOFF 2.
65 of those 636 people returned to membership.

Return to membership system details:
e 55 LEOFF

1 SERS

1 PSERS

7 PERS

1TRS

*Neither Washington State nor DRS guarantee the accuracy of the data provided. All risk and liabilities of use and
misuse of information provided pursuant to this request for information are understood and assumed by LEOFF Plan
2 Retirement Board.

Please feel free to contact me if | can be of further assistance.

Sincerely,

Stacy Pierson

Stacy Pierson
Public Records Officer

Washington State Department of Retirement Systems
360.664.7854 | Stacy.Pierson@drs.wa.gov | www.drs.wa.gov
Once you qualify, apply for retirement anytime in online account access.

From: White, Jacob (LEOFF)

Sent: Monday, June 4, 2018 9:02 AM

To: Pierson, Stacy (DRS) <stacy.pierson@drs.wa.gov>
Subject: RE: LEOFF 2 Retiree return to work data

Thank you

From: Pierson, Stacy (DRS)
Sent: Monday, June 04, 2018 8:49 AM
To: White, Jacob (LEOFF) <jacob.white@|eoff.wa.gov>


mailto:/O=WA.GOV/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=PIERSON, STACYC7C
mailto:jacob.white@leoff.wa.gov
mailto:Stacy.Pierson@drs.wa.gov
http://www.drs.wa.gov/
http://www.drs.wa.gov/oaa
mailto:jacob.white@leoff.wa.gov
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Cc: Merchant, Shawn (DRS) <ShawnM@DRS.WA.GOV>
Subject: RE: LEOFF 2 Retiree return to work data

Hi Jacob,

I am the new Public Records Office for the Department of Retirement Systems (DRS). | was
forwarded your request for information for the LEOFF 2 retirees who have returned to work since
2005. Itis my understanding that we are able to pull the data requested and anticipate being able to
provide this to you by the end of this week. Please feel free to contact me if | can be of further
assistance.

Sincerely,

Stacy Pierson

Stacy Pierson
Public Records Officer

Washington State Department of Retirement Systems
360.664.7854 | Stacy.Pierson@drs.wa.gov | www.drs.wa.gov
Once you qualify, apply for retirement anytime in online account access.

From: White, Jacob (LEOFF)

Sent: Friday, May 25, 2018 12:19 PM

To: Merchant, Shawn (DRS) <ShawnM@DRS.WA.GOV>
Subject: LEOFF 2 Retiree return to work data

Shawn — I’'m assuming | should send these types of requests to you, if they need to go to someone
else just let me know. I'm putting together materials for a presentation next month on retiree return
to work. | was hoping | could get data on the number of LEOFF 2 retirees who have returned to work
since 2005 (when the current LEOFF return to work law was passed). Also, | was curious if that data
could be broken down to whether those retirees choose to enter membership in a new system or
not.

Thank you,

JACOB WHITE | Senior Research & Policy Manager

LEOFF Plan 2 Retirement Board | PO Box 40918 | Olympia, WA 98504-0918
@ 360.586.2327 | £360.586.2329 | =1 E-mail: jacob.white@leoff.wa.gov

They keep us safe, we keep them secure.
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mailto:jacob.white@leoff.wa.gov

—
— T

Career Change Alternatives

Initial Briefing
June 20, 2018




Issue

= Since the passage of the Board’s 2005 career change law, multiple
issues have surfaced related to employers’ interest in hiring LEOFF
retirees into LEOFF positions.




Overview

= This presentation will provide information on:
= the history of the current LEOFF 2 career change law.

= jssues that occurred from employers attempting to fill law enforcement and
fire fighter positions with LEOFF 2 retirees.

= the continued and evolving interest in hiring retirees into LEOFF positions.




2005 Career Change Law

= The 2005 career change law allows a LEOFF 2 retiree to return to
work in a non-LEOFF position and to choose to either:

= receive LEOFF 2 retirement benefits while employed in the non-LEOFF position
and be prohibited from entering a new retirement plan; or

= enter into the membership of his or her new position's retirement plan, make
contributions and accrue service credit, and have their LEOFF 2 retirement
benefit suspended until the employment covered by the other retirement plan
ends. The member receives the suspended pension payments when they
separate from employment.



Overview

= 581 retirees utilized the provisions of the career change law since
2005.
= 10 opted to enter membership in a new retirement:
- 7 PERS
= 1 SERS
= 1 PSERS
- 1 TRS

= 55 LEOFF retirees reentered LEOFF membership.



Board Intent of 2005 Law

= In proposing the 2005 career change law, the Board intended to
facilitate members’ transition to a less physically demanding
profession that would allow LEOFF retirees to utilize their knowledge
and skills while continuing to serve the public.

= The Board did not intend to enable LEOFF 2 retirees to return to work
as law enforcement officers or fire fighters while continuing to
receive their pension.



Concerns with Current Law

= Concerns have been brought to the board in the past where
employers narrowly crafted positions with the alleged intent of
avoiding membership in LEOFF 2, so they could hire a LEOFF 2
retiree.




Is it a LEOFF position?

= Law Enforcement Officer: Must (1) be employed on a full-time, fully
compensated basis by a governmental entity that meets the
definition of a general authority law enforcement agency; (2) be a
general authority law enforcement officer; and (3) meet the training
or other requirements of that job.

= Fire Fighter: Must be serving on a full-time, fully compensated basis
as a member of a fire department as a qualified firefighter,
emergency medical technician, or as firefighter supervisory
personnel.




Is it a LEOFF position?

= “Fully Compensated” = Normally expected to earn a basic monthly
salary no less than 160 times the state minimum hourly wage
[currently $1840 per month]

= “Fulltime” = 160 or more hours per month




Examples

= Fully Compensated
= Full-time

= Independent Contractor

= DRS conducted a review of independent contractors in 2014 to determine if
the positions were employees.

= “Scope of Control” test




Interest in hiring retirees into LEOFF positions

= Some employers are struggling to fill LEOFF positions and believe
retired LEOFF members could help.

= Approximately 4,200 LEOFF 2 retirees.
= 1,750 retired in the last 3 years.
= 1,297 are under age 60.

= 26% of LEOFF 2 members are currently eligible to retire.

= Legislature has precedent of utilizing retirees to help ease shortages
of certain professions.



Shortage of LEOFF employees

= Senator Kevin Van De Wege'’s letter
= Return to work outside the county they retired from
= Rehired for a max of 2 years
= Minimum salary of $3,000/month
« Maximum salary of $4,000/month




.~ LEORIE Thank You

i Plan2Retirement Board

Jacob White
Senior Research and Policy Manager
(360) 586-2327

jacob.white@leoff.wa.gov
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Survivor Option Election

INITIAL CONSIDERATION

By Jacob White

Senior Research & Policy Manager
360-586-2327
jacob.white@leoff.wa.gov

ISSUE STATEMENT

It may be considered unfair to have a member make their irrevocable retirement election for a

survivor option without all the information that is important to them.

OVERVIEW

This report will provide information on what survivor options are and how they work. It will also

explain how a member receives an estimate of their benefit prior to retirement, the accuracy of
those estimates; and why the decision to leave a survivor benefit is irrevocable.

BACKGROUND

What is a survivor option?

LEOFF 2 members may elect to take a reduction in their monthly benefit in order to leave an
ongoing benefit to a survivor. The survivor will receive the ongoing benefit for their lifetime.
This feature of LEOFF 2 is referred to as a survivor benefit option. The member must makes this
election when they apply for retirement. There are four options for a survivor benefit:

1. Single Life - This option pays the highest monthly amount of the four choices, but it is
for the member’s lifetime only. No one will receive an ongoing benefit after the retiree
dies. If the retiree dies before the benefit they have received equals their contributions
plus interest (as of the date of their retirement), the difference will be paid in a lump
sum to the retiree’s designated beneficiary.

2. Joint and 100% Survivor — The retiree’s monthly benefit under this option is less than

the Single Life Option. But after the retiree’s death, the retiree’s survivor will receive
the same benefit the retiree was receiving for his or her lifetime.
3. Joint and 50% Survivor — This option applies a smaller reduction to the retiree’s

monthly benefit than Option 2. After the retiree’s death, the retiree’s survivor will
receive half the benefit the retiree was receiving for his or her lifetime.
4. Joint and 66.67% Survivor — This option applies a smaller reduction to the retiree’s

benefit than Option 2 and a larger reduction than Option 3. After the retiree’s death,



the retiree’s survivor will receive 66.67% of the benefit the retiree was receiving for his
or her lifetime.

The survivor is typically a spouse, but can be someone else. If a member is married they are
required to get spousal consent to choose an option other than option 3.

What are the survivor options for other retirement plans?

Plans 1, 2, and 3 in PERS, SERS, and TRS all have the same survivor benefit options as LEOFF 2.
LEOFF 1 has an automatic Joint and 100% Survivor benefit. In LEOFF 1 the member does not
take a reduction in their benefit to leave this survivor benefit.

How much of a reduction in benefit will a member take to leave a survivor benefit?

The amount of the reduction in benefit a member takes when selecting a survivor option
benefit is based on administrative factors. These factors are recommended by the Office of the
State Actuary and adopted by the LEOFF 2 Board. The factors are based on various actuarial
assumptions and assembled into a table categorized by the difference in age between the
retiree and their survivor. The larger the difference in age, the higher the reduction in benefit.
The intent of these factors is to make the amount of pension funds paid over a single life
(survivor option 1) equal to the amount of pension funds paid over two lives (survivor option 2,
3, or 4).

Can a member change their decision to leave, or not leave, a survivor benefit?
A retiree’s survivor option choice is irrevocable unless the following occur:
1. They designated someone other than their spouse to receive their survivor benefit. The
non-spouse survivor can be removed (Option 1) only.
2. They marry or remarry after retirement. To qualify, they must request the change
between their first and second years of marriage.
3. They chose a survivor option, and their survivor dies before they do. Their benefit is
adjusted to Option 1.
4. They return to membership. If they go back to work for any period of time as a
contributing retirement plan member, they can retire again and select a new benefit
option and/or survivor.

How does a member know what their benefit will be prior to retiring?
Members are encouraged by the Department of Retirement Systems (DRS) to request an

estimate of their retirement benefit, within a year of when they plan to retire. If a member
does not request an estimate, DRS still ensures they receive an estimate of their benefit before
retiring. When members make their request they may select multiple estimates based on

Survivor Option Election Page 2
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different survivor options. In addition to what survivor option the member selects, the estimate
is calculated based on multiple assumptions including how long the member will continue to
work and what their Final Average Salary will be.

How accurate are benefit estimates?
DRS tracks the accuracy of estimates as part of their ongoing performance metrics. From
January 2017 to April 2018:

e 93% of estimates were between 3% to 10% of the member’s actual benefit;

o 1% of estimates were within 3% of the member’s actual benefit; and,

e 6% were more than 10% different than the member’s actual benefit.

The following chart shows how the accuracy of LEOFF 2 estimates compared to the overall
accuracy of estimates.

L2 vs. All Systems/Plans Comparison
January 2017 to April 2018

93.69% 92.89%

5.61% 6.09%

- - 0.70% 1.02%

3-10% Over 10% under 3%

M All Systems/Plans  m L2

There are many reasons an estimate could be different than what a member’s actual benefit is.
However, according to DRS the most common reasons for an estimate to be more than 10%
different than the actual benefit, is the member choosing a different retirement date or
choosing a different survivor option than they requested for the estimate.

Survivor Option Election Page 3
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Why is the decision to leave a survivor benefit irrevocable?

The decision to leave a survivor benefit is irrevocable because it helps mitigate the risk of anti-
selection. The policy concern for allowing a retiree to change their survivor benefit option is
anti-selection. Anti-selection is the tendency of a person to recognize his or her health status in
selecting the option under a retirement system which is most favorable to him or herself. If
anti-selection risks are not effectively mitigated it can increase the costs of the retirement
system.

Since the survivor option administrative factors are based on average life expectancies, not
individual life expectancies, the potential impact of anti-selection on LEOFF 2 would be
members could “game the system” to their advantage and the detriment of LEOFF 2. For
example if a member is aware they have a terminal disease they could choose to leave a larger
survivor benefit than they would have selected if not for their knowledge of their terminal
disease. Anti-selection may impact members through either increased contribution rates
and/or less favorable administrative factors for survivor options. Since contributions into LEOFF
2 are paid by both employers and members, the impact of anti-selection risks are paid for by
both. If anti-selection risks were to occur the impacts of increased contribution rates would
likely result in intergenerational inequity because the benefit being utilized by recent retirees
would be funded by active members.

How does LEOFF 2 mitigate the anti-selection risks of survivor benefits?

Currently, the impact of anti-selection on LEOFF 2 is minimized by requiring members to make
an irrevocable survivor option election at the time of retirement. The more opportunity a
member has to make or change that election the more likely anti-selection will impact LEOFF 2.

The risk of anti-selection is minimized in the post-retirement marriage survivor option provision
by requiring the member to make the election after they have been married for a year, but
prior to the second year of marriage. This helps mitigate the risk that a retiree finds out they
have a terminal disease and decides to marry for the purpose of leaving a survivor benefit.

The requirement that the retiree make this decision prior to the second year of marriage
further mitigates anti-selection risk by ensuring they do not prolong the decision until they
become aware of additional information, such as a terminal disease.

Survivor Option Election Page 4
Initial Consideration, June 20, 2018
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Issue

= |t may be considered unfair to have a member make their irrevocable retirement
election for a survivor option without knowing exactly what their pension benefit
will be




Overview

= This presentation will cover:
= Background on Survivor Options
= Retirement Benefit Estimate Accuracy

= Anti-selection Risks of Survivor Options




What is a survivor option?

= LEOFF 2 members may elect to take a reduction in their monthly benefit in order
to leave an ongoing benefit to a survivor. The survivor will receive the ongoing
benefit for their lifetime.

= There are 4 survivor options:

1. Single Life - No one will receive an ongoing benefit after the retiree dies
Joint and 100% Survivor - The survivor receives the same benefit the retiree was receiving
Joint and 50% Survivor - The survivor receives half the benefit the retiree was receiving

Joint and 66.67% Survivor - The survivor receives 2/3 of the benefit the retiree was
receiving

W N



What are the survivor options in other plans?

= Plans 1, 2, and 3 in PERS, SERS, and TRS all have the same survivor benefit
options as LEOFF 2

= LEOFF 1 has an automatic Joint and 100% survivor benefit that is not optional.

= No reduction in member’s benefit




Survivor Option Example

= Member: Age 53
= Spouse: Age 50
= Final Average Salary: $8,000/month

= Service Credit: 20 years

= 2% x 20 x $8,000 = $3,200 Monthly Pension Benefit




Survivor Option Example

Retiree’s Life Survivor’s Life

$3,200 |
|

Joint and $2,749 : $2,749
Survivor :
|
. |

Joint and $2,957 | $1,479

Survivor

Joint and

66.67% $2,886 $1,924
Survivor !



When can a member change their survivor option?

= A retiree’s survivor option choice is irrevocable unless the following occur:

They desighated someone other than their spouse to receive their survivor benefit. The non-
spouse survivor can be removed only.

They marry or remarry after retirement. To qualify, they must request the change between
their first and second years of marriage.

They chose a survivor option, and their survivor dies before they do. Their benefit is adjusted to
Option 1.

They return to membership. If they go back to work for any period of time as a contributing
retirement plan member, they can retire again and select a new benefit option and/or
survivor.



How does a member know what their benefit will be?

= DRS encourages members to request a benefit estimate within a year of
retirement

= To create an estimate DRS asks a member their expected retirement date and what survivor
option they would like to select

= The estimate also takes into account the expected Final Average Salary

= A member can receive multiple retirement estimates




How accurate are benefit estimates?

L2 vs. All Systems/Plans Comparison
January 2017 to April 2018

93.69% 92.89%

5.61% 6.09%

3-10% Over 10% under 3%

M All Systems/Plans  ® L2



Why are estimates different than actual benefits?

= Common reasons for estimates to be different than benefit, include:
= Member selecting a different survivor option
= Member retiring at a different date than they expected

= Changes to Final Average Salary
= Pay raise or decrease
= Employer error in reportable compensation

= Incorrect birth date for survivor




Why can’t a member change their decision?

» |Increased risk of anti-selection

= Anti-selection is the tendency of a person to recognize his or her health status in selecting the
option under a retirement system which is most favorable to him or herself

= Risks of anti-selection are currently mitigated through:
= Survivor option election at the time of retirement

= A window for post-retirement marriage survivor option election

= The more opportunity a member has to change that election the more likely anti-
selection will impact LEOFF 2



How could anti-selection impact LEOFF 2?

= Increased anti-selection risks may impact LEOFF 2 through:
= Increased contribution rates
= Less favorable administrative factors for survivor options

= Intergenerational inequity
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ISSUE STATEMENT

Certain medical conditions are presumed to be duty-related for Worker’s Compensation and
LEOFF Plan 2 pension purposes. Legislation was proposed in the 2018 session that sought to
expand coverage of duty-related presumptions. This bill did not pass.

OVERVIEW

Engrossed Senate Bill 6213 (2018)
Brief Summary of Engrossed Bill
e Makes the occupational disease presumptions for certain fire fighters applicable to
certain emergency medical technicians and public employee fire investigators.
e Adds additional cancers to the cancer occupational disease presumption.
e Creates an occupational disease presumption for heart problems and infectious diseases
for law enforcement officers.

Scope of Report

This report will cover the state of current law regarding occupational illnesses for LEOFF 2
members; how ESSB 6213 would have changed the law; and policy issues raised during the
deliberation of ESSB 6213 that may be of interest to the LEOFF Plan 2 Retirement Board.

Current Law

Under the state's Industrial Insurance Act (Act), a worker who, in the course of employment, is
injured or suffers disability from an occupational disease is entitled to certain benefits. To prove
an occupational disease, the worker must show that the disease arose "naturally and
proximately" out of employment.



For fire fighters who are members of LEOFF 2, there is a presumption that certain medical
conditions are occupational diseases. Those conditions are: respiratory disease; heart
problems; specified cancers; and infectious diseases. With respect to heart problems, the
problems must be experienced within 72 hours of exposure to smoke, fumes, or toxic
substances; or experienced within 24 hours of strenuous physical exertion due to firefighting
activities. For cancers, the firefighter must have served at least 10 years before the cancer
develops or manifests itself and received a qualifying medical examination (exam) upon
becoming a firefighter that showed no evidence of cancer.

The presumption of occupational disease (presumption) may be rebutted by a preponderance
of evidence, including: (1) use of tobacco products; (2) physical fitness and weight; (3) lifestyle;
(4) hereditary factors; and (5) exposure from other employment or non-employment activities.
In addition, the presumption does not apply to a firefighter who develops a heart or lung
condition and who is a regular user of tobacco products or who has a history of tobacco use.

The following cancers are currently not covered under the presumption for fire fighters in
LEOFF 2:

e Mesothelioma

e Adenocarcinoma

e Stomach cancer

e Esophageal cancer

e Buccal cancer

e Pharynx cancer

e Non-melanoma skin cancer

e Breast cancer

In addition, methicillin-resistant staphylococcus aureus (MRSA) is not listed under infectious
diseases, and stroke is included under the same limitations as heart problems (problems must
be experienced within 72 hours).

Emergency medical technicians are included in the membership of the LEOFF as "firefighters" if
they work on a full-time, fully compensated basis for certain public employers, and their duties
include providing emergency medical services.

Law enforcement officers are not protected by a presumption for occupational illness/injury in
Washington State. While the occupational illness/ injury provisions in the Workers’
Compensation statutes do apply to law enforcement officers, the burden of proof to qualify for

Medical Conditions Presumed to be Duty-related
Educational Briefing, June 20, 2018



these benefits falls on the member. Federal law contains a presumption for heart attack and
stroke under the Public Safety Officers’ Benefit (PSOB) program which applies to law
enforcement officers in Washington State.

BACKGROUND AND POLICY ISSUES

Summary of ESSB 6213 (2018):

Emergency medical technicians who are in the LEOFF and public employee fire investigators are
included in the list of workers covered by the presumptions for firefighters. If these individuals
became a fire fighter or fire investigator before the effective date of the bill and the employer
did not provide a medical exam, the exam requirement is satisfied if the fire fighter or fire
investigator receives an exam on or before July 1, 2019. If the fire fighter or fire investigator is
diagnosed with a covered cancer at this exam, the presumption applies. If the employer does
not provide an exam of a fire fighter or investigator, the presumption applies.

The following cancers are added to the presumption:
e mesothelioma;
e adenocarcinoma;
e stomach cancer;
e esophageal cancer;
e buccal cancer;
e pharynx cancer;
e non-melanoma skin cancer;
e breast cancer; and
e cervical cancer.

In addition, methicillin-resistant staphylococcus aureus (MRSA) is added to the list of infectious
diseases.

A presumption is established for law enforcement officers that heart problems, under very
similar limitations as for heart problems for fire fighters, and infectious diseases are
occupational diseases. The strenuous physical exertion requirement for heart problems applies
to exertion by a law enforcement officer in the line of duty.

Policy Issues Raised by ESSB 6213

1. Law Enforcement Officers: Should a presumption be created for heart attacks suffered
by law enforcement officers?

Medical Conditions Presumed to be Duty-related
Educational Briefing, June 20, 2018



2. Emergency Medical Technicians: Should the presumptions be expanded to include
certain emergency medical technicians and fire investigators not covered under current
law?

3. Strokes: Should strokes be provided the same treatment as heart attacks?

4. Infectious Diseases: Should a presumption be created for certain infectious diseases?

5. Cancer: Should the current list of cancers covered by the presumption be expanded? If
so, what standards should be applied when considering adding additional cancers (or
removing currently covered under the existing presumption)?

Medical Conditions Presumed to be Duty-related
Educational Briefing, June 20, 2018
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Issue Statement

= Certain medical conditions are presumed to be duty-related for Worker’s
Compensation and LEOFF Plan 2 pension purposes. Legislation was proposed in
the 2018 session that sought to expand coverage of duty-related presumptions.

The bill did not pass.




Current Law

= For LEOFF 2 Fire Fighters it is a presumption that certain medical conditions are
occupational diseases.

= Some EMTs are covered under the fire fighter presumptions.

= Law Enforcement Officers are not covered under any Workers’ Compensation
presumptions in the state of Washington.

= Federal law contains a presumption for heart attack and stroke under the Public
Safety Officers’ Benefit (PSOB) program which applies to law enforcement
officers in Washington State.



Summary of ESSB 6213 (2018)

= Makes the occupational disease presumptions for certain fire fighters applicable
to certain emergency medical technicians and public employee fire investigators.

= Adds additional cancers to the cancer occupational disease presumption.

= Creates an occupational disease presumption for heart problems and infectious
diseases for law enforcement officers.




Policy Issues

= Questions raised:

Law Enforcement Officers: Should a presumption be created for heart attacks suffered by law
enforcement officers?

Emergency Medical Technicians: Should the presumptions be expanded to include certain
emergency medical technicians and fire investigators not covered under current law?

Strokes: Should strokes be provided the same treatment as heart attacks?
Infectious Diseases: Should a presumption be created for certain infectious diseases?

Cancer: Should the current list of cancers covered by the presumption be expanded? If so,
what standards should be applied when considering adding additional cancers (or removing
currently covered under the existing presumption)?
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ISSUE STATEMENT

There are a variety of funding methods used to estimate the cost of future benefits, therefore it
is up to the Board to decide which method aligns best with their funding goals.

OVERVIEW

The aggregate cost method is the statutory funding method for all the plans, including LEOFF 2.
However, the Board has used a temporary funding method for much of its history. When the
Office of the State Actuary (OSA) presents to the Board, they will point to aggregate as being
the long-term method or the statutory method for funding the plan.

The Board was created right after a market crash, at a time when rates were out of bounds with
what the normal cost of the plan was. Therefore, the Board adopted a stair step annual rate
increase to tie them into the normal cost of the plan. Then, in 2008, right before another
market crash, the Board adopted a temporary funding method, setting rates at 100% of the
normal cost.

ACKGROUND

‘

Funding Policy

A funding policy is very important to the success of a pension plan, because these policies help
address the plan’s affordability, the risk of the plan, rate stability, and rate adequacy. While the
funding method is the underlying rate calculation, any funding policies the Board adopts is
layered on top of that. LEOFF Plan 2 has stated the following as goals in the funding policy:

e Stable short-term contribution rates
e Full funding on an ongoing basis

e Smoothing investment returns

e Asset value corridor

e Minimum contribution rates

e Multi-year rate plans



Funding Method

The choice of a funding method is a core issue for a pension plan because the funding method
determines the way the cost of the plan will be financed over time in much the same way that
the choice of a style of mortgage determines the way in which the cost of a house is financed
over time. All standard funding methods will accomplish the same goal of completely funding
the cost of the plan just like either a fixed-rate mortgage or an adjustable-rate mortgage can be
used to pay for a house.

This report will examine two of the standard pension funding methods used by LEOFF Plan 2
since its inception, the aggregate funding method and the entry age normal cost method
(EANC), as well as examine the variation of those funding methods that the LEOFF 2 Board has
chosen to use when setting contribution rates.

FUNDING GOALS

Stable Contribution Rates
Stable contribution rates result in more predictable budget obligations for plan members, local

government employers and the State which helps them prepare to meet their future funding
obligations. The LEOFF Plan 2 Retirement Board has adopted contribution rate stability as one
of the key elements of the Board’s strategic plan for LEOFF Plan 2.

There are a number of policies which have been adopted by the LEOFF Plan 2 Retirement Board
in order to moderate short-term swings in contribution rates.

1. Smoothing investment gains or losses over a period of time
2. Asset value corridor

3. Minimum contribution rates

4. Multi-year rate plans

Full Funding on an Ongoing Basis

In addition to short-term contribution rate stability, the Legislature adopted a goal of long-term
contribution rate stability when LEOFF Plan 2 was first created. The term used to describe this
goal in statute is “intergenerational equity” or the concept that each generation of members,
employers and taxpayers pays for the benefits that they receive. Costs for current member
benefits are not passed on to future generations.

Funding Method Page 2
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There are two common causes of long-term contribution rate volatility; underfunding and
benefit improvements. The Aggregate Funding Method used in LEOFF Plan 2 supports the goal
of long-term contribution rate stability because this funding method eliminates the risk of plan
underfunding (or overfunding). Benefit improvements also increase the cost of the plan. Benefit
improvements that apply to retired members or to past service credit for current members may
raise a concern that the current generation of members is paying for past benefits so this issue
has been considered carefully by the LEOFF Plan 2 Board any time that the Board has
recommended a benefit improvement to the Legislature.

Smoothing Investment Returns

The current assumption is that assets invested in the LEOFF Plan 2 Retirement Fund will earn
7.4% per year over the long-term. However, on a year-by-year basis, the investment return is
almost certain to be higher or lower than 7.4% which results in a “gain” or “loss” when
compared to the 7.4% earnings expectation. Public pension funds commonly “smooth” or
phase in the recognition of these annual investment gains or losses over a period of time in
order to soften the effect of short-term financial market volatility on contribution rates because
averaging investment returns over a period of time will result in greater contribution rate
stability over that same period of time. The current smoothing method for LEOFF Plan 2
recognizes investment gains or losses over a period of as much as eight years.

Asset Value Corridor

Smoothing investment returns results in a variance between the true market value of the assets
in a retirement fund and the assumed value which is used to determine the contribution rates
for the plan. An asset value corridor ensures that the variance stays within a set amount which
increases contribution rate stability during periods of unusual investment gains or losses. LEOFF
Plan 2 uses a 30% market value corridor which means that the actual market value of assets
may not drop below 70% of the assumed value of assets or rise above 130% of the assumed
value of assets.

Minimum Contribution Rates

Minimum contribution rates are often referred to as a “rate floor” and are used to ensure that
short-term contribution rates do not drop below the expected long-term cost of the plan by
more than a set amount. A rate floor is particularly useful for stabilizing contribution rates
during periods of better than expected investment returns and when there are short-term
variances in plan funding levels resulting from changes to assumptions or the plan funding
method. The LEOFF Plan 2 Retirement Board adopted 90% of the expected long term cost of
the plan as the contribution rate floor for LEOFF Plan 2.

Funding Method Page 3
Comprehensive Report, June 20, 2018



Multi-year Rate Plans

Adopting a multi-year contribution rate plan is another useful method for improving the short-
term predictability of contribution rates. The contribution rate may vary during the period of
the plan or remain level depending on plan funding needs. The LEOFF Plan 2 Retirement Board
adopted a four-year schedule for contribution rates in 2008 which set rates for the entire
period exactly equal to the expected long-term cost of the plan.

FUNDING METHOD

The Aggregate Funding Method
The aggregate funding method has only one component, the normal cost. The normal cost

takes the cost of all future benefits and spreads that over the future payroll of all current
members.

When LEOFF Plan 2 was created in 1977, the aggregate method was chosen by the Legislature
as the plan’s funding method because it was particularly well suited to accomplish two pension
funding policy goals which were considered important at that time; long-term stability in
contribution rates and full funding of the plan on an ongoing basis. As part of its Strategic Plan
in 2004, the Board adopted the policy goals of contribution rate stability and full funding of
LEOFF Plan 2 and reaffirmed use of the aggregate funding method to accomplish these goals.

The aggregate funding method promotes long-term stability in contribution rates because it is
designed to fund the cost of the plan as a level percentage of pay over a member’s working
career. The contribution rates paid by the plan members and their employers would
theoretically remain unchanged for the member’s entire career if the plan’s long-term
economic assumptions and assumptions regarding member behavior were 100% accurate.

To the extent that those assumptions prove inaccurate, any difference between what is
expected and what is experienced, such as lower than expected investment returns, is reflected
in the plan’s cost each time the plan is reviewed and a new long-term rate is calculated.

Therefore, short term contribution rates can and do experience ample volatility. A plan using
the aggregate funding method will always be 100% funded if the required contributions are
paid; it will never have a surplus or an unfunded liability.

Funding Method Page 4
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The Entry Age Normal Cost Method

The EANC method has two components; the normal cost, and an unfunded actuarial accrued
liability (UAAL). The UAAL refers to the difference between the actuarial values of assets owned
by the plan and the total benefits due to be paid. Unfunded liabilities are created when the
actual plan investment returns are less or more than the assumed returns, and when other plan
assumptions are realized, resulting in actual costs exceeding or below predicted costs.

Both of these components are necessary in this funding method to achieve the goal of fully
funding the benefits when they are due. The normal cost is more stable under the EANC
because it doesn’t include any of the experience that differs from assumptions, that is what the
UAAL component is for. The normal cost only changes when plan assumptions are changed®.

LEOFF 2 Board Funding Method

The Board has two policies in place when it comes to the funding method?:

e Longterm: Aggregate, with rate floor of 90% EANC
e Short term: Aggregate, with rate floor of 100% EANC

As stated previously, under the EANC method, there are two components: the normal cost, and
the UAAL (surplus or deficit) which is amortized over time. Under the Board’s temporary
funding policy, the amortization of the unfunded liability is eliminated.

Instead, rates are tied to the normal cost and the UAAL will fluctuate up and down (within the
corridor) depending on investment performance. This method provides more stable rates than
the EANC. One downside to not using the full EANC method is that the plan can become too
overfunded, or too underfunded, because the UAAL portion is being ignored.

1 For example, lowering the investment return assumption from 7.5% to 7.4%
2 An important detail in the discussion around changing funding methods/policies is that changing them will not
affect current contribution rates

Funding Method Page 5
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POLICY OPTIONS

1. Continue to use 2 funding methods
e Short term: Aggregate with 100% EANC floor
e Longterm: Aggregate with 90% EANC floor

2. Change long term method to Aggregate with 100% EANC floor
e How to manage UAAL?
i. Amortization
ii. Funding ratio corridor

SUPPORTING INFORMATION

Appendix A: Estimate LEOFF 2 Employee Contribution Rate Chart

Funding Method Page 6
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APPENDIX A

Estimated LEOFF 2 Employee Contribution Rate Path

12% -

10% -
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O:\LEOFF 2 Board\2017\10-18-17\Actuarial.Funding.Discussion. pptx
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Issue Statement

There are a variety of funding methods used to estimate the cost of future
benefits, therefore it is up to the Board to decide which method aligns best with
their funding goals.




Background

Aggregate
= Statutory funding method for all plans, including LEOFF 2

Board has used a temporary funding method for much of its history

When OSA presents to the Board, they will point to aggregate as being the long-term method, or
the statutory method, for funding the plan

Board was created right after a market crash at a time when rates were out of bounds with what
the normal cost of the plan was

= The Board adopted a stair step annual increase to rates to tie them in with the normal cost of the plan

= |In 2008, right before the market crash, the Board adopted a temporary funding method to set rates at
100% of the normal cost



Funding Policy Overview

= Stable contribution rates

= Full funding on an ongoing basis
= Smoothing investment returns

= Asset value corridor

= Minimum contribution rates

= Multi-year rate plans



Funding Method Overview

= All methods accomplish the same goal of completely funding the cost of the
plan

= Fixed rate vs. adjustable rate mortgage
= Aggregate method
= Entry age normal cost method

= LEOFF 2 Board funding method




Stable Contribution Rates

= Predictable budgets for stakeholders

= Policies to moderate short term swings:
= Investment smoothing
= Asset value corridor
= Minimum contribution rates

= Multi year rate plans




Smoothing Investment Returns

= 7.4% return assumption
= Earnings will almost always be higher or lower than 7.4%

= Returns smoothed over a period of up to 8 years




Asset Value Corridor

= Smoothing results in a variance between market value and actuarial value of
assets

= AVC ensures that the variance stays within a set amount to increase rate stability

= LEOFF 2 uses a 30% corridor

= Market value may not drop below 70% or above 130% of actuarial value of assets




Minimum Contribution Rates

= Often referred to as a “rate floor”

= Used to ensure that short-term rates do not drop below the expected long term
cost of the plan by more than a set amount

= LEOFF 2 has historically adopted a 90% or 100% rate floor




Multi-year Rate Plans

= Another method to improve predictability of rates

= LEOFF 2 uses a 4-year schedule for adopting rates




Aggregate Funding Method

Has only one component, the normal cost

Normal cost takes cost of all future benefits and spreads that over current
members

Funding method in statute since plan inception in 1977
= Long term rate stability

= Fully funds plan

Any difference between experience and assumptions leads to rate volatility
- Aggregate wants the plan to always be 100% funded, ASAP

= No UAAL, plan will always be 100% funded if required contributions are made



Entry Age Normal Cost Method

= Two components

= Normal cost
= UAAL

= UAAL may be positive or negative

= Amortized over time
= Normal cost is more stable under EANC

= Normal cost only changes when plan assumptions change



LEOFF 2 Board Funding Method

= Two policies for funding method:

» Long term: Aggregate, rate floor of 90% EANC
= Short term: Aggregate, rate floor of 100% EANC

= Board’s funding policy:
= Variation of EANC
= Amortization of UAAL is eliminated

= Rates tied to normal cost, UAAL fluctuates based on investment returns

= Provides the most stable rates out of the 3 methods



Estimated Rates

Estimated LEOFF 2 Employee Contribution Rate Path
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Policy Options

1. Continue to use 2 funding methods
= Short term: Aggregate with 100% EANC floor
= Long term: Aggregate with 90% EANC floor

2. Change long term method to Aggregate with 100% EANC floor

 How to manage UAAL?
= Amortization
» Funding ratio corridor
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ISSUE STATEMENT

Setting the contribution rates for the Law Enforcement Officers’ and Fire Fighters’ (LEOFF) Plan 2
retirement system is one of the key responsibilities of the Board.

OVERVIEW

Setting appropriate contribution rates is important to maintaining the financial integrity of LEOFF Plan 2
and providing stability for employers, members, and the state with respect to amounts that must be
budgeted and paid into the plan.

This report provides an introduction to contribution rate setting and includes information about the rate
setting cycle; current and historical contribution rates; and reviews the Board’s strategy and policies
related to contribution rates, along with other concepts that impact rate setting.

BACKGROUND AND POLICY ISSUES

Introduction

In even numbered years, the Board has a statutory duty? to set contribution rates for LEOFF Plan 2.
Contribution rates come in two forms; a “base rate” to pay for the cost of the plan and a “supplemental
rate” to pay for the cost of additional benefits added to the plan.

The Board adopts the required rates for members, employers, and the state2. Contribution rates are
split on a 50-30-20 basis and calculated as a percentage of employee salary. The Department of
Retirement Systems (DRS) collects the required contributions on a monthly basis and transfers them to
the LEOFF 2 Retirement Fund.

Prior to the creation of the Board in July 1, 2003 under Initiative 790, basic contribution rates for LEOFF
Plan 2 were set by the Pension Funding Council (PFC), subject to revision by the Legislature. The PFC
would receive contribution rate recommendations from the Office of the State Actuary (OSA) on all of
the state retirement plans, including LEOFF Plan 2 and this same process is used today for all of the
other state retirement systems.

1RCW 41.26.720, RCW 41.45.0604, 41.45.070, RCW 44.44.040. See Appendix A: LEOFF Plan 2 Rate Setting Statutes
2 LEOFF Plan 2 is the only state plan receiving a contribution from the state.



After the creation of the Board, OSA now makes contribution rate recommendations for LEOFF Plan 2
directly to the Board and the Board sets contribution rates. The PFC still sets the contribution rates for
the other state pension plans.

Contribution Rate Setting Cycle

Under current Washington State law, in July of even-numbered years, the Board reviews the basic
contribution rates calculated by the Office of the State Actuary (OSA)3 based on an actuarial valuation
performed on asset, participant, and plan information compiled in odd-numbered years.

In calculating base contribution rates, OSA applies applicable funding policies. The Board then adopts
contribution rates for LEOFF Plan 2 as provided under RCW 41.26.720(1)(a). The adopted rates remain
in place for the ensuing biennium.

Biennial Base Rates

The biennial base contribution rate is based on the level of benefits in place at the time the underlying
actuarial valuation is performed. Base contribution rates for LEOFF Plan 2 were established on an ad-hoc
basis prior to 1989, but generally were only changed every two years, unless there was a benefit
increase.

Supplemental Rates

A supplemental contribution rate is calculated and charged whenever there is an increase to benefits as
provided in RCW 41.45.070. Supplemental contribution rates for LEOFF Plan 2 are adopted by the Board.
Supplemental contribution rates are included in the basic rates at the beginning of the next contribution
rate-setting cycle.

Current Rates

During the 2016 Interim, the Board adopted contribution rates for the 2017-19 and 2019-21 biennium’s
based on 100 percent of the normal cost under the Entry Age Normal (EAN) funding method. The
Board’s rate adoption for 2017-21 represents a continuation of their temporary funding policy that
produces stable contribution rates. Measured at June 30, 2016, that rate adoption exceeds the
requirements under the plan’s actuarial cost method and long-term funding policy.*

The current total contribution rate for LEOFF Plan 2 is 17.50%° which breaks down to:
0 8.75% Members
0 5.25% Employers
0 3.50% State

See Appendix A to review the full history of LEOFF Plan 2 contribution rates.

3 Board-retained actuary

42016 Actuarial Valuation Report for LEOFF Plan 2, pg. 12.

5 Rates based on the 2016 Valuation as recommended by OSA: 7.91% Member, 5.25% Employer, 3.50% State (Total
15.82%)

Contribution Rate Setting Options Page 2
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LEOFF STRATEGIC PRIORITIES

Pension plans commonly have other goals related to plan funding in addition to the primary goal of
providing the necessary funding to pay the full costs of the plan. These goals may influence the choice of
a funding method and they may also lead pension plans to adopt funding polices which modify the
plan’s funding method to support those other goals. These choices can impact the contribution rates.

In 2004 the Board, as part of its strategic plan, identified financial integrity as one of its top four goals.
Contribution rate stability and full funding on an ongoing basis were identified as key objectives of this
goal.

CONCEPTS AFFECTING CONTRIBUTION RATES

Actuarial Cost Method

The aggregate actuarial cost method was statutorily designated to satisfy the goal of fully funding LEOFF
Plan 2. By definition, the aggregate actuarial cost method does not allow for an unfunded actuarial
accrued liability (UAAL) to develop.

The aggregate normal cost is determined as the level percentage of projected payroll that will fund the
difference between the present value of projected benefits and the actuarial value of assets at the
valuation date.

As a result, any difference between the assets and the projected liability, due to short-term gains or
losses, assumption changes or benefit enhancements, is automatically reflected in the annual cost of the
plan and not amortized as a separate component of plan cost. In absence of an effective asset
smoothing method, the aggregate cost method can produce volatile contribution rates under certain
investment market cycles.

In July 2008 the Board adopted a temporary change in funding policy by adopting fixed rates for the next
four years (July 1, 2009 through June 30, 2013) that were equal to 100% of the EANC as of June 30,
2007. Then in July 2010, as part of their two-year rate-setting cycle, the Board reviewed the existing
funding policy and moved to extend the current temporary funding policy through June 30, 2017.

This temporary funding policy allowed the Board to maintain rate stability and 100% funded status
through June 2017. The Board'’s policy allowed for the fund to recognize all of the losses from 2008 and
2009 without having to increase contribution rates. Most of the other Washington plans had, and
continue to have, significant pressure to increase rates.

At the July 2012 meeting, the Board decided to adjust the temporary funding policy enacted in 2010 by
adopting rates based on 100% of the EANC from the 2011 Actuarial Valuation Report, rather than
continuing to use the rates from the 2007 Actuarial Valuation Report.

The funding policies, which determine the required contribution rates for LEOFF Plan 2, are found in
RCW 41.45. Two of the general funding policy goals that apply to LEOFF Plan 2 are:

1. To dependably, systematically and fully fund Plan 2; and
2. To establish predictable long-term employer contribution rates that will remain a relatively
constant proportion of future budgets.

Contribution Rate Setting Options Page 3
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Long-Term Economic Assumptions

Certain long-term economic assumptions are designated in RCW 41.45.035, which have an effect on
pension contribution rates.

There are four long-term economic assumptions used to estimate the future cost of LEOFF Plan 2 and
develop accurate current contribution rates for funding the plan. These economic assumptions currently
are:

¢ Growth in Inflation — 3%

e Investment Rate of Return —7.5%

e Growth in Salaries — 3.75%

¢ Growth in System Membership — 1.25%

The accuracy of these assumptions is reviewed every two years because of their importance to plan
funding. Inaccurate assumptions will result in the need to change contribution rates, up or down,
depending on whether the assumptions were too conservative or too aggressive. These economic
assumptions were established in statute by the Legislature in 2001. The Board was given the authority to
set long-term economic assumptions for LEOFF Plan 2 in 2003 and has reaffirmed the use of these
assumptions.

Actuarial Experience Studies

The Office of the State Actuary (OSA) is required to submit an experience study every four years
regarding demographic assumptions, which have an effect on the calculation of the actuarial liabilities
for LEOFF Plan 2, such as mortality, disability, salary growth and retirement experience. The results of
these experience studies are incorporated into future actuarial valuations. The results of the 1995-2000
Actuarial Experience Study were the basis for contribution rate reductions by the Legislature in 2002.

Demographic Assumptions

Member behavior also plays a crucial role in determining the cost of a pension plan. So in order to
estimate the future cost of the plan and determine the appropriate current contribution rates to fund
the plan, assumptions are required for things like how long a member will live, when a member will
choose to retire, and the likelihood that a member will become disabled during their career. These
assumptions are referred to as “demographic assumptions.” The accuracy of these assumptions is
reviewed every six years in an experience study, which compares the expected behavior of the pension
plan’s population to what was actually experienced.

POLICY OPTIONS

Continuing Current Rates

The rates currently collected are sufficient to fund the cost of all benefits in LEOFF 2 during the 2019-21
Biennium. Current rates are based on the 2015 Actuarial Valuation, include subsequent temporary and
supplemental rates prior to the 2018 Legislative Session, and were adopted by the Board through 2021.
The current rates do not reflect the Board’s updated economic assumptions adopted in the 2017
Interim. These include lowering the discount rate, general salary growth, and inflation assumptions. If
the Board chooses to continue these rates, no Board action is required since these rates have previously
been adopted through 2021.

Contribution Rate Setting Options Page 4
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Adopt Rates Based on the 2017 Actuarial Valuation Results

The preliminary contribution rate levels based on the 2017 Actuarial Valuation are lower than the rates
currently collected, due in part to the lower economic assumptions and changes in plan experience. If
the Board elects to adopt new rates based on the 2017 Actuarial Valuation two possible options include:

e 90 Percent EANC - 90 percent of the Entry Age Normal Cost (EANC), consistent with the plan’s
ACM and including minimum rates under the Board’s long-term funding policy, or

e 100 Percent EANC - 100 percent of EANC, consistent with the plan’s ACM and including
minimum rates under the Board’s funding policy since 2008.

OPTIONS

Summary of options:

1. Adopt Current Rates 2. Adopt 90% EANC based 3. Adopt 100% EANC based

on 2017 Actuarial on 2017 Actuarial
Valuation* Valuation*
Member 8.75% 7.69% 8.54%
Employer 5.25% 4.61% 5.13%
State 3.50% 3.08% 3.42%

*Excludes the recommended supplemental rate increase of 0.05% member, 0.03% employer, and 0.02%
state to account for SSB 6214.

PROCESS AND TIMELINE

At the July 25, 2018 the Board will hear the results of the audit of the OSA valuation from the outside
actuarial firm Milliman. The Board will then adopt/reaffirm contribution rates for the 2019-2021
biennium.

SUPPORTING INFORMATION

Appendix A: LEOFF Plan 2 Rate Setting Statutes
Appendix B: LEOFF Plan 2 Historical Contribution Rates

Appendix C: OSA Preliminary LEOFF 2 Contribution Rate Recommendations

Contribution Rate Setting Options Page 5
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APPENDIX A: LEOFF PLAN 2 RATE SETTING STATUES

RCW 41.26.720

(1) The Board of trustees have the following powers and duties and shall:

(a) Adopt actuarial tables, assumptions, and cost methodologies in consultation with an enrolled
actuary retained by the board. The state actuary shall provide assistance when the board requests. The
actuary retained by the board shall utilize the aggregate actuarial cost method, or other recognized
actuarial cost method based on a level percentage of payroll, as that term is employed by the American
academy of actuaries. In determining the reasonableness of actuarial valuations, assumptions and cost
methodologies, the actuary retained by the board shall provide a copy of all such calculations to the
state actuary. If the two actuaries concur on the calculations, contributions shall be made as set forth in
the report of the board’s actuary. If the two actuaries cannot agree, they shall appoint a third,
independent, enrolled actuary who shall review the calculations of the actuary retained by the board
and the state actuary. Thereafter, contributions shall be based on the methodology most closely
following that of the third actuary.

RCW 41.45.0604

(1) Not later than September 30, 2004, and every even-numbered year thereafter, the law
enforcement officers’ and firefighters’ plan 2 retirement board shall adopt contribution rates for the law
enforcement officers’ and firefighters’ retirement system plan 2 as provided in RCW 41.26.720(1)(a).

(2) The law enforcement officers’ and firefighters’ plan 2 retirement board shall immediately
notify the directors of the office of financial management and department of retirement systems of the
state, employer, and employee rates adopted by the board. The rates shall be effective for the ensuing
biennial period, subject to legislative modification.

RCW 41.45.070

(2) In addition to the basic member, employer, and state contribution rate established in RCW
41.45.0604 for the law enforcement officers’ and firefighters’ retirement system plan 2, the department
shall also establish supplemental rates to pay for the cost of additional benefits, if any, granted to
members of the law enforcement officers’ and firefighters’ retirement system plan 2. Except as provided
in (6) of this section, these supplemental rates shall be calculated by the actuary retained by the law
enforcement officers’ and firefighters’ board and the state actuary through the process provided in RCW
41.26.720(1)(a) and the state treasurer shall transfer the additional required contributions regardless of
language to the contrary contained in the statute which authorizes the additional benefits.

RCW 44.44.040

The office of the state actuary shall have the following powers and duties:

(7) Provide actuarial assistance to the law enforcement officers’ and firefighters’ plan 2
retirement board as provided in chapter 2, laws of 2003. Reimbursement for those services shall be
made to the state actuary under RCW 39.34.130 and 41.26.720(5).

Contribution Rate Setting Options Page 6
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APPENDIX B: LEOFF PLAN 2 HISTORICAL CONTRIBUTION RATES

Effective Member Employer State Expense
7/1/2017° 8.75% 5.25% 3.50% 0.18%
7/1/2015 8.41% 5.05% 3.36% 0.18%
7/1/2013 8.41% 5.05% 3.36% 0.18%
9/1/2009 8.46% 5.08% 3.38% 0.16%
7/1/2009 8.45% 5.07% 3.38% 0.16%
7/1/2008 8.83% 5.30% 3.53% 0.16%
9/1/2007 8.64% 5.19% 3.45% 0.16%
7/1/2007 8.60% 5.17% 3.43% 0.18%
9/1/2006 7.85% 4.72% 3.13% 0.18%
7/1/2006 7.79% 4.68% 3.11% 0.19%
9/1/2005 6.99% 4.20% 2.79% 0.19%
7/1/2005 6.75% 4.05% 2.70% 0.19%
9/1/2004 5.09% 3.06% 2.03% 0.19%
2/1/2004 5.07% 3.04% 2.03% 0.22%
7/1/2002 5.05% 3.03% 2.02% 0.22%
5/1/2002 4.39% 2.64% 1.75% 0.22%
4/1/2002 4.39% 2.64% 1.75% 0.23%
7/1/2001 4.50% 2.70% 1.80% 0.23%
9/1/2000 6.78% 4.07% 2.71% 0.23%
7/1/2000 5.41% 3.25% 2.16% 0.23%
5/1/2000 5.41% 3.25% 2.16% 0.25%
9/1/1999 5.87% 3.52% 2.35% 0.21%
7/1/1999 5.87% 3.52% 2.35% 0.21%
9/1/1997 8.48% 5.09% 3.39% 0.18%
9/1/1996 8.43% 5.06% 3.37% 0.20%
9/1/1995 8.41% 5.05% 3.36% 0.20%
3/1/1994 8.41% 5.05% 3.36% 0.17%
9/1/1993 8.41% 5.05% 3.36% 0.22%
1/1/1992 7.01% 4.21% 2.80% 0.22%
7/1/1989 7.60% 4.56% 3.04% 0.22%
9/1/1988 8.09% 4.85% 3.24% 0.22%
7/1/1987 8.09% 4.85% 3.24% 0.16%
7/1/1985 7.83% 4.70% 3.13% 0.16%
7/1/1983 7.90% 4.74% 3.16% 0.16%
7/1/1981 7.74% 4.65% 3.09% 0.16%
7/1/1979 8.08% 4.85% 3.23% 0.09%
10/1/1977 8.14% 4.88% 3.26% 0.10%

6 These rates adopted through the 2019-2021 biennium (June 30, 2021)
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Appendix C

Office of the State Actuary

‘Supporting financial security for generations.”

June 11, 2018

Mr. Steve Nelsen

Executive Director

LEOFF Plan 2 Retirement Board
P.O. Box 40918

Olympia, Washington 98504-0918

SUBJECT: PRELIMINARY LEOFF 2 PENSION CONTRIBUTION RATES

Dear Steve:

Enclosed are the preliminary contribution rates from the 2017 Actuarial Valuation of the
Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 2 (LEOFF 2) and
contribution rate options for the Board's consideration. The results are still considered
preliminary until the concurrent external audit is complete.

The primary purpose of the valuation is to determine contribution requirements for
LEOFF 2 as of the valuation date, June 30, 2017. This valuation should not be used for
other purposes. The results are based on asset smoothing techniques and funding policies
established under Chapter 41.45 RCW and reflect the most current economic assumptions
adopted by the Board.

We present two key policy choices before the Board regarding the adoption of contribution
rates. The Board will determine whether to continue the current rates adopted in 2016 to be
collected for the period 2017-2021, or adopt new rates based on the results of the 2017
Actuarial Valuation.

Valuation Results

We provided a preview of the preliminary 2017 valuation results at your May Board meeting.
We will forward a final actuarial valuation report to the Board this fall reflecting any
changes necessary from the concurrent external audit and the Board’s final decisions on
rates.

Contribution Rates

In my opinion, all of the preliminary 2019-21 contribution rate options outlined in this
communication are reasonable for funding the benefit provisions of LEOFF 2 currently

PO Box 40914 | Olympia, Washington 98504-0914 | state.actuary@leg.wa.gov | leg.wa.gov/osa
Phone: 360.786.6140 | Fax: 360.586.8135 | TDD: 711
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defined in law. In addition, the rates include the cost of medical benefits that will be paid
through a 401(h) account.

As noted above, the Board will determine whether to (1) continue current contribution rates
throughout the 2019-21 Biennium, or (2) adopt new rates for the 2019-21 Biennium based on
the results of the 2017 Actuarial Valuation.

Continuing Current Rates

The rates currently collected (Attachment A) are sufficient to fund the cost of all benefits in
LEOFF 2 during the 2019-21 Biennium. Current rates are based on the 2015 Actuarial
Valuation, include subsequent temporary and supplemental rates prior to the 2018
Legislative Session, and were adopted by the Board through 2021. The current rates do not
reflect the Board’s updated economic assumptions adopted in the 2017 Interim. These
include lowering the discount rate, general salary growth, and inflation assumptions.

If the Board chooses to continue these rates, no Board action is required since these rates have
previously been adopted through 2021.

Adopting Rates Based on the 2017 Actuarial Valuation Results

The preliminary contribution rate levels based on the 2017 Actuarial Valuation are lower than
the rates currently collected, due in part to the lower economic assumptions and changes in
plan experience. If the Board elects to adopt new rates based on the 2017 Actuarial Valuation
three possible options include:

« Aggregate - Aggregate contribution rates, consistent with the plan’s
Actuarial Cost Method (ACM) and excluding minimum rates, or

90 Percent EANC - 90 percent of the Entry Age Normal
Cost (EANC), consistent with the plan’s ACM and including minimum
rates under the Board’s long-term funding policy, or

« 100 Percent EANC - 100 percent of EANC, consistent with the plan’s
ACM and including minimum rates under the Board’s funding policy
since 2008.

X/
°e

The preliminary rates for each option outlined above can be found in Attachment A. These
rates include a supplemental rate from SSB 6214 (Post-Traumatic Stress Disorder), which
passed during the 2018 Legislative Session. The supplemental rate for this bill was calculated
from the change in the Aggregate contribution rates and can be found in the footnote of
Attachment A.

I hope the Board finds this information useful during their deliberations. Please don’t hesitate
to contact me directly should you require any additional information.

Office of the State Actuary June 11, 2018
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The undersigned, with actuarial credentials, meets the Qualification Standards of the
American Academy of Actuaries to render the actuarial opinions contained herein.

Sincerely,

Lisa A. Won, ASA, FCA, MAAA
Deputy State Actuary

Attachments
Attachment A — Contribution Rate Options

cc: Dennis Lawson, Chair,
LEOFF 2 Board
Matt Smith, State Actuary,
Office of the State Actuary
Mitch DeCamp, Actuarial Analyst,
Office of the State Actuary

O:\LEOFF 2 Board\2018\6-20-2018\Prelim.LEOFF2.Pension.Contribution.Rates.docx

Office of the State Actuary June 11, 2018
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Attachment A — Preliminary 2019-21 Contribution Rate Options

Office of the State Actuary

2017 Valuation*

Current
Adopted Rates Aggregate 90% EANC 100% EANC
Member 8.75% 6.44% 7.74% 8.59%
Local Employer** 5.25% 3.86% 4.64% 5.16%
State 3.50% 2.58% 3.10% 3.44%

*Includes laws of 2018 supplemental rate of 0.05% member, 0.03% employer, and 0.02% state
from SSB 6214.
**Excludes DRS administrative expense rate of 0.18%.

June 11, 2018
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Purpose of Contributions

Pre-fund pension obligation

Members and employers make contributions to pension trust fund
= During member’s working life

= As a percent of salary

Contributions invested and grow with earnings

Accumulated fund at retirement = Cost of all future benefit payments



About Rate Setting

= Systematic actuarial funding to pre-fund future pension obligation

= Adopted by the Board

= Biennial basis

= Actuary recommendation

= State law defines certain funding policy and some assumptions

= Board funding policy and assumption setting



Two Types of Contribution Rate

= Board adopts two types of contribution rates
= Basic rates

= Supplemental rates




Basic Rates

Rate recommendation and options calculated by OSA

Rate options calculated based on statute, Board policies, and past practices

Every even-numbered year (RCW 41.45.0604)

Based on results of odd-year actuarial valuation

Valuation is audited by outside actuary

Rates apply for ensuing biennium, typically two years of same rate



Supplemental Rates

= Temporary rate increases to fund the cost of benefit improvements not included
in basic rates

= Added to basic rates during the basic rate setting cycle




Strategic Priority - Financial Integrity

= Fully-funded Status
= Maintain 100% or better funded status

= Stable Contribution Rates

= Predictable increases




Previous Rate-setting Decisions

= Strategic Plan
= Four-year rate phase-in (2005-2009) / Rate stability
= Contribution rate floor (minimum contribution rates)

= Supplemental rates (2003, 2004, 2005, 2006, 2007, 2009)
= Multi-year rates (eg. 2017-2021)




LEOFF 2 Contribution Rates 1977 to Present
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Policy Options

Continuing Current Rates

= The rates currently collected are sufficient to fund the cost of all benefits in LEOFF 2 during the
2019-21 Biennium

= Current rates are based on the 2015 Actuarial Valuation, include subsequent temporary and

supplemental rates prior to the 2018 Legislative Session, and were adopted by the Board
through 2021




Policy Options cont.

Adopt Rates Based on the 2017 Actuarial Valuation Results

= The preliminary contribution rate levels based on the 2017 Actuarial Valuation are lower than the

rates currently collected, due in part to the lower economic assumptions and changes in plan
experience

= |f the Board elects to adopt new rates based on the 2017 Actuarial Valuation two possible
options include:

= 90 Percent EANC - 90 percent of the Entry Age Normal Cost (EANC), consistent with the plan’s ACM and including
minimum rates under the Board’s long-term funding policy, or

= 100 Percent EANC - 100 percent of EANC, consistent with the plan’s ACM and including minimum rates under the
Board’s funding policy since 2008



Options

Employer 5.25% 4.61% 5.13%

*Excludes the recommended supplemental rate increase of 0.05% member, 0.03% employer, and 0.02% state to account for SSB 6214.



Next Steps

= Milliman (outside actuary) presents preliminary audit results in July 25, 2018

= Board adoption of contribution rates occurs in July
= Adopted rates effective July 1, 2019, through June 30, 2021

= Supplemental rate changes can occur outside of the basic rate process
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Ryan Frost
Senior Research & Policy Manager
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COMPREHENSIVE REPORT

By Ryan Frost

Senior Research & Policy Manager
360-586-2325
ryan.frost@leoff.wa.gov

ISSUE STATEMENT

A supplemental rate may be necessary due to the passage of Senate Bill 6214 which adds Post-
traumatic Stress Disorder (PTSD) to the list of presumptive occupational diseases for Workers’
Compensation.

OVERVIEW

A key statutory duty of the Law Enforcement Officers’ and Fire Fighters (LEOFF) Plan 2
Retirement Board is to adopt contribution rates. This may include the adoption of a
supplemental contribution rate to prefund benefit improvements passed by the legislature.

This report provides information about supplemental contribution rates including the purpose
of the supplemental rate; supplemental rate development; supplemental rate history; and the
PTSD legislation from the 2018 session.

SUPPLEMENTAL RATE FOR BENEFIT IMPROVEMENTS

One of the main goals of the Board is to maintain the financial integrity of the plan. In order to
maintain that goal, it may be necessary for the Board to pay for new benefit improvements
through the adoption of a supplemental contribution rate. The Board is required to use an
accredited actuary using approved actuarial methods to determine the cost of the plan and the
cost of any benefit improvements.

The cost of the existing benefits in the plan are paid by the “basic” contribution rate which is
established by the Board every two years in even number years. The cost of any benefit
improvement is paid by a “supplemental” contribution rate. Supplemental rates generally are
adopted by the Board at the July Board meeting following the passage of the legislation. The
supplemental rate is typically effective the following September 1. The statutes covering
adoption of supplemental contribution rates for LEOFF Plan 2 include RCW 41.26.720,
41.45.0604 and 41.45.070.



PURPOSE OF SUPPLEMENTAL RATE

A supplemental rate is intended to begin prefunding the cost of a benefit improvement rather
than waiting until the next actuarial valuation when the benefit liability will be rolled into the
basic contribution rate. The risk of delaying the adoption of a supplemental rate is the loss of
earnings on the contributions that would be made. A delay in the adoption of a supplemental
rate may not create a significant risk of underfunding though, which depends on the level of
cost associated with the benefit improvement.

SUPPLEMENTAL RATE DEVELOPMENT

In accordance with RCW 41.45.070 the cost of any additional benefits granted by the legislature
require a supplemental rate increase to pay for the increased costs. The Department of
Retirement Systems (DRS) in turn is required under RCW 41.45.067(2) to give affected
employers a 30-day notice prior to the effective date of any rate change.

A supplemental contribution rate calculation is performed by the Office of the State Actuary
(OSA) for all pension legislation and the result of that calculation is reported in the fiscal note
published by OSA. Any supplemental contribution rate for LEOFF 2 is adopted by the Law
Enforcement Officers’ and Fire Fighters’ (LEOFF) Plan 2 Retirement Board. The Board has all
supplemental rate recommendations audited by an outside actuary.

OSA calculates a supplemental rate by evaluating proposed legislation, developing assumptions
for how the legislation will affect future benefit payments and future plan experience,
calculating the expected increase in plan liabilities, and determining what increase in
contributions, if any, is sufficient to off-set the increase in liabilities. The development of
assumptions for fiscal notes may differ from the assumptions used in actuarial valuations.

Not all benefit improvements will have costs sufficient to increase contribution rates, but if they
do, the Board has the task of evaluating the feasibility of adopting a supplemental rate increase,
usually effective September 1 following the effective date of the legislation.

CURRENT CONTRIBUTION RATES

During the 2016 Interim, the Board adopted contribution rates for the 2017-19 and 2019-21
Biennia based on 100 percent of the normal cost under the Entry Age Normal (EAN) funding
method. The Board’s rate adoption for 2017-21 represents a continuation of their temporary
funding policy that produces stable contribution rate. Measured at June 30, 2016, that rate
adoption exceeds the requirements under the plan’s actuarial cost method and long-term
funding policy.! The current total contribution rate for LEOFF Plan 2 is 17.50%?2; the total
contribution rate is split 50-30-20% between members, employers, and the state as follows:

e 8.75% Members, 5.25% Employers, 3.50% State

12016 Actuarial Valuation Report for LEOFF Plan 2, pg. 12.
2 Rates based on the 2016 Valuation as recommended by OSA: 7.91% Member, 5.25% Employer, 3.50% State (Total
15.82%)
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SUPPLEMENTAL RATE HISTORY

The Board has considered a supplemental rate increase for 14 benefit improvements. The
Board adopted the supplemental rate recommended by OSA for 10 of those benefit
improvements. The Board did not adopt the supplemental rate on the four most recent
recommendations. In two cases it was determined the adopted rates were sufficient to cover
the funding requirement. In the other two cases, rates were left unchanged because it was
decided that the cost of the benefit change would be allowed to emerge in plan experience.

SUPPLEMENTAL
LEGISLATION RECOMMENDATION ACTION RATE EFFECTIVE
(Member, Employer, State)

MEETING

DATE

HB 1205 (2003) - Fish & Wildlife

12/17/2003 Enforcement Officer LEOFF Membership

0.02%, 0.01%, 0.01% Adopted 2/1/2004

HB 2418 (2004) - Duty Disability Benefits | 0.01%, 0.01%, 0.00%
7/28/2004 Adopted 9/1/2004
HB 2419 (2004) - Duty Death Benefits | 0.01%, 0.01%, 0.00%

SB 5615 (2005) - Duty Disability Benefits | 0.23%, 0.14%, 0.09%

7/27/2005 HB 1936 (2005) - EMT LEOFF Adopted 9/1/2005
(2005) : 0.01%, 0.01%, 0.00%
Membership

HB 2932 (2006) Catastrophic Disability | 0.02%, 0.01%, 0.01%

SHB 2933 (2006) Occupational Di
(2006) Occupational Disease | o0 5104 0 002%

5/24/2006 Death Special Benefit Adopted 9/1/2006
B 6723 (2 i
SB 6723 (2006) Su.rwvor Health Care 0.03%, 0.02%, 0.01%
Insurance Reimbursement
HB 1833 (2007) Occupational Disease
7/23/2007 ( Pr()esumpfion 0.04%, 0.02%, 0.02% Adopted 9/1/2007
HB 1953 (2009) — Fish & Wildlife . . .
7/22/2009 Enforcement Officer Svc Credit Transfer 01Oz, BLOMZE, DILEE Adopted 9/1/2009
HB 2519 (2010) — Duty Death Benefits . . . NOT Adopted
(Lakewood Omnibus legislation) 0.05%, 0.03%, 0.02% supplemental rate.
7/28/2010 Current rates were
HB 1679 (2010) - Catastrophic Disability. 0.13%, 0.08%, 0.05% sufficient to cover
Health Insurance funding requirement.
7/27/2011 HB 2070 (2011) Furlough 0.02%, 0.01%, 0.01% NOT Adopted

2018 LEGISLATION

The 2018 Legislature passed Substitute Senate Bill 6214 which adds PTSD to the list of
occupational diseases, and creates a rebuttable presumption for LEOFF members that PTSD is
an occupational disease.

OSA estimated in a fiscal note that this legislation would have a cost to the plan due to
members who leave employment due to PTSD being eligible for disability or death benefits.
OSA stated in the fiscal note that it does not expect this bill to result in an increase in the total
number of annual deaths but does expect an increase in the total number of annual disabilities
since the bill expands the coverage of occupational diseases.
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Additionally, OSA expects a shift in the benefits paid from non-duty to duty-related for both
deaths and disabilities. Duty-related benefits are typically more costly to the pension system
and require higher contributions to cover the costs.

OSA estimated that this legislation would create cost impacts as outlined in the table below:

Impact on Contribution Rates (Effective 9/1/2018)

Fiscal Year 2019 State Budget \ LEOFF
Member 0.05%
Employer 0.03%
State 0.02%

Budget Impacts (Dollars in Millions)

2018-2019 2019-2021 25-Year
General Fund-State $0.3 $0.8 $15.8
Local Government S0.5 S1.2 $23.6
Total Employer $0.8 $2.0 $39.4

The Actuary’s Fiscal Note for SSB 6214, can be reviewed in Appendix A.

Fiscal Note Audit

It is the Board’s practice that all fiscal notes with a cost to the plan be audited by an outside
actuary. The Board has engaged the firm of Bartel & Associates to conduct this audit. Bartel &
Associates has conducted similar fiscal note audits for the Board in the past. The Board will be
presented with the auditing actuary’s findings at the June 20, 2018 board meeting.

OPTIONS

1. Adopt the recommended supplemental rate increase of 0.05% member, 0.03%
employer, 0.02% state effective September 1, 2018.

2. Adopt the recommended supplemental rate increase, along with any other contribution
rate changes, effective July 1, 2019.

3. Do not adopt supplemental rate.
Process and Timeline

Following this comprehensive report, the Board will consider adoption of a supplemental
contribution rate at the July 25, 2018 meeting.
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SUPPORTING INFORMATION

Appendix A: Actuary’s Fiscal Note for SSB 6214 (2018)

Appendix B: OSA Preliminary LEOFF 2 Contribution Rate Recommendations
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Appendix A

Individual State Agency Fiscal Note

Bill Number: 62145 SB Title:  PTSDfaw enf. & firefighters Agency:  AFN-Actuanal Fiscal Note
- State Actuary
Part I: Estimates
[[]  NoFiscal Impact
Estimated Cash Receipts to:
NONE
Estimated Expenditures from:
FY 2018 FY 2019 2017-19 201921 2021-23
Account
General Fund-State 001-1 300,000 300 000 80000 800,000
Total$ 300,000 300,000 800,000 600,000 |
Estimated Capital Budget Impact:
NONE
The cash receipts avd expendinge estimates on 953 page represent the most likely fiscalinpact, Factors ing the & these

and alternate ranges f qppropriate) are explaived in Pt IT
Check applicable boxes and follow corresponding instruc tions:

If fiscal irpact is g reater than $50,000 per fiscal year in the current bienniura or in subsequent biennia, coraplete entire fiscal note
forra Parts IV

D If fiscal impact is less than $50,000 per fiscal year in the current bienniura or in subsequent biennia, coraplete this page only (PartI).
D Capital budget impact, coraplete Part IV

D Requires new rule making, coraplete Part V.

Legislative Contact: Joan Elgee Phone: 360-786-7106 Date: 027202013
Agency Preparation: Aaron Gutienez Phone: 360-786-6152 Date: 02/23/2018
Agency Approval: Lisa Won Phone: 360-786-6150 Date: 02/23/2018
OFM Review: Jane Sakson Phone: 360-902-0549 Date: 02026/2018

Form FN (Rev 1J00) 137,063.00 Request# SSB 62141

FNS063 Individual State Agency Fiscal Note 1 Bill #62145 SB
FMS029 Multi Agency rallup
Supplemental Rate Options Page 6
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Part IT: Narrative Explanation

IL A - Brief Descrip tion Of What The Measure Does That Has Fiscal Impact

Briefly deseribe by section runber, the sigficars provisions of the &l and ayy related workioad ov policy
expenditure inpact on the responding agency.

that have » or

II. B - Cash receipts Impact

Bigfly deseribe and quantify the cash receipts impact of the legislation on the responding agengy, idevaifving the cash receipts provisions by section
menber and when appr opriate the detal of the reverme sowces. Reigly deseribe the focthual basis of the and the method by which the
cash receipts inpact is devived  Explain how wovkload assunptions translate into estimages. Distinguish between one time and ongoing functions.

II. C- Expenditures

Bigfly deseribe the agergy expendinse W 1o t tles legislation (or savings Inng fr his legislation) idertifying by section
wmenber the provisioos of the Icpshm that result in ﬂ:c expenditures (or savings). Brigfly desaribe the facnualbasis qftht mmom and the
nethod by which the expendinee inpact is devived.  Explain how workload assunptions rranslate irto cost A ome e
ad engaing fimetions.

.

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

FY 2013 FY 2019 2017-19 21921

2021-83

FTE Staff Years

A&-Salanes and Wages

B-Employee Bernefits 300,000 300,000 500,000

800,000

C-Professional Service Contracts

E-Goods and Other Services

G-Trawvel

J-Capital Outlays

I-Inter AzencywFund Transfers

N-Grants, Benefits & Client Sexvices

P-Debt Service

S-Inferagenc v Reimburse ments

T-Intra-Agency Reirburse rents

9.

Total: $0 $300,000 $300,000 $300,000

$300,000

Part I'V: Capital Budget Impact

Part V: New Rule Making Required

Tdennify provisions of the measwe thatrequive the agergy 1o adopt new adnanistrative rules or repealivevise existing res.

FTSDilawenf. & firefighters AFN-Actuanial Fiscal Note - State Actuary
Form FN (Rev 1/00) 137,063.00 Request# SSB 6214-1
FNS063 Individual State Agency Fiscal Note 2 Bill #62145 SB
Supplemental Rate Options Page 7
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Actuary’s Fiscal Note For SSB 6214

SUMMARY OF RESULTS

BRIEF SUMMARY OF BILL: This bill adds Post-Traumatic Stress Disorder
(PTSD)to the list of occupational diseases, and creates a rebuttable presumption
for LEOFF members that PTSD is an occupational disease.

COSTSUMMARY

We estimate this bill will have a cost to the retirement system because members
who leave employment due to PTSD are eligible for disability or death benefits
from the pension plan. We estimate, at a minimurn, this bill creates cost impacts
as outlined in the tables below.

Impact on Contribution Rates (Effective 09/01/2018)

Fiscal Year 2019 State Budget LEOFF
Employee (Plan 2) 0.05%
Total Employer 0.03%
Total State 0.02%

Budget Impacts

(Dailars in Millions) 2018-2019 2019-2021 25-Year
General Fund-State $03 $08 $15.8
Local Govemment $05 $1.2 $236
Total Employer $08 $2.0 $39.4

Note: We use long-term assumplions to procuce owr short-term
budget impacts. Therefore, our short-term budget irrpacts will likely
vary from estimates produced from dther short-term budget models.

HIGHLIGHTS OF ACTUARIAL ANALYSIS

+»» This bill also increases benefits for members of LEOFF 1 but we expect the
coste will not impact contributionsin LEQFF 1due to the number of
members impacted and the Plan’s current funding level.

+»» There is uncertainty in the prevalence of PTSD among LEQOFF 2 members.

o Reported prevalence of PTSD varies by data source.
o LEOFF 2 could experience an unexpected decline in active membership.

«» Wedo not expect this bill will result in an increase in the total number of
annual deaths but we do expect an increase in the total number of annual
dizabilities. Additionally, we expect a shiftin the benefits paid from
non-duty to duty-related for both deaths and disabilities.

** Werelied on data from DRS, L&I, the CDC, and The Badge of Life to help
determine the costs in this bill.

+» Actual duty-related death and disability experience may be different than
what we assumed in the costs shown above. For example, if this bill results
in five additional duty-related deaths per year, instead of our assumption of
two, then we expect the resulting total employer budget impacts would be
$98 million over a 25-year period.

See the remainder of this fiscal note for additional details on the
summary and highlights presented here.

February 23, 2018 SSB 6214 Page 10f 15
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Actuary’s Fiscal Note For SSB 6214
WHAT IS THE PROPOSED CHANGE?

Summary Of Change

This bill impacts the following systems:

¢ Law Enforcement Officers’ and Fire Fighters’ Retirement
Systemn (LEOFF).

This bill adds Post-Traumatic Stress Disorder (PTSD ) to the list of occupational
diseases, and creates a rebuttable presumption for LEOFF members that PTSD is
an occupational disease if it manifests after the member has served atleast ten
years.

For plan members hired after the effective date of the bill, if their employer
requires them to have a psychological examination at the time of hire, then the
presumption only applies if the member was screened for PTSD at hire, and the
exam showed no evidence of existing PTSD.

PTSD will not be considered an occupational disease if the disorder is directly
related to disciplinary action, work evaluation, job transfer, layoff, demotion, or
termination taken in good faith by an employer.

The presumption applies to the following fire fighters:

¢+ Full-time, fully compensated fire fighters as defined in
RCW ¢1.26.030(16)(@)and (b).

s+ Supervisors as defined in RCW 41.26.030(16)(c).

*¢ Supervisors employed on a full-time, fully compensated
basis as a fire fighter of a private sector employer's fire
department that includes over fifty fire fighters.

¢+ Emergency Medical Technicians (EMTs) employed by
LEOFF employers.

The presumption applies to the following law enforcement officers:

¢ Deputy sheriffs, as defined in RCW 41.26.030(18)(b).

¢ Full-time commissioned city police officers, as defined in
RCW 41.26.030(18)(c).

¢ Public safety officers, or directors of public safety, as
defined in RCW 41.26.030(18)(e).

Effective Date: 90 daysafter session.
HOW THE SUBSTITUTE DIFFERS FROM THE ORIGINAL VERSION

The following list includes only the changes that impact the pricing of the bill.
For a complete list of changes to the current version of the bill, please refer to the
bill reports prepared by legislative staff.

February 23, 2018 SSB 6214 Page 2 of 15

Supplemental Rate Options Page 9
Comprehensive Report, June 20, 2018




Actuary’s Fiscal Note For SSB 6214

The substitute adds fire fighters, including supervisors, employed on a full-time,
fully compensated basis as a fire fighter of a private sector employer's fire
department that includes over 50 such fire fighters, to the individuals exempt
from the Department of Labor and Industries’ (L&I) rule regarding stress and to
the presumption.

The substitute also requires that for the presumption to apply, the PTSD must
develop after the individual has served at least ten years.

It also adds a condition to the exemption that individuals hired after the effective
date must submit to a psychological exam that rules out PTSD, except when the
employer does not provide the exam.

PTSD will not be considered an occupational disease if the disorder is directly
related to disciplinary action, work evaluation, job transfer, layoff, demotion, or
termination taken in good faith by an employer.

What Is The Current Situation?

Under current law, fire fighters who are members of LEOFF and experience
certain medical conditions are presumed to have contracted the medical
condition from their occupation. The conditions covered in statute include
respiratory disease, heart problems, certain cancers, and certain infectious
diseases for fire fightersonly. A fire fighter must have ten years of servicein
order to qualify for the cancer presumption.

According to the Department of Retirement Systems (DRS), a mental condition
like PTSD can be considered an occupational disease if itis related to a single
traumatic incident (e.g., the Oso landslide). However, these conditions cannot be
considered an occupational disease if they result from multiple incidents over a
longer term (e.g., having responded to the scenes of many car crashes throughout
a career).

If a death is ruled duty-related, health insurance is provided to their surviving
beneficiaries under RCW ¢1.05.080, and COBRA benefits under RCW 41.26.470.

Additionally, presumptions established for fire fighters, law enforcement officers
and EMTs are applicable after termination of service for three months for each
year of service, not to exceed five years.

The presumption of occupational disease can be rebutted by a preponderance of
evidence. Additionally, the presumption does not apply to fire fighters who
develop a heart or lung condition and who regularly use tobacco products or have
a historyof tobacco use.

EMTs may be members of LEOFF if they are full-time, fully compensated
employees with a public employer. Fire investigators are generally members of
PERS and are not members of LEOFF.

February 23, 2018 SSB 6214 Page 3 of 15
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Actuary’s Fiscal Note For SSB 6214
Who Is Impacted And How?

We estimate this bill could affect any of the 17,186 active members and

2,400 eligible inactive members of LEOFF 2 through improved benefits. Ata
minimum, we expect improved benefits will be paid for two active member
deaths and three active member disabilities each year.

Survivors of members that experience a duty-related death will receive enhanced
benefits that include an unreduced pension for benefits that begin before normal
retirement age, subject to a minimum of 10 percent of final average salary, a
lump sum of $238,587 as of July 1, 2016, and healthcare coverage for the
surviving family. Members who become disabled due to duty-related causes also
receive greater benefits that include an unreduced pension subject to the same
minimum benefit. Further, if the disability is deemed catastrophic, as defined
under RCW 41.26.470, the member and their family will also receive healthcare
coverage.

This bill impacts all LEOFF 2 members and their employers through increased
contribution rates.

As of the June 30, 2016, Actuarial Valuation Report (AVR), LEOFF 1has

62 active members and 107 retirees within the eligible window. Given the small
number of members eligible for these enhanced benefits and the current level of
funding in LEOFF 1, we expect no impact to contribution rates in LEOFF 1.

WHY THIS BILL HAS A COST AND WHO PAYS FOR IT
Why This Bill Has A Cost

This bill adds PTSD to the list of occupational diseases. A member who became
disabled due to PTSD or a beneficiary of a member who dies as a result of PTSD
(e.g., suicide) can receive duty-related benefits. We do not expect this bill will
result in an increase in the total number of annual deaths but we do expectan
increase in the total number of annual disabilities since thig bill expands the
coverage of occupational diseases. Additionally, we expect a shiftin the benefits
paid from non-duty to duty-related for both deaths and disabilities. Duty-related
benefits are typically more costly to the pension system and require higher
contributions to cover the costs.

Who Will Pay For These Costs?

For LEOFF 2, anycosts that arise from this bill will be divided according to the
standard funding method for the plan: 50 percent member, 30 percent
employer, and 20 percent state.

No contributions are required for LEOFF 1 while that plan remains fully funded.

February 23, 2018 SSB 6214 Page 4 of 15
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Actuary’s Fiscal Note For SSB 6214
HOW WE VALUED THESE COSTS

Assumptions We Made

Based on input from L&Iand DRS on how they interpret this bill, we assume a
beneficiary of a member who commits suicide as a result of PTSD would be
entitled to duty-related death benefits. We do notexpect this bill will result in an
increase in the total number of deaths but we assume a higher proportion of
deaths will be duty-related. We relied on data from The Badge of Life to
determine the expected number of additional annual duty-related deaths caused
by PTSD. Weincreased our duty-related death rate assumption from

0.035 percent to 0.048 percent for all active members. We estimate this
assumption change will move two active deaths from non-duty to duty-related
benefit provisions each year. The table below details our expectation, under
Current Law and under this bill (Estimated Cost), for the number of duty and
non-duty deaths per year.

Expected Annual Deaths

Actives Current Law Estimated Cost
Duty 6 8
Non-Duty 21 19
Total Deaths 27 27

We assumed the increase in duty-related death benefits would apply to active
members only and there would be no increase in duty-related death benefits for
eligible inactive members.

Under this bill, members must have ten years of service to be eligible for a
duty-related benefit. Forsimplicity in our model, we assumed a constant
duty-related death rate assumption for all ages. While our assumption may
include some members with less than ten years of service, we estimate the impact
iz very small and falls within the variance of estimated deaths by the sources we
studied. For disabilities, we expect the ten-year service provision to be
immaterial to our analysis.

We expect this bill will increase the number of total disabilities because it
expands coverage of occupational diseases to include PTSD. To develop the cost
of this bill, we relied on experience data from DRS regarding the number of PTSD
claims they receive and how many claims they deny. Wethen increased the
expected total number of disabilities in our model by two each year.

In addition, we assume one current non-duty related disability each year would
now be duty-related because of this bill. Based on data from DRS, we observed
an average of one non-duty related PTSD disability request approved (or paid
out)each year. Under thisbill, we expect any future PTSD disability requests
that DRS pays out will be considered duty-related. The increase in costs from
this assumption is about three percent of the costs outlined on page one. The
table on the next page compares how we expect the counts of disability, by type,
to change under this bill.

February 23, 2018 SSB 6214 Page 50f 15
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Actuary’s Fiscal Note For SSB 6214

Expected Annual Disabilities

CurrentLaw Estimated Cost

Duty 34 37
Catastrophic 4 4
Occupational 30 33

Non-Duty 5 4

Total Disabilities 39 41

This bill could also change our percent of duty-related disabilities that are
occupational. We currently assume 88 percent of duty-related disabilities are
occupational, and the other 12 percent are catastrophic. For this pricing, we
assume no change in this relationship.

Currently, we do not model the potential for LEOFF members to return to work
once they start collecting disability benefits from the plan. To price this bill, we
used data from DRS and assumed every member that becomes disabled would
remain on disability.

We assume this bill will provide the same benefit increases for EM Ts as provided
for fire fighters and law enforcement officers.

We assumed the impact to LEOFF 1is not material for the reasons noted earlier,
and as such did not include the impact of this bill on that plan.

This analysis includes the most recent economic assumptions adopted by the
LEOFF 2 Board during the 2017 Interim. This adoption lowered the long-term
rate of investment retumn assumnption to 7.40 percent, the general salary growth
assumption to 3.50 percent, and the inflation assumption to 2.75 percent.

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

the 2016 AVR, Projections Disclosures, and Risk Assessment analysis available

on our website.
How We Applied These Assumptions

To prepare our analysis, we increased the rate of disablement for LEOFF 2
members and valued one non-dutydisability as duty, compared to current law.
We also applied our revised assumption for duty-related death to the duty-related
lump sum and the annuity death benefits for active members. Lastly, we applied
these assumptions to the medical premium reimbursement benefits.

To estimate the fiscal impact of this bill, we compared projected pension
contributions under current law to the projected contributions we expect under
this bill. To determine the projected contributions under current law, also known
as the “base,” we relied on the AVR with the most recent economic assumptions.
The base projected pension contributions reflect contributions from the current
population as well as future new entrants. For the current population,
contribution rates from the AVR are multiplied by future payroll. For the future
new entrants, contribution rates under the Entry Age Normal Cost method are
multiplied by future new entrant payroll. To determine the projected costs under

February 23, 2018 SSB 6214 Page 6 of 15
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Actuary’s Fiscal Note For SSB 6214

this bill, we modified the base to reflect the provisions of the bill and our
assumptions as described abowve,

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

Special Data Needed

We relied on The Badge of Life, a non-profit organization that studies the
prevalence and impact of PTSD on police officers, to determine the number of
additional duty-related deaths under this bill. We felt this information was
appropriate to rely on since suicide fatalities could be considered duty-related
under this bill. The source states that police suicide fatalities were approximately
12 per 100,000 of population in 2016. This information was used along with our
AVR to estimate two additional duty-related deaths in LEOFF 2. We assumed
this suicide fatality rate would be similar for fire fighters so we applied thisrate to

all of LEOFF.

We analyzed data from DRS to determine the number of additional annual
disabilities under this bill. DRS provided us with information on the number of
disability requests, by year, related to PTSD. Over a five-year period, on average,
DRS received 6.4 annual requests for disability and approved 4.8 of them. If we
assume all disability requests would be approved under this bill then we would
expect 1.6 additional disabilities a year. For this reason, we assumed two
additional disabilities a year. Please see the table below for additional detail.

Number of PTSD Disability Requests

Duty Non-Duty
Denied Approved Denied

2017 5 0 0 0 5
2016 7 3 1 0 1
2015 4 0 2 1 7
2014 2 1 2 0 5
2013 1 2 0 1 4
Totals 19 6 5 2 2

“Source: Department of Retirement Services
Otherwise, we developed these costs using the same assets and data as disclosed
in the AVR.
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Actuary’s Fiscal Note For SSB 6214
ACTUARIAL RESULTS

How The Liabilities Changed

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

Impact on Pension Liability

Current® Increase
Actuana] Present Value of Projected Benefits

The Value of the Total Commitment (o All Current Members

Unfunded Entry Age Accrued Liability

{The Value of the Total Cammitment to All Current Members

AttnbLiabie to Past Service that is Not Covered by Curent Assels

LEOFF 2 (628) 05 (627)

Note: Totals may not agree due to rounding

*Current liabilties wilf not match the 2016 AVR. The liabilities reflect updated
economic assurnptions adopted by the LEQFF 2 Board after the pubication of
the AVR.

How The Assets Changed

This bill does not change asset values, so there is no impact on the actuarial
funding of LEOFF due to asset changes.

How The Present Value Of Future Salaries (PVFS) Changed

This bill will impact the actuarial funding of LEOFF 2 by decreasing the PVFS of
the members. The impact of the decreasing PVFS for current members is shown
below.

Present Value of Future Salaries

15) Current® Increase Total

Actuarial Present Yalue of Future Salaries
(The Value of the Fulure Salaries Expecled to be Paid to Curent Members)
LEOFF 2 $19,368 ($21.0) $15,345

*Current PVFS will not match the 2016 AVR. The labilities assume economic
assumplions adopted by the LEQFF 2 Board after pubdication of the AVR.

The PVFS decreases because we assume an increase in disablements. In other
words, members are expected to have a shorter working career.

How Contribution Rates Changed
For LEQFF 2, the rounded increase in the required actuarial contribution rate
resultsin the supplemental contribution rate shown on page one that applies in

the current biennium. However, we will use the un-rounded rate increase shown
on the next page to measure the budget changes in future biennia.

February 23, 2018 SSB 6214 Page 8of 15
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Actuary’s Fiscal Note For SSB 6214

Impact on Contribution Rates

(Effective 09/01/2018)
System/Plan
Current Members
Employee (Plan 2) 0.046%
Employer 0.028%
State 0.018%
Employee (Plan 2) 0.047%
Employer 0.028%
State 0.019%

*Rale change apolied to future new entrant
payroll and used to determine budget impacts
only. Current mernbers and new entrants pay
the same contribution rate.

How This Impacts Budgets And Emplovees

Budget Impacts

LEOFF Total
General Fund $03 $03
Non-General Fund 0o 0.0
Total State $03 $0.3
Local Government 05 05
Total Employer $038 $0.8
Total Employee $08
General Fund $08 $0.8
Non-General Fund 0o 0.0
Total State $08 $0.8
Local Government 1.2 1.2
Total Employer $20 $2.0
Total Employee $20 $2.0
General Fund $158 $158
MNon-General Fund 0o 0.0
Total State $15.8 $158
Local Government 236 236
Total Employer $39.4 $39.4
Total Employee $39.4 $39.4

Note: Totals may not agree due to rounding. We use
fong-term asswmptions to produce our short-term
budget impacts. Therefore, our shart-term budiget
Impacts will ikely vary from estimates produced from
other shon-term budget models.

The analysis of this bill does not consider any other proposed changesto the
systems. The combined effect of several changes to the systems could exceed the
sum of each proposed change considered individually.
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Actuary’s Fiscal Note For SSB 6214

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

Comments On Risk

Qur office performs annual risk assessments to help us demonstrate and assess
the effect of unexpected experience on pension plans. The risk assessment allows
us to measure how affordability and funded status can change if investment
experience, expected state revenue growth, and inflation do not match our
long-term assumptions. Ourannual risk assessment also considers past
practices, for funding and benefit enhancements, and their impact on pension
plan risk if those practices continue. For more information, please see our Risk
Assessment webpage.

In terms of risk, we would expect this bill would worsen the affordability and
solvencyrisk measures associated with LEOFF 2 because it increases the
obligations of the plan and contributionsrequired to fund it. In the short-term,
the funded status would be expected to worsen as a result of the plan becoming
more costly. Over the long-term, LEOFF 2 would be expected to return to its
long -term funded status level if future assumptions are realized and all required
contributions are made.

HOW THE RESULTS CHANGE WHEN THE ASSUMPTIONS CHANGE

Actual duty-related death and disability experience may be different from what
we assumed in pricing this bill. For this reason, we considered a different set of
assumptions to demonstrate the potential changein cost from this bill:

s Additional Duty-Related Deaths — We assume
five additional active member duty-related deaths per year
above current law. Data from the Center for Disease
Control suggests a higher suicide rate than The Badge of
Life, so we considered the impact of additional
duty-related deaths above the assumptions used to price
the bill.

%+ Additional Duty-Related Disabilities — We assume
eleven additional duty-related disabilities per year above
current law. Based on analysis for SB 6214, L&I expects
34 duty-related disability claims related to PTSD. We
believe some of the L&I disability claims may already be
included in our disability counts so we performed
sensitivity on a number between our estimated cost and
L&TI's expected increase in disability claims.

The table on the next page displays the impact of additional duty-related
disabilities and deaths and the 25-year budget impact over the assumptions we
used to price this bill.
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Actuary’s Fiscal Note For SSB 6214

How the Estimated Cost Can Increase

Estimated Additional Additional
Scenario Cost Duty Deaths D Disabilities
Number of Additional 9 5 2
Annual Duty Deaths™
Number of Additional 3 3 11

Annual Duty Disabilities™

(Dolfars in Miflions
General Fund-State $16 $39 $17
Total Employer $39 $98 $42
*Above current law.

The cost of this bill would increase by more than 150 percent if we expect

five additional annual duty-related deaths than under current law. However,
eleven additional duty-related disabilities would increase the cost of this bill by
approximately five percent. The cost impact is larger for additional duty-related
deaths because: 1)each beneficiary would receive a lump sum death benefit in
addition to an annuity, payable for the beneficiary’s life; and 2) members who go
out on disability are expected to have a shorter lifespan (fewer disability
retirement payments) than non-disabled retirees.

It's important to note, the cost of members who become disabled under this bill
may be higher than estimated in this analysis. We currently assume disabled
members will have a shorter lifespan and thus receive fewer benefit payments
than healthy members receive. Asan example, a 55 year old service retiree is
expected to receive 11 more years of benefits than a 55 year old disabled retiree.
If the members that become disabled with a mental health condition have similar
future health as service retirees then the costs shown on page one of this fiscal
note would increase by approximately 10 percent.

We researched the prevalence of PTSD among fire fighters and found the
prevalence varied among the data sources?, from 3.9 percent to 22 percent. For
comparison, the prevalence of PTSD among all adults in the U.S. is 3.5 percent.
We acknowledge that prevalence is only one step in the process for determining
the number impacted under this bill because a member also has to report their
disability. We were unable to find research on the rate at which PTSD is
reported. For this reason, we provide a wide range in the number of additional

annual duty disabilities that result from this bill as part of our sensitivity analysis
in this section.

The costs included in this analysis do not reflect changes in retention in LEOFF 2
members. PTSD can occur due to repeated exposures to traumas. Under this
bill, members with PTSD via repeated exposures to trauma would be eligible for
disablement. Based on the range in prevalence rates of PTSD, this could be

600 to 3,700 current members of LEOFF 2.

‘Firefighting and Mental Health: Experiences of Repeated Exposure to Trauma by Sara A.
Jahnke, Walker S. Carles Peston, Christopher K. Haddock, Beth Murphy.
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Actuary’s Fiscal Note For SSB 6214

Based on input from L&Iand DRS, we assume a beneficiary of a member who
commits suicide as a result of PTSD would be entitled to duty-related death
benefits. The costs of this bill will materially change if beneficiaries of members
who committed suicide related to PTSD are determined not eligible for
duty-related death benefits. If suicide is noteligible for duty-related benefits,
then we would only expect a budget impact for this bill due to additional
disabilities.

WHAT THE READER SHOULD KNOW

The Office of the State Actuary (“we”) prepared this fiscal note based on our
understanding of the bill as of the dateshown in the footer. We intend this fiscal
note to be used by the Legislature during the 2018 Legislative Session only.

We advise readers of this fiscal note to seek professional guidance asto 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.

February 23, 2018 SSB 6214 Page 12 of 15
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Actuary’s Fiscal Note For SSB 6214
ACTUARY’S CERTIFICATION

The undersigned hereby certifies that:

1. Theactuarial cost methods are appropriate for the purposes of this
pricing exercise.

2. Theactuarial assumptions used are appropriate for the purposes of this
pricing exercise.

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

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

5. Therisk analysis summarized in this fiscal note involves the
interpretation of many factors and the application of professional
judgment.

6. We prepared this fiscal note for the Legislature during the
2018 Legislative Session.

7. We prepared this fiscal note and provided opinions in accordance with
Washington State law and accepted actuarial standards of practice as of
the date shown in the footer of this fiscal note.

The undersigned, with actuarial credentials, meets the Qualification Standards of
the American Academy of Actuaries to render the actuarial opinions contained
herein.

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

Lisa Won, ASA, FCA, MAAA
Deputy State Actuary

0:\Fiscal Notes\2018\6214.55B.docx
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Actuary’s Fiscal Note For SSB 6214
GLOSSARY OF ACTUARIAL TERMS

Actuarial Accrued Liability: Computed differentlyunder 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. Under this method, all plan costs (for past
and future service credit) are included under the normal cost. Therefore, the
method does not produce an unfunded actuarial accrued liability outside the
normal cost. It’s most common for the normal cost to be determined for the
entire group rather than on an individual basis for this method.

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:

+* Normal cost.

%+ Amortization of the unfunded actuarial accrued liability.

Thenormal cost is most commonly 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 vear.

Projected Benefits: Pension benefit amounts that 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 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.

Unfunded EAN Liability: The excess, if any, of the present value of benefits
calculated under the EAN cost method over the valuation assets. Thisis the
portion of all benefits earned to date that are not covered by plan assets.

February 23, 2018 SSB 6214 Page 14 of 15
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Actuary’s Fiscal Note For SSB 6214
GLOSSARY OF RISK TERMS

Affordability: Measures the affordability of the pension systems. Affordability
risk measures the chance that pension contributions will cross certain thresholds
with regards to the General-Fund and contribution rates.

“Current Law”: Scenarios in which assumptions about legislative behavior are
excluded. These scenarios show projections regarding the current state of
Washington statutes.

Optimistic: A measurement of the pension system under favorable conditions
(above expected investment retumns, for example). Optimistic refers to the
75thpercentile, where there is a 25 percent chance of the measurement being
better and 75 percent chance of the measurement being worse. Very optimistic
refers to the g5t percentile.

“Past Practices”: Scenarios in which assumptions regarding legislative
behavior are introduced. These assumptions include actual contributions below
what are actuarially required and improving benefits over time. These scenarios
are meant to project past behavior into the future.

Pay-Go: Thetrust fund runs out of assets, and payments from the General Fund
must be made to meet contractual obligations.

Pessimistic: Ameasurement of the pension system under unfavorable
conditions (below expected investment returns, for example). Pessimistic refers
to the 25th percentile, where thereis a 75 percent chance of the measurement
being better and 25 percent chance of the measurement being worse. Very
pessimistic refers to the sthpercentile.

Premature Pay-Go: Pay-go payments, measured in today’s value, which might
be considered “significant”in terms of the potential impact on the General Fund.

Risk: Measures the risk metrics of the pension systems, including the chance
that the pension systems will prematurely run out of assets, the amount of
potential pay-go contributions, and the chance that the funded status will cross a
certain threshold.

Risk Tolerance: The amount of risk an individual or group is willing to accept
with regards to the likelihood and severity of unfavorable outcomes.
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Appendix B

Office of the State Actuary

‘Supporting financial security for generations.”

June 11, 2018

Mr. Steve Nelsen

Executive Director

LEOFF Plan 2 Retirement Board
P.O. Box 40918

Olympia, Washington 98504-0918

SUBJECT: PRELIMINARY LEOFF 2 PENSION CONTRIBUTION RATES

Dear Steve:

Enclosed are the preliminary contribution rates from the 2017 Actuarial Valuation of the
Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 2 (LEOFF 2) and
contribution rate options for the Board's consideration. The results are still considered
preliminary until the concurrent external audit is complete.

The primary purpose of the valuation is to determine contribution requirements for
LEOFF 2 as of the valuation date, June 30, 2017. This valuation should not be used for
other purposes. The results are based on asset smoothing techniques and funding policies
established under Chapter 41.45 RCW and reflect the most current economic assumptions
adopted by the Board.

We present two key policy choices before the Board regarding the adoption of contribution
rates. The Board will determine whether to continue the current rates adopted in 2016 to be
collected for the period 2017-2021, or adopt new rates based on the results of the 2017
Actuarial Valuation.

Valuation Results

We provided a preview of the preliminary 2017 valuation results at your May Board meeting.
We will forward a final actuarial valuation report to the Board this fall reflecting any
changes necessary from the concurrent external audit and the Board’s final decisions on
rates.

Contribution Rates

In my opinion, all of the preliminary 2019-21 contribution rate options outlined in this
communication are reasonable for funding the benefit provisions of LEOFF 2 currently

PO Box 40914 | Olympia, Washington 98504-0914 | state.actuary@leg.wa.gov | leg.wa.gov/osa
Phone: 360.786.6140 | Fax: 360.586.8135 | TDD: 711
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defined in law. In addition, the rates include the cost of medical benefits that will be paid
through a 401(h) account.

As noted above, the Board will determine whether to (1) continue current contribution rates
throughout the 2019-21 Biennium, or (2) adopt new rates for the 2019-21 Biennium based on
the results of the 2017 Actuarial Valuation.

Continuing Current Rates

The rates currently collected (Attachment A) are sufficient to fund the cost of all benefits in
LEOFF 2 during the 2019-21 Biennium. Current rates are based on the 2015 Actuarial
Valuation, include subsequent temporary and supplemental rates prior to the 2018
Legislative Session, and were adopted by the Board through 2021. The current rates do not
reflect the Board’s updated economic assumptions adopted in the 2017 Interim. These
include lowering the discount rate, general salary growth, and inflation assumptions.

If the Board chooses to continue these rates, no Board action is required since these rates have
previously been adopted through 2021.

Adopting Rates Based on the 2017 Actuarial Valuation Results

The preliminary contribution rate levels based on the 2017 Actuarial Valuation are lower than
the rates currently collected, due in part to the lower economic assumptions and changes in
plan experience. If the Board elects to adopt new rates based on the 2017 Actuarial Valuation
three possible options include:

« Aggregate - Aggregate contribution rates, consistent with the plan’s
Actuarial Cost Method (ACM) and excluding minimum rates, or

90 Percent EANC - 90 percent of the Entry Age Normal
Cost (EANC), consistent with the plan’s ACM and including minimum
rates under the Board’s long-term funding policy, or

« 100 Percent EANC - 100 percent of EANC, consistent with the plan’s
ACM and including minimum rates under the Board’s funding policy
since 2008.

X/
°e

The preliminary rates for each option outlined above can be found in Attachment A. These
rates include a supplemental rate from SSB 6214 (Post-Traumatic Stress Disorder), which
passed during the 2018 Legislative Session. The supplemental rate for this bill was calculated
from the change in the Aggregate contribution rates and can be found in the footnote of
Attachment A.

I hope the Board finds this information useful during their deliberations. Please don’t hesitate
to contact me directly should you require any additional information.

Office of the State Actuary June 11, 2018
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The undersigned, with actuarial credentials, meets the Qualification Standards of the
American Academy of Actuaries to render the actuarial opinions contained herein.

Sincerely,

Lisa A. Won, ASA, FCA, MAAA
Deputy State Actuary

Attachments
Attachment A — Contribution Rate Options

cc: Dennis Lawson, Chair,
LEOFF 2 Board
Matt Smith, State Actuary,
Office of the State Actuary
Mitch DeCamp, Actuarial Analyst,
Office of the State Actuary

O:\LEOFF 2 Board\2018\6-20-2018\Prelim.LEOFF2.Pension.Contribution.Rates.docx
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Attachment A — Preliminary 2019-21 Contribution Rate Options

Office of the State Actuary

2017 Valuation*

Current
Adopted Rates Aggregate 90% EANC 100% EANC
Member 8.75% 6.44% 7.74% 8.59%
Local Employer** 5.25% 3.86% 4.64% 5.16%
State 3.50% 2.58% 3.10% 3.44%

*Includes laws of 2018 supplemental rate of 0.05% member, 0.03% employer, and 0.02% state
from SSB 6214.
**Excludes DRS administrative expense rate of 0.18%.

June 11, 2018
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Issue

A supplemental rate increase may be necessary due to the passage of Senate Bill
6214 which adds Post-traumatic Stress Disorder (PTSD) to the list of presumptive
occupational diseases for Workers’ Compensation.




About Supplemental Rates

= Temporary rate increases to prefund the cost of benefit improvements not
included in basic rates

= Supplemental rates determined for each bill independently

= Rates are usually effective September 1

= Can vary depending on effective date of legislation

= 30 day notice to employers

= Roll into basic rates next rate-setting cycle

= Benefit improvements included in actuarial valuation



Supplemental Rate Development

= OSA calculates cost for all pension legislation = Fiscal Note

= Not all benefit improvements increase contribution rate
= Assumptions about affect on future benefit payments and experience
= Contributions necessary to offset increased plan liabilities

= Assumption development may differ from valuation assumptions




Supplemental Rate History

= Considered supplemental increase for 14 benefit improvements with cost

= Adopted supplemental increase for 10 improvements

RATE INCREASE

LEGISLATION (Member, Employer, State) ADOPTED EFFECTIVE
HB 1205 (2003) - Fish & Wildlife Enforcement Officer LEOFF Membership 0.02%, 0.01%, 0.01% 12/17/2003 2/1/2004
HB 2418 (2004) - Duty Disability Benefits 0.01%, 0.01%, 0.00%
- 7/28/2004 9/1/2004
HB 2419 (2004) - Duty Death Benefits 0.01%, 0.01%, 0.00%
SB 5615 (2005) - Duty Disability Benefits 0.23%, 0.14%, 0.09%
. 7/27/2005 9/1/2005
HB 1936 (2005) - EMT LEOFF Membership 0.01%, 0.01%, 0.00%
HB 2932 (2006) Catastrophic Disability 0.02%, 0.01%, 0.01%
SHB 2933 (2006) Occupational Disease Death Special Benefit 0.01%, 0.01%, 0.00% 5/24/2006 9/1/2006
SB 6723 (2006) Survivor Health Care Insurance Reimbursement 0.03%, 0.02%, 0.01%
HB 1833 (2007) Occupational Disease Presumption 0.04%, 0.02%, 0.02% 7/23/2007 9/1/2007
HB 1953 (2009) — Fish & Wildlife Enforcement Officer Svc Credit Transfer 0.01%, 0.01%, 0.00% 7/22/2009 9/1/2009




Fiscal Note

= Substitute Senate Bill 6214 - PTSD/Occupational Disease Presumption

= Increase in duty related benefits; more costly than non-duty benefits

Impact on Contribution Rates (Effective 9/1/2018) Budget Impacts (poliars in millions)

Fiscal Year 2019 State Budget LEOFF 2018-2019 2019-2021 25-Year
Member 0.05% General Fund-State S0.3 S0.8 $15.8
Employer 0.03% Local Government $0.5 $1.2 $23.6
State 0.02% Total Employer S0.8 S2.0 $39.4




Fiscal Note Audit

= Board practice to audit fiscal notes for legislation passed with a cost

= Bartel & Associates/Marilyn Oliver retained by Board

= Completed previous audits for Board




Options
1. Adopt supplemental rate increase of 0.05% member, 0.03% employer, 0.02%

state effective September 1, 2018

2. Adopt recommended supplemental rate increase, along with any other
contribution rate changes, effective July 1, 2019

3. Do not adopt supplemental rate




Next Steps

= Possible adoption of supplemental contribution rate July 25, 2018




.~ LEORIE Thank You

i Plan2Retirement Board

Ryan Frost
Senior Research & Policy Manager

(360) 586-2325
ryan.frost@leoff.wa.gov




Select Committee on Pension Policy

P.O. Box 40914
Olympia, WA 98504-0914
state.actuary@leg.wa.gov

Regular Committee Meeting

June 19, 2018
10:00 a.m. - 12:15 p.m.*
House Hearing Room B

Olympia

AGENDA

10:00am. 1, Approval of May Minutes

1005am. 3, Preliminary Valuation Results — Matt Smith,
State Actuary, and Luke Masselink, Senior
Actuary

Educational Briefing

1040am. 3, Annuity Pricing and Actuarial Impacts — Corban
Nemeth, Associate Policy and Data Analyst

Work Session with Possible Public Testimony

1:00am. g4 DRS Proposal: Annuity Purchase — Seth Miller,
Assistant Director, Retirement Services Division,
Department of Retirement Systems

H15am. 5, DRS Proposal: Month of Death - Seth Miller

H30am. g, DRS Proposal: Spousal Consent — Seth Miller

Public Hearing with Possible Executive Session

H45am. 7, Plan Membership Default (SHB 1560) —
Stephanie Roman, Associate Policy Analyst

1215pm. g, Adjourn

*These times are estimates and are subject to change depending on the needs of the Committee.

0:\SCPP\2018\06.19-Full\0.Full.Cmte.Agenda.docx

Senator Barbara Bailey

John Boesenberg
PERS/Higher Ed Employers

*Senator Steve Conway, Chair

*Annette Creekpaum
PERS Employers

Randy Davis
TRS Actives

Representative Joe Fitzgibbon

Beverly Freeman
PERS Employers

*Tracy Guerin, Director
Department of Retirement Systems

*Bev Hermanson
PERS Retirees

Senator Steve Hobbs

*Representative Matt
Manweller, Vice Chair

Boyd McCamish
PERS Actives

Byron Olson
PERS Employers

Representative Timm Ormsby
Senator Mark Schoesler

David Schumacher, Director
Office of Financial Management

*]J. Pat Thompson
PERS Actives

Robert Thurston
WSPRS Retirees

Representative Mike Volz

David Westberg
SERS Actives

*Executive Committee

(360) 786-6140

Fax: (360) 586-8135
TDD: 711
leg.wa.gov/SCPP.htm
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2018 AGENDA ITEMS CALENDAR

MEETING DATE

Jan 17

AGENDA ITEMS

Legislative Update
Administrative Update

" Blan2Retiement Board

Feb 28

Legislative Update
Administrative Update

March 28

Approval of Minutes
2018 Legislative Update
Interim Planning
Administrative Update
Executive Session

April 25

Approval of Minutes

Definition of Child - Initial Consideration

Out of Jurisdiction Duty - Initial Consideration

Disabled Members Return to Work - [nitial Consideration

PEBB Coverage for Catastrophic Retirees - Initial Consideration
Standby Pay as Basic Salary - Initial Consideration

PTSD Benefits - Educational Briefing

Budget Update

May 23

Approval of Minutes

Benefit Improvement Account - Educational Briefing
Funding Method

Contribution Rate Setting Introduction
Supplemental Rate Introduction

LAVR Preview

Possible Executive Session

June 20

Approval of Minutes

DRS Request Legislation - Seth Miller, DRS

Career Change Alternatives - Initial Consideration

Survivor Option Election

Medical Conditions Presumed to Be Duty-related- Educational Briefing
Funding Method Options

Contribution Rate Setting Options

Supplemental Rate Options

July 25

Approval of Minutes

Decision on Preliminary Reports
Funding Method

Contribution Rate Adoption
Supplemental Rate Adoption

Budget Update

Valuation Audit - Milliman

DRS Year in Review - Tracy Guerin, DRS

August 22

Historically Cancelled

Sept 26

Approval of Minutes

Independent Audit

Survivor Benefit Improvement Pricing
Administrative Factors Introduction

CEM Benchmarking - Mark Feldhausen, DRS

Oct 24

Offsite, Strategic Planning

Nov 28

Approval of Minutes

Budget Update

Administrative Factors Adoption

Final Average Salary Benefit Improvement Pricing

Dec 19

Approval of Minutes
Demographic Experience Study Preview
WSIB Annual Update — Theresa Whitmarsh, WSIB
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