
BOARD MEETING AGENDA  

July 23, 2014 - 9:30 AM 

LOCATION  
 
STATE INVESTMENT BOARD 
Large Conference Room, STE 100 
2100 Evergreen Park Drive S.W. 
Olympia, WA 98502 
Phone: 360.586.2320 
Fax: 360.586.2329 
recep@leoff.wa.gov  

1. Approval of June 18, 2014 Minutes 9:30 AM

2. Funding Pension Plan Benefits 9:35 AM

Robert Klausner, Esquire 

3. Executive Session - Potential Litigation 10:30 AM

4. Experience Study and Actuarial Valuation Update 11:30 AM

Lisa Won, Senior Pension Actuary 

5. Actuarial Audit Presentation 12:00 PM

Mark Olleman & Daniel Wade, Consulting Actuaries, Milliman

6. Contribution Rate Adoption 12:30 PM

Ryan Frost, Research Analyst 

7. Administrative Update

• SCPP Update 2:00 PM

• Outreach Activities

8. Agenda Items for Future Meetings 2:30 PM

 

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.  



  

Funding Pension Plan Benefits  

Report Type: 
Educational Briefing 

Presenter Name and Title:  
Robert Klausner, Esquire 

Summary: 
Mr. Klasuner will provide the Board with expert consultation on funding pension plan benefits. 
 
Robert Klausner is the principal in the law firm of Klausner, Kaufman, Jensen & Levinson.  For 35 
years, he has been engaged in the practice of law, specializing in the representation of public 
employee pension funds.  The firm represents state and local retirement systems in more than 20 
states. 
 
Pursuant to RCW 43.10.065, the CONTRACTOR does not have authority toprovide legal advice 
or provide a legal opinion to the Board or its staff,which will be provided by the Office of the 
Attorney General pursuant to RCW43.10.040 

Strategic Linkage: 
This item supports the following Strategic Priority Goals:  
Enhance the benefits for the members., Maintain the financial integrity of the plan., Inform the 
stakeholders. 

ATTACHMENTS:

Description Type

 Funding Pension Plan Benefits Presentation Presentation



KLAUSNER
KAUFMAN
Jensen %•,
levinson

A PARTNI RSIIIPOI PROFI SSIONAI V

WASHINGTON STATE LAW ENFORCEMENT

OFFICERS AND FIREFIGHTERS PLAN 2

EDUCATIONAL AND FIDUCIARY PLANNING UPDATE

Olympia, Washington
July 23, 2014

************************************************************************************

The Impact of Municipal Bankruptcy, Pension
Financing, and the Challenges for Pension Fiduciaries
************************************************************************************

By: Robert D. Klausner

I. WHAT IS HAPPENING IN BANKRUPTCY COURT?

A. What Are the Facts?

On July 17, 2013 the City of Detroit filed a petition for protection from
creditors under Chapter 9 of the Bankruptcy Code, making it the largest
municipal bankruptcy filing in U.S. history. The filing, like those in
Stockton and San Bernardino has implications most notably for bond
holders and participants in the two city retirement systems.

10059 Northwhst 1st Court. Plantation. Florida 33324

PHONE: (954) 916-1202 • FAX: (954) 9 16-1 232

www.robertdklausner.com





































  

Experience Study and Actuarial Valuation Update  

Date Presented: 
7/23/2014  

Presenter Name and Title:  
Lisa Won, Senior Pension Actuary   

Summary: 
The Office of the Sate Actuary (OSA) will provide an update of the Demographic Experience 
Study and Actuarial Valuation results.  

Strategic Linkage: 
This item supports the following Strategic Priority Goals:  
Maintain the financial integrity of the plan. 

ATTACHMENTS:

Description Type

 Experience Study and Actuarial Valuation Update Presentation



Lisa Won, ASA, FCA, MAAA, 

Senior Actuary 

LEOFF Plan 2 Experience Study And Actuarial 
Valuation Results Update 

July 23, 2014 
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1 O:\LEOFF 2 Board\2014\06-18\Prelim_Exp_Study_Report_AVR.pptx 

Today’s Presentation 

Highlight changes from preliminary results 

Additional review of duty disability assumption 

Review contribution rates and budget impacts  

Decisions for today’s meeting 

Update to administrative factors 
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No Changes To The Preliminary Results 

Independent actuarial audit found demographic assumptions 

reasonable 

Current method for setting base mortality assumption reasonable 

Improvement suggested by Milliman 

No impact to current results 

OSA will implement in next experience study 

Audit of actuarial valuation results have found no material 

differences at this time 
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Summary Of Updates To Current Assumptions 

Mortality 

Changes to reflect lower mortality rates since last study 

Updates to projected increases in life spans from 50 percent of Scale AA 

to 100 percent of Scale BB 

Increases short-term costs 

Most significant assumption change in this experience study 

Retirement 

Changes to reflect later retirement 

Decreases short-term costs 

Termination 

Changes to reflect fewer terminations 

Decreases short-term costs 



O
ffic

e
 o

f th
e
 S

ta
te

 A
c
tu

a
ry
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Summary Of Updates To Current Assumptions (Continued) 

Disability 

Adjustments made to overall disability rates and percent duty disability 

No changes made to percent total disability 

Increases short-term costs 

Salary increases 

Changes to “service based” salary increase assumptions 

Lowered early career increases and extended salary scale 

Increases short-term costs 

Miscellaneous assumptions 

Increases short-term costs 

Full Experience Study Report available this fall 
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Actuarial Model For Disability Benefits  

Rates of 
Disablement 

% Duty = Duty 
Rates 

% Catastrophic 
= Catastrophic 

Rates 

% Occupational 
= Occupational 

Rates 

% Non-Duty =  

Non-Duty Rates 
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Duty Disability Assumption Developed By Occupation 

Current assumption developed after the 2007 expansion of 

occupational disease definition 

Assumes 100 percent of Fire Fighter (FF) disabilities are duty related 

Assumes Law Enforcement Officer (LEO) duty-related disabilities are 

95 percent at age 20, decreasing to 70 percent at age 55 

Limited data available for this study 

FF experience lower than current occupational assumption 

LEO experience higher than current occupational assumption 
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Duty Disability Experience By Occupation 

LEOFF 2 Disability Counts Among  

Law Enforcement Officers by Year 
  All Duty   

Year* Disabilities Disabilities Ratio 

2005 12 8 0.67 

2006 21 19 0.90 

2008 15 10 0.67 

2009 19 17 0.89 

2010 15 13 0.87 

2011 11 7 0.64 

2012 5 3 0.60 

Total 98 77 0.79 

*Omitted 2007 due to odd-length valuation period. 

LEOFF 2 Disability Counts Among  

Fire Fighters by Year 
  All Duty   

Year* Disabilities Disabilities Ratio 

2005 12 10 0.83 

2006 10 9 0.90 

2008 11 9 0.82 

2009 10 8 0.80 

2010 8 7 0.88 

2011 12 11 0.92 

2012 5 4 0.80 

Total 68 58 0.85 
*Omitted 2007 due to odd-length valuation period. 
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Duty Disability Rates Apply To All Members 

Rates are blended and applied to the plan as a whole 

Current assumption is good overall fit 

Minor adjustment made to reflect change in percent of FF for the 

plan (from 43 percent to 45 percent) 

Development of assumption will be revisited next experience study 

with more data 

Occupational assumption 

Blended result 



O
ffic

e
 o

f th
e
 S

ta
te

 A
c
tu

a
ry

 

9 O:\LEOFF 2 Board\2014\06-18\Prelim_Exp_Study_Report_AVR.pptx 

Small Adjustment To Blended Duty Disability Rates* 

LEOFF 2 – Percent Of Disabilities  

That Are Duty Related 

2005-2012 

    Old New 

Age Actual Assumption Assumption 

20 0.00% 97.15% 97.25% 

25 100.00% 95.71% 95.86% 

30 100.00% 94.30% 94.50% 

35 0.00% 92.85% 93.11% 

40 100.00% 91.45% 91.75% 

45 100.00% 88.60% 89.00% 

50 80.00% 85.75% 86.25% 

55 40.00% 82.90% 83.50% 

60 80.00% 82.90% 83.50% 

65 0.00% 82.90% 83.50% 

70 0.00% 82.90% 83.50% 

*Sample of rates shown.  Rates vary by each age. 
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Duty Disability Rates Are Good Fit To Experience 

LEOFF Plan 2 Duty Disability Experience  

2005-2012* 

    Old Old New New 

Age Actual Expected A/E Expected A/E 
20-24 0 0 0.00 0 0.00 

25-29 1 1 1.04 1 1.04 

30-34 2 2 1.06 2 1.06 

35-39 11 10 1.09 10 1.08 

40-44 15 14 1.04 14 1.03 

45-49 19 19 0.99 19 0.99 

50-54 43 47 0.91 48 0.90 

55-59 30 34 0.88 34 0.88 

60-64 13 13 0.98 13 0.97 

65+ 1 1 1.21 1 1.20 

Total 135 142 0.95 143 0.95 

*Omitted 2007 due to odd-length valuation period.  Totals and ratios may not 

 agree due to rounding. 
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Actuarial Valuation Results – Funded Status 

Funded Status At June 30 
(Dollars in Millions) 

 2013  2012 
a. Present Value of “Earned” Benefits $6,859  $6,071  

b. Market Value of Assets 7,637  6,640  

c. Deferred Gains/(Losses) (225) (581) 

d. Actuarial Value of Assets (b-c) 7,862  7,222  

e. Unfunded Liability (a-d) ($1,003) ($1,150) 

f. Funded Ratio (d/a) 115% 119% 
Note: Totals may not agree due to rounding.  
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2015-2017 Contribution Rate Options 

Employee and Employer/State Contribution Rates 

  

Adopted 

Before 

ExpStudy  

100% EANC 

After 

 ExpStudy 

 90% EANC 

After 

 ExpStudy 

100% EANC 

Employee 8.41% 8.60% 7.97% 8.85% 

Employer* 5.05% 5.16% 4.78% 5.31% 

State 3.36% 3.44% 3.19% 3.54% 

*Excludes current administrative expense rate of 0.18%. 
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Budget Impacts For Next Two Biennia 

2015-2017 and 2017-2019 budget impacts only 

No long-term impacts provided 

Assumptions updated again in six years 

Actual costs based on actual benefits paid and actual investment 

returns on contributions made 
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2015-2017 and 2017-2019 Budget Impacts 

Increase in Budget 

(Dollars in Millions) 

Before 

ExpStudy  

100% EANC 

After  

ExpStudy  

90% EANC 

After  

ExpStudy  

100% EANC 

2015-2017       

General Fund $3  ($10) $13  

Non-General Fund $0  $0  $0  

Total State $3  ($10) $13  

Local Government $4  ($15) $20  

Total Employer $7  ($24) $34  

Total Employee $7  ($24) $34  

2017-2019       

General Fund $3  ($11) $15  

Non-General Fund $0  $0  $0  

Total State $3  ($11) $15  

Local Government $5  ($16) $22  

Total Employer $8  ($27) $37  

Total Employee $8  ($27) $37  
Budget impacts reflect difference between current contribution rates and the rates from the 2013 

AVR only.   

Totals may not agree due to rounding. 
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Contribution Rate Decision For This Meeting 

Maintain current rates through 2015-17 

8.41 percent Employee 

90 percent EANC rate from 2013 AVR 

7.97 percent Employee 

100 percent EANC rate from 2013 AVR 

8.85 percent Employee 

All options presented here are reasonable based on the current 

funding policy adopted by the Board 
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Administrative Factors 

Consider updating when assumptions change 

OSA will begin process once all assumptions are final 

Consult with DRS and LEOFF 2 Board 

Calculate updated factors 

DRS implemented standardized adoption schedule 

Allows time for public review and communicating to members 

One year process from receiving new factors to implementing them 

Goal is to adopt factors for an October 1 implementation 

Updated factors expected to be effective October 2016 
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Questions? 



  

Actuarial Audit Presentation  

Date Presented: 
7/23/2014  

Presenter Name and Title:  
Mark Olleman & Daniel Wade, Consulting Actuaries, Milliman  

Summary: 
The independent actuary conducting the audit of the Actuarial Valuation and the Demographic 
Experience Study will provide an update on the status of the audit.  

Strategic Linkage: 
This item supports the following Strategic Priority Goals:  
Maintain the financial integrity of the plan. 

ATTACHMENTS:

Description Type

 Actuarial Audit Presentation Presentation



LEOFF Plan 2 Retirement Board 

Actuarial Audit 
July 23, 2014 Board Meeting 

Presented by: 

 

Mark Olleman, FSA, EA, MAAA 

Daniel R. Wade, FSA, EA, MAAA 

Note:  At your request, we have provided this DRAFT Presentation prior to 

completion of our work.  Because this is a draft Presentation, Milliman does not 

make any representation or warranty regarding the contents of the Presentation.  

Milliman advises any reader not to take any action in reliance on anything 

contained in the draft Presentation.  All parts of this Presentation are subject to 

revision or correction prior to the release of the final Presentation, and such 

changes or corrections may be material.  No distribution of this draft Presentation 

may be made without our express prior written consent. 
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Purpose & Scope 

 Purpose:  Review OSA’s work and confirm that the results of the 

valuation and the most recent experience study are reasonable.   

 Scope:  

– Full independent replication of June 30, 2013 Actuarial Valuation 

– Full independent review of Experience Study 
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Bottom Line 

 What you need to know 

–  OSA’s actuarial work is reasonable and appropriate 

• Good match on liabilities and contribution rates 

• Package of assumptions is reasonable 

– Recommendations 

• No changes needed to 2013 valuation 

• Recommendations for changes in methodology for future valuations 

and experience studies 
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Actuarial Valuation 

We will review the process starting with results and going 

backwards. 
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Actuarial Liabilities  

 Parallel valuation results 

– Close match in total 

– Good match by benefit type and group 

LEOFF 2 Results

(in $Millions) OSA Milliman O / M Ratio

Present Value All Future Benefits

Retirement $7,636.7 $7,621.7 100.2%

Termination 230.9 229.6 100.6%

Death 232.9 243.0 95.8%

Disability 350.9 346.1 101.4%

Total Actives $8,451.4 $8,440.4 100.1%

Terminated Vested $143.8 $141.2 101.8%

Terminated Not Vested 9.8 9.8 100.0%

Total Inactive, not in Payment $153.6 $151.0 101.7%

Retired $1,484.7 $1,495.1 99.3%

Disabled 123.1 120.9 101.8%

Survivor 68.8 67.7 101.6%

LOP Liability 32.2 32.4 99.4%

Total Annuitants $1,708.8 $1,716.1 99.6%

Total Members $10,313.8 $10,307.5 100.1%
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% of Pay Contribution Rates 

 Parallel valuation results 

– Aggregate Normal Cost close 

• If used, members and employers pay 50% of amount shown below 

– Entry Age Normal Cost Rate (EANC) close 

• Current contribution rates based on 100% of EANC split 50/30/20 

LEOFF 2 Results

(in $Millions) OSA Milliman O / M Ratio

Potential Contribution Calculations

a. Present Value All Future Benefits $10,313.8 $10,307.5 100.1%

b. Actuarial Value of Assets -7,862.3 -7,862.4 100.0%

c. Present Value Future Contributions $2,451.5 $2,445.1 100.3%

d. Present Value of Future Salaries $17,562.8 $17,473.4 100.5%

e. Aggregate Normal Cost = c / d 13.96% 13.99% 99.8%

Entry Age Normal Cost Rate 17.70% 17.72% 99.9%

50% (Potential Employee) 8.85% 8.86% 99.9%

30% (Potential Employer) 5.31% 5.32% 99.9%

20% (Potential State) 3.54% 3.54% 99.9%
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 Entry age is being calculated using current age minus truncated 

service.   

– Milliman believes it would be better to round instead of truncate. 

– This would cause a small, perhaps 3% decrease in the EANC. 

– No cause for concern.  Small impact and conservative. 

– Milliman recommends changing method next year. 

 Other changes concerning the methodology used to set 

assumptions 

– Do not cause material impacts 

– Detailed in audit report 

New Recommendations 
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Recommendations from Prior Audit 

 OSA chose to disclose funded ratios with Projected Unit Credit 
method for one more year. 

– Will change with implementation of GASB 67/68 which requires 
use of Entry Age method 

 Comment related to WSIB asset balances not quite matching 
DRS balances continues to apply. 

 All other material recommendations implemented 

 Some changes regarding the valuation of OPEB changes not 
made; however, we do not consider these material to the 
overall valuation of the system benefits 



9 

 Aggregate Normal Cost equals the level % of projected pay to 

fund the difference between the present value of projected 

benefits and the actuarial value of assets. 

– All projected contributions go in one bucket, and are 

– spread evenly over the projected value of future salaries. 

 Gains and losses cause the normal cost to go up and down. 

Aggregate Cost Method 
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Aggregate Cost Method 

 Does not calculate liability independent of the assets, however 

OSA uses Projected Unit Credit to accomplish that. 

 All projected future contributions spread over projected salaries 

– Good for agency risk 

– Excellent for demographic matching 

 High level of tail volatility management 

– Tail volatility occurs when bases used to amortize Unfunded 

Actuarial Accrued Liability (UAAL) expire.  Since Aggregate does 

not calculate a UAAL this issue does not exist. 

 Conference of Consulting Actuaries Draft White Paper classifies 

Aggregate as “Acceptable” if supplemental calculations disclose 

the Entry Age: Normal Cost, Liability and Amortization Period.  

If not, then “Acceptable with conditions.” 
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 Based on the “Entry Age” Cost Method 

 Entry Age Normal Cost is the  

level % of pay that will fund a member’s 

benefit if paid over his or her entire career. 

– Equals expected annual cost 

– Very stable 

 Expected cost assumes all actuarial assumptions come true. 

 

Experience different than expected will develop a positive or negative  

Unfunded Actuarial Accrued Liability which for most Systems using the Entry Age 

cost method causes their contributions to be different than the Normal Cost. 

Entry Age Normal Cost (EANC) 
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 Currently paying fixed rates equal to 100% of the Entry Age 

Normal Cost 

 Temporary funding policy through June 30, 2017 

 Considerations 

– Increases short term rate stability (and possibly long term) 

– Provides some margin for adverse experience 

– Avoids contributions less than expected long term cost of benefits 

– Requires consistent monitoring to maintain proper funding since 

contributions do not automatically adjust to: 

• Experience different than assumed 

• Assumption changes 

LEOFF Plan 2 Funding Policy 
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Membership Data 

 Reviewed data supplied by DRS 

– Reviewed for reasonableness 

– Confirmed that all necessary information was included 

 Reviewed data used in OSA’s valuation 

– Performed independent data editing 

• Edits made for outliers and salary adjustments made for members 

with less than one year of service. 

• Compared to preliminary participant data summary posted on 

OSA’s website. 

– Conclusion 

• Data used by OSA in valuation looks very good. 
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Membership Data (Continued) 

  

 

LEOFF 2

Ratio

OSA Milliman OSA/Milliman

  Active Members

    Total Number 16,687    16,687    100.0%

    Total Salaries (millions) 1,597$    1,597$    100.0%

    Average Age 43.5        43.5        100.0%

    Average Service 14.6        14.6        100.0%

    Average Projected Compensation 95,694$  95,708$  100.0%

  Retirees and Survivors

    Total Number 2,782      2,782      100.0%

    Average Monthly Pension 3,151$    3,151$    100.0%

    Number of New Service Retirees 402         403         99.8%

    Avg Monthly Pension for New Svc Retirees 4,091$    4,082$    100.2%

   Terminated Members

    Total Number Vested 698         698         100.0%

    Total Number Non-Vested 1,565      1,565      100.0%
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Actuarial Value of Assets 

 Smoothing method 

–  Layered recognition of gains and losses, with length of recognition 

    based on deviation from expectation (maximum of eight years) 

– Data provided by WSIB and DRS 

• Totals and breakdown by Plan taken from DRS data 

• Monthly cash flows taken from WSIB data. 

• End of Year total market values do not perfectly match between the two 

sources but are close. 

 Independent calculation by Milliman based on sources of data 

– Both Milliman and OSA calculated $7.862B for LEOFF Plan 2 

 Asset method and calculations are reasonable 
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Experience Study 

 Importance of reasonable assumptions 

 Assumption types 

– Demographic assumptions 

• Set based largely on LEOFF recent experience 

– Economic Assumptions 

• Set based on global forecasts 

• Not studied this year.  Comments are last in this presentation. 
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 Two parts 

– Base table: What is the probability today of living another year? 

– Improvement scale: People are living longer.  How much longer? 

 Base table 

– Milliman has reviewed OSA’s work and had multiple discussions. 

– OSA found members with larger benefits are living longer.  In 

conjunction with excluding non-retired lives, no significant changes 

to results, but the method will be incorporated into future studies. 

 Improvement scale 

– OSA is recommending Scale BB.  

– Milliman believes this is reasonable. 

– Society of Actuaries February 2014, MP-2014 Report states: 

• Scale BB was developed using 1950 – 2007 Social Security data. 

• Scale BB was tested to be consistent with two large public plans. 

Mortality 
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 No one knows how rapidly mortality will improve 

 There are many reasonable assumptions 

 Further research shows 

– Compared to Milliman’s calculations with Social Security Data Scale BB is generally: 

• lower than 1999 – 2009 improvement, and  

• higher than 1990 – 2000 improvement. 

– Scale BB is lower than CalPERS experience from 1997 - 2011 

 Other Public Retirement Systems 

– Have generally not gone past Scale AA yet 

– Generational Mortality Projection 

• Half Scale AA generationally: Washington 

• Full Scale AA generationally:  Oregon, Idaho, Seattle, Tacoma, Utah 

• Full Scale BB generationally:  Wyoming 

– Differing Static Mortality Projections 

• CalPERS, CalSTRS, Montana PERS, Montana TRS, Colorado 

(Private Plans generally use IRS mandated static projections for both IRS and accounting purposes.) 

Future Mortality Improvement  (additional detail) 
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Male Comparison: Scales AA & BB to SSA Data* 
 Over ages 60 to 95, Male Scale BB is: 

– Generally higher than the 59 year average 1950 – 2009. 

– Lower than the most recent 10 year average 1999 – 2009. 

– Higher than the 10 year average from 1990 – 2000. 

 Note significant  difference between two consecutive 10 year periods 

* Averages calculated by Milliman using Social Security Administration data.  
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Female Comparison: Scales AA & BB to SSA Data* 
 Over ages 60 to 95, Female Scale BB is: 

– Generally close to the 59 year average 1950 – 2009. 

– Lower than the most recent 10 year average 1999 – 2009. 

– Higher than the 10 year average from 1990 – 2000. 

 Note significant  difference between two consecutive 10 year periods 

* Averages calculated by Milliman using Social Security Administration data.  
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Salary Increases – Merit  

 
 Actuaries use different approaches for developing this assumption. 

 Subjectivity involved in determination of component for across-the-

board productivity. 

 Data from 1984 – 2009 used. 

 Recommendations are reasonable. 
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Service Retirement 

 
 Lower actual rates than previously assumed for LEOFF 2 at nearly 

all ages. 

 OSA recommended partial reflection of differences. 

 Data from 1995 to 2012 used. 

 Recommendations are reasonable. 
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Disability Retirement 

 
 Only used more recent data as benefit structure changed in 2005 

 Data from 2005 to 2012 used. 

 As with retirements, history generally shows lower actual than 

previously expected for LEOFF 2. 

 Recommended generally lower assumptions to better match history. 

 Also separated non-duty from duty and considered catastrophic. 

 Recommendations are reasonable. 



24 

Termination 

 Agree with service based approach 

 Agree with opinion that only minor changes required for LEOFF 2. 

 Data from 1995 to 2010 used. 

 Recommendations are reasonable. 
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Other Assumptions 

 Miscellaneous assumptions impacting LEOFF 2 

– Spouse age difference 

– Percentage taking annuities vs. refund of contributions 

– Percentage of Final Average Salary paid for Total Disability 

   Benefit. 

– Minimum/Maximum/Default salaries and ages used for outliers  

   and those with little service. 

 Recommendations are reasonable. 
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Price Inflation and Wage Growth  

 
 Price inflation assumption (3.00%) is reasonable 

– In line with historical averages. 

– Slightly higher than some forecasts. 

– Most common assumption for public systems. 

 General wage growth (3.75%) 
– 0.75% higher than price inflation assumption 

– Reasonable 
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Investment Return 

 
 Modeled expected return 

– Net of expenses  

– Used WSIB’s target asset allocation and Milliman’s capital market 

assumptions 

– We projected a long-term return of 7.57% per year 

• Based on 2013 environment – slightly lower expectations now 

– Other capital market assumptions could be used, including WSIB’s 

from which OSA calculated 7.40% expectation. 

 Revised actuarial standard may affect actuary’s future recommendations 

 Bottom Line 

– The 7.50% assumption is reasonable 
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Decreasing Investment Return Assumptions 

Median is currently 7.75% based on NASRA’s Public Fund Survey*: 

* Results from November, 2013 Public Fund Survey shown above 



29 

Summary 

 Recommendations 

– Modify calculation of entry age in future valuations 

– Implement some method changes pertaining to the setting of 

assumptions  

– Modifications to the valuation of OPEB benefits for future valuations 

(not material to the overall valuation of system benefits) 

 

 Conclusion 

– The valuation accurately represents the actuarial condition of the 

System. 

– The assumptions and methods are reasonable. 
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Your Questions? 
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Caveats and Disclaimers 

This presentation is based on the data, methods, assumptions and plan 

provisions described in our actuarial audit report.  The statements of reliance 

and limitations on the use of this material is reflected in the actuarial audit 

report and apply to this presentation. 

These statements include reliance on data provided, on actuarial certification, 

and the purpose of the report. 

Milliman's work product was prepared exclusively for the LEOFF 2 Board for a 

specific and limited purpose. It is a complex, technical analysis that assumes a 

high level of knowledge concerning LEOFF 2 operations, and uses LEOFF 2 

data, which Milliman has not audited. It is not for the use or benefit of any third 

party for any purpose.  Any third party recipient of Milliman's work product who 

desires professional guidance should not rely upon Milliman's work product, 

but should engage qualified professionals for advice appropriate to its own 

specific needs.  
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Summary: 

The Board is required by law to adopt member, employer, and state LEOFF Plan 2 contribution 
rates for the 2015-17 biennium no later than July 31, 2014.  
The Board has previously adopted rates through June 30, 2017 but may consider changes. The 
Board will be presented with four options to consider.  
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Discussion Points 

• Statutory Duty to Set Rates 

• Goals and Achievements 

• Options 



Statutory Duty 

• Board Authorized to Set Rates 

• RCW 41.26.725 

• Set Rates in Even-numbered Years 

• RCW 41.45.0604 



Goals and Achievements 

• Fully-funded Status 

• Maintain 100% or Better Funded Status 

• Projection of Fully-funded Status through 6/30/2017 

• Stable Contribution Rates 

• Predictable Increases 

• Level Rates through 6/30/2017 



Options 

1. Maintain Existing Contribution Rates 

• 100% of EANC based on 2011 Valuation Report 

• 8.41% Member, 5.05% Employer, 3.36% State 

 

 



Options 

2. Adjust Contribution Rates to New EANC 

a. 100% of EANC Before Updated Assumptions 

• 8.60% Member, 5.16% Employer, 3.44% State 

 

b. 100% of EANC After Updated Assumptions 

• 8.85% Member, 5.31% Employer, 3.54% State 
 

 

 



Options 

3. Switch to an Aggregate Funding Method with 
a 90% Floor 

 

• Aggregate After Updated Assumptions 

• 7.97% Member, 4.78% Employer, 3.19% State 



Comparison 

OPTION MEMBER  EMPLOYER STATE 

Option 1: Maintain Existing Rates 
 

8.41% 5.05% 3.36% 

Option 2a: 100% EANC Before Updated 
Assumptions 
 

8.60% 5.16% 3.44% 

Option 2b: 100% EANC After Updated 
Assumptions 
 

8.85% 5.31% 3.54% 

Option 3: Aggregate/90% Floor  After 
Updated Assumptions 
 

7.97% 4.78% 3.19% 



Any Questions? 

 Contact: 
Ryan Frost 

Research Analyst 

360.586.2325 

ryan.frost@leoff.wa.gov 

2100 Evergreen Park Dr, Olympia, WA  98502 
PO Box 40918 Olympia, WA 98504 

360.586.2320 or www.leoff.wa.gov 
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CONTRIBUTION RATE SETTING 
 

 

FINAL PROPOSAL 
By Ryan Frost 

Research Analyst 

360-586-2325 

ryan.frost@leoff.wa.gov 

 

ISSUE STATEMENT 

The short-term policy issue to be addressed by the Board is to determine whether or not the existing 

fixed contribution rates should remain in effect or be adjusted to reflect the Preliminary Results of the 

2013 Actuarial Valuation Report.  

 

OVERVIEW 

The Board is required by law to adopt member, employer, and state LEOFF Plan 2 contribution rates for 

the 2015-17 biennium no later than July 31, 2014.  The Board has previously adopted rates through June 

30, 2017 but may consider changes. 

 

The current adopted contribution rates are 8.41% member, 5.05% employer and 3.36% state and are 

effective through June 30, 2017.  The contribution rate is calculated at one hundred percent of the entry 

age normal cost (EANC) of the plan based on the Actuary’s 2011 Actuarial Valuation Report.  

 

BACKGROUND & POLICY ISSUES 

 

DUTY TO SET CONTRIBUTION RATES  

The Board has a statutory duty to set contribution rates for LEOFF Plan 2 in even-numbered years.  Prior 

to the creation of the Board on 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.  This process is still used today for all of the other state 

retirement systems.  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.  Rates 

set by the Board may be subject to Legislative Revision.  

 

MAINTAINING FINANCIAL INTEGRITY OF THE PLAN – STRATEGIC PLAN 

In 2004 the Board, as part of its strategic plan, set maintaining the financial integrity of the plan as of its 

top priorities.  Maintaining the stability of contribution rates was one of the objectives set for reaching 

this goal.  The first step in achieving stable rates was to increase contribution rates to meet the levels 

needed to fund current benefits.  The Board realized the contribution rates which had been artificially 

low could not be raised to the full extent needed without creating financial hardships for the members, 
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employers and state.  Instead, the Board adopted a four-year plan of annual increases to raise rates 

through June 30, 2009 (see appendix A). 

 

The Board then adopted two policies to further stabilize long-term contribution rates.  One was the 

adoption of a minimum contribution rate of 90% of the EANC of the plan.  The second was to establish a 

funding corridor.  Under the funding corridor policy a 30% maximum and minimum ratio of actuarial to 

market asset value was established.  This helps ensure rates do not remain artificially too high or low.  In 

addition to these policies the Legislature passed a statutory funding policy in 2003 that allows gains and 

losses to be “smoothed” over a period of up to eight years, depending on the magnitude of the 

deviation between actual investment return and the current return assumption. 

 

TEMPORARY FUNDING POLICY CHANGES 

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.  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 allows the Board to maintain rate stability and 100% funded status 

through June 2017.  The Board’s policy will allow for the fund to recognize all of the losses from 2008 

and 2009 without having to increase contribution rates.  Most Washington pension plans will have 

significant pressure to increase rates in the next biennia as they recognize the same losses from 2008 

and 2009. 

 

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 Entry Age Normal Cost (EANC) from the 2011 Actuarial Valuation 

Report, rather than continuing to use the rates from the 2007 Actuarial Valuation Report. 

 

MORTALITY IMPROVEMENTS AFFECT RATES 

According to Office of the Chief Actuary (OCACT) for the Social Security Administration (SSA), factors 

contributing to generally rapid overall rate of improvement during past century include: Access to 

primary medical care, discovery and availability of antibiotics and immunizations, clean water supply 

and waste removal, and a rapid growth in the standard of living.
1
 All of these factors contributing to one 

another result in longer life spans, and thus more pension payments to be made.  

 

The principal factor affecting the increase in proposed rates for the upcoming biennium is the switch 

from Scale AA to Scale BB on the RP-2000 Mortality table.  

 

Scale AA was first released in 2005, and adopted by the board in August 2006. However, “a noticeable 

degree of mismatch between Scale AA rates and actual mortality experience for ages under 50, and the 

Scale AA rates were lower than actual mortality improvement rates for most ages over 55.”  

 

                                                           
1
 OSA Preliminary Presentation to LEOFF 2 Board at June 18

th
, 2014 Meeting 



CONTRIBUTION RATE SETTING Page 3 

Final Proposal, July 23, 2014 

This separation of assumed rates and actual experience led to the Office of the State Actuary 

implementing an interim scale in 2012 called Scale BB. 

 

Scale BB is meant to do two things: first to align assumptions to be more in line with experience, and 

second to prepare for the upcoming change in the soon to be released RP-2014 mortality table which 

uses a 2-dimensional scale for the first time.  Rather than simply looking at age only as was done in the 

past, a 2D scale looks at age and the year of birth.  

 

POLICY OPTIONS 

Option 1: Maintain Existing Fixed Contribution Rate through June 30, 2017 

Under this option the Board is not required to do anything.  The contribution rates will continue at 100% 

of the EANC based on the 2011 Actuarial Valuation Report.  The rates under this option would be: 8.41% 

Member, 5.05% Employer, and 3.36% State. 

 

Option 2a: Adjust Contribution Rates to New EANC without Updated Assumptions 

Under this option the Board would adopt a contribution rate of 100% of the EANC, with no updated 

assumptions, based on the Preliminary Results of the 2013 Actuarial Valuation Report. The rates under 

this option would be: 8.60% Member, 5.16% Employer, and 3.44% State. 

 

Option 2b: Adjust Contribution Rates to New EANC with Updated Assumptions 

Under this option the Board would adopt a contribution rate of 100% of the EANC including the updated 

assumptions, based on the Preliminary Results of the 2013 Actuarial Valuation Report.  The rates under 

this option would be: 8.85% Member, 5.31% Employer, and 3.54% State 

 

Option 3: Switch to Aggregate Rate with a 90% Floor with Updated Assumptions 

Under this option the contribution rate would be based on the aggregate actuarial cost of the plan as of 

the 2013 Actuarial Valuation Report with updated assumptions; and with adjustments, as needed, for a 

90% rate floor and the 30% maximum/minimum asset corridor.  The rates under this option would be: 
7.97% Member, 4.78% Employer, and 3.19% State. 

 

OPTION COMPARISON MEMBER EMPLOYER STATE 

Option 1: Maintain Existing Rates 8.41% 5.05% 3.36% 

Option 2a: 100% EANC Before Updated Assumptions 8.60% 5.16% 3.44% 

Option 2b: 100% EANC Before Updated Assumptions 8.85% 5.31% 3.54% 

Option 3: Aggregate/90% Floor After Updated Assumptions 7.97% 4.78% 3.19% 
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SUPPORTING INFORMATION 

 

Appendix A: 2005 – 2009 Weighted Annual Contribution Rate Increase Schedule 

Appendix B: Historical Contribution Rates  

Appendix C: Rate-Setting Statutes 

Appendix D: Funding Methods Defined 
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APPENDIX A 

2005-2009 WEIGHTED ANNUAL CONTRIBUTION RATE INCREASE SCHEDULE 

 

YEAR MEMBER EMPLOYER STATE 

July 1, 2005 6.75% 4.05% 2.70% 

July 1, 2006 7.55% 4.53% 3.02% 

July 1, 2007 8.30% 4.98% 3.32% 

July 1, 2008 8.49% 5.09% 3.39% 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



CONTRIBUTION RATE SETTING Page 6 

Final Proposal, July 23, 2014 

APPENDIX B 

HISTORICAL CONTRIBUTION RATES 

 

EFFECTIVE DATE MEMBER EMPLOYER STATE 

10/1/77 8.14% 4.88% 3.26% 

7/1/79 8.08% 4.85% 3.23% 

7/1/81 7.74% 4.65% 3.09% 

7/1/83 7.90% 4.74% 3.16% 

7/1/85 7.00% 4.70% 3.13% 

7/1/87 8.09% 4.85% 3.24% 

7/1/89 7.60% 4.56% 3.04% 

1/1/92 7.01% 4.21% 2.80% 

9/1/93 8.41% 5.05% 3.36% 

9/1/96 8.43% 5.06% 3.37% 

9/1/97 8.48% 5.09% 3.39% 

7/1/99 5.87% 3.52% 2.35% 

5/1/00 5.41% 3.25% 2.16% 

9/1/00 6.78% 4.07% 2.71% 

7/1/01 4.50% 2.70% 1.80% 

4/1/02 4.39% 2.64% 1.75% 

7/1/03 5.05% 3.03% 2.02% 

2/1/04 5.07% 3.04% 2.03% 

9/1/04 5.09% 3.06% 2.03% 

7/1/05 6.75% 4.05% 2.70% 

9/1/05 6.99% 4.20% 2.79% 

7/1/06 7.79% 4.68% 3.11% 

9/1/06 7.85% 4.72% 3.13% 

7/1/07 8.60% 5.17% 3.43% 

9/1/07 8.64% 5.19% 3.45% 

7/1/08 8.83% 5.30% 3.53% 

7/1/09 8.45% 5.07% 3.38% 

9/1/09 8.46% 5.08% 3.38% 

7/1/13 8.41% 5.21% 3.20% 

9/1/13 8.41% 5.05% 3.36% 
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APPENDIX C 

RATE-SETTING STATUTES 

 

RCW 41.26.725 

Board of trustees — Contributions — Minimum and increased benefits 

     (1) The board of trustees shall establish contributions as set forth in this section. The cost of the 

minimum benefits as defined in this plan shall be funded on the following ratio: 

     Employee contributions  50%  

     Employer contributions  30% 

     State contributions  20% 

     (2) The minimum benefits shall constitute a contractual obligation of the state and the contributing 

employers and may not be reduced below the levels in effect on July 1, 2003. The state and the 

contributing employers shall maintain the minimum benefits on a sound actuarial basis in accordance 

with the actuarial standards adopted by the board. 

     (3) Increased benefits created as provided for in RCW 41.26.720 are granted on a basis not to exceed 

the contributions provided for in this section. In addition to the contributions necessary to maintain the 

minimum benefits, for any increased benefits provided for by the board, the employee contribution 

shall not exceed fifty percent of the actuarial cost of the benefit. In no instance shall the employee cost 

exceed ten percent of covered payroll without the consent of a majority of the affected employees. 

Employer contributions shall not exceed thirty percent of the cost, but in no instance shall the employer 

contribution exceed six percent of covered payroll. State contributions shall not exceed twenty percent 

of the cost, but in no instance shall the state contribution exceed four percent of covered payroll. 

Employer contributions may not be increased above the maximum under this section without the 

consent of the governing body of the employer. State contributions may not be increased above the 

maximum provided for in this section without the consent of the legislature. In the event that the cost of 

maintaining the increased benefits on a sound actuarial basis exceeds the aggregate contributions 

provided for in this section, the board shall submit to the affected members of the plan the option of 
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paying the increased costs or of having the increased benefits reduced to a level sufficient to be 

maintained by the aggregate contributions. The reduction of benefits in accordance with this section 

shall not be deemed a violation of the contractual rights of the members, provided that no reduction 

may result in benefits being lower than the level of the minimum benefits. 

     (4) The board shall manage the trust in a manner that maintains reasonable contributions and 

administrative costs. Providing additional benefits to members and beneficiaries is the board's priority. 

 [2003 c 93 § 1; 2003 c 2 § 6 (Initiative Measure No. 790, approved November 5, 2002)]. 

 

 

RCW 41.45.0604 

Contribution rates — Law enforcement officers' and firefighters' retirement system plan 2. 

     (1) Not later than July 31, 2008, 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. Thereafter, the director shall collect those rates adopted by the 

board. The rates shall be effective for the ensuing biennial period, subject to any legislative 

modifications.  

[2007 c 280 § 3; 2003 c 92 § 4.] 
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APPENDIX D 

FUNDING METHODS DEFINED 

 

Aggregate Funding Method
2
 

The aggregate funding method is a standard actuarial funding method. The annual cost of benefits 

under the aggregate method is equal to the normal cost. The method does not produce an unfunded 

actuarial accrued liability. The normal cost is determined for the entire group rather than on an 

individual basis. 

 

Entry Age Normal Cost Method (EANC)3
 

The EANC method is a standard actuarial funding method. The annual cost of benefits under EANC is 

comprised of two components: normal cost plus amortization of the unfunded liability. The normal cost 

is determined on an individual basis, from a member’s age at plan entry, and is designed to be a level 

percentage of pay throughout a member’s career.  

 

Fixed Normal Cost Method: Variation of Entry Age Normal Cost Method 

Under the Entry Age Normal Cost (EANC) method, there are two components: the normal cost, and the 

UAAL (surplus or deficit) which is amortized over time. Under the fixed normal cost (FNC) method, 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 

 

 

                                                           
2
 “Glossary of Actuarial and Pension Terms”.  Office of the State Actuary. 13 Jan 2012. Web. 3 July 2012. 

3
 “Glossary of Actuarial and Pension Terms”.  Office of the State Actuary. 13 Jan 2012. Web. 3 July 2012. 
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 Agenda Items for Future Meetings Report



2014 
AGENDA ITEMS CALENDAR 

 
 

MEETING DATE  AGENDA ITEMS 

January 22,  2014 2014 Legislative Update 

February 26,  2014 2014 Legislative Update 

March 26,  2014 2014 Legislative Update  

2014 Interim Planning 

April 16, 2014 Meeting Cancelled 

May 28,  2014 Local Government DCP Participation, Initial Consideration 

Final Average Salary Protection, Initial Consideration 

Alternate Revenue Update 

SCPP Coordination 

Demographic Experience Study Education – OSA  

Annual Attorney General Training – Dawn Cortez, AAG 

Parliamentary Procedure Review – Dawn Cortez, AAG  

 

June 18,  2014 Contribution Rate Setting   

Contribution Rate Preview – OSA  

Demographic Experience Study Recommendation – OSA 

DRS Benchmarking – Mark Feldhausen, Budget and Benchmarking Director 

Actuarial Audit Presentation – Mark Olleman, Milliman 

Alternate Revenue, Educational Briefing 

 

July 23, 2014 Funding Pension Plan Benefits – Robert Klausner, Esquire  

Experience Study and Actuarial Valuation Update – Lisa Won, Actuary 

Actuarial Audit Presentation – Mark Olleman & Daniel Wade, Milliman 

Contribution Rate Adoption – Ryan Frost 

 

August 27, 2014 Washington State Investment Board Annual Update 

Comparing Deferred Benefit and Defined Benefit Contribution Plans 

Local Government DCP Participation, Work Session 

Final Average Salary Protection, Comprehensive Report  

 

September 24, 2014 Demographic Experience Study, Final Report – OSA 

LEOFF 2 Actuarial Valuation – OSA   

FY14 Independent Audit Results, Steve Davis 

DRS Annual Administrative Update 

 

October 22, 2014 2015 Proposed Meeting Calendar 

 

November 19, 2014 2015 Meeting Calendar Adoption 

 

December 17, 2014  

 


