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Interruptive Military Service Credit 
 


 
FINAL PROPOSAL 
By Jacob White 
Senior Research & Policy Manager 
360-586-2327 
jacob.white@leoff.wa.gov 
 
 ISSUE STATEMENT 
For purposes of receiving no-cost interruptive military service credit, the legislature has 
attempted to distinguish between service in combat zones and other types of service, however, 
the state law has continually resulted in inequities as not all service in combat zones qualifies 
for no-cost interruptive military service credit. 
 
 OVERVIEW 
LEOFF Plan 2 members may establish service credit for military service interrupting their LEOFF 
service. Member contributions are waived for LEOFF 2 members whose interruptive military 
service was: 1) during a period of war; or 2) during a specified conflict for which they earned a 
campaign badge or medal.  
 
This report will provide information on interruptive military service credit; Department of 
Defense (DoD) regulations for awarding military service medals; and, policy considerations for 
making changes to the current law. 
 
 BACKGROUND AND POLICY ISSUES 
General Background 
Interruptive military service credit applies to all Washington state retirement systems, including 
LEOFF 2. A member qualifies for this benefit when a leave of absence is taken from a DRS 
covered position to serve in the United States military and the member returns to employment 
with their employer within 90 days of being honorably discharged. When this occurs, 
membership in the retirement system is considered to be interrupted.  
 
There are two types of pension benefits for interruptive military service: fully subsidized (“no-
cost interruptive military service credit”) and partially subsidized.  
 
No-cost interruptive military service credit is awarded if the service took place during a period 
of war, or certain armed conflicts in which an approved campaign medal or badge was 
obtained. A member can qualify for up to five years of no-cost interruptive military service 
credit. The employer and state pay their contributions plus interest and the system subsidizes 
the member contributions and interest. 
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Partially subsidized interruptive military service credit is awarded if the service did not take 
place during a period of war, or an armed conflict in which an approved campaign medal was 
obtained.1 A member can qualify for up to five years of partially subsidized military service 
credit. The member must pay the member contribution cost; however, the interest on the 
member contributions is subsidized by the plan. The member has five years from when they 
return to work to pay their contributions or they must pay those contributions prior to 
retirement, whichever occurs first. After the member has paid their contributions, the 
employer and state are billed the employer contributions plus interest. 
 
A member may receive a total of 10 years of interruptive military service credit (up to 5 years 
no-cost interruptive military service credit and up to 5 years of partially subsidized). The 
member must fully pay the required contributions within 5 years of reemployment.  
 
Qualifying for No-Cost Interruptive Military Service Credit 
To qualify for no-cost interruptive military service credit the member must meet the definition 
of “veteran” under RCW 41.04.005. The statute limits veterans to persons serving during a 
“period of war” defined as: 


• World War I, World War II, the Korean conflict, the Vietnam era, the Persian Gulf War, 
and any future period of war declared by Congress. 


• Specified military operations where the member earned a campaign badge or medal.  
 


The DoD awards a campaign badge or medal to service members who served during a specified 
conflict and were stationed in a designated war zone.2 
 
Campaign medals, as defined by the DoD manual 1348.33 Volume 2, are medals which: 


“recognize service members who are deployed to the geographic area where the 
combat is actually occurring. Members awarded campaign medals have the highest 
degree of personal risk and hardship as they are conducting the combat operations and 
are deployed to the area where the combat is actually occurring.” 


 
Members who served during a specified operation but were not stationed in a war zone did not 
earn a campaign badge or medal. Because they do not meet the definition of “veteran”, those 
members are not eligible for no-cost interruptive military service credit; however, they are 
eligible for partially subsidized interruptive military service credit. 
 
                                                           
1 Responsibility for payment varies by the dates of service. If the military service was completed: Between October 1, 1977, and 
March 31, 1992, the member pays both the employer and member contributions plus interest; After March 31, 1992, and 
before October 6, 1994, the member pays the member contributions plus interest and the employer and state pay their 
contributions plus interest; After October 6, 1994, a member pays the member contributions (no interest) and the employer 
and state pays their contribution plus interest. 
2 Defined conflicts include: the crisis in Lebanon, the invasion of Grenada, Operation Just Cause in Panama, Operation Restore 
Hope in Somalia, Operation Uphold Democracy in Haiti, Operation Joint Endeavor in Bosnia, Operation Noble Eagle, Operation 
Enduring Freedom in Southern or Central Asia, Operation Iraqi Freedom; Iraq and Syria, Operation Inherent Resolve; and 
Afghanistan, Operation Freedom’s Sentinel. 
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Legislative History 
No-cost interruptive military service credit was created in 2009, with the passage of HB 1548.  
The legislative history of HB 1548 does not explicitly state the policy goals of the legislature in 
creating a no-cost interruptive military service credit benefit or the reasons for placing the lines 
of demarcation between partially subsidized and no-cost at receiving a campaign badge. 
However, HB 1548 was endorsed by the Select Committee on Pension Policy and the LEOFF 2 
Board. 
 
In 2009, the LEOFF 2 Board report3 on this proposed benefit stated: 


Arguments for eliminating the cost to the member include encouraging military service, 
supporting the ability to recruit military personnel into state/local government service, 
benefits (direct and indirect) to the State from military service rendered by public 
employees, recognition and support for plan members serving the public at large in a 
high risk situation, and supplementing federal benefits which may be viewed as 
inadequate. 


  
Some of the policy pros and cons of providing special or increased benefits to members based 
on military service, identified in presentations to the LEOFF 2 Board and the SCPP in 2008 and 
2009, included: 
 


No Additional Benefits Additional Benefits 
Members serve voluntarily; no draft requires 
them to leave employment 


Encourage military service; help avoid need 
for a draft 


Members already receive adequate federal 
compensation and benefits for military 
service 


Support ability to recruit more military 
personnel into state service and more 
state personnel into military service 


Other members and employers would not 
have to absorb extra costs for these 
members 


Support view that all WA citizens benefit, 
directly or indirectly, from military service 
rendered by public employees 


More favorable service credit treatment is 
already given to these members (partially 
subsidized service credit) 


Recognize that members who serve in 
conflicts are at higher risk for injury or death; 
pension plans typically offer extra support for 
high risk occupations that serve the public at 
large 


Military service is unrelated to the service 
rewarded by state pension plans 


Supplement federal benefits, which may not 
be viewed as adequate 


 
During the 2017 legislative session SB 5661 was signed into law requiring the LEOFF 2 Board to 
study interruptive military service credit where the member was not awarded a campaign 
badge or medal. The LEOFF 2 Board completed that study during the 2017 interim and 
submitted the report to the legislature on January 1, 2018. 
                                                           
3 http://leoff.wa.gov/wp-content/uploads/2015/06/121708.6_Interruptive-Military-Service-Credit.pdf 



http://leoff.wa.gov/wp-content/uploads/2015/06/121708.6_Interruptive-Military-Service-Credit.pdf





  


Interruptive Military Service Credit Page 4 
Final Report, December 18, 2019 


 
As a result of that study the LEOFF 2 Board endorsed legislation (HB 2701) in 2018. This 
legislation added a provision that ensured members are eligible for free interruptive military 
service credit for multiple deployments to the same conflict; added an end date in statute for 
the end of the Gulf War; and made two additional combat operations (Inherent Resolve, Iraq 
and Syria; and Freedom’s Sentinel, Afghanistan) eligible for no-cost interruptive military service 
credit. This legislation passed the legislature and became effective June 7, 2018.  
 
The statute which defines veteran, for purposes of not only receiving interruptive military 
service credit but also other non-pension benefits, has been amended eleven times since its 
creation in 1969. The majority of these amendments have been to update the list of periods of 
war and armed conflicts. 
 
Department of Defense  
Campaign, Expeditionary, and Service (CE&S) medals recognize service members for 
participation in military campaigns, expeditions, or other significant military operations, and for 
otherwise meritorious military service. Eligibility criteria for CE&S medals are based on a service 
member’s:  


• Degree of personal risk (e.g., proximity to the enemy, service in a combat zone, 
imminent threat of hostilities); 


• Degree of personal hardship; 
• Participation in designated military operations; and, 
• Extent of military service during specified time periods, duration, or types of duty.4 


 
There are four categories of CE&S medals:5 


• Campaign Medals - Campaign medals recognize deployed participation in large-scale or 
long-duration combat operations. Campaign medals are associated with the highest 
level of personal risk and hardship. They are awarded to Service members who are 
deployed to the geographic areas where the combat is actually occurring. Service 
members deployed to areas where combat is occurring as a result of prolonged or large-
scale military combat operations should be recognized with a separate and distinct 
campaign medal. 


• Expeditionary Medals - Expeditionary medals recognize deployed participation in small 
scale and/or short-duration combat operations or military operations where there is an 
imminent threat of hostilities. Expeditionary medals are also awarded to members 
deployed in support of combat operations, but who are not in the geographic area 


                                                           
4 DOD MANUAL 1348.33, VOLUME 2, 
https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodm/1348.33_Vol2.pdf?ver=2018-03-29-
102726-900 
5 DOD MANUAL 1348.33, VOLUME 2, 
https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodm/1348.33_Vol2.pdf?ver=2018-03-29-
102726-900 



https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodm/1348.33_Vol2.pdf?ver=2018-03-29-102726-900

https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodm/1348.33_Vol2.pdf?ver=2018-03-29-102726-900

https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodm/1348.33_Vol2.pdf?ver=2018-03-29-102726-900

https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodm/1348.33_Vol2.pdf?ver=2018-03-29-102726-900
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where the actual combat is occurring. Expeditionary medals are associated with high 
levels of personal risk and hardship.  


• Deployed Service Medals - Deployed service medals recognize deployment or 
assignment to a designated Area of Eligibility (AOE) to participate in, or directly support, 
a designated military operation where there is no foreign armed opposition or imminent 
threat of hostile action.  


• Individual Service Medals - Individual service medals recognize individual merit, direct 
participation in a DoD approved military activity, undertaking, event or operation, or 
service during a specified period. Some individual service medals, such as the Prisoner of 
War (POW) medal, may recognize service involving significant personal risk and 
hardship, while others only recognize being in active military service during a particular 
period of time. 


 
Below is a table from the DoD Manual 1348.33, Volume 2, of current and recent CE&S medals: 
 


 
  
Since the LEOFF 2 Board endorsed legislation passed in 2018, additional military campaigns, and 
underlying operations in support of those campaigns, have been identified as qualifying for a 
campaign medal. For example, the Air Force recently created a new campaign medal called the 
“Remote Combat Effects Campaign Medal.” This medal is “to recognize drone operators and 
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other airmen who directly supported a combat operation from a remote location.”6 To be 
eligible for this new medal, an airman’s contributions must have occurred on or after Sept. 11, 
2001, while assigned or attached to a unit directly in support of a Pentagon combat operation.7 
The qualifying combat operations are: Enduring Freedom, Iraqi Freedom, New Dawn, Nomad 
Shadow, Freedom’s Sentinel, Inherent Resolve, Odyssey Lightning and Pacific Eagle – 
Philippines.8 Not all of these qualifying combat operations are identified under the current 
definition of “period of war”. Therefore, the law would need to be amended to recognize 
service in the following combat operations: Odyssey Lightning and Pacific Eagle – Philippines; 
New Dawn; and, Nomad Shadow.  
 
Furthermore, the Kosovo Campaign Medal identified in the table above is not currently 
identified in the state statute as qualifying for no-cost interruptive military service credit. The 
Kosovo Campaign Medal was established in 2000, by executive order 13154 by President 
Clinton.9 The end date of the Kosovo Campaign Medal was 2013 and at that time it shifted to an 
Expeditionary Medal.10 There are 10 underlying campaigns that qualify for the Kosovo 
Campaign Medal. The Kosovo Campaign Medal may be awarded to United States military 
personnel for participating in the operations and campaigns listed below: 
 


• Allied Force - March 24, 1999 through June 10, 1999; 
• Joint Guardian - June 11, 1999 to December 31, 2013; 
• Allied Harbour - April 4, 1999 through September 1, 1999; 
• Sustain Hope, Shining Hope - April 4, 1999 through July 10, 1999; 
• Noble Anvil - March 24, 1999 through July 20, 1999; 
• Hawk - April 5, 1999 through June 24, 1999; 
• Saber - March 31, 1999 through July 8, 1999 ; 
• Falcon - June 11, 1999 through November 1, 1999; and, 
• Hunter - April 1, 1999 through November 1, 1999.11 


 
Additionally, the DoD has recognized that service in an operation could qualify for either a 
campaign medal or some other medal depending on the degree of personal risk involved in the 
service.  For example, Service in Operation New Dawn can qualify for either an Expeditionary 
Medal or an Iraq Campaign Medal.12 13 
 


                                                           
6 https://www.governing.com/news/headlines/Air-Force-Creates-New-Medal-to-Decorate-Drone-Pilots.html 
7 https://www.governing.com/news/headlines/Air-Force-Creates-New-Medal-to-Decorate-Drone-Pilots.html 
8  https://www.governing.com/news/headlines/Air-Force-Creates-New-Medal-to-Decorate-Drone-Pilots.html 
9 https://www.hsdl.org/?abstract&did=462829  
10 https://www.jba.af.mil/News/Article-Display/Article/772954/kosovo-campaign-medal-shifts-to-armed-forces-
expeditionary-medal/  
11 https://web.archive.org/web/20110722181345/http://www.apd.army.mil/pdffiles/r600_8_22.pdf 
12 https://prhome.defense.gov/Portals/52/Documents/RFM/MPP/OEPM/Docs/ICM%20-
%20Approved%20Campaign%20Phases%20-%20Apr%202012.pdf 
13 https://fas.org/sgp/crs/natsec/RS21405.pdf 



https://www.governing.com/news/headlines/Air-Force-Creates-New-Medal-to-Decorate-Drone-Pilots.html

https://www.governing.com/news/headlines/Air-Force-Creates-New-Medal-to-Decorate-Drone-Pilots.html

https://www.governing.com/news/headlines/Air-Force-Creates-New-Medal-to-Decorate-Drone-Pilots.html

https://www.hsdl.org/?abstract&did=462829

https://www.jba.af.mil/News/Article-Display/Article/772954/kosovo-campaign-medal-shifts-to-armed-forces-expeditionary-medal/

https://www.jba.af.mil/News/Article-Display/Article/772954/kosovo-campaign-medal-shifts-to-armed-forces-expeditionary-medal/

https://web.archive.org/web/20110722181345/http:/www.apd.army.mil/pdffiles/r600_8_22.pdf

https://prhome.defense.gov/Portals/52/Documents/RFM/MPP/OEPM/Docs/ICM%20-%20Approved%20Campaign%20Phases%20-%20Apr%202012.pdf

https://prhome.defense.gov/Portals/52/Documents/RFM/MPP/OEPM/Docs/ICM%20-%20Approved%20Campaign%20Phases%20-%20Apr%202012.pdf

https://fas.org/sgp/crs/natsec/RS21405.pdf
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Furthermore, in some instances the DoD has encouraged veterans of past campaigns to apply 
for an upgrade to campaign medal if they believe that their personal service had the highest 
degree of personal risk and hardship as they were conducting combat operations and were 
deployed in the area where the combat was actually occurring.14 
 
LEOFF 2 Interruptive Military Service Credit Data 
Since 2009, 534 LEOFF 2 members have received no-cost interruptive military service credit. 
Those members have received an average of 9.75 months of service credit. 
 
During that same time period, 24 LEOFF 2 members have purchased partially subsidized 
interruptive military service credit. Those members purchased an average of 8.85 months of 
service credit. 40 LEOFF 2 members requested a bill from DRS to purchase partially subsidized 
interruptive military service credit, but elected not to purchase the service credit. Those 
members would have received an average of 11.68 months of service credit. 
 
Cost of Expanding to Expeditionary Medals 
OSA analyzed the potential impact to LEOFF 2 of expanding no-cost interruptive military service 
credit to include all past and future military conflicts if the member earns a campaign or 
expeditionary medal. At the request of LEOFF 2 Board staff, OSA broke down the potential costs 
of this proposal into three different components.   
 
The first component was the estimated cost of reimbursing LEOFF 2 members who paid for 
partially subsidized interruptive military service credit that would qualify as no-cost interruptive 
military service credit under this proposed expansion. OSA did not have data that showed 
whether the members who purchased partially subsidized interruptive military service credit, 
had received an expeditionary medal. Therefore, for purposes of estimating the potential costs, 
OSA assumed that all of these members would now qualify for no-cost interruptive military 
service credit, resulting in a contribution rate impact as outlined in the table below: 
  


Impact on Contribution Rates 
System/Plan LEOFF 2 
Current Members   


Employee 0.0005% 
Employer  0.0003% 
State 0.0002% 


 
This component alone does not result in a supplemental contribution rate increase in the first 
biennium. However, OSA has quantified the expected budget impact over the next 25 years as 
outlined in the table below: 
 


                                                           
14 https://dod.defense.gov/News/Article/Article/708382/carter-announces-operation-inherent-resolve-campaign-
medal/ 



https://dod.defense.gov/News/Article/Article/708382/carter-announces-operation-inherent-resolve-campaign-medal/

https://dod.defense.gov/News/Article/Article/708382/carter-announces-operation-inherent-resolve-campaign-medal/
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Budget Impacts 
(Dollars in 
Millions) 25-Year 
Total Employee $0.2  
  General Fund-
State 


0.1  


  Local 
Government 


0.1  


Total Employer $0.2  
  
The second component was the estimated cost impact of providing no-cost interruptive military 
service credit prospectively. OSA estimates the present value of future benefits (i.e. the 
liabilities) would increase by approximately $1.0 million. The accrued liability would also 
increase by $0.7 million, which would reduce the Funded Status by less than 0.1%. Below is a 
table of the estimated impact to contribution rates: 
 


Impact on Contribution Rates  
System/Plan LEOFF 2  
Current Members    


Employee 0.0023%  
Employer  0.0014%  
State 0.0009%  


Future Entrants*    
Employee 0.0008%  
Employer  0.0005%  
State 0.0003%  


*Rate change applied to future new entrant payroll 
and used to determine budget impacts only. Current 
members and new entrants pay the same 
contribution rate.   


 


 


 
This component alone does not result in a supplemental contribution rate in the first 
biennium. However, OSA has quantified the expected budget impact over the next 25 years as 
outlined in the table below: 
 


Budget Impacts 
(Dollars in 
Millions) 25-Year 
Total Employee $1.3  
  General Fund-
State 


0.5  


  Local 
Government 


0.8  


Total Employer $1.3  
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The actual amount of no-cost interruptive military service credit granted in the future is heavily 
dependent on the levels of troop engagement in unknown conflicts down the road, and 
potential medals created for these conflicts. As a result, the cost of this proposal could be 
significantly higher (or lower) than assumed. For context, OSA anticipated the annual amount of 
no-cost interruptive military service credit would have to at least double the assumption they 
used in order to impact rounded contribution rates in LEOFF Plan 2. 
 
The third component was the estimated cost of providing no-cost interruptive military service 
credit on a retroactive basis to members who did not pay for partially subsidized interruptive 
military service credit. There was not a data source that OSA could rely on to quantify how 
many members might meet the criteria under this component. Therefore, OSA found the cost 
of this component to be indeterminate. However, OSA anticipates these retroactive costs could 
be fairly limited. Compared to the second component of this proposal, OSA expects the cost of 
this retroactive benefit will be smaller overall. 
 
POLICY OPTIONS 
Option 1 – Move and simplify definition. To avoid the continual need for updates to the 
statute, move definition of “veteran” to LEOFF 2 statutes and rewrite to include all past and 
future armed conflicts where Campaign Badges are awarded. 
 
Option 2 – Expand to include Expeditionary Medals. Move definition of “veteran” to pension 
statutes and rewrite to include all past and future armed conflicts where Campaign Badges and 
Expeditionary Medals are awarded. 


a) Should members who purchased partially subsidized interruptive military service credit, 
who would now qualify because they received an Expeditionary Medal, be refunded the 
money they paid? 


b) Should the change in law apply to retirees, so that retirees who qualify under the new 
definition would have their pension benefit adjusted to include new service credit after 
the effective date of the bill? 


 
Option 3 – Update existing statute. Update existing list of armed conflicts to include any 
additional campaign medals not currently included in law. 
 


SUPPORTING INFORMATION 
Appendix A: Office of the State Actuary Memo re: Interruptive Military Service, December 6, 
2019. 
 
Appendix B: Bill Draft Option 2 
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MEETING ATTENDANCE 


Policy Number:  
Adopted:     
Application: Applies to the Board members of the LEOFF Plan 2 Retirement Board 
      
Approved by: _______________________________ 
       CHAIR 
 
 
PURPOSE 
Regular attendance and participation by Board members at Board Meetings is essential so 
that they may share their relevant knowledge and professional expertise when discussing 
issues and developing policies, and so any decisions will represent the opinions of the Board 
as a whole. Attendance at Board Meetings is also necessary to avoid uncertainty about 
meeting quorum requirements and the potential of seriously diminishing the effectiveness of 
the entire Board. 
 
 
POLICY STATEMENT 


• Board members should commit sufficient time to thoroughly review agenda materials and 
supporting documentation in preparation for all Board Meetings. 


• Board members are encouraged to make all reasonable efforts to regularly attend all Board 
meetings of the board and are expected to attend at least 50% of all regularly scheduled 
Board meetings. A Board member participating through teleconference or other electronic 
means is considered to be in attendance of a Board meeting.  


• Participation in Board meetings conducted during legislative session for the purpose of 
providing legislative and administrative updates is encouraged, but not required.  


• While attendance is not always possible, once the Board meeting calendar for a year is set, 
Board members should immediately flag any scheduling conflicts and manage their 
schedules to avoid creating additional conflicts.   


• Board members are expected to notify board staff in advance of Board meetings they will 
not attend. Board members occasionally miss Board meetings due to circumstances beyond 
their control such as illness, travel schedules, jury duty, or holidays. These will generally be 
considered "excused" absences when proper notification is provided.  


• In the interest of accountability, the following reporting measures will be utilized: 
(1) All minutes of Board meetings will include attendance, and will be presented to the 


Board for adoption. Final minutes will be maintained on the website. 
(2) Board member attendance will be reported to the Governor’s office and 


affiliated/represented stakeholder sponsors upon request and when a Board member 
stands for re-appointment.  


RESPONSE TO A BOARD ATTENDANCE ISSUE 
A Board-attendance problem exists if: 


(1) A Board member has three missed Board Meetings in a row and did not notify Board 
staff they would not be in attendance; or, 


(2) A Board member misses more than half of the total number of regular Board meetings in 
a twelve-month period.   
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If an attendance problem arises regarding a Board member, the Board Chair will promptly 
contact the member to discuss the attendance issue. The Board member’s response will be 
shared by the Board chair with the entire Board at the next Board meeting. The Board will 
decide what actions, if any, to take regarding the Board member’s attendance. 
 
 
POLICY REVIEW: 
The Board shall review this policy at least once every three (3) years to ensure that it remains 
relevant and appropriate. 
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Today’s Presentation


Comparing actuarial cost methods 
Funding policies used or required
Managing plan funded status
Possible Board action today


Change actuarial cost method?
Change or adopt new funding policies?
Adopt trigger (or corridor) for funded status above 100%?
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What Is Pension Funding?


Accumulating assets to pay for the benefits provided under the plan
Managed through the use of two key components


Actuarial cost method
Determines required contributions to fully fund plan
OSA presentations to the Board in July and September


Board funding policies
Overlay cost method to help achieve specific funding goals
OSA presentation to the Board in October



https://leoff.wa.gov/wp-content/uploads/072419.4_PensionFundingPart1.pdf

https://leoff.wa.gov/wp-content/uploads/092519.4_PensionFundingPart1Followup.pdf

https://leoff.wa.gov/wp-content/uploads/101619.2_Pension.Funding.Part2_.pdf
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Any Cost Method Can Achieve The Board’s Funding Goals*


Why might the Board keep the Aggregate Cost Method?
Consistent with all other Washington State retirement plans
One contribution rate that rolls all plan costs together
No UAAL (or surplus) amount separately identified and requiring an 
amortization policy
Has provided a solid foundation for LEOFF 2 historical funding


Why might the Board switch to the Entry Age Normal Cost Method?
Potential for increased consistency with Board’s minimum rate policy
Used by majority of public pension plans nationally
Consistent with results reported in financial documents (CAFR)


*When combined with appropriate funding policies.
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Actuarial Valuation Reporting–Aggregate Cost Method


Development of Member Contribution Rate 
Aggregate Cost Method


(Dollars in millions)
a. Present Value of Benefits $13,672
b. Valuation Assets $11,037
c. Unfunded PVFB (a - b) $2,635
d. Present Value of Salaries (x2) $41,227
e. Member Contribution Rate (c / d) 6.39%
f. Member Minimum Contribution Rate 8.54%
g. Final Member Contribution Rate 8.54%
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Actuarial Valuation Reporting–Entry Age Normal Cost Method


Development of Member Contribution Rate 
Entry Age Normal Cost Method


(Dollars in Millions)
a. 2018 Benefits Cost $320
b. 2018 Salaries (x2) $3,742
c. Normal Cost Rate (a / b) 8.54%
d. Unfunded Accrued Liability ($878)
e. 15-Year Present Value of Salaries (x2) $34,107
f. UAAL Rate (d / e) (2.57%)
g. Total EAN Rate (c + f) 5.97%
h. Member Minimum Contribution Rate 8.54%
i. Final Member Contribution Rate 8.54%
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Funding Policies Help Achieve Funding Goals


Funding policies can address
Adequacy, stability, and affordability of contribution rates
Risk management


Policies can achieve similar outcomes even when applied to 
different actuarial cost methods
Current LEOFF 2 funding policies used to achieve rate stability


Minimum contribution rates
Asset smoothing method
Four-year rate adoption
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Entry Age Normal Cost Method Requires Additional Policy


Amortize the UAAL, whether positive or negative (surplus)


Determines how quickly the UAAL is paid and funded status returns 
to 100%
Policy can be set with goal of achieving intergenerational equity


Amortize over remaining working life of active members


EAN Cost Method - Member Contribution Rate
UAAL Amortization Period


10-Year 15-Year 20-Year
Normal Cost* 8.59% 8.59% 8.59%
UAAL (3.21%) (2.57%) (2.31%)
Total EAN Rate 5.38% 6.02% 6.28%
*Includes 2017 Supplemental Rate of 0.05% adopted by the Board. 
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Managing Plan Funded Status


Actuarial cost method produces contribution rates to achieve full 
funding (100% funded status)


If funded status drops below 100%, contribution rates will increase
If funded status goes above 100%, contribution rates will decrease
Contribution rate volatility is present


Funding policies can impact the progression of the funded status
Minimum rate policy increases funded status


Current LEOFF 2 pension funding manages a declining funded status 
but not an increasing funded status


Upside trigger or corridor could be added to funding policies
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LEOFF 2 Projected Funded Status And Member Contributions*


*Under current cost method and polices and assuming all future experience matches assumptions. 
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Member Contribution Rates Under Alternate Policies 
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Expected Funded Status Under Alternate Policies With 
110% Funded Status Trigger
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Policy Current Alternate 1 Alternate 2
Percent of Minimum Rate 100% 90% / 80% / 70% 80% / 70% / 60%


Funded Status Trigger None 110% / 115% / 120% 110% / 115% / 120%
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Expected Funded Status Under Alternate Policies With 
105% Funded Status Trigger


Policy Current Alternate 1 Alternate 2
Percent of Minimum Rate 100% 90% / 80% / 70% 80% / 70% / 60%


Funded Status Trigger None 105% / 110% / 115% 105% / 110% / 115%
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Additional Comments


Step-down approach to minimum contribution rates can support rate 
stability while addressing issue of rising funded status
Funded status stabilizes around reasonable levels under each 
alternate policy


Provides a buffer against adverse deviation in the future


Additional risks added to the system under each alternate policy is 
limited 
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Questions?
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Appendix And Disclosures


We relied on our projections system to estimate future funded status 
of LEOFF 2 under current and reduced minimum contribution rate 
policies.  Please see our website for additional information.
All analysis in this presentation was developed with assumptions, 
data, and methods consistent with the June 30, 2017, Actuarial 
Valuation Report (AVR).  More information on the AVR is available on 
our website. 
The analysis presented came from earlier presentations to the 
LEOFF 2 Board.  Please see our July, September, and October
presentations on pension funding for more details. 



http://leg.wa.gov/osa/pensionfunding/Pages/RiskAssessment.aspx

http://leg.wa.gov/osa/pensionfunding/Pages/HistoricalValuations.aspx

https://leoff.wa.gov/wp-content/uploads/072419.4_PensionFundingPart1.pdf

https://leoff.wa.gov/wp-content/uploads/092519.4_PensionFundingPart1Followup.pdf

https://leoff.wa.gov/wp-content/uploads/101619.2_Pension.Funding.Part2_.pdf
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Historical LEOFF 2 Aggregate Contribution Rates
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Historical LEOFF 2 EAN Data
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Tribal Police Study 
 


 
FINAL PROPOSAL 
By Jacob White 
Senior Research & Policy Manager 
360-586-2327 
jacob.white@leoff.wa.gov 
 
 ISSUE STATEMENT 
The legislature tasked the Law Enforcement Officer and Fire Fighter (LEOFF) Plan 2 Board with 
studying the tax, legal, fiscal, policy, and administrative issues related to allowing Tribal Police 
Officers to become members of LEOFF Plan 2.1 The report is due to the legislature by January 1, 
2020.2 
 


 OVERVIEW 
The Pension Protection Act of 2006 changed the definition of governmental plans to include 
Indian tribal plans “covering workers doing governmental work”.3 This made it possible for 
tribes to create their own governmental plans and state or local government plans to allow 
tribes to join their pension systems. However, there are federal restrictions and state laws that 
prevent some tribal employees from joining state governmental plans, including LEOFF Plan 2.  
 


 EXECUTIVE SUMMARY 
When considering allowing Tribal Police Officers to become members of LEOFF Plan 2, the 
LEOFF Plan 2 Board identified six key issues that policy makers must address. 
 


1. How to properly mitigate the risks of LEOFF Plan 2 losing its governmental plan status. 
 
The greatest risk to LEOFF Plan 2 in allowing Tribal Police Officers to become members of LEOFF 
Plan 2 is that it potentially endangers the plans preferential tax status as a governmental plan 
with the Internal Revenue Service (IRS). The IRS allows for Tribal Police Officers to be members 
of a state retirement plan, so long as those officers are not engaged in commercial activities. If 
a governmental plan covers even one commercial tribal employee, the plan risks losing its 
governmental plan status. LEOFF Plan 2 would be heavily reliant on tribes to ensure that no 
employees being reported in LEOFF Plan 2 are engaged in commercial activities as part of their 
job. In addition to relying on the tribes, the Department of Retirement Systems (DRS) would 
need to have the same tools (i.e. employer audits, Administrative Procedures Act, etc.) 


                                                           
1 Engrossed Substitute House Bill 1109. (2019). Operating Budget. [online] Available at: 
http://lawfilesext.leg.wa.gov/biennium/2019-20/Pdf/Bills/Session%20Laws/House/1109-S.SL.pdf 
2 id. 
3 Govinfo.gov. (2019). Pension Protection Act of 2006. [online] Available at: 
https://www.govinfo.gov/content/pkg/PLAW-109publ280/html/PLAW-109publ280.htm 



http://lawfilesext.leg.wa.gov/biennium/2019-20/Pdf/Bills/Session%20Laws/House/1109-S.SL.pdf
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currently at their disposal for monitoring and enforcing other employers’ compliance with the 
rules and regulations of membership in the retirement system. Since tribes have sovereign 
immunity, which would otherwise prevent the State from enforcing this compliance, the tribes 
wanting to participate in LEOFF Plan 2 would need to sign a limited waiver of sovereign 
immunity for the purposes of being subject to the enforcement of the laws, rules, and 
regulations of the LEOFF Plan 2. This waiver should be part of a tribal compact between the 
tribe and the State.  


 
2. Should limited authority Tribal Police Officers be eligible for a different retirement 


system?  
 
Law Enforcement Officers are required to have general authority to be eligible for membership 
in LEOFF Plan 2. Existing law allows a path for tribes to have their officers be general authority. 
However, if tribes do not meet the criteria of this law, Tribal Police Officers are considered 
limited authority officers. Currently, most types of limited authority officers are covered by the 
Public Safety Employees' Retirement System (PSERS), instead of LEOFF Plan 2. This includes 
Liquor and Cannabis Board Enforcement Officers, Gambling Commission Special Agents, and 
Department of Natural Resources Police Officers. Allowing limited authority officers to join 
LEOFF Plan 2 would be a significant change in policy for LEOFF Plan 2, and would likely lead to 
other types of limited authority officers requesting to join LEOFF Plan 2. The tribal compact 
should also address the requirement for Law Enforcement Officers in LEOFF Plan 2 to be 
general authority. 
 


3. Should tribes be allowed to opt-in to membership in LEOFF Plan 2? 
 


Under current law, employers meeting the definition of a LEOFF Plan 2 employer are mandated 
into membership. This would create an issue related to tribal sovereignty, as the State could 
not require a tribe to be subject to the requirements of LEOFF Plan 2 without the tribe waiving 
sovereign immunity. Based on a survey conducted by LEOFF Plan 2 staff, it is clear that not all 
tribes want to join LEOFF Plan 2. Therefore, to limit membership to only those tribes who want 
to join LEOFF Plan 2, the law would need to include an opt-in process for tribes. This would be a 
change in policy for LEOFF Plan 2, and may lead to other employers requesting the choice to 
opt-in to membership in LEOFF Plan 2. However, it is a significant distinction that tribes have 
sovereign immunity while existing LEOFF 2 employers do not. 
 


4. Should a tribe’s decision to join LEOFF 2 be irrevocable? 
 
Another potential risk of allowing tribes to become employers under LEOFF Plan 2 is the 
financial risk to the plan if tribes join and then determine they no longer want membership in 
LEOFF Plan 2. If tribes are allowed to join LEOFF Plan 2, the law should address whether this 
decision is irrevocable. If it is revocable, the law should identify what the process and liability of 
withdrawing from membership includes and the tribal compact should address the specific 
process and requirements, including the calculation of withdrawal liability. Currently, LEOFF 
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Plan 2 does not address these issues because membership is mandatory and there is no option 
to leave membership. In the State’s other pension systems that allow for employers to opt-in, 
that decision is irrevocable.  
 


5. Should the State pay a percentage of contributions for tribes? 
 
If Tribal Police Officers are allowed into LEOFF Plan 2 the law will need to address what 
percentage of contributions the employer and the State pay. The current cost-sharing method 
applied to a majority of LEOFF Plan 2 employers is 50 percent of contributions are paid by the 
member, 30 percent by the employer and 20 percent by the State. However, for Port Districts 
and institutions of higher education, the member and employer each pay 50 percent and the 
State pays zero percent. 


 
6. Should Tribal Police Officers be able to purchase retroactive service credit?  


 
An issue that usually arises when new employers join a state pension system is whether the 
new members should have the ability to purchase past service credit that they would have 
earned if their employer had previously been an eligible employer. If Tribal Police Officers are 
allowed to purchase past service credit in LEOFF Plan 2, the law must address who will pay the 
full actuarial cost of the benefit to limit the financial impact to LEOFF Plan 2. Typically, the 
member is responsible for the full actuarial cost of the service credit; however, there have been 
instances in which the employer has paid a portion of the cost, or the pension plan has 
subsidized a portion of that cost.  
 


 BACKGROUND AND POLICY ISSUES 
Nongovernmental Employees Risk 
Federal restrictions for tribal employees joining a governmental plan include barring tribal 
employees engaged in commercial activities.4 Tribal employees performing commercial 
activities would instead be covered by the Employee Retirement Income Security Act (ERISA), 
like a private sector employer. If a governmental plan covers even one commercial employee, 
the plan risks losing its governmental plan status.5 
 
The determination of whether a position may be covered by a governmental plan or must be 
covered by ERISA is further addressed by the IRS through a two part test.6 The first part of the 
test is to determine whether the activities are commercial or governmental. Examples of 
commercial activities include activities relating to the operation of a hotel, casino, service 


                                                           
4 Grinde, I. (2019). Transition Relief for Indian Tribal Governmental Plans. [online] Irs.gov. Available at: 
https://www.irs.gov/pub/irs-drop/n-06-89.pdf  
5 Irs.gov. (2019). Advance notice of proposed rulemaking. [online] Available at: https://www.irs.gov/pub/irs-
tege/reg_133223_08.pdf  
6 id.   
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station, convenience store, or marina.7 Governmental activities include “activities relating to 
providing criminal protection services such as police and fire departments”.8 The IRS utilizes a 
“facts and circumstances test” to determine whether an activity is commercial or 
governmental.9 
 
Under this facts and circumstances test, the factors considered in making a determination of 
whether an activity is a commercial activity, include whether the activity is: 


• Operated to earn a profit; 
• Typically performed by private businesses; and, 
• For customers who are substantially from outside of the Indian tribal community, 


including whether the activity is located or conducted outside of Indian tribal land.10 
 


The factors to determine if an activity is governmental include whether: 
• The activity provides a public benefit to members of the Indian tribal government (not 


treating the generation of profits from commercial acts as providing a public benefit); 
and, 


• The absence of one or more of the relevant factors listed for determining whether an 
activity is commercial.11 


 
The second part of the IRS government plan test requires determining whether an employee’s 
duties are substantially in the performance of a governmental activity or a commercial 
activity.12 In making this determination, the IRS considers the location of the employee’s 
services, along with the source of the employee’s payroll, and the employee’s assigned duties 
and responsibilities.13 
 
According to the IRS, if an employee is on the payroll of an Indian Tribal Government (ITG) 
entity engaged in a commercial activity, the employee’s assigned duties and responsibilities are 
treated as being for a commercial activity and, thus, the employee is a commercial ITG 
employee.14  
 
When determining whether an employee’s services are in the performance of a governmental 
activity, the IRS does not require that the funds from commercial activities and the funds from 
governmental activities remain completely separate. The tribal police department may 
indirectly receive funding from revenue generated by commercial activity; however, the police 


                                                           
7 26 CFR Sec 7871(e) 
8 Irs.gov. (2019). Advance notice of proposed rulemaking. [online] Available at: https://www.irs.gov/pub/irs-
tege/reg_133223_08.pdf. 
9 id. 
10 id. 
11 id. 
12 id. 
13 id. 
14 id. 
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officers must be on the payroll for the police department, not the commercial entity (see 
Appendix A).  
 
For tribes in Washington, money from commercial activities (such as casinos) is collected by the 
tribal government and then allocated out to the different tribal departments, including the 
tribal police department. The Tribal Police Officers are on the payroll of the police department, 
so a tribal police department receiving funding which originated from commercial activities 
does not disqualify the Tribal Police Officers from government employee status (see Appendix 
A). 


Waiver of Sovereign Immunity 
Tribes are considered sovereign nations and therefore, under the legal doctrine of sovereign 
immunity, have immunity from suit in state or federal court. A tribe is subject to suit in state 
court only where the tribe has waived its own sovereign immunity, typically in state-tribal 
compacts.  
 
In Washington State, all tribes have signed limited waivers of sovereign immunity subjecting 
themselves to suit in state court for specific issues. An example of these compacts are gaming 
compacts, which include waivers for the limited purposes of the State being able to enforce the 
provisions of the compact.15 The Indian Regulatory Act of 1988 (IGRA) requires states to 
negotiate gaming compacts with tribes to allow them to offer casino-style gaming on their 
reservations. All 29 tribes in Washington State have signed gaming compacts with the State. 
State-tribal gaming compacts are only required for Class III gaming, which includes activities 
such as lotteries, casino games, house-banked card games, horse racing, off-track betting, and 
machine gaming.  Under Washington State law, the director of the Washington State Gambling 
Commission is delegated the responsibility of negotiating Class III gaming compacts. Gaming 
compacts receive a final approval when signed by the Governor and the Tribal Chair. 
 
In addition to gaming compacts, six tribes have signed cigarette compacts with the State.16 
Tribes, as sovereign nations, are exempt from state tobacco excise taxation. Therefore, those 
who are enrolled members of the Indian Tribe are exempt from paying a tax on cigarettes sold 
on their reservation. Under Federal law, state excise taxes are owed by non-members 
purchasing tobacco on tribal land, although states are limited in how they enforce or collect 
these taxes. The statutory duties applicable to administration and enforcement of the cigarette 
tax are divided between the Department of Revenue and the Washington State Liquor and 
Cannabis Board. After all negotiations are final, the cigarette compacts are signed by the 
Governor and the Tribal Chair. 
 


                                                           
15 Wsgc.wa.gov. (2019). Gaming Compacts | Washington State Gambling Commission. [online] Available at: 
https://www.wsgc.wa.gov/tribal-gaming/gaming-compacts. 
16 Goia.wa.gov. (2019). Cigarette Compacts | GOIA. [online] Available at: https://goia.wa.gov/resources/cigarette-
compacts. 
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In 2015, House Bill 2000 authorized the Governor of Washington State to enter into marijuana 
compacts with federally recognized Indian Tribes, codified at RCW 43.06.490. The Washington 
State Liquor and Cannabis Board (WSLCB) has completed marijuana compacts with 11 tribes 
and is actively negotiating several more. There are currently six tribes in the cannabis industry 
with their own marijuana stores, all of which operate under the I-502 system as regulated by 
the WSLCB. Final approval of a marijuana compact requires the signatures of the Governor, 
Tribal Chair, WSLCB Chair, WSLCB Agency Director, and two additional members of WSLCB. 
 
In order for Tribal Police Officers to become members of LEOFF Plan 2, a retirement compact 
would need to be negotiated and signed by the Governor and tribal chair, or designee. This 
compact must include a limited waiver of the tribe’s sovereign immunity for purposes of 
enforcing the laws, rules, and regulations of the LEOFF Plan 2.  
 
Compact Process 
The process of creating a tribal compact for tribes to join LEOFF Plan 2 would start with the 
tribe expressing their interest in joining LEOFF Plan 2 to the State. The tribe would then meet 
with the State to discuss a compact, which should include discussing their goals, the general 
terms of the compact, and the waiver of sovereign rights. After the initial discussion, the 
drafting of the compact would begin.  
 
Most tribal compacts with the State rely on the use of templates, to ensure a consistent and 
efficient process. It may be useful to have a compact template created for all tribes to use. This 
would enable tribes to make their compacts unique to their own wants and needs, while 
maintaining a similar structure to the other tribes.  
 
Once a compact draft has been made, the tribe and the State will work together to edit and 
make recommendations. After the final compact language is agreed upon, the compact 
becomes official when it receives all required signatures of approval, which must include the 
Governor and tribal chair, or designee. In addition to the Governor’s signature, the State may 
also want to consider having the Director of DRS sign the agreement as well.  
 
If tribal police departments are made eligible to join LEOFF Plan 2, then the retirement 
compacts should include at a minimum the following: 


• Acknowledgment by the tribal police department that it affirmatively chooses to 
participate in LEOFF Plan 2. 


• Evidence that the person or persons who sign the compact on behalf of a tribe have 
authority under tribal or community law to bind the tribe to all provisions in the 
compact, including any waiver of sovereign immunity. 


• Agreement by the tribe that the tribal police department meets the definition of a 
LEOFF Plan 2 employer as defined in RCW 41.26.030.  


• Agreement by the tribe that it will adhere to all reporting, contribution, and auditing 
requirements and rules as defined in Chapter 41.26 RCW.  
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• Agreement by the tribe to a limited waiver of sovereign immunity and consent to the 
jurisdiction of the Washington state courts for the purpose of enforcing the reporting, 
contribution, and auditing requirements defined in chapter 41.26 RCW. 


• Agreement by the tribe to withdrawal procedures and liability. 
 


Below are some questions tribes and the State should consider before drafting the compact: 
• Who should represent the tribe in the LEOFF Plan 2 tribal compact process?  
• Who should represent the State in the LEOFF Plan 2 tribal compact process?  
• Who will need to sign the final compacts for the State and for the tribe? 
• What are the ongoing costs to the tribe? 
• How would this affect LEOFF Plan 2 retirees currently employed by the tribe? 
• How would this affect retirees from other Washington State pension plans employed by 


the tribe? 
• How will this affect officers who have already been working for the tribe for many 


years? 
• What sovereign rights is the tribe giving up? 


 


LEOFF Plan 2 Eligibility 
For Tribal Police Officers to be eligible for LEOFF Plan 2 both the officers and the employers 
would need to meet the eligibility requirements of LEOFF Plan 2. The state definition of “Tribal 
Police Officer” is: 


“[…] any person in the employ of one of the federally recognized sovereign tribal 
governments, whose traditional lands and territories lie within the borders of the State of 
Washington, to enforce the criminal laws of that government.”17 


 
A Law Enforcement Officer is eligible for LEOFF Plan 2 if they are: 


• Employed by a LEOFF Plan 2 employer; 
• Commissioned; 
• Full-Time; and, 
• Fully Compensated.18 


 
Therefore, for an officer to be eligible for LEOFF Plan 2 they must first be employed by a LEOFF 
Plan 2 employer. The current definition of “employer” in LEOFF Plan 2 is limited to: 


• The legislative authority of any city, town, county, district, or public corporation 
established under RCW 35.21.730 to provide emergency medical services as defined in 
RCW 18.73.030; 


• The elected officials of any municipal corporation; 


                                                           
17 App.leg.wa.gov. (2019). RCW 10.92.010: Definitions. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=10.92.010. 
18 App.leg.wa.gov. (2019). RCW 41.26.030: Definitions. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite= 41.26.030. 
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• The governing body of any other general authority law enforcement agency; 
• A four-year institution of higher education having a fully operational fire department as 


of January 1, 1996; or, 
• The department of social and health services or the department of corrections when 


employing firefighters serving at a prison or civil commitment center on an island.19 
 
For Tribal Police Officers to be eligible for LEOFF Plan 2, the definition of “employer” needs to 
be amended to include tribal police departments. Currently, if an employer falls within the 
definition for LEOFF Plan 2, then they are automatically a LEOFF Plan 2 employer. While the 
Public Employees’ Retirement System (PERS) allows for certain types of employers to opt-in to 
membership, LEOFF Plan 2 does not. This would create an issue related to tribal sovereignty, as 
the State could not require a tribe to be subject to the requirements of LEOFF Plan 2 without 
the tribe waiving sovereign immunity. Therefore, for tribes to be eligible for LEOFF Plan 2 the 
law would need to include an opt-in process for tribes. This would be a change in policy for 
LEOFF Plan 2. 
 
There currently is a process for tribal compact schools to opt-in as an employer under the 
Teachers’ Retirement System (TRS) and School Employees' Retirement System (SERS).20 Tribal 
compact schools are the only TRS and SERS employer not mandated into membership. The 
legislature could create a similar process for tribal police departments to opt-in to LEOFF Plan 2 
Membership. 
 
Once a Law Enforcement Officer is employed by an eligible employer, they must next be 
“commissioned”. Under WAC 415-104-011, the DRS defines “commissioned” as “an employee is 
employed as an officer of a general authority Washington law enforcement agency and is 
empowered by that employer to enforce the criminal laws of the State of Washington”. RCW 
10.93.020(3) defines “general authority Washington peace officer” as “any full-time, fully 
compensated and elected, appointed, or employed officer of a general authority Washington 
law enforcement agency who is commissioned to enforce the criminal laws of the State of 
Washington generally.” Therefore, Tribal Police Officers with general authority would be 
eligible for LEOFF Plan 2 if tribal police departments were added to the definition of 
“employer”. 
 
General vs. Limited Authority  
As explained above, Law Enforcement Officers are required to have general authority to be 
eligible for membership in LEOFF Plan 2. A general authority Washington State Peace Officer is 
any full-time, fully compensated and elected, appointed, or employed officer of a general 


                                                           
19 id. 
20 App.leg.wa.gov. (2019). Chapter 28A.715.010 RCW: Authority to enter into compacts—Process—Rules—
Retirement systems. [online] Available at: https://app.leg.wa.gov/RCW/default.aspx?cite=28A.715.010 
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authority law enforcement agency in the State.21 This includes local governments, the 
Washington State Patrol, and the Department of Fish and Wildlife. General authority peace 
officers may enforce criminal or traffic laws of the State throughout the territorial boundaries in 
the following circumstances: with the support and approval of an inter-local agreement; in 
response to an emergency involving immediate threat to human life or property; in response to 
a request for assistance pursuant to a law enforcement assistance agreement; when 
transporting prisoners; when executing an arrest warrant or search warrant; or, when in fresh 
pursuit.22  
 
A limited authority Washington State Peace Officer is “any full-time, fully compensated officer 
of a limited authority Washington law enforcement agency empowered by that agency to 
detect or apprehend violators of the laws in some or all of the limited subject areas for which 
that agency is responsible.”23 Limited authority officers include, but are not limited to, Liquor 
and Cannabis Board Enforcement Officers, Gambling Commission Special Agents, and 
Department of Natural Resources Police Officers. There have been bills proposed to the 
legislature to include limited authority officers in LEOFF Plan 2; however, none of those bills 
have been endorsed by the LEOFF Plan 2 Board. Instead, limited authority officers are typically 
covered by the Public Safety Employees’ Retirement System (PSERS).24  
 
Tribal Police Officers may have general authority or limited authority. In 2008, HB 2476 
authorized Tribal Police Officers to act as general authority officers if the tribal government met 
specific requirements regarding certification, insurance liability, and administration.25 The 
certification requirement is conducted through the Criminal Justice Training Commission (CJTC). 
Tribal governments must enter into a written agreement with the CJTC to receive this training 
and certification. These written agreements require the tribal law enforcement agency and its 
officers to comply with all of the requirements for granting, denying, and revoking certification 
as they are applied to state general authority peace officers. However, tribes may have 
agreements with CJTC for training and certifying officers without the tribe meeting the other 
requirements for general authority.  
 
Eleven tribal police departments have met the general authority requirements and their Tribal 
Police Officers are considered general authority Washington State Peace Officers.  Tribal Police 
Officers working for the other tribal police departments are considered limited authority 
Washington State Peace Officers. The legislature may want to consider whether to allow for 
                                                           
21 App.leg.wa.gov. (2019). Chapter 10.93.020 RCW: DEFINITIONS. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=10.93.020. 
22 Lawfilesext.leg.wa.gov. (2019). FINAL BILL REPORT-EHB 2476. [online] Available at: 
http://lawfilesext.leg.wa.gov/biennium/2007-08/Pdf/Bill%20Reports/House/2476.FBR.pdf. 
23 App. leg.wa.gov. (2019). Chapter 10.93.020 RCW: DEFINITIONS. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=10.93.020. 
24 App.leg.wa.gov. (2019). Chapter 41.37 RCW: WASHINGTON PUBLIC SAFETY EMPLOYEES’ RETIREMENT SYSTEM. 
[online] Available at: https://app.leg.wa.gov/RCW/default.aspx?cite=41.37. 
25 App.leg.wa.gov. (2019). Chapter 10.92 RCW: TRIBAL POLICE OFFICERS. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=10.92.  
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limited authority Tribal Police Officers to eligible for membership in PSERS. Similar to LEOFF 
Plan 2, PSERS would need to be amended to allow for tribes to be eligible employers and Tribal 
Police Officers to be eligible members.  
 
The chart below displays the certifications described above for each tribal police department, 
and identifies those departments which contract out their police services: 
 


Tribal Police 
Department 


General 
Authority 


Certification 
CJTC 


Certification 
Contract Out 


Police Services 
Chehalis X X   
Colville  X   
Cowlitz  X   
Elwha  X   
Hoh    X 
Jamestown S’Klallam      
Kalispel X X   
Lummi      
Makah    X 
Muckleshoot  X X 
Nisqually X X   
Nooksack  X   
Port Gamble S’Klallam X X   
Puyallup  X   
Quileute  X   
Quinault X X   
Sauk-Suiattle X X   
Shoalwater Bay X X   
Skokomish  X   
Snoqualmie  X   
Spokane  X   
Squaxin Island  X   
Stillaguamish X X   
Suquamish  X X   
Swinomish X X   
Tulalip X X   
Upper Skagit  X   
Yakama      


 
Results of Tribal Survey 
In July of 2019, LEOFF Plan 2 Board staff sent a brief survey to each tribal police department. 
The survey asked the tribal police department’s interest in joining LEOFF Plan 2; the average 
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age, years of service, and salary of all the full time officers employed by the tribe; the current 
pension plan offered to their officers; and, any concerns or questions they have about joining 
LEOFF Plan 2. 
 
Twelve tribes responded to the survey questions and nine of those tribes expressed their 
interest in being a part of LEOFF Plan 2, along with questions and concerns about the system. 
The three tribes that did not express interest in joining the system cited the following reasons: 


• Muckleshoot Tribal Police Department – They contract with the King County Sheriff’s 
Office, and therefore their officers are already in the LEOFF Plan 2 system.  


• Stillaguamish Tribal Police Department - They responded that they are not interested in 
joining LEOFF Plan 2 because the majority of their officers are LEOFF Plan 2 retirees and 
the impact joining LEOFF Plan 2 would have on those officers. 


• The Spokane tribe responded that they were not interested in joining LEOFF Plan 2 at 
this time. They did not provide any additional detail.  


 
Some of the shared concerns among the tribes included:  


• How retired LEOFF Plan 2 members working for the tribe would be affected;  
• What the general costs and benefits of the system are;  
• Whether all officers in a participating tribe would be required to join or if it would be 


optional;  
• Whether every tribe need to be a part of the system; and,  
• How tribal sovereignty would be impacted if they were to join LEOFF Plan 2?  


 
The most cited reason why the tribal police departments were interested in joining LEOFF Plan 
2 was for the recruitment and retention of high quality police officers. The responses to the 
questions regarding salary and demographic data of the full time officers employed by the 
tribes varied substantially. These results are shown in the chart below: 
 


Tribal Police 
Department 


Number of Full 
Time Officers Average Salary 


Average 
Age 


Average 
Years of 
Service 


Chehalis 18 $80,154.49  37.4 6.7 
Muckleshoot         
Nooksack 8 $61,380  33 5 
Port Gamble 
S'Klallam 10 $45,760  30   
Puyallup 29  $96,063  45 14.5 
Quileute   $62,400.00  32 8 
Quinault 10   37 6 
Shoalwater Bay 5 $60,000 - $70,000 43 4 
Spokane         
Stillaguamish 11 $76,695  54 25-30 
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Suquamish   $77,400  44.5 12.46 
Upper Skagit 7 $65,000  45 3 


 
LEOFF Plan 2 staff requested this data in part to assist the Office of the State Actuary (OSA) with 
analyzing the potential financial costs to LEOFF Plan 2 of having Tribal Police Officers eligible for 
membership.  
 
In response to the survey question regarding current pension plans offered by the tribal police 
department, nine of the tribes currently offer a 401(k) retirement plan. One tribe also offers 
their officers a Profit Sharing Plan and a Tax Exempt Retirement Savings Plan, in addition to a 
401(k) plan. Most of these 401(k) plans require matching contributions by the employee. The 
term “matching contribution” refers to a certain dollar amount contributed by an employer to 
the retirement savings account of an employee who makes a similar contribution. The 
maximum percentage of employer contribution rate for these 401(k) plans were all less than 
the current LEOFF Plan 2 employer contribution rate of 8.59 percent26. 
 
Actuarial Analysis 
The LEOFF Plan 2 Board requested OSA to prepare an actuarial analysis (see Appendix B) on the 
potential impact of tribal law enforcement officers joining LEOFF Plan 2. Since there is not a 
proposed bill to analyze, OSA worked with LEOFF 2 Board staff to make various assumptions to 
assist with their analysis, including that the pricing should be for prospective service only and 
that it would be optional for the tribes to join LEOFF Plan 2. 
 
OSA utilized the data gathered by LEOFF Plan 2 staff in the survey of tribal police departments. 
OSA assumed a hypothetical group of 100 new entrants to LEOFF Plan 2 with an average age of 
40, with 10 years of experience, and an average annual salary of $72,000. OSA’s analysis 
showed an expected impact to LEOFF Plan 2 contribution rates of 0.02% to members, 0.01% to 
employers, and 0.01% to the State. This impact on contribution rates is based on an expected 
increase of $20 million to the actuarial present value of projected benefits. If fewer than 100 
tribal law enforcement officers join LEOFF Plan 2, the rate impact would be less, and if more 
officers join the rate impact would be more. 
 
Retiree Return to Work Impacts 
State pension plans, including LEOFF Plan 2, include restrictions on retirees returning to work 
and receiving pension payments. Currently, tribal police departments are not subject to these 
retiree return to work laws since they are not a DRS covered employer. If tribal police 
departments became LEOFF Plan 2 employers, their employees would be subject to retiree 
return to work restrictions. 
 


                                                           
26 8.59 percent is the combined percentage paid by the employer and the state for LEOFF Plan 2. 
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LEOFF Plan 2 retirees are subject to the retiree return to work law known as “career choice”. 
Under career choice, a retiree of LEOFF Plan 2 who becomes employed in a non-LEOFF eligible 
position may choose to either: receive LEOFF Plan 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 Plan 2 retirement benefit suspended until the employment 
covered by the new retirement plan ends.27  
 
If a LEOFF Plan 2 retiree becomes employed in a LEOFF Plan 2 covered position they are no 
longer considered a retiree. Instead, they become active LEOFF Plan 2 members and reenter 
LEOFF Plan 2 membership, accruing additional service credit and paying member contributions. 
When they re-retire their LEOFF Plan 2 pension benefit is recalculated with the additional 
service credit and potentially with a new Final Average Salary. 
 
Currently, tribal police departments have a competitive advantage hiring LEOFF Plan 2 retirees 
over other public employers in Washington because LEOFF Plan 2 retirees can work as Law 
Enforcement Officers for a tribe while still receiving their pension payments. If tribal police 
departments become LEOFF Plan 2 employers, LEOFF Plan 2 retirees who work for those tribes 
as Law Enforcement Officers would have to rejoin LEOFF Plan 2 membership and stop receiving 
their LEOFF Plan 2 retirement benefit.  
 
There may also be return to work implications for tribal employees who retired from other 
Washington State pension systems. For example, the 2008 Early Retirement Factors (ERF) 
return to work restrictions prohibit a 2008 ERF retiree to return to work for a DRS employer in 
any capacity without having their pension benefit stopped.28 Currently, it is unclear how the 
2008 ERF return to work restrictions would impact a tribe if the tribal police department 
became a LEOFF Plan 2 employer. Specifically, whether the tribe as a whole would be 
considered a DRS employer as a result of the tribal police department becoming a LEOFF Plan 2 
employer. If the tribe is considered a DRS employer then all of the tribe’s employees would be 
subject to the 2008 ERF return to work restrictions. This issue, for first class cities, is currently 
being litigated in Romero v. Department of Retirement Systems.29 Similar to the position tribes 
would be in if they became LEOFF employers, first class cities are LEOFF employers only; they 
have their own pension system for other city employees. In Romero, DRS determined that a 
2008 ERF PERS retiree was subject to the 2008 ERF return to work restrictions for returning to 
work for the City of Spokane. Mr. Romero argues that the 2008 ERF restrictions do not apply to 
first class cities because they are not DRS-covered employers. 
 
                                                           
27 App.leg.wa.gov. (2019). Chapter 41.26.500 RCW: Suspension of retirement allowance upon reemployment—
Reinstatement—Option to enter into membership. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=41.26.500. 
28 App.leg.wa.gov. (2019). Chapter 41.40.630 RCW: RETIREMENT FOR SERVICE [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=41.40.630. 
29 Romero v. Department of Retirement Systems, Cause No. 18-2-04400-1 
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State Contributions 
If Tribal Police Officers are allowed into LEOFF Plan 2 the law will need to address what 
percentage of contributions the employer and state pay. The current cost-sharing method 
applied to a majority of LEOFF Plan 2 employers is 50 percent of contributions are paid by the 
member, 30 percent by the employer and 20 percent by the State.30 However, for Port Districts 
and institutions of higher education, the member and employer each pay 50 percent and the 
State pays zero percent.31  
 
Retroactive Service Credit 
An issue that sometimes arises when new employers join a state pension system is whether the 
new members should have the ability to purchase past service credit that they would have 
earned if their employer had previously been an eligible employer. Groups of employees whose 
membership was changed from PERS to LEOFF Plan 2 in the past, such as port police officers 
and fire fighters, higher education police officers and fire fighters, and emergency medical 
technicians were provided with an option to transfer their past eligible service from PERS to 
LEOFF Plan 2.  
 
When this occurs the law must address who will pay the full actuarial cost of the benefit. 
Typically, the member is responsible for the full actuarial cost of the service credit, however 
there have been instances in which the employer and/or pension plan has shouldered a portion 
of that cost. Members may be able to pay for that service credit by rolling over funds from 
other retirement savings accounts, so long as that account is eligible for a rollover under IRS 
regulations.32   
 
Withdrawing from LEOFF Plan 2  
If tribes are allowed to join LEOFF Plan 2, the law should address whether this decision is 
irrevocable. If it is not irrevocable, the law should include what the process and liability of 
withdrawing from membership includes. Currently, LEOFF Plan 2 does not address these issues 
because membership is mandatory and there is no option to leave membership so long as an 
employer continues to employ eligible members. In PERS, which allows for certain employers to 
opt-in, that decision is irrevocable. 33 An employer can only withdrawal from membership by 
dissolving. When an employer dissolves, the plan subsidizes the costs associated with the 
liability of the employer. 
 


                                                           
30 App.leg.wa.gov. (2019). RCW 41.26.725: Board of trustees—Contributions—Minimum and increased benefits. 
[online] Available at: https://app.leg.wa.gov/RCW/default.aspx?cite=41.26.725. 
31 App.leg.wa.gov. (2019). RCW 41.26.450: Port districts and institutions of higher education—Employer and state 
contributions—Recovery of contributions. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=41.26.450. 
32 Rollover Chart. (2019). Available at: https://www.irs.gov/pub/irs-tege/rollover_chart.pdf. 
33 App.leg.wa.gov. (2019). RCW 41.40.111: Retirement system employer—Unit of government. [online] Available at: 
https://app.leg.wa.gov/RCW/default.aspx?cite=41.40.111. 
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While the majority of states do not allow employers to withdraw from their pension systems, 
some states allow for withdrawal. These plans typically follow procedures similar to those 
required of private ERISA covered multi-employer plans. Under ERISA, employers are required 
to pay “withdrawal liability” to leave the plan.34 Under ERISA, withdrawal liability is the amount 
of Unfunded Vested Benefits (an amount equal to the value of nonforfeitable benefits under 
the plan, less the value of the assets of the plan).35  
 
The process to withdraw for public pension systems typically involves the following steps: 
decision by employer to withdraw; employee vote to withdraw; notification to the pension 
system; accounting of liabilities; payment of liabilities; and, handling of vested and non-vested 
member accounts.36 
 
To help prevent the underlying issues that may result in withdrawal, it would be beneficial for 
tribes to have as much information as possible about the costs and obligations of being a LEOFF 
Plan 2 employer. Arizona Public Safety Personnel Retirement System sought to address this 
concern for tribes seeking to join their pension system, by requiring the tribe to pay for "[…] a 
preliminary actuarial survey to determine the estimated cost of participation, the benefits to be 
derived and other such information as may be deemed appropriate."37 Two tribal police 
departments and one tribal fire department in Arizona are currently participating in the Arizona 
Public Safety Personnel Retirement System.38 According to OSA, the term “actuarial survey” is 
not a recognized actuarial term. Therefore, if the legislature wanted to require or recommend 
that tribes opting-in to LEOFF Plan 2 conduct an actuarial survey, they should clearly define the 
requirements of the actuarial survey. 
 
In the legislation authorizing tribal compact schools to become members of TRS and SERS, the 
legislature addressed the risks of tribal compact schools withdrawing from the pension systems 
by including language in the bill which required the compact agreement to address 
“expectations and duties if the compact terminates […]”.39 Furthermore, the compact must 
include: 
 


Acknowledgment by the tribal school that it has been advised that choosing to no longer 
participate in the retirement systems may result in federal tax implications for the 


                                                           
34 Law.cornell.edu/uscode. (2019). U.S. Code § 1381.Withdrawal liability established; criteria and definitions. 
[online] Available at: https://www.law.cornell.edu/uscode/text/29/1381.  
35 id. 
36 Handling Withdrawals from Multi-Employer Public Pension Plans. (2015). [online] Available at: 
https://www.nappa.org/assets/docs/ArchivedConferenceMaterials/2015ConferenceAustin/nappa_2015%20wed_t
erminatingemployersoutsourcingemployees.pdf  
37 Azleg.gov. (2019). Arizona Revised Statutes. [online] Available at: 
https://www.azleg.gov/viewdocument/?docName=https://www.azleg.gov/ars/38/00851.htm. 
38 Psprs.com. (2019). Participating Employers of the Public Safety Personnel Retirement System (PSPRS). [online] 
Available at: http://www.psprs.com/uploads/sites/1/Participating_Employers_of_PSPRS.pdf. 
39 App.leg.wa.gov. (2019). Chapter 28A.715.010 RCW: Authority to enter into compacts—Process—Rules—
Retirement systems. [online] Available at: https://app.leg.wa.gov/RCW/default.aspx?cite=28A.715.010 
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governing body and its employees that are outside the control of the State of 
Washington, the department of retirement systems, and the superintendent of public 
instruction, and that the tribal school is encouraged to seek counsel before agreeing to 
any dissolution procedures in the compact. 
 


Tribal compact schools have a greater risk of the issue of withdrawal arising because of the 
temporary nature of their existence. Only tribal compact schools, not tribal schools, are eligible 
for membership in the State retirement systems. Tribal schools can become tribal compact 
schools through entering into a compact agreement with the Office of Superintendent of Public 
Instruction (OSPI). These agreements are typically only two year agreements, meaning that 
every two years there is a risk that the tribal compact school will dissolve and no longer be 
eligible for membership in TRS and SERS.  
 
In the tribal compact school legislation, the legislature also addressed potential risks associated 
with employees of tribal compact schools claiming they had “Bakenhus” rights to remain in the 
pension plan if their employer withdrew from membership. The legislation stated “[f]or tribal 
schools that opt out of pension plan participation, such schools' employees shall have no right 
to earn additional service credit in the plan.” 
 


 SUPPORTING INFORMATION 


Appendix A: Ice Miller Legal Advice Memo Re: Overview Regarding Admission of Tribal Police to 
Public Retirement System, October 14, 2019. 


Appendix B: Office of the State Actuary Memo Re: Actuarial Analysis for the LEOFF 2 Board 
Tribal Participation Study, November 27, 2019. 
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PRIVILEGED AND CONFIDENTIAL MEMORANDUM 


TO: Law Enforcement Officers' and Fire Fighters' Retirement System Plan 2 


Retirement Board 


FROM: Ice Miller LLP (Robert L. Gauss and Audra Ferguson-Allen)  


DATE: October 14, 2019 


RE: Overview Regarding Admission of Tribal Police to Public Retirement System  


 


This memorandum is provided in confidence and subject to the attorney-client privilege.  We 


have not provided copies to anyone other than you.  To preserve the attorney-client privilege, 


you should disclose the contents of this memorandum only to persons making decisions on the 


matters discussed herein.   


 


Moreover, as you requested, this memorandum provides a brief overview.  This memorandum 


was prepared for another client and has been edited to remove identifying information.  If you 


would like us to provide a more comprehensive memorandum tailored to your issue, please let us 


know. 


 


I. OVERVIEW OF LAW GOVERNING NATIVE AMERICAN TRIBES 


A. History of Native American Tribal Retirement Plan 


When the Small Business Jobs Protection Act of 1996 ("SBJPA") was enacted, it 


amended the Internal Revenue Code ("Code") to provide that Indian tribal government 


employers could include a qualified cash or deferred arrangement ("CODA") as part of a plan 


maintained by a tribe.  This Act confirmed that, unlike state and local governments, tribes could 


sponsor 401(k) plans under ERISA.   This lead to the conclusion that the tribes were not 


considered state or local governments for purposes of ERISA.   Thus, after the enactment of the 


SBJPA, tribes were treated as subject to ERISA. 


 


On August 17, 2006, the Pension Protection Act ("PPA") became law.   Section 906 of 


the PPA amended Code Section 414(d) and ERISA Section 3(32) to revise the definition of 


"governmental plan" to include certain functions of tribes.  Specifically, the definition was 


amended to add the following: 


 


The term 'governmental plan' includes a plan which is established and maintained 


by an Indian tribal government (as defined in § 7701(a)(40) of the Internal 


revenue Code of 1986), a subdivision of an Indian tribal government (determined 


in accordance with § 7871(d) of such Code), or an agency or instrumentality of 


either, and all of the participants of which are employees of such entity 


substantially all of whose services as such an employee are in the performance of 


essential governmental functions but not in the performance of commercial 


activities (whether or not an essential governmental function). 
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Code Section 414(d). 


 


Furthermore, Notice 2006-89 sets forth that a governmental plan includes the teachers in 


tribal schools, "but a governmental plan does not include a plan covering tribal employees who 


are employed by a hotel, casino, service station, convenience store, or marina operated by a tribal 


government."  Notice 2006-89 provided transitional relief based on a reasonable and good faith 


interpretation.  However, Notice 2006-89 specifically states that it is not a reasonable and good 


faith interpretation for "employees who perform the following commercial activities to continue 


to accrue benefits" under a tribal plan: "employees who are employed by a hotel, casino, service 


station, convenience store, or marina operated by the [tribe] from the first day of the first plan 


year beginning on or after August 17, 2006."   Notice 2006-89 also provided a method for tribal 


employer plans which covered both commercial employees and governmental employees to split 


their plans and assign the employees to the proper plans.  Notice 2007-67 extended the 


transitional relief of Notice 2006-89 to a date that is six months after guidance is issued under the 


new rules. 


 


B. Advanced Notice of Proposed Rulemaking – November 7, 2011 


On November 7, 2011, the Department of Treasury and the Internal Revenue Service 


("IRS") issued an Advance Notice of Proposed Rulemaking ("ANPR").  The ANPR proposes to 


amend Treasury Regulation Section 1.414(d)-1 to add paragraph (g).  Under the ANPR, a 


governmental plan, as applied to an Indian tribal government would be defined as follows: 


 


[A] governmental plan as it relates to an Indian tribal government is a plan that is 


established and maintained for its employees by an Indian tribal government, a 


subdivision of an Indian tribal government, or an agency or instrumentality of 


either (ITG), provided that the employees covered under the plan provide 


substantially all of their services in the performance of governmental activities as 


determined in paragraph (g)(6) of this section. 


 


 A commercial retirement plan for an Indian tribe would be defined as: 


 


[A] plan of an ITG that covers any ITG employee who is not a governmental ITG 


employee under paragraph (g)(8) of this section or that covers any individual who 


is not an employee of an ITG. 


 


The proposed regulations set forth a two-part test.  The first part of the test is to 


determine whether the activities are commercial or governmental.  Examples of commercial 


activities include activities relating to the operation of a hotel, casino, service station, 


convenience store, or marina.  The facts and circumstances considerations related to commercial 


activities include the following: 


 


• Whether the activity is a type of activity that is operated to earn a profit; 


• Whether the activity is a type of activity that is typically performed by 


private businesses; 
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• Whether the activity is a type of activity where the customers are 


substantially from outside of the Indian tribal community, including 


whether the activity is located or conducted outside of Indian tribal land. 


 


Examples of governmental activities include: 


 


• Activities related to the building and maintaining of public roads, public 


sidewalks, public buildings, and related areas such as parking lots; 


• Activities that are related to public sewer and drainage facilities, and 


related facilities such as a waste-water treatment plant; 


• Activities relating to public works projects, such as schools and 


government buildings;  


• Activities relating to public utilities, such as electricity and other power 


sources, including the development of newer or emerging technologies; 


• Activities relating to providing criminal protection services such as police 


and fire departments, providing civil or public administrative services such 


as operating and managing public schools, managing and providing 


services as public hospitals and health clinics, operating the government's 


civil service system and other public services; 


• Activities subject to a treaty or special rules that pertain to trust land 


ownership and use. 


 


Prop. Reg. § 1.414(d)-1(g)(6). (Emphasis added.)  The facts and circumstances related to 


whether an activity is a governmental activity include the following: 


 


• Whether the activity produces a public benefit to members of the Indian 


tribal government;  


• Whether there is an absence of one or more of the relevant factors listed 


for a commercial activity as provided in paragraph (g)(7), e.g. hotel, 


casino, service station, convenience store, or marina. 


 


The second part of the test requires that a determination be made as to whether an 


employee is an employee substantially all of whose services are in the performance of a 


governmental activity or a commercial activity.   


 


You have asked whether police officers can be members in a governmental plan if the 


tribal police department is funded, in part, through revenue generated from commercial activity.  


Specifically, you explain that the revenue from commercial activity does not go directly to the 


police department.  Rather, the revenue goes to the tribal governmental and the tribal government 


allocates funding to the different departments.  In making the determination of whether an 


employee's services constitute services in the performance of a governmental activity, the IRS 


guidance does not require that the funds from commercial activity and the funds from 


governmental activities remain completely segregated. Rather, the Proposed Regulations 


consider the following factors: (i) location of the activity, (ii) payroll records, and (iii) duties and 


responsibilities.  To expand upon the "payroll records" factor, the Proposed Regulations provide 


as follows: 
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(iii) Payroll records. If an employee is on the payroll of an ITG [Indian Tribal 


Government] entity that is engaged in a commercial activity (within the meaning 


of paragraph (g)(7) of this section), the employee's assigned duties and 


responsibilities are being treated as for the commercial activity and, thus, the 


employee is a commercial ITG employee. For example, if a cashier is on the 


payroll of a convenience store (which is a commercial activity under paragraph 


(g)(7)(i)(D) of this section) owned by an ITG, the cashier is a commercial ITG 


employee within the meaning of paragraph (g)(8) of this section. 


 


Prop. Reg. § 1.414(d)-1(g)(8)(iii) (emphasis added).   As you note, the police officers may, 


indirectly, receive funding from revenue generated by commercial activity; however, 


importantly, the police officers are on the payroll for the police department, not the commercial 


entity.  Thus, assuming the other factors are met, the fact that some of the funding may have 


been received from revenue generated by commercial activity is not determinative.  


 


Importantly, there is no de minimis rule with respect to coverage of commercial 


employees.  This means that if a plan covers even one commercial employee, the plan risks its 


governmental plan status.  The proposed regulation provides that a plan will not be treated as 


failing to satisfy the proposed rules if a plan makes a reasonable, good faith interpretation of the 


rules.  However, the reasonable, good faith relief only applies if the plans provide uniform 


benefit levels for employees of governmental and commercial plans. 


 


C. Issues Related to Tribal Participation in Public Retirement Plan 


1. Sovereign Immunity 


As affirmed by the Supreme Court of the United States, the doctrine of tribal sovereign 


immunity continues in the United States.  See Michigan v. Bay Mills Indian Community, 134 S. 


Ct. 2024 (2014).  Moreover, tribal immunity applies to suits brought by a State and "tribal 


immunity is a matter of federal law and is not subject to diminution by the States."  Id. at 2031 


(citations omitted).  The Supreme Court further stated that this immunity includes the "tribe's 


commercial activities, even when they take place off Indian lands."  Id.  The court noted that "if a 


State really wants to sue a tribe . . ., the State need only bargain for a waiver of immunity."  Id.; 


see also Oklahoma Tax Comm'n v. Citizen Band Potawatomi Indian Tribe of Oklahoma, 498 


U.S. 505, 509 (1991) ("Suits against Indian tribes are thus barred by sovereign immunity absent 


a clear waiver by the tribe or congressional abrogation."). 


 


Thus, in order to enforce the rules and requirements of a Retirement System, a tribal 


compact or agreement would need to include a waiver of sovereign immunity.  Undoubtedly, a 


waiver of sovereign immunity will be carefully scrutinized by a tribe.  Moreover, the plan should 


be amended to note that by participating in the Retirement System, a tribal government waives 


sovereign immunity and agrees to be subjected to all statutory provisions and any other 


applicable laws as they relate to the Retirement System.  Further, the plan should be amended to 


provide a binding guarantee of payment options and that participation in the Retirement System 


would continue into perpetuity.    
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2. Social Security 


A tribal employee's participation in the Retirement System will not impact his or her 


Social Security coverage.  State and local employees who are members of a "qualified 


replacement plan" may only be covered under Social Security under an agreement between the 


State and the Social Security Administration called a Section 218 Agreement.   


Indian tribal governments are not treated as states for purposes of Social Security and 


Medicare taxes, and they may not enter into Section 218 Agreements.
1
  Code Section 7871; IRS 


Publication 963 (2014), p. 5-17. Therefore, tribal employees generally are treated as private 


employees for purposes of Social Security.  Their coverage under Social Security is mandatory 


and will continue if they join the Retirement System, notwithstanding its status as a "qualified 


replacement plan."    


3. Dual Status as a Governmental and Non-Governmental Employer 


Given the multi-facet composition of a Native American Tribe, the tribe may consist of 


employees who perform governmental functions and may participate in a governmental plan, and 


employees who perform commercial functions who will be governed by ERISA.  To properly 


determine whether an employee performs a governmental function or a commercial function, the 


tribe will need to undertake the facts and circumstances test as set forth above.  This likely would 


need to be done by the tribe, which will be in the best position to understand the role of each 


employee.  However, the risk will fall upon the Retirement System if an employee has been 


misclassified.  Additionally, the tribe could obtain a Private Letter Ruling ("PLR") from the IRS 


that the specific group of employees would be considered employees for whom substantially all 


of the services performed by the employee are in the performance of a governmental activity.  


However, as noted below, we think that it is unlikely that the IRS will issue a PLR while the 


Proposed Treasury Regulations are still pending.  Furthermore, as noted above, admission of 


even one tribal government commercial employee into a governmental plan can jeopardize the 


status of the governmental plan.    


 


 


II. RECOMMENDATIONS 


In addition to the recommendations set forth above, we recommend the following: 


 


• Sovereign Immunity
2
 – Whether set out in the plan or provided for specifically in 


the agreement with the tribe (or both), it should be clearly set forth that 


participation in the Retirement Systems is contingent on a resolution from the 


tribe waiving sovereign immunity with respect to all disputes involving the 


interpretation of state statutes, plan language, and laws applicable to the 


                                                
1 In 2018, the "Tribal Social Security Fairness Act of 2018" was passed to allow tribal council members to enter into 


a Section 218 Agreement with the Social Security Administration.   This addressed a 1959 IRS ruling which found 


that services performed by tribal council members did not constitute "employment" for FICA purposes.   
2 The language of the agreement with the tribe may determine how much and to what extent sovereign immunity 


will need to be waived.   
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Retirement System and that such disputes will be resolved in state court.  The 


tribe should also agree to any requirements with respect to the timely payment of 


contributions and amounts due by the employer, including enforcement of the 


collection of such payments.  Moreover, the tribe should agree to participation in 


perpetuity. 


 


• Actuarial Survey – The Retirement System may want to consider requiring an 


actuarial survey.  This would assist the tribe in determining whether it would be 


economically feasible for the tribe to participate in the retirement program. 


 


• Nongovernmental Employees – Procedures should be put in place to ensure that 


the Retirement Systems do not allow admission of nongovernmental tribal 


employees.  Ideally, this would be performed through a PLR process with 


admission contingent on a favorable PLR from the IRS.  However, given that the 


Proposed Treasury Regulations have not been finalized, we do not think it is 


likely that the IRS would issue a PLR at this time.  In fact, the IRS has not issued 


a PLR regarding the admission of tribal governments in a state plan since 2005.  


Moreover, given the change in administration, it is unclear whether the proposed 


regulations will proceed, and we cannot predict how this will impact the IRS' 


willingness to issue a PLR.  As noted above, admission of even one tribal 


government commercial employee into a governmental plan can jeopardize the 


status of the governmental plan.    


 


• Withdrawal Considerations – Any agreement with a tribal government to 


participate in the retirement system should take into consideration potential 


withdrawal of the entity.  For example, it should be considered whether the tribal 


government's decision to withdraw results in a "soft-freeze" (meaning 


contributions will continue to be made for current members and the current 


members will continue to accrue service and benefits but the plan will be closed 


to new tribal government employees), a "hard-freeze" (contributions and 


continued accrual of benefits cease but the contributions remain in the plan until a 


distributable event occurs), a "spin off" to a new plan with a transfer of 


contributions (Code § 414(l), is not directly applicable to a governmental plan but 


provides useful guidance and Rev. Rul. 67-213 provides guidance regarding plan 


to plan transfers), or an employer termination (this would constitute a 


distributable event).  Depending on the potential avenue LEOFF would like to 


consider, we can provide additional information regarding implementation of 


these options.   In addition, LEOFF will want to consult with its actuaries 


regarding withdrawal liability and the amount of contributions which should be 


made to LEOFF prior to withdrawal.   Importantly, we think consideration should 


be given to how the tribe and the system will handle the transient nature (from 


commercial to governmental and back to commercial) of some of the tribal 


employees, including educating the tribe on the need for accurate employee status 


reporting.  
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III. CONCLUSION 


Very few states allow admission of tribal government employees into the state retirement 


system.  With the exception of Arizona, those few states that have done so have typically limited 


admission to a select group of tribal government employees who perform state functions or have 


been empowered with authority under state law.  For example, some states have allowed tribal 


police departments to participate when the tribal police departments have been empowered with 


state authority.  See Appendix A.   


 


There are several reasons which may contribute to the lack of inclusion of tribal 


employees in public retirement systems.  For most public retirement systems, the definition of 


"employers" would not include Indian tribes.  Furthermore, for the reasons stated above, 


admission in public retirement systems would necessarily require that the tribe waive sovereign 


immunity, and waiving sovereign immunity would be a step not taken lightly by a tribal 


government.  In addition to the waiver of sovereign immunity, the tribe would also lose control 


over the retirement plan provisions if the tribe participated in the state retirement system.  


Another factor which may contribute to the lack of participation is the cost.  Participation in a 


state retirement system may result in substantially higher costs than if the tribe participated in its 


own retirement plans.  Furthermore, absent a PLR, admission of a tribe or a group of tribal 


employees carries risk that if a nongovernmental employee is allowed to participate in the 


governmental plan, the state plan's status as a qualified governmental plan could be jeopardized. 


 


When it comes to retirement planning, it should be noted that tribal governments have 


other options.  Tribal governments can create their own retirement plans.  The retirement plans 


can be administered by the tribe or certain financial institutions can administer plan for the tribe.  


This allows tribal governments to maintain the protection of tribal sovereignty and independence 


from state governments.  Tribal governments could also participate in a multiple employer plan 


with other tribes.  These options would allow the tribes the ability to maintain sovereign 


immunity, independence from state governance and regulation, and retain control over the costs 


and plan provisions. 


 


In sum, if a tribal government is allowed to participate in a public retirement system, 


caution must be exercised to limit admission to only those employee groups which perform 


essential governmental functions, and admission must be contingent on a waiver of sovereign 


immunity. 
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APPENDIX A: ANALYSIS OF OTHER STATES AND TRIBAL GOVERNMENTS 


A. Private Letter Rulings 


1. PLR 200404059 (01/23/2004) 


In PLR 200404059, the state passed statutes which authorized the tribe to exercise the 


powers of a state law enforcement agency and to appoint state licensed peace officers with the 


same powers as peace officers employed by municipalities and counties if certain requirements 


were met.  Specifically, the peace officers had to be licensed by state and comply with the state 


training standards.  Moreover, the statute required that the tribal police department enter into 


mutual aid agreements with the county and city to define and regulate the law enforcement 


services and provide for mutual aid.  In addition, the tribal police officers were required to agree 


to be subject to the supervision of the county sheriff's office and county attorney.  Based on the 


facts and circumstances, the IRS concluded that the tribal police department would be considered 


an agency or instrumentality of the state and that participation in the state retirement system 


would not adversely affect the status of the Plan as a governmental plan.  (Emphasis added.) 


2. PLR 200514024 (04/08/2005)
3
 


In PLR 200514024, it was requested that the IRS rule on whether a tribal police 


department was considered an agency of instrumentality of the state and could participate in the 


state retirement plan without adversely affecting the plan's status as a governmental plan.  


Specifically, the "State passed legislation treating the tribal police department as state law 


enforcement agencies and treating their police officers as state peace officers, provided certain 


requirements were met."  To exercise state police powers, the tribal police department had to do 


the following: agree to be subject to liability for torts for its officers and employees acting within 


the scope of their employment, file a bond or certificate of insurance for liability coverage with 


the Board, and agree to be subject to the state laws relating to data practices of law enforcement 


agencies.  The tribal police officers also had to meet the same licensure and training standards as 


other law enforcement officers in the state.  Moreover, the tribal police department had to enter 


into mutual aid cooperative agreements with the county and city to define, coordinate, and 


regulate the law enforcement services on the reservation.  Under the cooperative agreement, the 


tribal police department is under the supervision of the county sheriff and county attorney.  The 


IRS determined that the tribal police department was an agency or instrumentality of the state for 


purposes of enforcing state law and that the contributions made by the tribal police department 


were contributions to a governmental plan within the meaning of Code Section 414(d), which 


would not adversely affect the status of the governmental plan.   (Emphasis added.) 


B. Arizona 


ARIZ. REV. STAT. § 38-851(A) provides that any Indian tribe "may request to become a 


participating employer in the system on behalf of a designated eligible employee group.   Upon a 


resolution from the Indian tribe, the tribe "shall be considered as a participating employer on 


proper execution of a joinder agreement in which the employer unconditionally accepts the 


                                                
3 In addition, PLR 200541048 (10/14/2005) reached a similar conclusion and appears to be based on the same 


statutory language and facts as PLR 200514024. 
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provisions of the system and binds the employer's designated eligible employees to those 


provisions."  Prior to participation, the Indian tribe must "request a preliminary actuarial survey 


to determine the estimated cost of participation, the benefits to be derived and other such 


information as may be deemed appropriate.  The cost of such a survey shall be paid by [the] . . . 


Indian tribe . . . ."  Id. at § 38-851(D).  Additionally, the Indian tribe employer, by resolution, 


shall: 


1. Agree that all disputes involving interpretation of state statutes 


involving the system, and any amendments to such statutes, will be 


resolved through the court system of this state. 


2. Agree to be bound by statute statutes and laws that regulate and 


interpret the provisions of the system, including eligibility to 


membership in the system, service credits and the rights of any 


claimant to benefits and the amount of such benefits. 


3. Agree to meet any requirements that the board may prescribe to ensure 


timely payment of member and employer contributions and any other 


amounts due from the employer to the system. 


4. Include in the joinder agreement any other provision deemed 


necessary by the board for the administration or enforcement of the 


agreement. 


 


ARIZ. REV. STAT. § 38-851(E).  In addition, employees of the Indian Oasis Unified School 


District, which consists of five schools that serve as the education center for the Tohono 


O'odham Nation, participate in the Arizona Teachers' Retirement System because the school is 


deemed a state public school. 


 


C. Florida 


Florida created two special improvement districts within the reservations for the 


Seminole and Miccosuke tribes.  FLA. STAT. § 285.17.  The statute designated the governing 


bodies of the tribes as governing bodies of the special improvement districts.  FLA. STAT. § 


285.18. Specifically, the statute provides that law enforcement personnel shall have the 


privileges, protections, and benefits other peace officers receive under Florida law.  FLA. STAT. § 


285.18(2)(c)(2). It also requires that the officers meet state training standards.   FLA. STAT. § 


285.18(2)(d).  Moreover, the statute provides that the special improvement districts may apply 


for coverage of their officers "under the state retirement system subject to necessary action by 


the districts to pay employer contributions into the state retirement fund."  FLA. STAT. § 


285.18(2)(d). 


 


D. Michigan 


In Michigan, the JKL Bahweting School had previously served as a tribal school 


sponsored by the Sault tribe.  However, the school is now deemed a "public school academy" 


under the Michigan Revised School Code.  The school is chartered by the Northern Michigan 


University and is funded through the state and the BIA.  Given that it is deemed a "public school 


academy," the teachers participate in the Michigan Teachers' Retirement System. 
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E. Minnesota 


Minnesota Statute 353.64, subdivision 11 provides the following: 


 


(a) The governing body of a tribal police department which is exercising state 


arrest powers under section 626.90, 626.91, 626.92, or 626.93 may request by 


resolution to the executive director that its police officers be considered public 


employees under section 353.01, subdivision 2, be considered a police officer 


under section 353.64, subdivision 1, and become members of the public 


employees police and fire retirement plan and that the tribal police department 


be considered a governmental subdivision under section 353.01, subdivision 


6. 


(b) Following the approval of the request by the executive director, the head of 


the police department or that person's designee must immediately report for 


membership in the police and fire fund a person who is employed as a full-


time or part-time police officer in a position that meets the conditions in 


sections 353.01, subdivision 2a, and 353.64, subdivisions 1 and 2.  The police 


department head or that person's designee must deduct the employee 


contributions from the salary of each eligible police officer as required by 


section 353.65, subdivision 2, and make the employer contributions required 


by section 353.65, subdivision 3.  The head of the police department or that 


person's designee must meet the reporting requirements in section 353.65, 


subdivision 4. 


 


Notably, the original statutory language in 2000 required that the tribal police department 


obtain a PLR providing that (1) the tribal police department is an agency or instrumentality of the 


state of Minnesota for purposes of enforcing state law; and (2) contributions made by the tribal 


police department to a retirement plan on behalf of employees of the tribal police department are 


contributions to a governmental plan within the meaning of section 414(d) of the Internal 


Revenue Code.
4
  In 2008, the statute was amended to remove the PLR requirement. 


 


 


                                                
4 PLR 200405015 references a state statute passed in 2000 authorizing a tribe's peace officers to become participants 


in the state plan contingent on receiving a favorable ruling from the IRS.  Similar to the other PLRs above, the IRS 


noted that the state controlled the scope and conditions of the tribal peace officers, and the statute treated the officers 


as a political subdivision of the state.  Thus, the IRS concluded that the peace officers were an instrumentality of the 


state and participation in the state plan would not adversely affect the status of the plan as a governmental plan. 
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November 27, 2019 


Steve Nelsen 
Executive Director 
LEOFF Plan 2 Retirement Board 
P.O. Box 40918 
Olympia, Washington 98504 


RE:  ACTUARIAL ANALYSIS FOR THE LEOFF 2 BOARD TRIBAL 
PARTICIPATION STUDY 


Dear Steve: 


At your request, we prepared actuarial analysis on the potential impact of tribal law 
enforcement officers joining the Law Enforcement Officers’ and Fire Fighters’ Retirement 
System Plan 2 (LEOFF 2).  Using data provided by LEOFF 2 Board staff, we estimated the 
impact to contribution rates of a hypothetical group of tribal law enforcement officers 
entering the plan.  This letter shows the results of those calculations along with how the 
impacts could change when the demographic make-up of the group varies. 


Overall, our analysis shows that the hypothetical group could lead to an increase in 
contribution rates.  If this proposal were to become law, the actual impact could be more or 
less than illustrated in this letter. 


Actuarial Results 


For the purposes of this analysis, we relied on survey data provided by the LEOFF 2 Board 
staff to develop the hypothetical new entrant group.  This data informed our selection of 
average member statistics and a potential impacted headcount.  Please see Appendix A for 
further details. 


The hypothetical group we priced is comprised of 100 members, average age 40, with 
10 years of experience, and an average salary of $72,000.  The following table outlines the 
expected impact to contribution rates under this illustration 


Impact on Contribution Rates 


  LEOFF 2 


Employee 0.02% 
Employer 0.01% 
State 0.01% 



mailto:state.actuary@leg.wa.gov
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These contribution rate impacts are based on estimated increases to both liabilities and the 
projected salaries over which future contributions to the plan will be funded.  See 
Appendix B for further details. 


How These Results Could Change 


The results of our analysis depend on the hypothetical group of tribal law enforcement officers 
we assume join the plan.  Changes to this group, or to the assumptions regarding the proposal, 
may produce different results.  For each of the following scenarios, we modify one assumption 
and keep all other assumed demographics the same as our underlying estimate above. 


1. If more or fewer tribal law enforcement officers join the plan, we would see a 
relatively linear increase/decrease to the contribution rate impact shown above.  
For example, if 150 tribal law enforcement officers were to join instead of 100, we 
expect the contribution rate impacts outlined above would increase by 50 percent. 


2. If average compensation is greater than we assumed for the hypothetical group, we 
see an increase to the contribution rate impact.  Note that changes to compensation 
also produce a relatively linear impact to the contribution rate.  For example, a 
20 percent increase to average salary results in approximately the same percent 
change to the contribution rate impact shown above. 


3. If officers joined and they were granted past service credit commensurate with 
their years of experience, we would expect to see more than double the impact to 
the contribution rates shown above.  Under this scenario, we assumed there are no 
offsetting assets, or rather no prior contributions for prior service are made on 
behalf of the members, and thus there would be a decrease to the funded status.  If 
prior contributions were made by either the employer, state, or member, then we 
would expect less of an impact to the contribution rates and funded status. 


We do not anticipate this proposal will have material impacts to the risk measures of the state 
retirement systems.  As noted in the prior section of this letter, material changes in the 
underlying demographics of the hypothetical group generally don’t have major impacts overall 
to the LEOFF 2 retirement system. 


Disclosures 


We prepared this preliminary analysis based on our understanding of the proposal provided 
in your email dated September 27, 2019, and our understanding of Engrossed Substitute 
House Bill 1109, section 141, which requires the Office of the State Actuary (OSA) to provide 
fiscal analysis for the Tribal Participation Study at the direction of the LEOFF 2 Board staff.  
We relied on the LEOFF 2 staff for the intent and scope of this analysis. 


Should the proposal become a bill in the upcoming session, any preliminary analysis provided 
here may change for a variety of reasons.  Bill language that varies from the proposal could 
impact the data, assumptions, and methods used in our analysis.  Further, there may be 
additional time to collect data, collaborate with the Department of Retirement Systems and 
LEOFF 2 Board staff, and further review the impacts to provide more robust analysis beyond 
what we were able to provide in this letter. 



http://leap.leg.wa.gov/leap/Budget/Detail/2019/hoBillESHB1109_0329.pdf

http://leap.leg.wa.gov/leap/Budget/Detail/2019/hoBillESHB1109_0329.pdf
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We intend this analysis to be used by the LEOFF 2 Board during the 2019 Interim as 
supplemental information to the Tribal Participation Study.  If a party other than the LEOFF 2 
Board or their staff reads this communication, they should address questions to OSA and seek 
professional guidance with the content and interpretation of this communication.  The 
analysis presented in this letter and attached Appendices should be read as a whole.  
Distributing or relying on only portions of this communication could result in misuse and may 
be misleading to others. 


This analysis, like most actuarial analysis, will quickly become outdated.  Changes to the 
demographics of the impacted plans, the assets, or the assumptions used to develop this 
analysis can impact the results presented here.  This analysis will become outdated once the 
2019 Actuarial Valuation Report (AVR) is available or additional applicable data is obtained.  


We prepared this analysis 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 letter.  
The undersigned meets the Qualification Standards of the American Academy of Actuaries to 
render the actuarial opinions contained herein.  While the analysis provided in this 
communication is meant to be complete for the intended purpose, the undersigned is 
available to offer extra advice and explanations as needed. 


Sincerely, 


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


Appendix A:  Data, Assumptions, and Methods 
Appendix B:  Impact to Liabilities and Salaries 


cc: Tim Valencia, Deputy Director 
LEOFF Plan 2 Retirement Board  


Jacob White, Senior Research & Policy Manager 
LEOFF Plan 2 Retirement Board 


Graham Dyer 
 Senior Actuarial Analyst 
Mitch DeCamp 


  Senior Actuarial Analyst    
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APPENDIX A – DATA, ASSUMPTIONS, AND METHODS 


LEOFF 2 Board staff provided our office the tribal law enforcement survey data produced as 
part of their Tribal Participation Study.  Among other questions, the survey asked tribal law 
enforcement departments for key demographic values about the officers employed at their 
respective departments. 


These demographics include: 


❖ Number of Law Enforcement Officers. 


❖ Average Age. 


❖ Average Salary. 


❖ Average Years of Experience. 


Based on the departments that responded to the survey, we formed a hypothetical average 
member.  We used the sum of officers across all responding departments to determine the 
number of hypothetical members to add to our model.  We assumed all these members would 
enter the plan without past service credit, but we used the average years of experience to 
approximate their attained level of career advancement.  The level of career advancement 
impacts assumptions about future compensation growth and the chance that the member 
might terminate employment.  Generally, the less/more service the greater/less the members 
compensation will grow and greater/less the chance the member will terminate employment.  
We assumed 90 percent of members entering the plan would be male and 10 percent would be 
female. 


We relied on this data from the LEOFF 2 Board staff and inherently the tribal law 
enforcement departments.  We did not audit this data, but determined it was substantially 
complete and reasonable for purposes of this illustration. 


The table below shows the key demographics we used in the Actuarial Results section. 


New Member Profile 


  LEOFF 


New Members 100 
Average Age 40 
Average Compensation $72,000 
Years of Experience* 10 
*We use Years of Experience to approximate 
career advancement.  It is not used to 
determine eligibility or benefits. 


We believe the assumptions and methods selected for this illustration are reasonable and 
appropriate for the purposes of this analysis.  Unless otherwise noted, the assets, data, 
methods, and assumptions are consistent with our 2018 AVR, available on our website.  



http://leg.wa.gov/osa/pensionfunding/Pages/Valuations.aspx
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APPENDIX B – IMPACT TO LIABILITIES AND SALARIES 


Impact on Pension Liability 
(Actuarial Present Value of Projected Benefits)* 


(Dollars in Millions) Current Increase Total 


 


LEOFF 2 $14,846 $20 $14,866 
 *The value of the total commitment to all current members. 


 


Actuarial Present Value of Future Salaries* 


(Dollars in Millions) Current Increase Total 
 


LEOFF 2 $21,915 $99 $22,014 
 *The value of the future salaries expected to be paid to current 
  members. 


 
 







Tribal Law Enforcement Study
Final Report


December 18, 2019







Issue


▪ The legislature tasked the LEOFF 2 Board with studying the tax, legal, fiscal, 
policy, and administrative issues related to allowing tribal law enforcement 
officers to become members of the LEOFF 2 plan


▪ The report is due to the legislature by January 1, 2020







6 Key Decisions for Policy Makers


1. How to properly mitigate the risks of LEOFF 2 losing its governmental plan 
status?


2. Should limited authority tribal police officers be eligible for PSERS? 


3. Should tribes be allowed to opt-in to membership in LEOFF 2?


4. Should a tribe’s decision to join LEOFF 2 be irrevocable? 


5. Should the State pay a percentage of contributions for tribes?


6. Should tribal police officers be able to purchase retroactive service credit? 







How to properly mitigate the risks of LEOFF 2 losing 
its governmental plan status?


▪ One commercial tribal employee enrolled into the plan jeopardizes plan status


▪ DRS must have ability to audit the employer, and enforce the laws, rules and 
regulations of the plan


▪ Tribal Compact with limited waiver of Sovereign Immunity







Should limited authority tribal police officers be 
eligible for a different retirement system? 


▪ Existing law allows a path for tribes to have their officers be general authority


▪ Tribal Police Officers are considered limited authority officers, unless the tribe 
and the officer have met certain criteria under this law


▪ Limited authority officers are currently covered by the Public Safety Employees' 
Retirement System (PSERS), instead of LEOFF 2







Should tribes be allowed to opt-in to membership in 
LEOFF 2?


▪ Employers meeting the definition of a LEOFF 2 employer, are mandated into 
membership


▪ This would create an issue related to tribal sovereignty, as the state could not 
require a tribe to be subject to the requirements of LEOFF 2 without the tribe 
waiving sovereign immunity







Should a tribe’s decision to join LEOFF 2 be 
irrevocable?


▪ Financial risk to the plan if tribes join LEOFF 2 and then determine they no 
longer want to be members


▪ Currently, no Washington State pension system allows for withdrawal


▪ If tribes are allowed to withdraw, the law should identify what the process and 
liability of withdrawing from membership includes







Should the State pay a percentage of contributions 
for tribes?


▪ Law must address what percentage of contributions the employer and state pay


▪ Most LEOFF 2 Employers – 50% Member/30% Employer/20% State


▪ Port Districts/Higher Ed. – 50% Member/50% Employer/0% State







Should tribal police officers be able to purchase 
retroactive service credit? 


▪ If allowed, the law must address who will pay the full actuarial cost of the benefit 
in order to limit the financial impact to LEOFF 2


▪ Typically, member pays full actuarial cost


▪ Some instances where employer paid a portion, or where LEOFF 2 subsidizes a 
portion of the cost







Actuarial Analysis







Rate Impact







Next Steps


▪ Approve Final Report to send to Legislature







Thank You


Jacob White


Senior Research & Policy Manager


(360) 586-2327


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


 
FINAL PROPOSAL 
By Jacob White 
Senior Research & Policy Manager 
360-586-2327 
jacob.white@leoff.wa.gov 
 
 ISSUE  
Members must make an irrevocable decision to leave a survivor benefit prior to knowing 
exactly what their pension benefit will be.  
 


 OVERVIEW 
This report will provide information on the irrevocable election of a member’s survivor option. 
It will also explain how a member receives an estimate of their benefit prior to retirement, the 
accuracy of those estimates, policy reasons for why the decision to leave a survivor benefit is 
irrevocable, and information on how other state retirement plans treat survivor options. 
 


 BACKGROUND AND POLICY ISSUES 
What is a survivor option? 
LEOFF Plan 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 Plan 2 is referred to as a survivor benefit option. The member must make 
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 
only lasts for the member’s lifetime. 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 during 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 during 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 during his 
or her lifetime. 
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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 Plan 
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 Plan 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. If the survivor is younger than the retiree the reduction in benefit 
will be greater. If the survivor is older than the retiree there is still a reduction in benefit; 
however, the reduction will be less. 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. 


a. PERS members must return to work for two years before they are able to re-
retire and change their survivor option. 


 
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 
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.  
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How accurate are benefit estimates? 
DRS tracks the accuracy of estimates as part of their ongoing performance metrics. From 
January 2017 to August 2019 there were 1,261 LEOFF Plan 2 retirements. Of those retirements: 


• 1,164 (92.31%) estimates were within 3% of the member’s actual benefit; 
• 90 (7.14%) estimates were between 3% and 10% of the member’s actual benefit; and  
• 7 (.56%) were more than 10% different than the member’s actual benefit. 


 


 
 
There are many reasons an estimate could be different than a member’s actual benefit. 
However, according to DRS, the most common reasons for an estimate to be more than 10% 
different than the actual benefit are when the member chooses a different retirement date or 
chooses a different survivor option than they requested for the estimate.  
 
Can a member’s benefit change after retirement? 
When DRS receives additional information about an employee’s Final Average Salary or service 
credit they are required under RCW 41.50.130 to recalculate the retiree’s retirement benefit. 
This is referred to as a “recalc”. Current law does not allow a member to change their survivor 
option after a recalc. A recalc may result in either an increase or a decrease to a member’s 
benefit. The recalc is both retrospective and prospective. Therefore, in addition to the change 
in retirement benefit moving forward, DRS must pay the retiree an additional payment or 
collect from the retiree the difference in the pension payments they have received and the 
recalculated benefit amount they should have received.   
 
  


92.26%


6.80%
0.94%


92.31%


7.14%
0.56%


Under 3% 3-10% Over 10%


L2 All Systems/Plans Estimate Accuracy Comparison 
January 2017-August 2019  


All SYS/PLAN L2
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In 2018 DRS recalculated 178 LEOFF Plan 2 retirees’ pension payments (there were an 
additional 34 recalculations done that resulted in no change to a member’s benefit). Of those 
178 recalcs, 143 (80%) resulted in a decrease to a member’s benefit. The largest amount of 
change in a monthly benefit was $507.38 and the largest percentage in change in benefit was 
16.35%. Below is a table of the percentage of change to these retirees’ retirement benefit 
resulting from the recalc: 


 
% Change in 


Benefit 
# of Recalcs 


.001 - .99% 126 
1 – 4.99% 35 
5%-9.99% 14 


 10% or more 3 
 


The oldest LEOFF Plan 2 recalc completed in 2018 was more than 15 years after the member 
had retired. Below is the average turnaround time for LEOFF Plan 2 recalcs in 2018:  
 


# of days after 
Retirement 


# of Recalcs 


Within 90 days 9 
90-180 days 10 


180-365 days 24 
1 to 2 years 39 
2 to 5 years 91 


5 to 10 years 2 
More than 10 years 3 


 
DRS prioritizes recalcs that are a result of an audit finding, as those are most likely to have the 
largest impacts on members. However, DRS does not audit employers on a regular basis.  In 
fact, there are some employers who have never been audited by DRS. 
 
When a “recalc” occurs and a member’s benefit is lowered, the member may also owe DRS an 
overpayment for the pension benefits they were incorrectly paid. The determination of 
whether the member or employer must pay the overpayment is governed by RCW 41.50.130 – 
139. Typically, employers are only required to pay back the overpayment in the following 
situations: 


• Failure to properly report retiree return to work hours1; and, 
• Erroneously reporting that an employee has separated from service.2 


 


                                                           
1 RCW 41.50.139 
2 RCW 41.50.139 
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In most instances, the member is responsible for paying back the overpayment. This includes 
overpayments for an employer misreporting earnable compensation to DRS. The Director of 
DRS, in certain instances, may waive the collection of overpayment under RCW 41.50.138. 
 
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. 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, rather 
than individual life expectancies, the potential impact of anti-selection on LEOFF Plan 2 would 
be members could “game the system” to their advantage and the detriment of LEOFF Plan 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 Plan 2 are 
paid by both employers and members, the impact of anti-selection risks are paid for by both. If 
a change in policy increased anti-selection risks to the point of impacting contribution rates, 
this would likely result in intergenerational inequity because the benefit being utilized by recent 
retirees would be funded by active members.  
 
How does LEOFF Plan 2 mitigate the anti-selection risks of survivor benefits? 
Currently, the impact of anti-selection on LEOFF Plan 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 risks to LEOFF Plan 
2 will increase.  
 
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. 
 
Do other state or federal pension systems allow retirees to change their survivor election? 
A review of other public retirement plans showed that the vast majority of plans have 
irrevocable survivor elections that must be made at the time of retirement, with limited 
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opportunities (typically tied to divorce or remarriage) to change that election. However, there 
are some plans which include a limited window for retirees to change their survivor option 
election.    
 
The Oregon Public Employee Retirement System allows a retiree to change their survivor option 
selection within 60 days after the date of receiving their first benefit payment.3 The change is 
retroactive to their effective retirement date, and overpaid benefits must be repaid to PERS. 
Oregon Public Employee Retirement System has approximately 50 to 60 retirees (approximately 
0.7% of new retirees) per year change their survivor option selection. 
 
The Federal Employee Retirement System has a window to change survivor election within 30 
days of a member receiving their first regular annuity payment.4 After the 30 day period has 
passed, but less than 18 months from the beginning date of a member’s annuity, a member can 
change their election only to choose a survivor annuity or to increase a reduced survivor 
annuity amount. 
 
The Minnesota Public Employees Retirement Association Police and Fire Plan allows a survivor 
option selection to be rescinded if both the member and designated survivor mutually agree to 
allow the benefit to be recomputed as a single-life pension.5 
 
The United States Uniformed Services Retirement System allows retirees to terminate their 
survivor benefit in a one year window between the second and third anniversary following the 
first receipt of retired pay.6 None of the premiums the member paid for the survivor benefit are 
refunded and no annuity will be payable to a survivor upon the member’s death. The covered 
spouse, or former spouse, must consent to the withdrawal. Termination is permanent and 
participation may not be resumed under any circumstance.  
 
Cost Analysis 
There was not adequate time for the Office of the State Actuary (OSA) to complete an actuarial 
analysis of these policy options. However, they did review a bill draft (See Appendix A) of policy 
options 1(b) and 2(b). OSA does not expect policy option 1(b) to have a material impact on 
LEOFF Plan 2. A window of 90 days directly after retirement, is not enough time for increased 
anti-selection to become a cost factor. However, OSA did identify that a window under option 2 
could have a material impact to LEOFF Plan 2. OSA stated that costs could emerge to the plan if 
members reelect a larger joint and survivor benefit once long-term health prospects are known, 
and savings could emerge to the plan if members reelect a single life and pass away prior to a 
surviving spouse. If a policy proposal moves forward this year, OSA will prepare a formal 
actuarial fiscal note during the legislative session. 
 
                                                           
3 https://www.oregon.gov/PERS/MEM/Tier-One-Tier-Two/Documents/TierOne-TierTwo-Preretirement-Guide.pdf 
4 https://www.opm.gov/faq/retire/Can-I-change-my-survivor-benefit-election-after-retirement.ashx 
5 https://www.mnpera.org/wp-content/uploads/2018/06/PF-Updated-1.pdf 
6 https://militarypay.defense.gov/Benefits/Survivor-Benefit-Program/Stopping-SBP/ 
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 POLICY OPTIONS 
Option 1 – Window for all L2 Members: All LEOFF Plan 2 retirees have a window after the 
receipt of their first retirement payment to change their survivor election. If a member changes 
their survivor election the change is prospective only. The member must provide DRS with 
written spousal consent to change their survivor option. 


a) 60 day window 
b) 90 day window 
c) 120 day window 


 
Option 2 – Qualifying Event Window: LEOFF Plan 2 retirees may change their survivor election 
if a DRS recalculation of their benefit results in a change to the base benefit amount of:  


a) Any change in benefit amount 
b) 3% or more 
c) 5% or more 


 
The retiree has 90 days from receipt of the first recalculated pension payment to elect a new 
survivor benefit. The member will need to request a new estimate from DRS of their 
recalculated benefit with survivor options. If a member changes their survivor election the 
change is prospective only. The member must provide DRS with written spousal consent to 
change their survivor option. 
 
Option 3 – Qualifying Event Window with Further Anti-selection Risks Mitigation: 
The same as Option 2 except to further mitigate anti-selection risks a retiree’s ability to change 
their survivor option election is limited based on the impact of the recalculation.  


• If a retiree’s benefit increases due to a recalculation they may only select a larger 
survivor option.  


• If a retiree’s benefit decreases due to a recalculation they may only select a smaller 
survivor option.  


 
This option helps further limit retirees using the qualifying event window as an opportunity to 
change their survivor option election not because of the change in their benefit amount due to 
the recalculation but instead because of additional information about their life expectancy or 
their survivor’s life expectancy. 
 


SUPPORTING INFORMATION 
Appendix A: Bill Draft – Option 1(B) and 2(C)  
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APPENDIX A 
An Act relating to creating a window for certain retirees to change their survivor 
option election after retirement; amending RCW 41.26.460 
Sec. 1. RCW 41.26.460 is amended to read as follows: 
 


(1) Upon retirement for service as prescribed in RCW 41.26.430 or disability 
retirement under RCW 41.26.470, a member shall elect to have the retirement 
allowance paid pursuant to the following options, calculated so as to be actuarially 
equivalent to each other. 


(a) Standard allowance. A member electing this option shall receive a retirement 
allowance payable throughout such member's life. However, if the retiree dies before 
the total of the retirement allowance paid to such retiree equals the amount of such 
retiree's accumulated contributions at the time of retirement, then the balance shall be 
paid to the member's estate, or such person or persons, trust, or organization as the 
retiree shall have nominated by written designation duly executed and filed with the 
department; or if there be no such designated person or persons still living at the time of 
the retiree's death, then to the surviving spouse or domestic partner; or if there be 
neither such designated person or persons still living at the time of death nor a surviving 
spouse or domestic partner, then to the retiree's legal representative. 


(b) The department shall adopt rules that allow a member to select a retirement 
option that pays the member a reduced retirement allowance and upon death, such 
portion of the member's reduced retirement allowance as the department by rule 
designates shall be continued throughout the life of and paid to a designated person. 
Such person shall be nominated by the member by written designation duly executed 
and filed with the department at the time of retirement. The options adopted by the 
department shall include, but are not limited to, a joint and one hundred percent survivor 
option and a joint and fifty percent survivor option. 


(2)(a) A member, if married or a domestic partner, must provide the written 
consent of his or her spouse or domestic partner to the option selected under this 
section, except as provided in (b) and (c) of this subsection. If a member is married or a 
domestic partner and both the member and member's spouse or domestic partner do 
not give written consent to an option under this section, the department will pay the 
member a joint and fifty percent survivor benefit and record the member's spouse or 
domestic partner as the beneficiary. Such benefit shall be calculated to be actuarially 
equivalent to the benefit options available under subsection (1) of this section unless 
spousal or domestic partner consent is not required as provided in (b) and (c) of this 
subsection. 


(b) Written consent from a spouse or domestic partner is not required if a 
member who is married or a domestic partner selects a joint and survivor option under 
subsection (1)(b) of this section and names the member's spouse or domestic partner 
as the survivor beneficiary. 


(c) If a copy of a dissolution order designating a survivor beneficiary under 
RCW 41.50.790 has been filed with the department at least thirty days prior to a 
member's retirement: 



http://app.leg.wa.gov/RCW/default.aspx?cite=41.26.460

http://app.leg.wa.gov/RCW/default.aspx?cite=41.26.430

http://app.leg.wa.gov/RCW/default.aspx?cite=41.26.470

http://app.leg.wa.gov/RCW/default.aspx?cite=41.50.790
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(i) The department shall honor the designation as if made by the member under 
subsection (1) of this section; and 


(ii) The spousal or domestic partner consent provisions of (a) of this subsection 
do not apply. 


(3)(a) Any member who retired before January 1, 1996, and who elected to 
receive a reduced retirement allowance under subsection (1)(b) or (2) of this section is 
entitled to receive a retirement allowance adjusted in accordance with (b) of this 
subsection, if they meet the following conditions: 


(i) The retiree's designated beneficiary predeceases or has predeceased the 
retiree; and 


(ii) The retiree provides to the department proper proof of the designated 
beneficiary's death. 


(b) The retirement allowance payable to the retiree, as of July 1, 1998, or the 
date of the designated beneficiary's death, whichever comes last, shall be increased by 
the percentage derived in (c) of this subsection. 


(c) The percentage increase shall be derived by the following: 
(i) One hundred percent multiplied by the result of (c)(ii) of this subsection 


converted to a percent; 
(ii) Subtract one from the reciprocal of the appropriate joint and survivor option 


factor; 
(iii) The joint and survivor option factor shall be from the table in effect as of July 


1, 1998. 
(d) The adjustment under (b) of this subsection shall accrue from the beginning 


of the month following the date of the designated beneficiary's death or from July 1, 
1998, whichever comes last. 


(4) No later than July 1, 2001, the department shall adopt rules that allow a 
member additional actuarially equivalent survivor benefit options, and shall include, but 
are not limited to: 


(a)(i) A retired member who retired without designating a survivor beneficiary 
shall have the opportunity to designate their spouse or domestic partner from a 
postretirement marriage or domestic partnership as a survivor during a one-year period 
beginning one year after the date of the postretirement marriage or domestic 
partnership provided the retirement allowance payable to the retiree is not subject to 
periodic payments pursuant to a property division obligation as provided for in 
RCW 41.50.670. 


(ii) A member who entered into a postretirement marriage or domestic 
partnership prior to the effective date of the rules adopted pursuant to this subsection 
and satisfies the conditions of (a)(i) of this subsection shall have one year to designate 
their spouse or domestic partner as a survivor beneficiary following the adoption of the 
rules. 


(b) A retired member who elected to receive a reduced retirement allowance 
under this section and designated a nonspouse or a person not their domestic partner 
as survivor beneficiary shall have the opportunity to remove the survivor designation 
and have their future benefit adjusted. 



http://app.leg.wa.gov/RCW/default.aspx?cite=41.50.670





  


Survivor Option Reelection Page 10 
Final, December 18, 2019 


(c) The department may make an additional charge, if necessary, to ensure that 
the benefits provided under this subsection remain actuarially equivalent. 


(5) No later than July 1, 2003, the department shall adopt rules to permit: 
(a) A court-approved property settlement incident to a court decree of dissolution 


made before retirement to provide that benefits payable to a member who meets the 
length of service requirements of RCW 41.26.530(1) and the member's divorcing 
spouse or domestic partner be divided into two separate benefits payable over the life of 
each spouse or domestic partner. 


The member shall have available the benefit options of subsection (1) of this 
section upon retirement, and if remarried or in a domestic partnership at the time of 
retirement remains subject to the spousal or domestic partner consent requirements of 
subsection (2) of this section. Any reductions of the member's benefit subsequent to the 
division into two separate benefits shall be made solely to the separate benefit of the 
member. 


The nonmember ex spouse or former domestic partner shall be eligible to 
commence receiving their separate benefit upon reaching the ages provided in 
RCW 41.26.430(1) and after filing a written application with the department. 


(b) A court-approved property settlement incident to a court decree of dissolution 
made after retirement may only divide the benefit into two separate benefits payable 
over the life of each spouse or domestic partner if the nonmember ex spouse or former 
domestic partner was selected as a survivor beneficiary at retirement. 


The retired member may later choose the survivor benefit options available in 
subsection (4) of this section. Any actuarial reductions subsequent to the division into 
two separate benefits shall be made solely to the separate benefit of the member. 


Both the retired member and the nonmember divorced spouse or domestic 
partner shall be eligible to commence receiving their separate benefits upon filing a 
copy of the dissolution order with the department in accordance with RCW 41.50.670. 


(c) The department may make an additional charge or adjustment if necessary to 
ensure that the separate benefits provided under this subsection are actuarially 
equivalent to the benefits payable prior to the decree of dissolution. 
 (6) (a) Retirees have a window of 90 days after the receipt of their first retirement 
payment to change their survivor election, including electing a standard allowance, 
made under subsection (1) of this section. If a member changes their survivor election, 
including electing a standard allowance, under this subsection the change is 
prospective only. The retiree must provide the department with the written consent of 
his or her spouse or domestic partner to the option selected under this subsection. 


(b) Retirees may change their survivor election made under subsection (1) of this 
section if a recalculation of their benefit by the department results in a change to the 
base benefit amount of three percent or more. The retiree has a 90 day window from 
receipt of their first recalculated pension payment to elect a new survivor benefit option, 
including electing a standard allowance. If a member changes their survivor election 
under this subsection, including electing a standard allowance, the change is 
prospective only. The retiree must provide the department with the written consent of 
his or her spouse or domestic partner to the option selected under this subsection.  
 



http://app.leg.wa.gov/RCW/default.aspx?cite=41.26.530

http://app.leg.wa.gov/RCW/default.aspx?cite=41.26.430

http://app.leg.wa.gov/RCW/default.aspx?cite=41.50.670
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Attendance Policy
December 18, 2019







Overview


▪ Governance Best Practice


▪ Meeting Attendance
▪ Preparation


▪ Communication/Notification


▪ Accountability


▪ Attendance Issues







Purpose and Objective


Regular Attendance and Participation Essential


▪ Share Knowledge and professional expertise


▪ Discussion of issues and developing policies


▪ Full representation during discussions


▪ Meeting quorum requirement; Board effectiveness







Meeting Attendance


▪ Review agenda, materials and supporting documentation 


▪ Reasonable effort to attend at least half of regularly scheduled meetings
▪ Includes Tele-Conference/Video Conference participation


▪ “Regularly Scheduled” =  full meetings conducted not during legislative session


▪ Participation in virtual update meetings during legislative session encouraged, but not 
required


▪ Calendar planning to avoid meeting conflicts







Meeting Attendance


▪ Expectation to notify Board staff in advance if not attending a meeting 


▪ Circumstances happen which may prevent attendance


▪ “Excused Absence” when proper notification provided


▪ Attendance recorded in meeting minutes; maintained on website


▪ Notification to Governor’s Office and stakeholder sponsors prior to 
re-appointment or upon request







Response to Attendance Issue


▪ Issue
▪ Miss three meetings in a row without proper notification of absence


▪ Miss more than half of regular board meetings in twelve-month period


▪ Response
▪ Chair will contact member to discuss the attendance issue


▪ Response shared by Chair with Board at following regular meeting


▪ Board decides what action to take







Thank You


Tim Valencia, Deputy Director


tim.valencia@leoff.wa.gov


(360) 586-2326
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Washington State 
Investment Board


Theresa Whitmarsh, Executive Director
December 18, 2019


Washington State Investment Board:  
Performance, Preparation & Evolution







Overview of Today’s WSIB


Asset Management Profile
 $141.8 billion assets under management as of September 30, 2019
 17 pension funds
 5 Labor and Industries insurance funds
 12 Permanent and other trust funds


Strategies for Continued Success
 Performance: Maximize investment returns at a prudent level of risk in 


order to meet the financial objectives of those we serve
 Preparation: Meet uncertainty with discipline; rely on an consistent 


investment process
 Evolution: Respond to changes in both risk and opportunity


Global Focus
 Investing in 74 different countries, across 6 continents
 More than 14,000 investment holdings
 Large scale ensures both access and cost-efficiency
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Market Value of Retirement Plans
September 30, 2019


 Multiple plan types with investments structured in a commingled trust fund
 LEOFF Plan 2 below includes LEOFF Benefit Improvement Fund = $327.1 million


Defined Benefit and Hybrid Defined Benefit/Defined Contribution Plans Market Value
Public Employees' Retirement System Plan 1 (PERS) $7,686,647,025
Public Employees' Retirement System Plan 2/3 $44,452,879,657
Teachers' Retirement System Plan 1 (TRS) $5,745,739,022
Teachers' Retirement System Plan 2/3 $21,718,512,439
Volunteer Fire Fighters' Relief & Pension Fund (VOLFF) $238,644,017
Washington State Patrol Retirement System Plan 1 (WSPRS) $1,255,993,920
Washington State Patrol Retirement System Plan 2 $94,902,561
Law Enforcement Officers' & Fire Fighters' Plan 1 (LEOFF) $5,937,879,640
Law Enforcement Officers' & Fire Fighters' Plan 2 $14,242,071,566
School Employees' Retirement System Plan 2/3 (SERS) $7,657,769,252
Public Safety Employees' Retirement System Plan 2 (PSERS) $728,815,505
Total $109,759,854,605


Defined Contribution Plans Market Value
Plans 3 Outside of the CTF $5,473,281,721
Deferred Compensation Program (DCP) $4,749,110,844
Judicial Retirement Account (JRA) $9,278,375
Total $10,231,670,940







Investment Performance
September 30, 2019
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Commingled Trust Fund (CTF) Market Values and Returns


 Market Value (000s) 1 Year 3 Year 5 Year 10 Year 20 Year
Since 


Inception 


Total CTF $109,759,854,605 7.51% 10.01% 8.16% 9.46% 7.28% 8.75%


Fixed Income $22,770,682,217 10.97% 4.00% 3.77% 4.41% 5.78%


Tangible Assets $5,718,030,409 4.18% 6.34% 4.24% 4.75% N/A


Real Estate $20,209,918,726 13.43% 11.44% 11.57% 11.00% 10.74%


Public Equity $35,430,737,658 1.22% 10.15% 7.35% 9.17% 5.74%


Private Equity $23,933,149,406 10.14% 15.14% 12.03% 14.17% 11.25%


Innovation $164,864,574 19.22% -15.28% -12.96% -0.12% N/A


Cash $1,532,471,615 2.47% 1.72% 1.14% 0.64% 1.61%







CEM Investment Benchmarking Analysis for WSIB
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CEM Investment Benchmarking Analysis for WSIB
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CEM Investment Benchmarking Analysis for WSIB
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Cost analysis
 CTF’s investment cost of 0.513% was lower than peer benchmark 


cost of 0.651%
 Differential of 13.8 basis points represents cost savings of $137 


million/year







Page 8


WSIB 2019 Capital Market Assumptions


Arithmetic Return Standard Deviation


Fixed Income 4.4 6


Tangible Assets 7.3 13


Real Estate 8 14


Global Equity 8.5 18.5


U.S. Equity 7.8 17.5


Non-U.S. Equity 9.4 20


Private Equity 11.5 25


Cash 2.6 1.5


Inflation 2.2







CTF Return Expectations Using Latest Capital Market Assumptions
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50.0% chance of making 7.5% in any 1 year
48.7% chance of earning 7.5% over 15 years


-22.8%


-1.4%


46.5%


16.1%


33.4%


13.4%
17.0%


9.8%7.5%
7.4%


-1.3%


4.9%


-13.3%


1.4%


1 Year 15 Years







Market Conditions: Abundant “Wild Card” Factors Create Uncertainty


Geopolitical Tensions
 Political polarity is the norm
 U.S./China trade conflicts
 Populist sentiment emerging in many regions
 Globalization vs. isolation policies
 Brexit opens a Pandora’s box
 Foreign policy tensions encompass Syria, Turkey, Iraq, Iran, Ukraine, 


Russia and North Korea


Governance Tensions
 SEC revising rules for proxy voting advisory services
 Shareholder rights vs. corporate innovation and leadership
 Fiduciary duty vs. social/environmental agendas
 Take into account ESG risk and opportunity where material to investments
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Mature Business Cycle
 Volatility is back
 Manufacturing surveys showed notable declines
 U.S. consumer confidence declined despite strength of equity markets
 The Fed lowered interest rates in July, September and October; target rate 


is now below 2%


Disruption and Transformation
 Social media has lost its innocence
 MeToo Movement
 Climate issues have potential to affect all sectors
 Energy industry faces fundamental transition
 Artificial intelligence will alter economic assumptions
 Technology faces regulatory/privacy issues
 Retail commerce is being revolutionized
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Market Conditions: Abundant “Wild Card” Factors Create Uncertainty
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Conclusion: Double Down on Investment Discipline Amid Uncertainty


 Retain focus on mission while managing evolving risks and opportunities
 Maintain strict investment discipline while advancing methodologies
 Withstand tests of market decline; avoid hubris during market surges
 Build high-integrity, longstanding relationships among stakeholders/partners
 Represent the best interest of all beneficiaries in every decision
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Law Enforcement Officers’ and Fire Fighters’ Plan 2 Retirement Board 
 


2.01 Trustee & Fiduciary 
Education  
 


Date of Original Issue:  April 19, 2004 Date Modified:  December 18, 2019 
 


 
PURPOSE 
The Law Enforcement Officers’ and Fire Fighters’ (LEOFF) Plan 2 Retirement Board 
members are trustees and fiduciaries of the LEOFF Plan 2 Retirement System. To fulfill 
statutorily mandated duties as trustees and fiduciaries, board members are required to 
attend trustee and fiduciary education. 
 
SCOPE 
This Education Policy is intended to serve as a catalyst for each Board member’s 
individual development and advancement to best serve the members and beneficiaries 
of LEOFF Plan 2. 


 
By design, individual Board members come to the LEOFF Plan 2 Retirement Board with 
diverse backgrounds, experiences, and professional responsibilities. This Education 
Policy is established to: 
1. Encourage all Board members seek and maintain up-to-date knowledge regarding 


the information necessary to fulfill fiduciary and statutorily mandated duties as 
trustees and prudently govern the retirement plan.  


2. Provide a framework through which Board members can develop the skills and 
knowledge necessary to effectively carry out their fiduciary and statutory 
duties/responsibilities, recognizing that such information can be obtained in a variety 
of formats and from a variety of sources. 


3. Set forth principles and guidelines for introductory and ongoing educational activities 
and ensure all Board members have access to the knowledge they need to 
effectively carry out their fiduciary and statutory duties.  


4. Recognize the individual roles and responsibilities of Board members and the 
necessity to achieve and maintain proficiency regarding responsible pension plan 
governance so that Board members can carry out their fiduciary and statutory duties.  
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POLICY  
 
BOARD MEMBER ORIENTATION 
A formal orientation program will be developed by the Executive Director for the benefit 
of all new Board members. The goal of the orientation program will be to help assure 
that new Board members are in a position to effectively carry out their fiduciary and 
statutory duties as soon as possible upon joining the Board. New Board members 
should attend orientation prior to, or in conjunction with their first board meeting, or as 
soon as feasible thereafter.  


BOARD MEMBER EDUCATION GUIDELINES 


Law Enforcement, Fire Fighter and Employer Board members  


First Term of Service 
During their first full term of service Board members are expected to complete an 
approved educational program designed for trustees and public sector policy makers 
providing a solid base knowledge in legal, legislative, plan design and fiduciary 
aspects of public sector benefit plans. Approved programs recommended to satisfy 
this requirement include:  


1. IFEBP Annual Education Conference 
2. IFEBP CAPPP – Employee Pensions Part 1 and Part 2 
3. IFEBP New Trustee Institute – Level 1 and Level 2 
4. NCPERS Annual Conference & Exhibition 
5. NCPERS Public Safety Conference 
6. NCPERS Accredited Fiduciary (NAF) Program – Module 1 through 4 
7. Other programs may satisfy this requirement, but must be approved by the 


Executive Director 
 
A Board member who’s first term is completing the term of a vacated position may be 
exempted from the first term requirement if it is determined by the Executive Director 
the remaining time in the term would not allow for completion of the expected 
education. The education requirement would need to be completed in the next 
subsequent term of service, should there be one.  
 
Second Term of Service 
During their second term of service a Board member is expected to complete an 
approved advanced educational session designed for trustees and public sector 
policy makers. Approved programs recommended to satisfy this requirement include:  


1. IFEBP Trustee Master Program (TMP) 
2. IFEBP TMP Advanced Leadership Summit.   
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Third and Subsequent Terms of Service 
During a third or subsequent term of service a Board member may pursue additional 
advanced education. Board members should identify areas in which they might 
benefit from additional education and work with the LEOFF Board team to find 
appropriate educational opportunities.  


 
Legislative Board members 
 
Legislative members are encouraged to maintain proficiency by voluntarily attending 
educational programs designed to give them a general understanding of the 
responsibilities of a public retirement system fiduciary. The approved programs 
recommended to satisfy this requirement include  


1. IFEBP Annual Education Conference 
2. IFEBP CAPPP – Employee Pensions Part 1 and Part 2 
3. IFEBP New Trustee Institute – Level 1 and Level 2 
4. NCPERS Annual Conference & Exhibition 
5. NCPERS Public Safety Conference 
6. Other programs may satisfy this requirement, but must be approved by the 


Executive Director 


Legislative members serving more than one term on the Board may voluntarily attend 
advanced educational sessions. The approved programs which are recommended 
include: 


1. IFEBP Trustee Master Program (TMP), and  
2. IFEBP TMP Advanced Leadership Summit 
3. NCPERS Accredited Fiduciary (NAF) Program – Module 1 through 4 


 
PROVIDERS, PROGRAMS AND CONTENT 
Board members are required to seek education necessary for them to carry out their 
fiduciary responsibilities throughout their service on the Board. Education may be 
obtained in a variety of formats with appropriate content from approved program 
providers. 
 
Educational Activities/Formats 
Board members may receive education in relevant subjects through various formats 
including, but not limited to the following:  


1. External conferences, seminars, workshops, roundtables or similar programs;  
2. Courses and programs conducted by and/or through academic institutions;  
3. In-house educational presentations by external consultants, service providers, 


staff or others. Such presentations can take place at regular Board Meetings or 
at special sessions; 


4. Electronic media, including CD ROM-based education, Internet-based 
education (webinars, online classes), and video based education; and,  
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5. Relevant periodicals, journals, textbooks or similar materials 


Pre-approved Providers and Programs 
Board members are expected to maintain ongoing proficiency throughout their term by 
attending educational conferences or other educational sessions from pre-approved 
program list.  
 
The Executive Director will approve educational programs based on educational 
content, demonstrated educational effectiveness, attendance requirements and 
potential appearance concerns for Board members. 
 
The Administrative Services Manager will maintain a list of educational conferences & 
programs appropriate for Board members. 
 
Approved providers/programs that have been pre-approved for meeting the education 
requirements under this policy, include:  
 


1. International Foundation of Employee Benefit Plans (IFEBP)  
• Annual Education Conference 
• Certificate of Achievement in Public Plan Policy (CAPPP) (Part 1 & 2) 
• New Trustee Institute (Level 1 & 2) 
• Trustees Masters Program (TMP) 
• TMP Advance Leadership Summit 


2. National Conference on Public Employee Retirement Systems (NCPERS)  
• Annual Conference & Exhibition (ACE) 
• Public Safety Conference 
• Accredited Fiduciary Program (NAF) (Modules 1 through 4) 


3. Other programs may satisfy this requirement, but must be approved by the 
Executive Director   


 
Desired Content for Educational Sessions 
Board members should pursue an appropriate level of education across a broad 
spectrum of public pension fund-related areas, rather than limiting their education to 
particular subjects. Board members should endeavor to gain knowledge that is 
consistent and appropriate with the Board’s role as a high level, policy-setting and 
oversight body.  


Relevant subjects for Board member education include, but are not limited to the 
following:  


• Fiduciary responsibilities;  
• Effective governance practices;  
• Pension funding policy;  
• Actuarial analysis;  
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• Fiscal management;  
• Benefits structure and administration;  
• Ethics;   
• Regulatory and legal considerations;  
• Institutional investment practices, asset allocation principles and investment 


program management;  
• Programs related to professional licensing requirements or 


obtaining/maintaining professional credentials; and, 
• Training programs mandated by law, including ethics training and sexual 


harassment prevention training. 
 


PROCEDURES 
 
Approval  
All trustee and fiduciary education shall be requested and approved by the Executive 
Director in advance. 
 
Travel for Trustee & Fiduciary Education 
Travel may be necessary to attend education programs. Board members are eligible to 
receive allowable reimbursement for expenses incurred while attending trustee and 
fiduciary education.  
 
Reimbursement for expenses incurred while attending trustee and fiduciary education is 
authorized under rules established by the Washington State Office of Financial 
Management in the State Administrative and Accounting Manual (SAAM) Chapter 10.   
 
Board members will exercise prudent judgment in incurring expenses when on Board 
business. 
 
Coordination 
Board members’ registration and travel arrangements for trustee and fiduciary 
education will be coordinated through the Administrative Services Manager (or 
designated team member) to ensure compliance with all state regulations and state per 
diem rates. 


 
Requirements 


• Board members’ attendance for trustee and fiduciary education is mandatory 
• Upon completion of trustee and fiduciary education, board members are required 


to provide a written and/or oral report to the Board 
• Upon completion of trustee and fiduciary education, board members are required 


to provide a certificate of attendance to the Administrative Services Manager (or 
designated team member) 
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Reimbursement 
Upon completion of trustee and fiduciary education, and fulfillment of the requirements 
(under the Requirements section), board members may request reimbursement for 
eligible expenses by submitting a Board member Expense Reimbursement Form and 
associated receipts to the Administrative Services Manager (or designated team 
member). 
 
STATE TRAVEL RULES 
Board members may be reimbursed for per diem and other travel expenses incurred 
while conducting LEOFF Plan 2 Retirement Board duties, including attending trustee 
and fiduciary education. Per Diem rates may vary according to location and are subject 
to change.   


Reimbursement for expenses incurred while attending trustee and fiduciary education is 
authorized under rules established by the Washington State Office of Financial 
Management in the State Administrative and Accounting Manual (SAAM) Chapter 10.    


Board members will exercise prudent judgment in incurring expenses when on Board 
business. 


Some basic travel rules to remember are:  
 


• Air, rail and other transportation arrangements using common carriers must be 
made through travel agencies authorized by the state 


• Lodging expense is generally authorized if required to stay overnight, more than 
50 miles from the closer of either the member’s official place of business or 
residence.  Actual expense, documented by a receipt, up to the maximum state 
rate is allowable.  Some exceptions apply 


• Deductions to the daily meal allowances will be made for meals included as part 
of the registration fee for conferences, seminars, or furnished at meetings  


• Entertainment, alcoholic beverages, and other personal expenses are not 
reimbursable 


• Private car mileage may be claimed only by one member regardless of number 
of members traveling together 


 
 


Approved By: 
 


  
Steve Nelsen 
Executive Director 
LEOFF Plan 2 Retirement Board 


Modifications: 
August 12, 2010 
December 18, 2019 





		1. Encourage all Board members seek and maintain up-to-date knowledge regarding the information necessary to fulfill fiduciary and statutorily mandated duties as trustees and prudently govern the retirement plan.

		2. Provide a framework through which Board members can develop the skills and knowledge necessary to effectively carry out their fiduciary and statutory duties/responsibilities, recognizing that such information can be obtained in a variety of formats...

		3. Set forth principles and guidelines for introductory and ongoing educational activities and ensure all Board members have access to the knowledge they need to effectively carry out their fiduciary and statutory duties.

		4. Recognize the individual roles and responsibilities of Board members and the necessity to achieve and maintain proficiency regarding responsible pension plan governance so that Board members can carry out their fiduciary and statutory duties.

		STATE TRAVEL RULES

		Board members may be reimbursed for per diem and other travel expenses incurred while conducting LEOFF Plan 2 Retirement Board duties, including attending trustee and fiduciary education. Per Diem rates may vary according to location and are subject t...








Survivor Option Reelection
Final Report


December 18, 2019







Issue


▪ Members must make an irrevocable decision for a survivor benefit prior to 
knowing exactly what their pension benefit will be 







Two Windows Board has Considered


1. Immediately after retirement


2. After recalculation of retirement benefit







Window 1 - Immediately after retirement


▪ No expected material impact to LEOFF 2 from this option







Window 2 – After Recalc


▪ Cost – Unknown at this time


▪ New 2018 from DRS highlighted impact of recalcs on retirees
▪ 80% resulted in a decrease to member’s benefit


▪ Underlying issues of Recalc
▪ Employer errors reporting “earnable compensation” impact members through taking 


reduction to pay back overpayments and reduction in future payments


▪ Employer audits by DRS to catch these errors do not occur on a regular basis







Overpayment Responsibility


▪ Member Responsible
▪ Typically, for reportable compensation errors


▪ Employer Responsible
▪ Typically, for retirement status and separation from service errors 


▪ More of an issue with other plans because of their retiree return to work rules
▪ Employer must verify status at the time of hire







Example


▪ Prospective pension payments
▪ Due to reportable compensation error by employer pension reduced from $3,164 to $2,843.


▪ Overpayment payments
▪ Option 1: Lump Sum - $6,662.22


▪ Option 2: Installment plan (includes interest) – Reduction of $134.97/month for 60 months 
($2,708/month)


▪ Option 3: Actuarial reduction – Permanently reduce pension by  $42.49/month ($2,800/ 
month)







OSA Prepared Requested Analysis


▪ Prepared examples for a member experiencing the average increase or decrease 
above the 3 percent trigger based on calendar year 2018 data provided by DRS


▪ Relied on the most recent administrative factors provided to DRS to calculate 
increase or decrease between survivor options 
▪ Assumed spouse of member is three years younger. This is consistent with our assumption for 


male members of LEOFF 2.







Hypothetical Examples from OSA
– Benefit Reduction


▪ Member with J&S 100% monthly benefit of $4,000 reduced by 6.5%


▪ New Benefit Amount = $4,000 x 93.5% = $3,740


▪ Member may then change survivor election 


New Survivor Election New Benefit Change from 
Original Benefit


Percent Change 
in Benefit


No Change (J&S 100%) $3,740 ($260) -6.50%
J&S 50% $4,018 $18 0.45%


Single Life $4,344 $344 8.59%







Hypothetical Examples from OSA 
– Benefit Increase


▪ Member with Single Life monthly benefit of $4,000 increased by 6.5%


▪ New Benefit Amount = $4,000 x 106.5% = $4,260


▪ Member may then change survivor election 


New Survivor Election New Benefit Change from 
Original Benefit


Percent Change 
in Benefit


No Change (Single Life) $4,260 $260 6.50%
J&S 50% $3,941 ($60) -1.49%


J&S 100% $3,668 ($332) -8.30%







Conclusions from OSA Examples


▪ Costs could emerge to the plan if members reelect a larger J&S benefit once 
long-term health prospects are known 


▪ Savings could emerge to the plan if members reelect a single life and pass away 
prior to a surviving spouse


▪ OSA has not completed actuarial analysis on this proposal. OSA will prepare a 
formal actuarial fiscal note if this proposal becomes a bill during upcoming 
legislative session







Policy Option 1 – Window for all L2 Members


▪ All LEOFF 2 retirees have a window after the receipt of their first retirement 
payment to change their survivor election. If a member changes their survivor 
election they must pay or be refunded the difference in their pension payments 
that they have already received. The member must provide DRS with written 
spousal consent to change their survivor option, if the survivor option provides 
the spouse with a decreased survivor benefit.
a) 60 day window


b) 90 day window


c) 120 day window







Policy Option 2 – Qualifying Event Window
▪ LEOFF 2 retirees may change their survivor election if a DRS recalc results in a 


change to the base benefit amount of more than: 
a) Any change in benefit amount


b) 3%


c) 5%







Policy Option 3 – Qualifying Event Window with 
Further Anti-selection Risks Mitigation


▪ The same as Option 2 except to further mitigate anti-selection risks a retiree’s 
ability to change their survivor option election is limited based on the impact of 
the recalculation
▪ If a retiree’s benefit increases due to a recalculation they may only select a larger survivor 


option


▪ If a retiree’s benefit decreases due to a recalculation they may only select a smaller survivor 
option







Next Steps


▪ Endorse one or more of the policy options
▪ Would the Board consider an amendment during session adding other plans to the bill to be a 


“friendly” amendment?


▪ Nothing further at this time
▪ Board may direct staff to continue to study the underlying issues of the policy options for next 


interim







Thank You


Jacob White


Senior Research and Policy Manager


(360) 586-2327


jacob.white@leoff.wa.gov
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RCW 41.26.030 and 2018 c 230 § 1 are each amended to read as 


follows:  


As used in this chapter, unless a different meaning is plainly 
required by the context: 


(1) "Accumulated contributions" means the employee's 
contributions made by a member, including any amount paid under 
RCW 41.50.165(2), plus accrued interest credited thereon. 


(2) "Actuarial reserve" means a method of financing a 
pension or retirement plan wherein reserves are accumulated as 
the liabilities for benefit payments are incurred in order that 
sufficient funds will be available on the date of retirement of 
each member to pay the member's future benefits during the 
period of retirement. 


(3) "Actuarial valuation" means a mathematical 
determination of the financial condition of a retirement plan. 
It includes the computation of the present monetary value of 
benefits payable to present members, and the present monetary 
value of future employer and employee contributions, giving 
effect to mortality among active and retired members and also to 
the rates of disability, retirement, withdrawal from service, 
salary and interest earned on investments. 


(4)(a) "Basic salary" for plan 1 members, means the basic 
monthly rate of salary or wages, including longevity pay but not 
including overtime earnings or special salary or wages, upon 
which pension or retirement benefits will be computed and upon 
which employer contributions and salary deductions will be 
based. 


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



http://app.leg.wa.gov/RCW/default.aspx?cite=41.50.165





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


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


(5)(a) "Beneficiary" for plan 1 members, means any person 
in receipt of a retirement allowance, disability allowance, 
death benefit, or any other benefit described herein. 


(b) "Beneficiary" for plan 2 members, means any person in 
receipt of a retirement allowance or other benefit provided by 
this chapter resulting from service rendered to an employer by 
another person. 


(6)(a) "Child" or "children" means an unmarried person who 
is under the age of eighteen or mentally or physically disabled 
as determined by the department, except a person who is disabled 
and in the full time care of a state institution, who is: 


(i) A natural born child; 


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


(iii) A posthumous child; 


(iv) A child legally adopted or made a legal ward of a 
member prior to the date benefits are payable under this 
chapter; or 


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


(b) A person shall also be deemed to be a child up to and 
including the age of twenty years and eleven months while 
attending any high school, college, or vocational or other 
educational institution accredited, licensed, or approved by the 
state, in which it is located, including the summer vacation 
months and all other normal and regular vacation periods at the 
particular educational institution after which the child returns 
to school. 







(7) "Department" means the department of retirement systems 
created in chapter 41.50 RCW. 


(8) "Director" means the director of the department. 


(9) "Disability board" for plan 1 members means either the 
county disability board or the city disability board established 
in RCW 41.26.110. 


(10) "Disability leave" means the period of six months or 
any portion thereof during which a member is on leave at an 
allowance equal to the member's full salary prior to the 
commencement of disability retirement. The definition contained 
in this subsection shall apply only to plan 1 members. 


(11) "Disability retirement" for plan 1 members, means the 
period following termination of a member's disability leave, 
during which the member is in receipt of a disability retirement 
allowance. 


(12) "Domestic partners" means two adults who have 
registered as domestic partners under RCW 26.60.020. 


(13) "Employee" means any law enforcement officer or 
firefighter as defined in subsections (17) and (19) of this 
section. 


(14)(a) "Employer" for plan 1 members, means the 
legislative authority of any city, town, county, or district or 
the elected officials of any municipal corporation that employs 
any law enforcement officer and/or firefighter, any authorized 
association of such municipalities, and, except for the purposes 
of RCW 41.26.150, any labor guild, association, or organization, 
which represents the firefighters or law enforcement officers of 
at least seven cities of over 20,000 population and the 
membership of each local lodge or division of which is composed 
of at least sixty percent law enforcement officers or 
firefighters as defined in this chapter. 


(b) "Employer" for plan 2 members, means the following 
entities to the extent that the entity employs any law 
enforcement officer and/or firefighter: 


(i) The legislative authority of any city, town, county, 
district, or public corporation established under 
RCW 35.21.730 to provide emergency medical services as defined in 
RCW 18.73.030; 


(ii) The elected officials of any municipal corporation; 



http://app.leg.wa.gov/RCW/default.aspx?cite=41.50
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http://app.leg.wa.gov/RCW/default.aspx?cite=35.21.730
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(iii) The governing body of any other general authority law 
enforcement agency; 


(iv) A four-year institution of higher education having a 
fully operational fire department as of January 1, 1996; or 


(v) The department of social and health services or the 
department of corrections when employing firefighters serving at 
a prison or civil commitment center on an island. 


(c) Except as otherwise specifically provided in this 
chapter, "employer" does not include a government contractor. 
For purposes of this subsection, a "government contractor" is 
any entity, including a partnership, limited liability company, 
for-profit or nonprofit corporation, or person, that provides 
services pursuant to a contract with an "employer." The 
determination whether an employer-employee relationship has been 
established is not based on the relationship between a 
government contractor and an "employer," but is based solely on 
the relationship between a government contractor's employee and 
an "employer" under this chapter. 


(15)(a) "Final average salary" for plan 1 members, means 
(i) for a member holding the same position or rank for a minimum 
of twelve months preceding the date of retirement, the basic 
salary attached to such same position or rank at time of 
retirement; (ii) for any other member, including a civil service 
member who has not served a minimum of twelve months in the same 
position or rank preceding the date of retirement, the average 
of the greatest basic salaries payable to such member during any 
consecutive twenty-four month period within such member's last 
ten years of service for which service credit is allowed, 
computed by dividing the total basic salaries payable to such 
member during the selected twenty-four month period by twenty-
four; (iii) in the case of disability of any member, the basic 
salary payable to such member at the time of disability 
retirement; (iv) in the case of a member who hereafter vests 
pursuant to RCW 41.26.090, the basic salary payable to such 
member at the time of vesting. 


(b) "Final average salary" for plan 2 members, means the 
monthly average of the member's basic salary for the highest 
consecutive sixty service credit months of service prior to such 
member's retirement, termination, or death. Periods constituting 
authorized unpaid leaves of absence may not be used in the 
calculation of final average salary. 
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(c) In calculating final average salary under (a) or (b) of 
this subsection, the department of retirement systems shall 
include: 


(i) Any compensation forgone by a member employed by a 
state agency or institution during the 2009-2011 fiscal biennium 
as a result of reduced work hours, mandatory or voluntary leave 
without pay, temporary reduction in pay implemented prior to 
December 11, 2010, or temporary layoffs if the reduced 
compensation is an integral part of the employer's expenditure 
reduction efforts, as certified by the employer; and 


(ii) Any compensation forgone by a member employed by the 
state or a local government employer during the 2011-2013 fiscal 
biennium as a result of reduced work hours, mandatory leave 
without pay, temporary layoffs, or reductions to current pay if 
the reduced compensation is an integral part of the employer's 
expenditure reduction efforts, as certified by the employer. 
Reductions to current pay shall not include elimination of 
previously agreed upon future salary increases. 


(16) "Fire department" includes a fire station operated by 
the department of social and health services or the department 
of corrections when employing firefighters serving a prison or 
civil commitment center on an island. 


(17) "Firefighter" means: 


(a) Any person who is serving on a full time, fully 
compensated basis as a member of a fire department of an 
employer and who is serving in a position which requires passing 
a civil service examination for firefighter, and who is actively 
employed as such; 


(b) Anyone who is actively employed as a full time 
firefighter where the fire department does not have a civil 
service examination; 


(c) Supervisory firefighter personnel; 


(d) Any full time executive secretary of an association of 
fire protection districts authorized under RCW 52.12.031. The 
provisions of this subsection (17)(d) shall not apply to plan 2 
members; 


(e) The executive secretary of a labor guild, association 
or organization (which is an employer under subsection (14) of 
this section), if such individual has five years previous 
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membership in a retirement system established in 
chapter 41.16 or 41.18 RCW. The provisions of this subsection 
(17)(e) shall not apply to plan 2 members; 


(f) Any person who is serving on a full time, fully 
compensated basis for an employer, as a fire dispatcher, in a 
department in which, on March 1, 1970, a dispatcher was required 
to have passed a civil service examination for firefighter; 


(g) Any person who on March 1, 1970, was employed on a full 
time, fully compensated basis by an employer, and who on May 21, 
1971, was making retirement contributions under the provisions 
of chapter 41.16 or 41.18RCW; and 


(h) Any person who is employed on a full-time, fully 
compensated basis by an employer as an emergency medical 
technician that meets the requirements of 
RCW 18.71.200 or 18.73.030(12), and whose duties include providing 
emergency medical services as defined in RCW 18.73.030. 


(18) "General authority law enforcement agency" means any 
agency, department, or division of a municipal corporation, 
political subdivision, or other unit of local government of this 
state, and any agency, department, or division of state 
government, having as its primary function the detection and 
apprehension of persons committing infractions or violating the 
traffic or criminal laws in general, but not including the 
Washington state patrol. Such an agency, department, or division 
is distinguished from a limited authority law enforcement agency 
having as one of its functions the apprehension or detection of 
persons committing infractions or violating the traffic or 
criminal laws relating to limited subject areas, including but 
not limited to, the state departments of natural resources and 
social and health services, the state gambling commission, the 
state lottery commission, the state parks and recreation 
commission, the state utilities and transportation commission, 
the state liquor and cannabis board, and the state department of 
corrections. A general authority law enforcement agency under 
this chapter does not include a government contractor. 


(19) "Law enforcement officer" beginning January 1, 1994, 
means any person who is commissioned and employed by an employer 
on a full time, fully compensated basis to enforce the criminal 
laws of the state of Washington generally, with the following 
qualifications: 
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(a) No person who is serving in a position that is 
basically clerical or secretarial in nature, and who is not 
commissioned shall be considered a law enforcement officer; 


(b) Only those deputy sheriffs, including those serving 
under a different title pursuant to county charter, who have 
successfully completed a civil service examination for deputy 
sheriff or the equivalent position, where a different title is 
used, and those persons serving in unclassified positions 
authorized by RCW 41.14.070 except a private secretary will be 
considered law enforcement officers; 


(c) Only such full time commissioned law enforcement 
personnel as have been appointed to offices, positions, or ranks 
in the police department which have been specifically created or 
otherwise expressly provided for and designated by city charter 
provision or by ordinance enacted by the legislative body of the 
city shall be considered city police officers; 


(d) The term "law enforcement officer" also includes the 
executive secretary of a labor guild, association or 
organization (which is an employer under subsection (14) of this 
section) if that individual has five years previous membership 
in the retirement system established in chapter 41.20 RCW. The 
provisions of this subsection (19)(d) shall not apply to plan 2 
members; and 


(e) The term "law enforcement officer" also includes a 
person employed on or after January 1, 1993, as a public safety 
officer or director of public safety, so long as the job duties 
substantially involve only either police or fire duties, or 
both, and no other duties in a city or town with a population of 
less than ten thousand. The provisions of this subsection 
(19)(e) shall not apply to any public safety officer or director 
of public safety who is receiving a retirement allowance under 
this chapter as of May 12, 1993. 


(20) "Medical services" for plan 1 members, shall include 
the following as minimum services to be provided. Reasonable 
charges for these services shall be paid in accordance with 
RCW 41.26.150. 


(a) Hospital expenses: These are the charges made by a 
hospital, in its own behalf, for 
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(i) Board and room not to exceed semiprivate room rate 
unless private room is required by the attending physician due 
to the condition of the patient. 


(ii) Necessary hospital services, other than board and 
room, furnished by the hospital. 


(b) Other medical expenses: The following charges are 
considered "other medical expenses," provided that they have not 
been considered as "hospital expenses". 


(i) The fees of the following: 


(A) A physician or surgeon licensed under the provisions of 
chapter 18.71 RCW; 


(B) An osteopathic physician and surgeon licensed under the 
provisions of chapter 18.57 RCW; 


(C) A chiropractor licensed under the provisions of 
chapter 18.25 RCW. 


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


(iii) The charges for the following medical services and 
supplies: 


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


(B) Diagnostic X-ray and laboratory examinations; 


(C) X-ray, radium, and radioactive isotopes therapy; 


(D) Anesthesia and oxygen; 


(E) Rental of iron lung and other durable medical and 
surgical equipment; 


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


(G) Professional ambulance service when used to transport 
the member to or from a hospital when injured by an accident or 
stricken by a disease; 


(H) Dental charges incurred by a member who sustains an 
accidental injury to his or her teeth and who commences 



http://app.leg.wa.gov/RCW/default.aspx?cite=18.71

http://app.leg.wa.gov/RCW/default.aspx?cite=18.57

http://app.leg.wa.gov/RCW/default.aspx?cite=18.25





treatment by a legally licensed dentist within ninety days after 
the accident; 


(I) Nursing home confinement or hospital extended care 
facility; 


(J) Physical therapy by a registered physical therapist; 


(K) Blood transfusions, including the cost of blood and 
blood plasma not replaced by voluntary donors; 


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


(21) "Member" means any firefighter, law enforcement 
officer, or other person as would apply under subsections (17) 
or (19) of this section whose membership is transferred to the 
Washington law enforcement officers' and firefighters' 
retirement system on or after March 1, 1970, and every law 
enforcement officer and firefighter who is employed in that 
capacity on or after such date. 


(22) A "period of war" includes: 


(a) World War I; 


(b) World War II; 


(c) The Korean conflict; 


(d) The Vietnam era, which means: 


(i) The period beginning on February 28, 1961, and ending 
on May 7, 1975, in the case of a veteran who served in the 
Republic of Vietnam during that period; 


(ii) The period beginning August 5, 1964, and ending on May 
7, 1975; 


(e) The Persian Gulf War, which was the period beginning 
August 2, 1990, and ending on February 28, 1991, or ending on 
November 30, 1995, if the participant was awarded a campaign 
badge or medal for such period; 


(f) The period beginning on the date of any future 
declaration of war by the congress and ending on the date 
prescribed by presidential proclamation or concurrent resolution 
of the congress;  


(g) Any armed conflict, if the participant was awarded the 
respective campaign badge or medal, or if the service was such 



http://app.leg.wa.gov/RCW/default.aspx?cite=18.53





that a campaign badge or medal would have been awarded, except 
that the member already received a campaign badge or medal for a 
prior deployment during that same conflict; and, 


(h) Any armed conflict, if the participant was awarded the 
respective expeditionary badge or medal, or if the service was 
such that a expeditionary badge or medal would have been 
awarded, except that the member already received a expeditionary 
badge or medal for a prior deployment during that same conflict. 


 (22) (23) "Plan 1" means the law enforcement officers' and 
firefighters' retirement system, plan 1 providing the benefits 
and funding provisions covering persons who first became members 
of the system prior to October 1, 1977. 


(23) (24) "Plan 2" means the law enforcement officers' and 
firefighters' retirement system, plan 2 providing the benefits 
and funding provisions covering persons who first became members 
of the system on and after October 1, 1977. 


(24) (25) "Position" means the employment held at any 
particular time, which may or may not be the same as civil 
service rank. 


(25) (26) "Regular interest" means such rate as the 
director may determine. 


(26) (27) "Retiree" for persons who establish membership in 
the retirement system on or after October 1, 1977, means any 
member in receipt of a retirement allowance or other benefit 
provided by this chapter resulting from service rendered to an 
employer by such member. 


(27) (28) "Retirement fund" means the "Washington law 
enforcement officers' and firefighters' retirement system fund" 
as provided for herein. 


(28) (29) "Retirement system" means the "Washington law 
enforcement officers' and firefighters' retirement system" 
provided herein. 


(29) (30)(a) "Service" for plan 1 members, means all 
periods of employment for an employer as a firefighter or law 
enforcement officer, for which compensation is paid, together 
with periods of suspension not exceeding thirty days in 
duration. For the purposes of this chapter service shall also 
include service in the armed forces of the United States as 
provided in RCW 41.26.190. Credit shall be allowed for all 
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service credit months of service rendered by a member from and 
after the member's initial commencement of employment as a 
firefighter or law enforcement officer, during which the member 
worked for seventy or more hours, or was on disability leave or 
disability retirement. Only service credit months of service 
shall be counted in the computation of any retirement allowance 
or other benefit provided for in this chapter. 


(i) For members retiring after May 21, 1971 who were 
employed under the coverage of a prior pension act before March 
1, 1970, "service" shall also include (A) such military service 
not exceeding five years as was creditable to the member as of 
March 1, 1970, under the member's particular prior pension act, 
and (B) such other periods of service as were then creditable to 
a particular member under the provisions of 
RCW 41.18.165,41.20.160, or 41.20.170. However, in no event shall 
credit be allowed for any service rendered prior to March 1, 
1970, where the member at the time of rendition of such service 
was employed in a position covered by a prior pension act, 
unless such service, at the time credit is claimed therefor, is 
also creditable under the provisions of such prior act. 


(ii) A member who is employed by two employers at the same 
time shall only be credited with service to one such employer 
for any month during which the member rendered such dual 
service. 


(b) "Service" for plan 2 members, means periods of 
employment by a member for one or more employers for which basic 
salary is earned for ninety or more hours per calendar month 
which shall constitute a service credit month. Periods of 
employment by a member for one or more employers for which basic 
salary is earned for at least seventy hours but less than ninety 
hours per calendar month shall constitute one-half service 
credit month. Periods of employment by a member for one or more 
employers for which basic salary is earned for less than seventy 
hours shall constitute a one-quarter service credit month. 


Members of the retirement system who are elected or 
appointed to a state elective position may elect to continue to 
be members of this retirement system. 


Service credit years of service shall be determined by 
dividing the total number of service credit months of service by 
twelve. Any fraction of a service credit year of service as so 
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determined shall be taken into account in the computation of 
such retirement allowance or benefits. 


If a member receives basic salary from two or more 
employers during any calendar month, the individual shall 
receive one service credit month's service credit during any 
calendar month in which multiple service for ninety or more 
hours is rendered; or one-half service credit month's service 
credit during any calendar month in which multiple service for 
at least seventy hours but less than ninety hours is rendered; 
or one-quarter service credit month during any calendar month in 
which multiple service for less than seventy hours is rendered. 


(30) (31) "Service credit month" means a full service 
credit month or an accumulation of partial service credit months 
that are equal to one. 


(31) (32) "Service credit year" means an accumulation of 
months of service credit which is equal to one when divided by 
twelve. 


(32) (33) "State actuary" or "actuary" means the person 
appointed pursuant to RCW 44.44.010(2). 


(33) (34) "State elective position" means any position held 
by any person elected or appointed to statewide office or 
elected or appointed as a member of the legislature. 


(34) (35) "Surviving spouse" means the surviving widow or 
widower of a member. "Surviving spouse" shall not include the 
divorced spouse of a member except as provided in RCW 41.26.162. 


RCW 41.26.520 and 2016 c 115 § 2 are each amended to read as 


follows: 


 (1) A member who is on a paid leave of absence authorized 
by a member's employer shall continue to receive service credit 
as provided for under the provisions of 
RCW 41.26.410 through 41.26.550. 


(2) A member who receives compensation from an employer 
while on an authorized leave of absence to serve as an elected 
official of a labor organization, and whose employer is 
reimbursed by the labor organization for the compensation paid 
to the member during the period of absence, may also be 
considered to be on a paid leave of absence. This subsection 
shall only apply if the member's leave of absence is authorized 
by a collective bargaining agreement that provides that the 
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member retains seniority rights with the employer during the 
period of leave. The basic salary reported for a member who 
establishes service credit under this subsection may not be 
greater than the salary paid to the highest paid job class 
covered by the collective bargaining agreement. 


(3) Except as specified in subsection (7) of this section, 
a member shall be eligible to receive a maximum of two years 
service credit during a member's entire working career for those 
periods when a member is on an unpaid leave of absence 
authorized by an employer. Such credit may be obtained only if 
the member makes the employer, member, and state contributions 
plus interest as determined by the department for the period of 
the authorized leave of absence within five years of resumption 
of service or prior to retirement whichever comes sooner. 


(4) A law enforcement member may be authorized by an 
employer to work part time and to go on a part-time leave of 
absence. During a part-time leave of absence a member is 
prohibited from any other employment with their employer. A 
member is eligible to receive credit for any portion of service 
credit not earned during a month of part-time leave of absence 
if the member makes the employer, member, and state 
contributions, plus interest, as determined by the department 
for the period of the authorized leave within five years of 
resumption of full-time service or prior to retirement whichever 
comes sooner. Any service credit purchased for a part-time leave 
of absence is included in the two-year maximum provided in 
subsection (3) of this section. 


(5) If a member fails to meet the time limitations of 
subsection (3) or (4) of this section, the member may receive a 
maximum of two years of service credit during a member's working 
career for those periods when a member is on unpaid leave of 
absence authorized by an employer. This may be done by paying 
the amount required under RCW 41.50.165(2) prior to retirement. 


(6) For the purpose of subsection (3) or (4) of this 
section the contribution shall not include the contribution for 
the unfunded supplemental present value as required by 
RCW 41.45.060, 41.45.061, and 41.45.067. The contributions required 
shall be based on the average of the member's basic salary at 
both the time the authorized leave of absence was granted and 
the time the member resumed employment. 
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(7) A member who leaves the employ of an employer to enter 
the uniformed services of the United States shall be entitled to 
retirement system service credit for up to five years of 
military service. This subsection shall be administered in a 
manner consistent with the requirements of the federal uniformed 
services employment and reemployment rights act. 


(a) The member qualifies for service credit under this 
subsection if: 


(i) Within ninety days of the member's honorable discharge 
from the uniformed services of the United States, the member 
applies for reemployment with the employer who employed the 
member immediately prior to the member entering the uniformed 
services; and 


(ii) The member makes the employee contributions required 
under RCW 41.45.060, 41.45.061, and 41.45.067 within five years of 
resumption of service or prior to retirement, whichever comes 
sooner; or 


(iii) Prior to retirement and not within ninety days of the 
member's honorable discharge or five years of resumption of 
service the member pays the amount required under 
RCW 41.50.165(2); or 


(iv) Prior to retirement the member provides to the 
director proof that the member's interruptive military service 
was during a period of war as defined in RCW 41.04.005 41.26.030. 
Any member who made payments for service credit for interruptive 
military service during a period of war as defined in 
RCW 41.04.005 41.26.030 may, prior to retirement and on a form 
provided by the department, request a refund of the funds 
standing to his or her credit for up to five years of such 
service, and this amount shall be paid to him or her. Members 
with one or more periods of interruptive military service credit 
during a period of war may receive no more than five years of 
free retirement system service credit under this subsection. 


(b) Upon receipt of member contributions under (a)(ii), 
(d)(iii), or (e)(iii) of this subsection, or adequate proof 
under (a)(iv), (d)(iv), or (e)(iv) of this subsection, the 
department shall establish the member's service credit and shall 
bill the employer and the state for their respective 
contributions required under RCW 41.26.450 for the period of 
military service, plus interest as determined by the department. 



http://app.leg.wa.gov/RCW/default.aspx?cite=41.45.060

http://app.leg.wa.gov/RCW/default.aspx?cite=41.45.061

http://app.leg.wa.gov/RCW/default.aspx?cite=41.45.067

http://app.leg.wa.gov/RCW/default.aspx?cite=41.50.165

http://app.leg.wa.gov/RCW/default.aspx?cite=41.04.005

http://app.leg.wa.gov/RCW/default.aspx?cite=41.04.005

http://app.leg.wa.gov/RCW/default.aspx?cite=41.26.450





(c) The contributions required under (a)(ii), (d)(iii), or 
(e)(iii) of this subsection shall be based on the compensation 
the member would have earned if not on leave, or if that cannot 
be estimated with reasonable certainty, the compensation 
reported for the member in the year prior to when the member 
went on military leave. 


(d) The surviving spouse, domestic partner, or eligible 
child or children of a member who left the employ of an employer 
to enter the uniformed services of the United States and died 
while serving in the uniformed services may, on behalf of the 
deceased member, apply for retirement system service credit 
under this subsection up to the date of the member's death in 
the uniformed services. The department shall establish the 
deceased member's service credit if the surviving spouse or 
eligible child or children: 


(i) Provides to the director proof of the member's death 
while serving in the uniformed services; 


(ii) Provides to the director proof of the member's 
honorable service in the uniformed services prior to the date of 
death; and 


(iii) Pays the employee contributions required under 
chapter 41.45 RCW within five years of the date of death or prior 
to the distribution of any benefit, whichever comes first; or 


(iv) Prior to the distribution of any benefit, provides to 
the director proof that the member's interruptive military 
service was during a period of war as defined in RCW 41.04.005 
41.26.030. If the deceased member made payments for service 
credit for interruptive military service during a period of war 
as defined in RCW 41.04.005 41.26.030, the surviving spouse or 
eligible child or children may, prior to the distribution of any 
benefit and on a form provided by the department, request a 
refund of the funds standing to the deceased member's credit for 
up to five years of such service, and this amount shall be paid 
to the surviving spouse or children. Members with one or more 
periods of interruptive military service during a period of war 
may receive no more than five years of free retirement system 
service credit under this subsection. 


(e) A member who leaves the employ of an employer to enter 
the uniformed services of the United States and becomes totally 
incapacitated for continued employment by an employer while 
serving in the uniformed services is entitled to retirement 
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system service credit under this subsection up to the date of 
discharge from the uniformed services if: 


(i) The member obtains a determination from the director 
that he or she is totally incapacitated for continued employment 
due to conditions or events that occurred while serving in the 
uniformed services; 


(ii) The member provides to the director proof of honorable 
discharge from the uniformed services; and 


(iii) The member pays the employee contributions required 
under chapter 41.45 RCW within five years of the director's 
determination of total disability or prior to the distribution 
of any benefit, whichever comes first; or 


(iv) Prior to retirement the member provides to the 
director proof that the member's interruptive military service 
was during a period of war as defined in RCW 41.04.005 41.26.030. 
Any member who made payments for service credit for interruptive 
military service during a period of war as defined in 
RCW 41.04.005 41.26.030 may, prior to retirement and on a form 
provided by the department, request a refund of the funds 
standing to his or her credit for up to five years of such 
service, and this amount shall be paid to him or her. Members 
with one or more periods of interruptive military service credit 
during a period of war may receive no more than five years of 
free retirement system service credit under this subsection. 


(f) The surviving spouse, domestic partner, or eligible 
child or children of a member who left the employ of an employer 
to enter the uniformed services of the United States, federal 
emergency management agency, or national disaster medical system 
of the United States department of health and human services and 
died while performing service in response to a disaster, major 
emergency, special event, federal exercise, or official training 
on or after March 22, 2014, may, on behalf of the deceased 
member, apply for retirement system service credit under this 
subsection up to the date of the member's death in such service. 
The department shall establish the deceased member's service 
credit if the surviving spouse or eligible child or children 
provides to the director proof of the member's death while in 
such service. 


(g) A member who leaves the employ of an employer to enter 
the uniformed services of the United States, federal emergency 
management agency, or national disaster medical system of the 
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United States department of health and human services and 
becomes totally incapacitated for continued employment by an 
employer while providing such service is entitled to retirement 
system service credit under this subsection up to the date of 
separation from such service if the member obtains a 
determination from the director that he or she is totally 
incapacitated for continued employment due to conditions or 
events that occurred while performing such service. 


(8) A member receiving benefits under Title 51 RCW who is 
not receiving benefits under this chapter shall be deemed to be 
on unpaid, authorized leave of absence. 


 



http://app.leg.wa.gov/RCW/default.aspx?cite=51



		RCW 41.26.520 and 2016 c 115 § 2 are each amended to read as follows:
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December 6, 2019 


Mr. Jacob.White 
Senior Research and Policy Manager 
LEOFF Plan 2 Retirement Board 
P.O. Box 40918 
Olympia, Washington 98504-0918 


SUBJECT:  Interruptive Military Service 


Dear Jacob: 


As requested, we analyzed the potential impact to the Law Enforcement Officers’ and Fire 
Fighters’ (LEOFF) Plan 2 of modifying the pension benefits related to interruptive military 
service.  At a high-level, it’s our understanding that this benefit improvement redefines 
current law to include all past and future military conflicts defined by the United States 
Department of Defense such that members receive no-cost retirement service credit if they 
earn a campaign or expeditionary medal. 


Also at your direction, we separately identified the estimated costs associated with the three 
numbered components of this proposal as outlined below.  Please note that (a) this actuarial 
analysis is based on our understanding of the proposal discussed with you in person and via 
email, and (b) our office has not received or reviewed any draft bill language.  Upon receipt 
of the final bill language and after we clarify the Department of Retirement Systems’ (DRS) 
administrative interpretation, we anticipate the results of our actuarial fiscal note will likely 
vary from the analysis presented in this letter. 


As a result, this analysis is intended to be used by the LEOFF 2 Board during the 
2019 Interim only.  If you have interest in pursuing a form of this proposal next legislative 
session, we will prepare a formal actuarial fiscal note including sensitivity and risk analysis 
based upon that bill language.  The results shared in that communication may vary from 
those presented in this estimate. 


One contextual item I wanted to share up front is that we don’t currently have a 
demographic assumption related to interruptive military service credit as it exists under 
current law.  From our preliminary 2013-18 Demographic Experience Study 
Report (DEXTER), “we assume most of the free interruptive service that is granted for the 
named conflicts is already reflected in our census data.”  In essence, this means we don’t 
have a prospective expectation that service will be granted for ongoing military conflicts, nor 
do we anticipate any retroactive service will be applied. 



mailto:state.actuary@leg.wa.gov
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Actuarial Results 


1) Reimburse Past Member Contributions Related To Military Service Credit 


We relied on data from DRS which as of June 2019 indicated LEOFF 2 members have paid 
approximately $0.23 million in past payments to receive partially subsidized military service 
credit.  Because we cannot distinguish which of these members has the required medal under 
the proposal, we’ve provided the impact of reimbursing all members who paid for the partially 
subsidized credit.  The actual costs may be less if some members are determined to not be 
eligible under this proposal. 


In reimbursing these contributions, this component of the proposal would reduce plan assets 
and correspondingly increase the normal cost rate under the aggregate funding method as 
follows. 


Impact on Contribution Rates 


System/Plan LEOFF 2 
Current Members   
Employee 0.0005% 
Employer  0.0003% 
State 0.0002% 


In isolation, this does not result in a supplemental contribution rate in the first biennium.  
However, we have quantified the expected budget impact over the next 25 years as outlined in 
the table below. 


Budget Impacts 
(Dollars in Millions) 25-Year 
Total Employee $0.2  


General Fund-State 0.1  
Local Government 0.1  


Total Employer $0.2  


2) Provide No-Cost Military Service Credit On A Prospective Basis To Eligible 
Members 


To estimate the impact of this benefit, we reviewed recent historical data from DRS on 
interruptive military service credit granted as both no-cost and partially subsidized.  In total 
over the last eight years (2011-18), we’re observing on average 0.8 years of service per member 
who received credit (recall that the total amount of military service credit that can be granted 
is limited to five years).  For illustration purposes only, we assumed roughly this level of 
service credit would continue into the future. 


We used this data to establish a load that we applied to the active employee annuity-based 
benefits in our valuation model.  The load was estimated by taking (1) the portion of the 
population that applied for interruptive military service credit each year, times the ratio of 
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(2) average years of service granted per year per impacted member, divided by (3) average 
total years of service for current retirees. 


1.  0.2 percent of actives impacted per year (= a / b).  


a. 36 people on average applied for interruptive military service credit. 


b. 17,100 active members on average during 8 year period. 


2. 0.8 years of service granted per year per impacted member on average. 


3. 23 years of service for current retirees on average. 


On a yearly basis, the historical load ranged from 0.004 percent to 0.011 percent for LEOFF 2. 
We also reviewed data provided by the State’s Human Resource Management System (HRMS) 
which showed slightly higher loads for the Public Employees’ Retirement System Plan 2 when 
compared to the DRS data; on average 0.0020 percent for HRMS vs. 0.0018 percent for DRS 
over the same time period.  This suggests a slightly higher assumption than what we’re 
observing in the DRS data for LEOFF 2 may be reasonable.  However, we decided we could 
not completely rely on the HRMS data because it appears the reported hours/days could 
include any form of military service leave  (including national guard duty, etc.), some of which 
may not qualify for retirement service credit. 


Given the level of uncertainty in future no-cost military service credit for eligible LEOFF 2 
members, we selected a load assumption of 0.010 percent for purposes of this illustration.  
The assumption we chose for this estimate may not match the best estimate assumption we 
ultimately use as part of an actuarial fiscal note next legislative session. 


After running our valuation model, we estimate that the present value of future benefits 
(i.e., the liabilities) would increase by approximately $1.0 million.  The accrued liability would 
also increase by $0.7 million, which would reduce the funded status by less than 0.1 percent. 


In providing this no-cost military service credit prospectively, this component of the proposal 
would increase plan liabilities and correspondingly increase the normal cost rate under the 
aggregate and entry age funding methods as follows. 


Impact on Contribution Rates  


System/Plan LEOFF 2  
Current Members    


Employee 0.0023%  
Employer  0.0014%  
State 0.0009%  


Future Entrants*    
Employee 0.0008%  
Employer  0.0005%  
State 0.0003%  


*Rate change applied to future new entrant 
payroll and used to determine budget impacts 
only.  Current members and new entrants pay 
the same contribution rate.   
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By itself, this does not result in a supplemental contribution rate in the first biennium.  
However, we have quantified the expected budget impact over the next 25 years as outlined in 
the table below. 


Budget Impacts 
(Dollars in Millions) 25-Year 
Total Employee $1.3  
  General Fund-State 0.5  
  Local Government 0.8  
Total Employer $1.3  


The actual amount of no-cost interruptive military service credit granted in the future is 
heavily dependent on the levels of troop engagement in unknown conflicts down the road, and 
potential medals created for these conflicts.  As a result, the cost of this proposal could be 
significantly higher (or lower) than assumed.  For context, we anticipate the annual amount of 
no-cost military service credit would have to at least double the assumption we used in order 
to impact rounded contribution rates in LEOFF 2. 


3) Provide No Cost Military Service Credit On A Retroactive Basis 


We anticipate the actual costs for this component of the proposal will emerge from members 
who performed military service in the past, but chose not to pay for the partially subsidized 
service credit.  Unfortunately, we’re not aware of a data source that can reliably quantify how 
many people might be in this position. 


As a result, the cost associated with this aspect of the proposal is indeterminate.  That said, 
considering our comments related to the preliminary DEXTER as noted above, we anticipate 
these retroactive costs could be fairly limited.  Compared to the prospective component of this 
pricing, we expect the cost of this retroactive benefit will be smaller overall. 


Disclosures 


We believe the data supplied by DRS is appropriate for the purposes of this pricing; while we 
did not audit the data, we found it to be reasonable.  We assumed an effective date of July 1, 
2020, for this proposal when preparing this analysis. 


Unless otherwise noted above, we used the same data, assets, assumptions, and methods as 
disclosed in our June 30, 2018, Actuarial Valuation Report.  We performed this analysis 
consistent with the Actuarial Standards of Practice.  The undersigned meets the Qualification 
Standards of the American Academy of Actuaries to render the actuarial opinions contained 
herein. 


  



http://leg.wa.gov/osa/presentations/Documents/Valuations/18AVR/2018.Final.AVR.PDF
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Please let us know if we can be of any further assistance. 


Best Regards, 


 
Michael T. Harbour, ASA, MAAA 
Actuary 
 
cc: Steve Nelson, Executive Director 


LEOFF Plan 2 Retirement Board 
Lisa Won, ASA, FCA, MAAA 


Deputy State Actuary 
Kaitlyn Donahoe, MPA 


Associate Policy Analyst 
Mitch DeCamp, 


Senior Actuarial Analyst 
O:\LEOFF 2 Board\2019\2019.Interruptive.Military.Service.Letter.docx 








November 20, 2019 


PEBB Coverage for Catastrophic Retirees 
 
COMPREHENSIVE REPORT 
By Jacob White 
Senior Research & Policy Manager 
360-586-2327 
jacob.white@leoff.wa.gov 
 
 ISSUE STATEMENT 
LEOFF Plan 2 catastrophic disability retirees and their survivors have different health insurance 
access than survivors of members killed in the line of duty. 
 


 OVERVIEW 
This report will provide information on health insurance premium reimbursement benefits for 
survivors of members who are killed in the line of duty and to members who are retired for 
catastrophic disability. 
 


 BACKGROUND AND POLICY ISSUES 


Survivor Premium Reimbursement 
Legislation enacted in 20011 enabled surviving spouses of emergency service personnel killed in 
the line of duty on or after January 1, 1998, to purchase health care benefits from the Public 
Employees Benefit Board (PEBB). "Emergency service personnel" for this purpose included fire 
fighter and law enforcement members of the Law Enforcement Officers' and Fire Fighters' 
Retirement System and the Volunteer Fire Fighters' and Reserve Officers' Relief and Pension 
System. Under the 2001 legislation, the cost of the insurance was paid by the surviving spouses 
and dependent children. 
 
Under legislation enacted in 20062, the retirement allowance paid to survivors of all LEOFF Plan 
2 members killed in the course of employment includes reimbursement for the cost of 
participating in a PEBB health insurance plan. The survivors of members killed in the line of duty 
prior to January 1, 1998, as well as on or after January 1, 1998, are eligible to participate in the 
PEBB health insurance plans under the 2006 bill. This benefit (right to reimbursement for the 
health care insurance costs) is not considered a contractual right, and the Legislature reserved 
the right to amend or repeal the 2006 act for future reimbursements. 


                                                           
1 Engrossed Substitute House Bill 1371 (2001) 
2 Senate Bill 6723 (2006) 
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Catastrophic Disability Premium Reimbursement 
LEOFF Plan 2 does not provide access to health care insurance for any disability retirees. A 
disability retiree may have access to health care insurance through employer or employee 
associations or the open market. Catastrophic disability retirees/survivors do not have access to 
benefits through PEBB unless they were already receiving PEBB benefits through their 
employer. This means these members are receiving benefits through the federal Consolidated 
Omnibus Budget Reconciliation Act of 1985 (COBRA) coverage (18 months only), through 
coverage offered to retirees through their employer, or individual coverage from the open 
market. Shopping for private coverage can be challenging and expensive. Tracking and paying a 
diverse and shifting field of individual providers creates administrative challenges for the 
Department of Retirement Systems (DRS). The cost for coverage can be much greater under 
private coverage, then under PEBB.3 
 
Since 2010, LEOFF Plan 2 has provided a reimbursement to the disability allowance of a LEOFF 
Plan 2 member that is totally disabled in the line of duty that includes reimbursement for any 
payments made for employer-provided health insurance. This includes health insurance offered 
under the federal Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA) and 
Medicare Parts A and B.4 The reimbursement is capped at the former employer’s current 
COBRA amount or other employer provided retiree health insurance premium amount.5 The 
actual amount reimbursed depends on the health insurance plan selected by the retiree or 
surviving spouse.  
 
Administrative Process for Reimbursements 
The process that a catastrophic disability retiree must navigate in order to find health care 
coverage and then receive a reimbursement from DRS for that coverage is complex and often 
exacerbated for members suffering from catastrophic disability conditions. In fact, there are 
currently four catastrophic disability retirees who have never received a reimbursement, 
presumably because they either do not have health care coverage or have not completed the 
process of applying for a reimbursement.   
 
DRS annually sends catastrophic disability retirees a LEOFF Plan 2 Request for Medical Premium 
Reimbursement Form in November and again in May. The request for reimbursement is 
submitted for the previous six months. However, the retiree can submit more frequently if they 
would like to be reimbursed sooner. The retiree must submit copies of two document types: 
proof of insurance and proof of payment. If the retiree does not submit the paperwork for 
reimbursement, DRS reaches out to them via a phone call to see if they can assist them with the 
reimbursement paperwork. According to DRS, some catastrophic disability retirees have told 


                                                           
3 In 2019, retiree medical premiums for an individual and spouse in non-Medicare eligible PEBB (Uniform Medical 
Classic) are $1,344.  
4 Medicare Part A is hospital insurance (inpatient) and Medicare Part B is health insurance (outpatient). 
5 RCW 41.26.470(10). 
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them they have not applied for reimbursement because “it’s not worth it to them, or they don’t 
want to be bothered with more paperwork.” 
 
This process is simpler if a catastrophic disability retiree is covered by a health insurance 
provider who has set up vendor pay with DRS. If a retiree is covered by a provider with vendor 
pay, they are able to skip the process of requesting a reimbursement. Instead DRS makes direct 
payments to the health insurance provider on behalf of the catastrophic disability retiree.  
 
Determining whether to set up vendor pay is up to the discretion of the health insurance 
provider. A provider wanting to allow for vendor pay must complete the DRS Broker/Vendor 
Packet. DRS does not initiate the request for vendor pay, instead the member must do so, 
unless their health insurance provider already has set up vendor pay. This deduction process is 
used for other retirees and other types of payments, not just health insurance premiums for 
Catastrophic Disability Retirees.  
 
If Catastrophic Disability Retirees were enrolled in PEBB, like Line-of-Duty Death survivors, the 
process would be much simpler for retirees. When LEOFF Plan 2 has a Line-of-Duty Death, a 
copy of the Labor and Industries approval form is sent to PEBB – informing them who was 
approved for the duty death benefit and the surviving spouse’s name who will be contacting 
them for medical benefits. Each month, DRS receives a report detailing the Line-of-Duty Death 
medical premiums and the funds are transferred to PEBB to pay for the medical premiums. 
Once signed up with PEBB the spouse and the dependent children are covered and they do not 
have fill out any additional forms from DRS. 
 
There is not a time limit for a Catastrophic Disability Retiree requesting reimbursement for 
health insurance premiums. In fact, DRS recently issued a reimbursement of $73,764.36 to a 
member who completed their request for reimbursement after almost 10 years of being 
retired. 
 
History of Catastrophic Health Insurance Premium Reimbursement 
During the 2008 interim, the Board studied options for extending the health care premium 
assistance to catastrophic retirees and their survivors. At the Board’s request, the Legislature 
introduced HB 1679 in 2009. The 2009 bill proposed including catastrophically disabled LEOFF 
Plan 2 members, their spouses and dependent children in the PEBB risk pool, with the 
individuals paying their own PEBB premium until Medicare eligible. The bill failed to pass, due in 
part to the cost. The Health Care Authority (HCA) fiscal note estimated a total cost of $1.5 
million the first biennium, ramping up to $4.7 million by the 2013-15 biennium. The fiscal note 
assumed 14 new catastrophic retirees added on January 1 of each year.  
 
Updated Fiscal Costs 
HCA provided the LEOFF Plan 2 Board with an updated fiscal analysis (See Appendix B) of the 
estimated costs of adding LEOFF Plan 2 catastrophically disabled retirees to the PEBB risk pool 
(the “implicit costs” of this policy proposal). HCA adjusted the assumed number of new 
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catastrophic retirees down to 4.5 (matching the number utilized by OSA). However, due in part 
to the increased number of existing catastrophic disability retirees (there were only four 
catastrophic retirees when this bill was first proposed), the estimated costs have increased to 
$7.8 million in the first biennium of coverage, ramping up to $15.6 million for the 2025-2026 
biennium. 
 
HCA identified costs in the following tables: 
 


 
 
The LEOFF Plan 2 contribution rate impact of the implicit costs identified by HCA has not been 
identified.  
 
OSA provided the LEOFF Plan 2 Board with updated fiscal analysis (See Appendix D) of the 
estimated cost to provide LEOFF Plan 2 retirees with duty-related catastrophic disabilities 
access to PEBB healthcare coverage and premium reimbursement (the “explicit costs” of this 
policy proposal). Therefore, this analysis is for the estimated cost impact of LEOFF Plan 2 
reimbursing catastrophic retirees for PEBB premiums, instead of reimbursing them for their 
current health care coverage. OSA’s was based on the following key assumptions: 


• All eligible retirees would choose the Uniform Medical Plan (UMP), which is the most 
popular plan choice for retirees with post-retirement medical through PEBB; and, 


• One third of all retirees would have single coverage, the remaining two-thirds would be 
married and cover their spouse and child(ren). 
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OSA identified these costs in the following tables:  
 


What-If Analysis  
Impact on Contribution Rates 


 What-If Analysis 
Estimated Budget Impacts 


LEOFF 2    (Dollars in Millions) 2020-21 2021-23 2023-25 
Current Members    Total Employee $0.6  $1.3  $1.3  
Employee 0.03%    General Fund-State 0.2  $0.5  $0.5  
Employer  0.02% 


 
  Local Government 0.4  $0.8  $0.8  


State 0.01% 
 


Total Employer $0.6  $1.3  $1.3  
Contribution rate increase is assumed to 
occur September, 2020 through a 
supplemental contribution rate. 


     
          


 
To help explain these costs, OSA provided the following table which shows the difference in 
what was paid under current law and what OSA assumes would have been paid under PEBB: 
 


What-If Analysis 2018 Premium Assumptions   
(Dollars in Millions) Pre-Medicare Medicare  
Current Law Premiums $13,700  $6,000   
PEBB Premiums $17,000  $13,100   
It is our understanding LEOFF 2 retirees with catastrophic 
disabilities become eligible for Medicare after 29 months of 
retirement.  


 


 
The increase in costs is due in part to an assumption that a larger percentage of retirees would 
opt to have their spouse and children covered, as identified in OSA’s key assumptions listed 
above.  
 


POLICY OPTIONS 
Option 1: PEBB coverage for Catastrophic Disability retirees 
Catastrophic Disability retirees and their families would be covered under PEBB, like Line-of-
Duty Death survivors.  
 
Option 2: No change to current law 
Catastrophic Disability Retirees would continue to be responsible for finding health insurance 
coverage and seeking reimbursement for premiums from DRS. 
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SUPPORTING INFORMATION 
Appendix A: Fiscal Note for SHB 1679 (2009) 
Appendix B: Health Care Authority Memo Re: Adding LEOFF Plan 2 Catastrophically Disabled 
Members to PEBB Benefits, November 22, 2019. 
Appendix C: Milliman Memo Re: Estimated Cost of LEOFF 2 Catastrophically Disabled 
Employees, November 19, 2019. 
Appendix D: Office of the State Actuary Email re: PEBB Coverage for Retirees with Catastrophic 
Disabilities, December 10, 2019. 







Bill Number: 1679 HB Title: Catastrophic disability med


Multiple Agency Fiscal Note Summary


Estimated Cash Receipts


Agency Name 2009-11 2011-13 2013-15


GF- State Total GF- State GF- StateTotal Total


 0  1,585,297  0  3,226,020  0  4,698,303 Washington State Health Care 


Authority


Total $  0  1,585,297  0  3,226,020  0  4,698,303 


Local Gov. Courts *


Local Gov. Other **


Local Gov. Total


Agency Name 2009-11 2011-13 2013-15


FTEs GF-State Total FTEs FTEsGF-State GF-StateTotal Total
 0  .0 Office of the State 


Actuary


 0  .0  0  0  .0  0  0 


 1,019,970  .0 Washington State 


Health Care Authority


 1,585,297  .0  1,850,960  3,226,021  .0  2,268,110  4,698,303 


 0  .0 Department of 


Retirement Systems


 0  .0  0  0  .0  0  0 


 0  .0 Law Enforcement 


Officers' and Fire 


Fighters' Plan 2 


Retirement Board


 0  .0  0  0  .0  0  0 


Total  0.0 $1,019,970 $1,585,297  0.0 $1,850,960 $3,226,021  0.0 $2,268,110 $4,698,303 


Estimated Expenditures


Local Gov. Courts *


Local Gov. Other **


Local Gov. Total


The Office of the State Actuary has prepared an estimate of the effect on the state’s Other Post-Employment Benefits (OPEB) liability.  


Please see the Actuary’s fiscal note, on the page labeled “4 of 9” for more information.


Prepared by:  Jane Sakson, OFM Phone: Date Published:


360-902-0549 Pending Distribution


* See Office of the Administrator for the Courts judicial fiscal note


** See local government fiscal note
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Part I: Estimates


No Fiscal Impact


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


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


Check applicable boxes and follow corresponding instructions:


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


form Parts I-V.
 


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


Capital budget impact, complete Part IV. 


Requires new rule making, complete Part V.                                      
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Agency Preparation:


Agency Approval:


OFM Review:
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Briefly describe by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have revenue or 


expenditure impact on the responding agency.


Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section 


number and when appropriate the detail of the revenue sources.  Briefly describe the factual basis of the assumptions and the method by which the cash 


receipts impact is derived.  Explain how workload assumptions translate into estimates.  Distinguish between one time and ongoing functions.


Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying by section number 


the provisions of the legislation that result in the expenditures (or savings).  Briefly describe the factual basis of the assumptions and the method by 


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


functions.


Part IV: Capital Budget Impact
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ACTUARY’S FISCAL NOTE  
 


RESPONDING AGENCY: 
 


CODE: DATE: BILL NUMBER: 


Office of the State Actuary 035 4/18/09 HB 1679 / SB 5541 Revised 


 
 
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 date shown above.  We intend this fiscal note to be 
used by the Legislature during the 2009 Legislative Session only.  
 
We advise readers of this fiscal note to seek professional guidance as to its content and 
interpretation, and not to rely upon this communication without such guidance.  Please 
read the analysis shown in this fiscal note as a whole.  Distribution of, or reliance on, 
only parts of this fiscal note could result in its misuse, and may mislead others. 
 
 
SUMMARY OF RESULTS 


 
This bill will not affect the funding of the Law Enforcement Officers’ and Fire Fighters’ 
Retirement System (LEOFF) Plan 2 retirement system.  Please see the rest of the fiscal 
note for further discussion on the impact to the pension system. 
 
This bill will provide access to insurance products offered by the Public Employees' 
Benefits Board (PEBB) to members of LEOFF Plan 2 who qualify for a total line-of-duty 
disability benefit.   
 
It is expected that this bill will have an impact on the state’s Other Post-Employment 
Benefits (OPEB) liability.  Please see the attachment for further discussion on the impact 
to the OPEB liability.
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WHAT IS THE PROPOSED CHANGE? 


 


Summary Of Benefit Improvement 
 
A member of LEOFF Plan 2 who qualifies for a total line-of-duty disability benefit under 
RCW 41.26.470 (8) would be eligible to participate in insurance products offered by the 
PEBB.  This eligibility is granted regardless of whether the member was covered by 
PEBB benefits as an active employee.  
 
Effective Date:  90 days after session. 
 
What Is The Current Situation? 


 
LEOFF Plan 2 members who have coverage under PEBB as active employees are able to 
purchase PEBB benefits offered to retirees when they choose to retire, whether retiring 
for service or disability.  While all local government employers are eligible to offer 
PEBB benefits to their employees, not all employers do so.   
 
Who Is Impacted And How? 


 
We estimate this bill could affect all 16,099 active members of LEOFF Plan 2 through 
improved benefits.  Of the 924 retirees and members with disabilities, there are currently 
four members with total disabilities incurred in the line of duty that would be affected.  
Furthermore, we expect approximately 16 additional members per year will actually 
receive improved benefits. 
 
We estimate this bill will increase the benefits for a typical member by providing access 
to PEBB insurance products, along with the associated healthcare subsidies provided 
through PEBB. 
 
 
WHY THIS BILL HAS A COST AND WHO PAYS FOR IT 


 


Why This Bill Does Not Have A Pension Cost 


 
This bill would affect pension funding if one of two conditions were met: 
 


• The pension plan made healthcare premium payments on behalf of the member. 


• Member behavior was altered due to the introduction of this bill (for example, 
members chose to retire earlier). 


 
Neither of these conditions are met, so there is no cost to LEOFF Plan 2.  This bill does 
not allow the pension plan to make any premium payments on behalf of the member.  
Also, members do not choose when catastrophic events occur, so their behavior is not 
affected.  If, instead, this bill gave access to all LEOFF Plan 2 retirees, members might 
choose to alter retirement behavior based on access to subsidized healthcare. 
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Why This Bill Has A Cost To PEBB 


 
This bill has a cost to PEBB because the healthcare premiums paid by retirees do not 
cover the full cost of the underlying benefits.  The difference between the full cost of 
retirees and the healthcare premiums they pay gets subsidized.  More information on this 
cost is available in the OPEB attachment to this fiscal note. 
 
Who Will Pay For The Costs To PEBB 


 
The Health Care Authority (HCA) will prepare a fiscal note covering the costs of 
subsidization and who will pay for those costs. 
 
 
ACTUARY’S CERTIFICATION 
 
The undersigned hereby certifies that: 
 


1. We prepared this fiscal note for the Legislature during the 2009 Legislative 
Session. 


2. 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 on page 1 of this fiscal note.   


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


 
 
Matthew M. Smith, FCA, EA, MAAA  
State Actuary 
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OPEB Liability Attachment - Revised 
 
 
BACKGROUND 


 


Please see page 1 of the fiscal note for the intended use, summary of the benefit change, 
current situation, and members impacted. 
 
 
PURPOSE OF THIS ATTACHMENT 


 


The purpose of this preliminary actuarial communication is to estimate the impact of this 
bill on the State’s OPEB liability.  We intend this communication to supplement any 
HCA fiscal note provided.  This communication identifies the long-term expected 
actuarial impact of this bill whereas the HCA fiscal note identifies the short-term budget 
impact.  The Office of the State Actuary’s communication and HCA’s fiscal note, when 
taken together, are meant to provide a more complete picture of the estimated cost of this 
bill. 
 
This communication represents an estimate since we are using the same underlying 
assumptions as those disclosed in the most recent statewide actuarial valuation report for 
OPEB.  The provisions of this bill modify the PEBB population so the underlying 
healthcare assumptions may change as a result.  Therefore, the actual cost of this bill, and 
any associated healthcare assumption changes, will be included in the next statewide 
actuarial valuation report for OPEB. 
 
 
SUMMARY OF RESULTS 


 


Impact on Total OPEB Liability 


(Dollars in Millions) Current Increase Total 


Today's Value of All Future Health Subsidies $13,010 $64 $13,074 


Today's Value of All Earned Health Subsidies  $7,905 $28 $7,933 


 


 


WHY THIS BILL HAS A COST AND WHO PAYS FOR IT 


 


Why this Bill Has a Cost 


 
PEBB provides subsidized healthcare insurance for certain members of the state’s 
retirement systems.  This subsidy generally increases with age.  Allowing more retirees to 
join PEBB increases the number of members receiving the subsidy and increases the 
associated costs.  In addition, the population added under this bill is expected to be less 
healthy (and more costly) than the average member currently covered under PEBB. 
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Who will Pay for these Costs 


 
There are two cost-sharing arrangements for retirees in PEBB: 
 


• Pre-Medicare - This category covers retirees who are not eligible for 
Medicare (generally those under age 65).  Retirees in this group are pooled 
with active members and pay the same premiums as active members 
(regardless of age).  This means that active members in PEBB and their 
employers cover the difference between the actual cost of the retiree and 
the premiums they pay.  On average, these retirees cost more than they 
pay and this is referred to as the “implicit subsidy.” 


• Medicare – This category covers retirees who are eligible for Medicare 
(generally those age 65 and older or receiving Social Security disability 
benefits).  PEBB provides, through the State budget, a direct payment 
toward retirees’ Medicare premiums.  In 2008 this amount was $164 per 
retiree per month.  This is referred to as the “explicit subsidy.” 


 
Members with catastrophic disabilities are expected to be less healthy (and more costly) 
than the average member currently covered under PEBB.  Members who qualify for 
Social Security disability benefits move from the Pre-Medicare pool to the Medicare pool 
after 29 months.  Please see HCA’s fiscal note regarding how the cost above the member 
premium and subsidies will be funded. 
 
For a further explanation of these cost-sharing arrangements please see pages 7 and 8 of 
the January 1, 2008 Other Post-Employment Benefits Actuarial Valuation Report (OPEB 
AVR). 
 
 
HOW WE VALUED THESE COSTS 


 


Assumptions We Made 


 
We assumed all members would join the Uniform Medical Plan (UMP).  We based this 
assumption on the fact that the majority of members in PEBB select UMP. 
 
Members who are affected by this bill qualify for Social Security disability benefits, 
which allow access to Medicare Part A after 29 months.  We assumed all of the members 
would enroll in Medicare Part B, which would allow access to PEBB’s Medicare risk 
pool.  Therefore, we assumed all members would transfer to the Medicare risk pool after 
two years, whereas their spouses would transfer to the Medicare risk pool at age 65. 
 
Otherwise, we developed these costs using the same assumptions as disclosed in the 
OPEB AVR.   
  







O:\Fiscal Notes\2009\1679_HB_Revised.docx  Page 6 of 9  


How We Applied These Assumptions 


 
We relied on HCA’s fiscal note to estimate the cost for full family coverage when both 
member and spouse are in the non-Medicare risk pool.  We assumed the total cost per 
month was $3,248 and the total premium paid by the family was $1,158.  We used the 
2008 explicit subsidy amount of $164 per month to value both the member and spouse 
while they were in the Medicare risk pool.  We used implicit subsidy costs consistent 
with the OPEB AVR to value the cost of the spouse in the non-Medicare risk pool after 
the first two years. 
 
We placed the members into the UMP.  Consistent with our most recent pension 
valuation we used the expected rate of total disablement to determine how many active 
members would be expected to enroll in PEBB each year (approximately 18 percent of all 
duty-related disabilities).  We flagged the four currently eligible members in the data as 
they are expected to join PEBB immediately if this bill passes. 
 
Otherwise, we developed these costs using the same methods as disclosed in the OPEB 
AVR.   
 


Data Used 
 


We relied on data provided by the Department of Retirement Systems to identify the four 
members that are currently eligible for this bill.  We did not audit this data.   
 
We developed these costs using the same assets and participant database as those used in 
the OPEB AVR.   
 
 


ACTUARIAL RESULTS 


 


Liability Changes 
 


This bill would impact PEBB by increasing the present value of future benefits payable.  
The table below shows the impact to the present value of future benefits and the General 
Accounting Standards Board (GASB) 45 liability. 
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 (Dollars in Millions) Current Increase Total 


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


State $6,473  $64  $6,537  


K-12 5,883 0 5,883 


Political Subdivisions 654 0 654 


Total $13,010  $64  $13,074  


Unfunded Liability (GASB 45 Liability)    
(The Total Value of the Subsidies to all Current Members Attributable to Past Service) 


State $4,014  $28  $4,042  


K-12 3,542 0 3,542 


Political Subdivisions 349 0 349 


Total $7,905  $28  $7,933  


Note:  Totals may not agree due to rounding.   


 
The analysis of this bill does not consider any other proposed changes.  The combined 
effect of several changes could exceed the sum of each proposed change considered 
individually. 
 
As with the costs developed in the OPEB AVR, the emerging costs will vary from those 
presented in the OPEB AVR or this attachment to the extent that actual experience differs 
from the actuarial assumptions.   
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CERTIFICATION 
 
The undersigned hereby certifies that: 
 


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


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


3. The data on which this pricing 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. We prepared this attachment for the Legislature during the 2009 Legislative 
Session. 


6. We prepared this attachment, and provided opinions, in accordance with 
Washington State law and accepted actuarial standards of practice as of the date 
shown on page 1 of the attached fiscal note. 


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


 
 
Matthew M. Smith, FCA, EA, MAAA  
State Actuary 
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GLOSSARY OF ACTUARIAL TERMS 
 
Actuarial Accrued Liability:  Computed differently under different funding methods, 
the actuarial accrued liability generally represents the portion of the present value of fully 
projected benefits attributable to service credit that has been earned (or accrued) as of the 
valuation date. 
 
Actuarial Present Value:  The value of an amount or series of amounts payable or 
receivable at various times, determined as of a given date by the application of a 
particular set of actuarial assumptions (i.e. interest rate, rate of salary increases, mortality, 
etc.). 
 
Aggregate Funding Method:  The Aggregate Funding Method is a standard actuarial 
funding method.  The annual cost of benefits under the Aggregate Method is equal to the 
normal cost.  The method does not produce an unfunded liability.  The normal cost is 
determined for the entire group rather than on an individual basis.   
 
Entry Age Normal Cost Method (EANC):  The EANC method is a standard actuarial 
funding method.  The annual cost of benefits under EANC is comprised of two 
components:   
 


• Normal cost. 
• Amortization of the unfunded liability. 


 
The normal cost is determined on an individual basis, from a member’s age at plan entry, 
and is designed to be a level percentage of pay throughout a member’s career.   
 
Normal Cost:  Computed differently under different funding methods, the normal cost 
generally represents the portion of the cost of projected benefits allocated to the current 
plan year.   
 
Projected Unit Credit (PUC) Liability:  The portion of the Actuarial Present Value of 
future benefits attributable to service credit that has been earned to date (past service). 
 
Projected Benefits:  Pension benefit amounts which are expected to be paid in the future 
taking into account such items as the effect of advancement in age as well as past and 
anticipated future compensation and service credits.   
 
Unfunded PUC Liability:  The excess, if any, of the Present Value of Benefits 
calculated under the PUC cost method over the Valuation Assets.  This is the portion of 
all benefits earned to date that are not covered by plan assets. 
 
Unfunded Actuarial Accrued Liability (UAAL):  The excess, if any, of the actuarial 
accrued liability over the actuarial value of assets.  In other words, the present value of 
benefits earned to date that are not covered by plan assets. 
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Part I: Estimates


No Fiscal Impact


Estimated Cash Receipts to:


FUND 2013-152011-132009-11FY 2011FY 2010


 625,528  1,585,297  3,226,020  4,698,303  959,769 Public Employees' and Retirees 


InsuranceAccount-Non-Appropriated


721-6


Total $  625,528  3,226,020  4,698,303  1,585,297  959,769 


Estimated Expenditures from:


FY 2010 FY 2011 2009-11 2011-13 2013-15


Fund


General Fund-State 001-1  402,461  617,509  1,019,970  1,850,960  2,268,110 


Public Employees' and Retirees 


InsuranceAccount-Non-Appropriated


721-6


 223,067  342,260  565,327  1,375,061  2,430,193 


Total $  625,528  959,769  1,585,297  3,226,021  4,698,303 


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


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


Check applicable boxes and follow corresponding instructions:


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


form Parts I-V.
X


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


Capital budget impact, complete Part IV. 


Requires new rule making, complete Part V.                                      
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Part II: Narrative Explanation


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


Briefly describe by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have revenue or 


expenditure impact on the responding agency.


See attached narrative


II. B - Cash receipts Impact


Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section 


number and when appropriate the detail of the revenue sources.  Briefly describe the factual basis of the assumptions and the method by which the cash 


receipts impact is derived.  Explain how workload assumptions translate into estimates.  Distinguish between one time and ongoing functions.


See attached revenue


II. C - Expenditures


Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying by section number 


the provisions of the legislation that result in the expenditures (or savings).  Briefly describe the factual basis of the assumptions and the method by 


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


functions.


See attached revenue


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


FY 2010 FY 2011 2009-11 2011-13 2013-15


FTE Staff Years


A-Salaries and Wages


B-Employee Benefits


C-Personal Service Contracts


E-Goods and Services


G-Travel


J-Capital Outlays


M-Inter Agency/Fund Transfers


N-Grants, Benefits & Client Services  625,528  959,769  1,585,297  3,226,020  4,698,303 


P-Debt Service


S-Interagency Reimbursements


T-Intra-Agency Reimbursements


9-


 Total: $959,769 $625,528 $1,585,297 $3,226,020 $4,698,303 


Part IV: Capital Budget Impact


None


Part V: New Rule Making Required


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


See attached revenue
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HCA Fiscal Note 
Bill Number:  HB 1679 revised Catastrophic Disability Med. HCA Request #: 09-12-02  


Part II:  Narrative Explanation 
 
II.  A - Brief Description Of What The Measure Does That Has Fiscal Impact 
 
This revised fiscal note changes the following assumptions about catastrophically disabled law 
enforcement officers and firefighters (LEOFF): 
 


1. Eligibility to enroll in Medicare.  Stakeholders asked the Health Care Authority staff to 
revisit the assumption that catastrophically disabled law enforcement and firefighters 
were not eligible to enroll in Medicare due to non-participation in the Federal Income 
Contribution Act (FICA) which includes Social Security and Medicare.  Stakeholders 
believe one-third of the LEOFF members do participate in the FICA programs and the 
remaining two-thirds participate in the Medicare only program through agreement with 
the Social Security Administration.  The stakeholders requested HCA identify whether 
these members can participate in the Medicare programs under the Special Rules 
Application to Medicare Qualified Government Employees (MQGE).   Based on 
information received from the Social Security Administration, Medicare Disability benefits 
for MQGE are the same as for those who participate in the FICA programs.  Therefore, 
HCA staff has revised this assumption to include LEOFF participation in Medicare after 
twenty-nine months of a catastrophic disability.   


 
2. Enrollment:  In the first version of this fiscal note, HCA staff assumed 16 catastrophically 


disabled members would be added in January 2010 and would remain constant through 
the six years measured in the fiscal note.  HCA staff revisited this assumption and 
determined the State Actuary’s Office staff intended to show growth of 16 additional 
members each year.  Therefore, HCA staff has revised the enrollment assumption in this 
fiscal note to show the enrollment. 


 
3. Mortality:  Stakeholders asked HCA staff to revisit its mortality assumptions.  In the first 


version of the fiscal note, HCA assumed all enrollees would remain enrolled in PEBB for 
the entire six years measured in the fiscal note.  The State Actuary’s Office does not 
have relevant mortality tables for catastrophically disabled LEOFF members so we 
looked at the valuations available in at the Social Security Administration.  We 
determined we could make a reasonable assumption for Probability of Death for male 
disabled workers using Table 7A of the SSA actuarial study No. 1181. 


 
4. Effective date:  In the original bill, we assumed the catastrophically disabled LEOFF 


members would join PEBB at the beginning of the next plan year which begins in 
January 2010.  We have reconsidered this assumption and now assume the bill would 
provide the ability for the members to join PEBB 90 days after the bill is signed.  
Therefore, we have revised our assumption to include an effective date of July 2009. 


 
 
 
 
 


                                                 
1 Social Security Disability Insurance Program Worker Experience, Actuarial Study No. 118, Tim Zayatz.  
Page 23, Table 7A – Male Disabled Workers, Probability of Death. 
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This bill amends RCW 41.05.080 and 41.05.195 by expanding the Pubic Employees Benefits 
Board’s (PEBB) eligibility to include: 


 
1.  Surviving spouses and dependent children of law enforcement officers and 
firefighters [LEOFF] who are totally disabled in the line of duty and receiving a retirement 
allowance as provided under RCW 41.26.470(8). 


 
2.  Law enforcement officers and firefighters [LEOFF] who are totally disabled in the line 
of duty and receiving a retirement allowance as provided under RCW 41.26.470 (8) and 
their dependents. 


 
The bill provides the same eligibility and premium payment requirements as currently in place 
for the surviving spouses and dependent children of emergency service personnel killed in the 
line of duty. 
 
Discussion:  
 
This bill would allow totally disabled (in the line of duty) law enforcement officers and firefighters 
and their families the option of moving out of their current insurance plans and into the PEBB 
insurance plans. 
 
The disabled LEOFF retirees would enroll in one of two of the PEBB community rated risk 
pools, Non-Medicare or Medicare: 
 


Non-Medicare – In this risk pool, PEBB is the primary payer for the costs related to 
providing services to the group of retirees not enrolled in Medicare.  Retirees are rated 
with the younger active employees who generally use fewer services than older retirees.  
The retirees discussed in this bill are totally disabled and therefore we assume the cost 
of healthcare for these members will significantly exceed the rates charged.  The 
difference between the rate charged and the cost to provide the health care is known as 
an implicit subsidy.  The “true cost” of this population is based on assumptions around 
greatly increased utilization.  In lieu of more specific information regarding the types of 
disabilities and claims costs affecting these employees, we will use the PEBB Uniform 
Medical Plan (UMP) rate for a full family to estimate the premium that will be paid 
monthly by the disabled retiree and we will use the PEBB conversion plan full family 
rate2 as a proxy for the increased costs. The difference between the two rates is the 
value of the implicit subsidy. 
 
Medicare - In this risk pool, PEBB is the secondary payer, after Medicare, for the costs 
related to providing services to the retirees enrolled in Medicare.  PEBB requires a 
retiree to be enrolled in Parts A and B of Medicare before the retiree can move into the 
Medicare risk pool.  A specific subsidy is set out in the operating budget for Medicare 
Retirees.  This is know as the explicit retiree subsidy and is used to lower the amount of 
the premium the retiree is required to pay.  Medicare assumes the majority of the true 
cost of this population.  We value the cost of the explicit retiree subsidy as the difference 
between the amount paid to the plan and the amount paid by the retiree.   


                                                 
2 PEBB conversion plan rates reflect a population no longer employed for the state and who have 
exhausted their COBRA benefits which includes right to remain in the community rated risk pool.  The 
rates reflect an increased cost for high utilization of health care. 
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The phrases “surviving spouse” and “child/children” are defined in RCW 41.26.030 (6) and (7) 
regarding the law enforcement officers’ and firefighters’ retirement system.  However, the bill 
amends PEBB eligibility provisions.  PEBB benefits provided in RCW 41.05.080 are subject to 
the terms, definitions and conditions set by the PEB Board.  Therefore, under the bill, PEBB 
would cover any PEBB-eligible spouse or child dependent of a totally disabled officer or fire 
fighter.   
 
The distinction between the 41.26.030 (6)/(7) definitions and PEBB’s 41.05.080 definitions of 
spouse and dependent children is subtle, but there is a difference.  There would most likely be 
no difference in the definition of spouse (PEBB rules do not allow for ex-spouses, but we have 
historically allowed LEOFF 2 surviving ex-spouses if they qualified under 41.26.162), but 
PEBB’s definition of dependent children is a little more broad than the definition in 41.26.030.  
Specifically, 41.26.030 (7)(b) defines a student as a child up until they turn 21, while PEBB 
defines a student dependent as eligible up until they turn 24.   
 
  
Assumptions 
 
The HCA has made several assumptions about this bill.  Changes in the assumptions will have 
impacts on the expenditure estimates.  HCA has made assumptions as to how the proposed 
legislation would be implemented as written. This fiscal analysis was made based upon those 
assumptions and the costs associated with any different interpretation of the bill are not 
estimated within this analysis.  
 


• Enrollment:  The Office of the State Actuary estimated 16 new “totally disabled” retirees 
would join PEBB, annually, due to this legislation.  We assume the new subscriber would 
request full family coverage.  Stakeholders believe one-third of the LEOFF members do 
participate in the FICA programs and the remaining two-thirds participate in the 
Medicare only program through agreement with the Social Security Administration.  We 
assume 16 new “totally disabled” LEOFF members would be  eligible to enroll in 
Medicare 29 months after they become totally disabled. 


   
• Risk Pool:  We assume each disabled retiree will be in the non-Medicare community 


rated risk pool for twenty-nine months and then will move to the Medicare risk pool.   
 


• Mortality:  We assume mortality rates consistent with SSA’s Actuarial Study No. 118 for 
a 40 year old male.  Rounding to the nearest whole number we assume one person per 
sixteen will pass away in the first year of enrollment and one person per the remaining 
fifteen will pass way in the second year of enrollment.  Thereafter, enrollment remains 
constant.  


 
The following table shows the enrollment count with the mortality factors and a shift from the 
Non-Medicare risk pool to the Medicare risk pool. 
 


2010 2011 2012 2013 2014 2015
Non Medicare 15 29 29 29 29 29
Medicare 0 0 14 28 42 56
Total 15 29 43 57 71 8


Calendar Year Enrollment


5  
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• Plan Selection and Rate:   


o Non-Medicare:  We assume the disabled retiree will select the Uniform Medical 


th.   


 Medicare:  We assume the disabled retiree will select the Uniform Medical Plan 
 


 


 
• We assume it is not the intent of this legislation to pass the cost of the subsidies for this 


 


• The proposed method of collecting funding for the subsidy will require tracking and 


• The bill broadens eligibility to include a small number of people and will require revisions 


  B – Cash Receipts Impact 


he following chart shows the expected increased revenue receipts from Fiscal Year (FY) 2010 


 


Plan.  This is currently the lowest cost PEBB offering. In Calendar Year (CY) 
2009 the Uniform Medical Plan Full Family paid to plan rate is $1,158 per mon
The PEBB Conversion Plan 1 full family rate is $3,248 per month.  Based on the 
current trend provided by our actuaries, we assume the rates will increase 7% 
per year. 


 
o


and the catastrophically disabled person is the only family member eligible for the
retiree subsidy.  In CY 2009, the Uniform Medical Plan Full Family (with one 
eligible for Medicare is $907.05.  The Medicare retiree subsidy is $157.85 per
month.  We assume the rates will increase 7% per year. 


group on to the current PEBB employers and employees.  Therefore, we assume a 
transfer from the General Fund-State into the PEBB fund will be made to pay for the
subsidies incurred by this new group. 


 


reporting but can be accomplished within available resources. 
 


to communications materials and amending WAC 182-12-250.  This can be 
accomplished within existing resources. 


 
  
II.
 
T
through FY 2015, in the Public Employees’ and Retirees’ Insurance Account (Fund 721). 
 
Cash Receipts FY 10 FY 11 FY 12 FY 13 FY 14 FY 15
721 Benefits 625,528$     959,769$    1,448,882$ 1,777,138$ 2,144,251$  2,554,052$  


Total 625,528$    959,769$   1,448,882$ 1,777,138$ 2,144,251$  2,554,052$  
 


.  C - Expenditures 


he following table shows the expected expenditures from FY 2010 through FY 2015.  The 
and 


 
II
 
T
amount shown in the State Share:  General Fund - State row reflects the cost of the implicit 
explicit subsidies.  The amounts shown in the LEOFF Disabled Retiree rows reflect the 
premiums to be paid by subscriber. 
 
Expenditures FY 10 FY 11 FY 12 FY 13 FY 14 FY 15
State Share:  General Fund State 402,461$     617,509$    877,940$    973,020$    1,077,108$  1,191,002$  
LEOFF Disabled Non-Medicare Retirees 223,067$     342,260$    477,603$    511,035$    546,808$     585,084$     
LEOFF Disabled Medicare Retirees -$            -$            93,339$      293,084$    520,335$     777,966$     
Total 625,528$     959,769$    1,448,882$ 1,777,138$ 2,144,251$  2,554,052$   
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art IV:  Capital Budget Impact 


one 


art V:  New Rule Making Required 


AC 182-12-250 will need to be amended 
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Part I: Estimates


No Fiscal Impact


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


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


Check applicable boxes and follow corresponding instructions:


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


form Parts I-V.
 


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


Capital budget impact, complete Part IV. 


Requires new rule making, complete Part V.                                      


Monica Jenkins Phone: 360-902-0561 Date: 01/27/2009


Agency Preparation:


Agency Approval:


OFM Review:


Phone:


Phone:


Phone:


Date:


Date:


Date:


Michelle Hardesty


Cathy Cale


Ryan Black


360-664-7193


360-664-7305


360-902-0417


01/30/2009


01/30/2009


01/30/2009


OFM Contact:


1Form FN (Rev 1/00)


Request #   09-015-1


Bill # 1679 HB


FNS063 Individual State Agency Fiscal Note







Part II: Narrative Explanation


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


Briefly describe by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have revenue or 


expenditure impact on the responding agency.


This bill expands access to health care benefits, available through the Health Care Authority, to Plan 2 members of the 


Law Enforcement Officers’ and Fire Fighters’ Retirement System who are totally incapacitated in the line of duty and 


receiving a retirement benefit as provided in RCW 41.26.470(8). The benefits are also expanded to their surviving 


spouses and eligible children.


This does not have a fiscal impact on the Department of Retirement Systems.


II. B - Cash receipts Impact


Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section 


number and when appropriate the detail of the revenue sources.  Briefly describe the factual basis of the assumptions and the method by which the cash 


receipts impact is derived.  Explain how workload assumptions translate into estimates.  Distinguish between one time and ongoing functions.


No impact.


II. C - Expenditures


Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying by section number 


the provisions of the legislation that result in the expenditures (or savings).  Briefly describe the factual basis of the assumptions and the method by 


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


functions.


No impact.


Part III: Expenditure Detail


Part IV: Capital Budget Impact


No impact.


Part V: New Rule Making Required


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


No impact.
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Part I: Estimates


No Fiscal Impact


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


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


Check applicable boxes and follow corresponding instructions:


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


form Parts I-V.
 


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


Capital budget impact, complete Part IV. 


Requires new rule making, complete Part V.                                      
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Briefly describe by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have revenue or 


expenditure impact on the responding agency.


Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section 


number and when appropriate the detail of the revenue sources.  Briefly describe the factual basis of the assumptions and the method by which the cash 


receipts impact is derived.  Explain how workload assumptions translate into estimates.  Distinguish between one time and ongoing functions.


Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying by section number 


the provisions of the legislation that result in the expenditures (or savings).  Briefly describe the factual basis of the assumptions and the method by 


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


functions.


Part IV: Capital Budget Impact
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Adding LEOFF Plan 2 Catastrophically Disabled 
Members to PEBB Benefits  
ERB Finance 


November 22, 2019 


 
Background 


The Health Care Authority (HCA) has completed this analysis at the request of the Law Enforcement 
Officers and Firefighters (LEOFF) Plan 2 Retirement Board. The LEOFF Plan 2 Retirement Board requested 
HCA determine costs for LEOFF Plan 2 catastrophically disabled retirees and their dependents to join the 
Public Employees Benefits Board (PEBB) program.  


This analysis has been prepared to show two options: 
 
Option 1 – The catastrophically disabled LEOFF subscriber and their dependents rated in a newly created 
PEBB risk pool specifically for the LEOFF group and would remain in this new risk pool (or risk pools) even 
after reaching Medicare eligibility.  


Option 2 – The catastrophically disabled LEOFF subscriber and their dependents rated in a newly created 
PEBB risk pool specifically for the LEOFF group. The LEOFF subscriber and dependents would remain in this 
risk pool until the member becomes Medicare eligible.  At that point, the subscriber and dependents would 
no longer be eligible for PEBB benefits.  


Expenditures 


Catastrophically Disabled Retiree 


Catastrophically disabled individuals will likely have significantly higher costs than the current PEBB risk 
pool average which is comprised of state active employees, self-pay members and retirees that are not 
Medicare eligible. To ensure the cost of benefits are not increased for the current PEBB employers and 
members,  HCA assumes that the LEOFF group would be rated independently from the other participants in 
the non-Medicare and Medicare risk pools and placed in a newly created risk pool. This is similar to the 
newly created program for active school employees.  


Because no diagnostic or prior claim cost information has been provided about the current LEOFF 2 
members, there is a high degree of variability inherent in the cost estimates used in this report. This 
analysis should only be used to understand the magnitude of potential costs. It should not be considered a 
precise cost estimate specific to LEOFF 2 catastrophic individuals.   


Ultimately, the HCA will need claims history from these members and their dependents to develop a 
prospective premium rate for this population and HCA assumes utilizing existing contracts for the Uniform 
Medical Plan (UMP) to administer a plan for these members 


Dependents 


For purposes of this analysis, the HCA assumes the retiree would also have a spouse and child(ren). The 
costs assumed in the calculations below reflects the current UMP Classic adult and child(ren) rate charged 
to state employees.  







 


 
 


These costs are a projection and changes in the assumptions will have impacts on the expenditure 
estimates. 


General Assumptions: 


 Enrollment: The Office of the State Actuary estimated 49 catastrophically disabled retirees as of 
June 30, 2018. These retirees would join PEBB benefits and this population will increase by 4.5 
retirees per year. The HCA assumes catastrophically disabled LEOFF members would be eligible to 
enroll in Medicare 29 months after they become disabled.  


o It is assumed that all 49 retirees who were disabled as of June 30, 2018 will be Medicare 
eligible. 


 As of July 1, 2018 (and each year thereafter) the 4.5 new retirees per year will be 
Medicare eligible after 29 months. 


o No mortality is assumed for these retirees. 


 Cost estimates assume an effective date of January 1, 2021.  


 Assumes that the dependent eligibility will be the same as that adopted by the PEB Board and 
dependents would remain eligible upon death of the LEOFF retiree. 


 Subscribers will be 92 percent male and 8 percent female based on the LEOFF 2 census data. 


 The costs are developed using current contracted provider reimbursement rates and are based on 
historical reimbursement levels. Costs could increase in the future with new contracting.   


o The HCA assumes a growth rate of 3.4 percent per year for pre-Medicare retirees based 
on historical claims data and rate development. 


o The HCA assumes a growth rate of 5.7 percent per year for Medicare eligible retirees 
based on historical claims data and rate development.  


o The HCA assumes a growth rate of 0.8 percent a year for dental based on historical data.  


 This analysis does not consider any potential savings through the coordination of benefits with 
other coverage (except than the assumption of Medicare enrollment). 


 Assumes additional funding for the development of comprehensive, targeted, and ongoing 
communication specific to LEOFF. 


 


Plan Selection and Rate 


 Plan options will be the Uniform Medical Plan (UMP) Classic for medical (including vision) and 
Uniform Dental Plan (UDP) for dental. This plan is currently the PEBB offering with the highest 
enrollment and most coverage state-wide (as well as access to providers nationwide). 


o The catastrophically disabled retiree’s dependents will be enrolled in UMP Classic.  
o The rate assumption for dependents is based on the Calendar Year (CY). For CY2020 the 


UMP Classic Subscriber and Child(ren) tier rate would be $1,1180.65 per month.  
o The HCA assumes the LEOFF retiree will select the UDP Full Family tier. 
o The CY 2020 UDP Full Family premium is $141.03. 


 Medical – Catastrophically disabled retiree (pre-Medicare) 
o The claims assumptions determined by the HCA assume an annual cost of $88,300 per 


retiree (or $7,358.33 monthly). This estimate uses cost distribution representative of 
catastrophically disabled individuals within the following diagnosis groups: 


 Quadriplegia 
 Coma, Brain Compression/Anoxic Damage 
 Severe Head Injury 
 Traumatic Amputations and Complications 
 Multiple Sclerosis 







 


 
 


 Amyotrophic Lateral Sclerosis (ALS) 


o Condition costs at the 90th percentile was used to capture the high-end risk inherent in this 
population along with a high degree of uncertainty in the current estimates. 


o The claims estimate does not account for member cost sharing which can lower costs.  
o The pre-Medicare retiree premiums would also include an administrative fee, not included in 


this analysis. Actual administrative expenses are unknown at this time, as this would be a 
separate pool with separate publications and communication materials.  


o It is assumed that there will also be additional Third Party Administrator (TPA) fees.  


 Medical – Catastrophically disabled retiree (Medicare) 
o The claims assumptions determined by the HCA are based on the same methodology as 


above, but reduced to account for the additional Medicare coverage. The current PEBB 
Medicare rate development is based on approximately 60 percent pharmacy costs and 40 
percent medical. The above rate assumes that 60 percent of the cost will remain as UMP will 
continue to pay primary for pharmacy. However, the medical portion will be reduced to only 
20 percent due to Medicare paying primary on medical with UMP paying secondary.  


 Annual Medical Costs for Pre-Medicare x 60% = Pharmacy Costs ($88,300 x 60% = 
$52,980) 


 Remaining Medical Costs x 20% = Reduced Medical costs ($88,300 – 52,980) x 20% = 
$7,044 


 Annual Medical Costs for Medicare = $52,980 + 7,064 = $60,044 (or $5,003.67 monthly) 


 The estimated costs below represent anticipated claims costs and do not include cost sharing, 
maximum out of pocket limits, or the assumed increased of other administrative costs.  


 
Option 1 – LEOFF retiree and dependents maintain eligibility in the PEBB Program upon Medicare eligibility. 


 


 


 


 


 


 


 


 


 


FY2021 FY2022 FY2023 FY2024 FY2025 FY2026


Pre-Medicare 11 12 11 12 11 12


Medicare 51 55 60 64 69 73


Total 62 67 71 76 80 85


LEOFF Catastrophically Disabled Member Breakdown (Dependents not Included)


FY2021 FY2022 FY2023 FY2024 FY2025 FY2026


Pre-Medicare 576,000$            1,206,000$        1,228,000$        1,288,000$        1,312,000$        1,376,000$        


Medicare 1,904,000$        4,156,000$        4,755,000$        5,377,000$        6,081,000$        6,812,000$        


Total 2,480,000$        5,362,000$        5,983,000$        6,665,000$        7,393,000$        8,188,000$        


Expenditures







 


 
 


Option 2 - LEOFF Retiree and their dependents lose eligibility from PEBB benefits upon Medicare eligibility. 


 


 
Next Steps 
 


In order to produce a more precise estimate with less margin of uncertainty, the HCA would need at least 
the following additional information: 


• Clarify responsibility of initial acute care costs for these conditions (e.g. prior coverage, worker’s 
compensation, etc.) and the degree to which this coverage would change the cost estimate.  


• Obtain historical claims and diagnosis information for this population.  


• Obtain information on the ongoing conditions present within the population, and the severity of 
the conditions.  


• Clarify the scope of coverage to be provided by PEBB when individuals become Medicare 
eligible. 


• Estimate TPA and administrative costs.    
 


 
 


FY2021 FY2022 FY2023 FY2024 FY2025 FY2026


Pre-Medicare 576,000$            1,206,000$        1,228,000$        1,288,000$        1,312,000$        1,376,000$        


Total 576,000$           1,206,000$        1,228,000$        1,288,000$        1,312,000$        1,376,000$        


Expenditures


FY2021 FY2022 FY2023 FY2024 FY2025 FY2026


Pre-Medicare 11 12 11 12 11 12


Total 11 12 11 12 11 12


LEOFF Catastrophically Disabled Member Breakdown (Dependents not Included)







 
 
 
 
 
 
 
 
 
 
 


 
Offices in Principal Cities Worldwide 


  


 


1301 Fifth Avenue, Suite 3800 
Seattle, WA 98101-2605 
Tel  +1206 504 5561 
Fax  +1 206 682 1295 
Email: ben.diederich@milliman.com 


 
 
November 19, 2019 
 
Megan Atkinson  
Chief Financial Officer  
Washington State Health Care Authority  
626 8th Ave SE  
Olympia, WA  98504-5500  
  
Re: Estimated Cost of LEOFF 2 Catastrophically Disabled Employees 


Megan, 


As requested, Milliman has completed an estimate of the cost profile for the catastrophically 
disabled population within the Law Enforcement Officers and Fire Fighters Retirement System 2 
(LEOFF 2).  


It is our understanding that HCA is evaluating the potential impact of allowing the LEOFF 2 
members into PEBB, and that the catastrophically disabled population is a separate group that 
will be considered for PEBB participation independently of the non-catastrophically disabled 
population. Catastrophically disabled individuals will likely have significantly higher costs than 
the current risk pool average, and it’s our understanding that if admitted to PEBB, the group 
would be rated independently of the other participants in the non-Medicare risk pool. 


This analysis estimates costs for six catastrophically disabled diagnoses, selected based on 
common disability definitions that we expect would be representative of this group. In the 
absence of actual diagnosis, claims, or cost data, this sample of conditions should provide a 
general range of expected costs. Because no diagnostic, prior claim, or cost information has 
been provided for the current LEOFF 2 members, this analysis should only be used to 
understand the magnitude of potential costs. It should not be considered a precise cost 
estimate. 


This analysis does not consider the expected costs for non-catastrophically disabled individuals, 
which we provided in a separate deliverable on November 12. 


It is our understanding that LEOFF 2 catastrophically disabled individuals will be eligible for 
Medicare after 29 months in this eligibility category. This analysis does not consider this change 
in status, and whether the individuals would obtain Medicare coverage through PEBB or outside 
of PEBB at that time. This analysis also does not consider any potential savings through the 
coordination of benefits with other coverages. 
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Summary of Results 
 
Percentiles by Diagnosis Group  
 
Table 1 shows the distribution of estimated annual costs for members with each diagnosis in 
2021.  
 


Table 1 – Estimated Annual Cost Percentiles by Diagnosis Group (2021) 
 


 
 
The costs above represent total allowed costs, and do not account for member cost sharing, or 
administrative load. We would expect the plan paid amounts for these claims to be $2,000 less 
than the allowed amounts based on the member out of pocket maximum for UMP Classic. 
 
Each distribution is represented by percentiles, with the 50th percentile representing the median 
and the 99th percentile representing costs for the top 1% of that population. For example, these 
results indicate that: 
 


 A member with quadriplegia has a 25% likelihood of incurring more than $50,600 in 
2021, and a 1% likelihood of incurring more than $282,000 
 


 A member with a severe head injury has a 1% likelihood of incurring more than 
$111,700. 


 
The reported average in Table 1 is only representative of the diagnosis groups selected. It is not 
a representation of all possible catastrophically disabled diagnosis groups. We expect that HCA 
will use the average of all six of these reported conditions, however HCA may choose a more 
narrow definition from the list of conditions above or consider a different relative weighting of the 
conditions. For example, the 50th percentiles for the Coma and Severe Head Injury groups are 
relatively low, and may represent significantly different severity levels than the higher 
percentiles for the same conditions. In the two cases where the 50th percentile is less than 
$10,000, we exclude these two conditions from the average. HCA should consider whether 
including those data points is appropriate. 
 
We recommend using the condition costs at the 90th percentile, which has an average estimated 
cost of $88,000 per year and condition-specific costs that range from $40,000 to $154,000. The 
90th percentile captures the high-end risk inherent in this population without limiting the analysis 
to the most extreme cases.  
 


Average Yearly Cost by Percentiles
Diagnosis Group 50th 75th 90th 95th 99th


Quadriplegia $ 23,400 $ 50,600 $ 96,400 $140,600 $ 282,200 
Coma, Brain Compression/Anoxic Damage <$10,000 25,200        62,400        101,000       235,600       
Severe Head Injury <$10,000 19,500        40,000        58,100        111,700       
Traumatic Amputations and Complications 15,500        40,000        80,800        120,200       247,500       
Multiple Sclerosis 41,000        85,000        153,900       217,200       409,600       
Amyotrophic Lateral Sclerosis and Other Motor Neuron Disease 19,100        47,200        96,500        145,500       308,900       


Average $ 24,800 $ 44,600 $ 88,300 $ 130,400 $ 265,900 
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Because we do not have any information on historical claims costs for the current 
catastrophically disabled LEOFF 2 group, the relevant conditions affecting the group, the 
severity of these conditions, or the degree to which other coverage would be responsible for 
initial acute care costs, we have recommended a percentile that reflects a higher degree of 
uncertainty and risk in the projection. In the case that the LEOFF 2 Board were able to provide 
Milliman and HCA more data and information specific to the LEOFF 2 catastrophically disabled 
group, we would be able to produce a more precise estimate with less consideration for 
variability in the estimate. 
 
Methodology 
 
Diagnosis groups 
 
We used the Milliman Stop Loss Laser Tool to estimate the cost distributions of catastrophically 
disabled individuals within the following diagnosis groups: 
 


 Quadriplegia 
 Coma, Brain Compression/Anoxic Damage 
 Severe Head Injury 
 Traumatic Amputations and Complications 
 Multiple Sclerosis 
 Amyotrophic lateral sclerosis (ALS) 


 
These diagnosis groups are consistent with common disability definitions, and should be 
sufficient to create general estimates for this analysis. 
 
The Milliman Stop Loss Laser tool uses nationwide averages to estimate cost percentiles for 
each condition, with a variety of adjustments to account for demographic information, provider 
reimbursement, etc. We assumed the following for the analysis: 
 


 The population will be 92% male and 8% female based on the LEOFF 2 census data. 
 Network discount adjustment of 49%, which reflects our expected reimbursement levels 


for the PEBB program, based on historical reimbursement for large claims. 
 Accumulated costs prior to entering PEBB under $100,000 for each condition. It is 


unclear at this time the degree to which PEBB would be responsible for the initial costs 
of a catastrophic event (e.g. acute care for quadriplegia). 


 An average age of 40 for the analysis, although costs for these types of conditions do 
not vary significantly at different ages.  
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Next Steps 
 
In order to produce a more precise estimate with less margin for uncertainty, we recommend the 
following next steps for future estimates: 
 


 Clarify responsibility of initial acute care costs for these conditions (e.g. prior coverage, 
worker’s compensation, etc.) and the degree to which this coverage would change the 
cost estimate. 


 Obtain historical claims and diagnosis information for this population. 
 Obtain information on the ongoing conditions present within the population, and the 


severity of the conditions. 
 Clarify the scope of coverage to be provided by PEBB when individuals become 


Medicare eligible.  
 
Caveats and Limitations 
The information contained in this letter has been prepared for the Washington State Health Care 
Authority and its consultants and advisors. It is our understanding that the information contained 
in this report may be utilized in a public document. To the extent that the information contained 
in this report is provided to third parties, it should be distributed in its entirety. Any user of this 
information should possess a certain level of expertise in health care modeling and projections 
so as not to misinterpret the data presented. This analysis is subject to the terms and conditions 
of the Contract between Milliman and Washington State Health Care Authority dated December 
15, 2017. 
 
Milliman makes no representations or warranties regarding the contents of this report to third 
parties. Likewise, third parties are instructed that they are to place no reliance upon this report 
prepared for the Washington State Health Care Authority by Milliman that would result in the 
creation of any duty or liability under any theory of law by Milliman or its employees to third 
parties. Other parties receiving this report must rely upon their own experts in drawing 
conclusions about the Washington State Health Care Authority’s management of the PEBB 
program. 
 
The analysis provided with this report represents the most current information available. Future 
results will vary from these results for many reasons, including but not limited to enrollment 
shifts and random claims fluctuations. It is important to monitor enrollment and claims and make 
revisions to the assumptions as needed. 
 
The authors of this report are members of the American Academy of Actuaries and meet the 
qualification standards to perform financial projections of this type. 
 
In performing this analysis, Milliman has relied upon data ultimately provided by the Health Care 
Authority, as well as HCA’s third party administrators. We performed a limited review of the data 
used directly in our analysis for reasonableness and consistency and have not found material 
defects in the data. If there are material defects in the data, it is possible that they would be 
uncovered by a detailed, systematic review and comparison of the data to search for data 
values that are questionable or for relationships that are materially inconsistent. Such a review 
was beyond the scope of our assignment. To the extent that there are errors contained within 
this data, the results of our analysis could produce erroneous results. 
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We look forward to discussing the results of this analysis with you. 
 
Sincerely, 


             
Ben Diederich, FSA, MAAA    Aaron Gates, FSA, MAAA 
Consulting Actuary    Actuary       
 
cc: Tanya Deuel (HCA) 
 Huong Ramirez (HCA)  







From: Valencia, Tim (LEOFF)
To: White, Jacob (LEOFF)
Subject: FW: PEBB Coverage for Retirees with Catastrophic Disabilities
Date: Tuesday, December 10, 2019 4:19:59 PM


 
 


From: DeCamp, Mitch [mailto:Mitch.DeCamp@leg.wa.gov] 
Sent: Tuesday, December 10, 2019 1:36 PM
To: Nelsen, Steve (LEOFF) <steve.nelsen@leoff.wa.gov>
Cc: Won, Lisa <Lisa.Won@leg.wa.gov>; Masselink, Luke <Luke.Masselink@leg.wa.gov>; Valencia, Tim (LEOFF)
<tim.valencia@leoff.wa.gov>; Dyer, Graham <Graham.Dyer@leg.wa.gov>
Subject: PEBB Coverage for Retirees with Catastrophic Disabilities
 
Steve,
 
As requested, we have prepared analysis on the estimated cost to provide LEOFF 2 retirees with duty-related
catastrophic disabilities access to PEBB healthcare coverage and premium reimbursement assumed to be effective
January 1, 2021. This analysis does not include any costs that may arise from including LEOFF 2 retirees with
catastrophic disabilities in the PEBB risk pool as we understand that will be included in analysis prepared by the
Health Care Authority (HCA).  If the additional costs identified in the HCA analysis are to be paid from the pension
trust, that would significantly increase the rate impacts shared below.
 
Given the small size and limited dependent coverage data for current members with catastrophic disabilities, our
estimate is a what-if analysis.  This is meant to provide a sense of the order of magnitude of the potential impact. 
Actual costs from this proposal could vary from the following analysis.  If we were to produce a fiscal note during
session we may perform additional research in an effort to set a best estimate assumption and would include
additional analysis around how the results could vary under a different set of assumptions.  For instance, some
key assumptions are the percentage of members assumed to cover dependents and how many dependents, e.g.
spouse and children or spouse only. The results of that fiscal note, and the assumptions used, could also vary from
what is shown in the analysis below.
 
The what-if analysis provided below is based on the following key assumptions:


All eligible retirees would choose the Uniform Medical Plan (UMP), which is the most popular plan choice
for retirees with post-retirement medical through PEBB
One third of all retirees would have single coverage, the remaining two-thirds would be married and cover
their spouse and child(ren)


 
What-If Analysis 


Impact on Contribution Rates
What-If Analysis


Estimated Budget Impacts
LEOFF 2  (Dollars in Millions) 2020-21 2021-23 2023-25


Current Members  Total Employee $0.6 $1.3 $1.3
Employee 0.03%   General Fund-State 0.2 $0.5 $0.5
Employer 0.02%   Local Government 0.4 $0.8 $0.8
State 0.01% Total Employer $0.6 $1.3 $1.3
Contribution rate increase is assumed to
occur September, 2020 through a
supplemental contribution rate.


 
The table below contains the pre-Medicare and Medicare blended premiums relied on for this what-if analysis.
Reasons for the increase in the average premium include, but not limited to, the dependent coverage assumption
and differences in benefit coverage between PEBB programs and current enrollment by retirees.  Please see
below for more details on how the blended premium assumptions were developed.
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What-If Analysis 2018 Premium Assumptions


(Dollars in Millions) Pre-Medicare Medicare
Current Law Premiums $13,700 $6,000
PEBB Premiums $17,000 $13,100
It is our understanding LEOFF 2 retirees with catastrophic
disabilities become eligible for Medicare after 29 months of
retirement.


Unless noted below, the cost estimates were developed using assumptions, assets, data, and methods consistent
with the June 30, 2018 Actuarial Valuation Report (AVR). Please see our website for additional information about
the AVR.
 
We made the following assumptions when performing this pricing exercise:


Current law premiums are from our preliminary Demographic Experience Study. They were developed
based on averages of the premium reimbursement history from 2012-2017 for retirees with catastrophic
disabilities, increased with inflation to the valuation date of 2018. If more information is required regarding
how the current law premium assumption was derived, please let us know.
Retirees would choose UMP Classic for pre-Medicare and UMP Classic Medicare when Medicare eligible for
healthcare coverage. About 60 percent of current PEBB retirees choose a UMP plan.
To be consistent with the AVR, we relied on rounded calendar year 2018 PEBB premiums to estimate the
impact from this proposal.


Pre-Medicare (Family): $21,600 per year
Pre-Medicare (Single): $7,900 per year
Medicare (Subscriber Medicare eligible, Family Pre-Medicare): $17,700 per year
Medicare (Single): $4,000 per year


We assumed two thirds of retirees would select Full Family coverage and one third would select single
subscriber coverage. We relied on WA state marriage data to inform the two thirds marriage assumption. 
For purposes of this analysis, we assumed all married retirees would also cover a child(ren).


On average, projected catastrophic disabilities are estimated to occur in a member’s early 50’s using
current data and assumptions. Since spouses become Medicare eligible at age 65, and given their
assumed relative age to members, we assumed spouses would remain on non-Medicare coverage.


Medicare retirees receiving premium reimbursement would also be eligible for the explicit subsidy
provided to Medicare retirees in PEBB.  If these retirees are not eligible for the explicit subsidy, then the
above estimated costs would increase.
Qualification for premium reimbursement remains the same as current administration.  


 
The assumptions listed above could change if bill language becomes available. Changing these assumptions may
produce different results than those presented here.
 
We prepared this analysis to assist the Board in evaluating this proposal. Please do not rely on this analysis after
the 2019 Interim. We are happy to provide an update in the future if needed.  Luke Masselink, ASA, EA, MAAA
served as the reviewing and certifying actuary for this pricing exercise.
 
Should you have any questions or would like to discuss this further, please let us know.
 


Mitch DeCamp 
Senior Actuarial Analyst 
Office of the State Actuary 
PO Box 40914 
Olympia, WA 98504-0914 
http://osa.leg.wa.gov 
Phone 360.786.6157 



http://leg.wa.gov/osa/pensionfunding/Pages/Valuations.aspx

http://osa.leg.wa.gov/





Fax 360.586.8135


“Supporting financial security for generations.”
This e-mail, related attachments, and any response may be subject to public disclosure under state law (Chapter
42.56 RCW).
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Issue


▪ LEOFF Plan 2 catastrophic disability retirees and their survivors have different 
medical insurance access than survivors of members killed in the line of duty
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Line of Duty Death Benefit


▪ Survivors are covered by PEBB and their premiums are paid by LEOFF 2
▪ Survivors do not have a choice to get different health care coverage and have those premiums 


paid for or reimbursed by LEOFF 2
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Catastrophic Retiree Benefit


▪ Catastrophic disability retirees health care premiums are reimbursed by LEOFF 2
▪ No access to PEBB unless their employer offered PEBB
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Members not eligible for 
Medicare (or enrolled in Part A 
only) Subscriber


Subscriber 
and 
spouse


Subscriber 
and 
child(ren)


Subscriber, 
spouse, and 
child(ren)


Kaiser Permanente NW2 Classic $715.66 $1,426.25 $1,248.60 $1,959.20
Kaiser Permanente NW2 CDHP $608.85 $1,206.99 $1,072.04 $1,611.85
Kaiser Permanente WA Classic $752.15 $1,499.24 $1,312.47 $2,059.55
Kaiser Permanente WA CDHP $610.16 $1,210.10 $1,074.70 $1,616.32
Kaiser Permanente WA 
SoundChoice $618.49 $1,231.92 $1,078.57 $1,692.00
Kaiser Permanente WA Value $675.71 $1,346.36 $1,178.70 $1,849.35
UMP Classic $679.72 $1,354.37 $1,185.71 $1,860.37
UMP CDHP $608.35 $1,206.48 $1,071.53 $1,611.34
UMP Plus–Puget Sound High 
Value Network $644.97 $1,284.88 $1,124.91 $1,764.82
UMP Plus–UW Medicine 
Accountable Care Network $644.97 $1,284.88 $1,124.91 $1,764.82







Click to edit Master title style


▪ Click to edit Master text styles
▪ Second level


▪ Third level
▪ Fourth level


▪ Fifth level


Legislative History


▪ 2009 LEOFF 2 Board bill proposed including catastrophically disabled LEOFF 
Plan 2 retirees in PEBB


▪ Health Care Authority Fiscal Note - $4.7 million for the 2013-15 biennium


 Catastrophic Retirement Rates:  
Original vs. Revised vs. Actual 


2009 HCA Assumed Rate 14/year 
Current Experience Study Rate 4.5/year 
2003 – 2018 Actual Experience 3.9/year 
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HCA Updated Costs – Implicit Costs
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OSA Updated Costs – Impact to Explicit Costs


What-If Analysis  
Impact on Contribution Rates 


 What-If Analysis 
Estimated Budget Impacts 


LEOFF 2    (Dollars in Millions) 2020-21 2021-23  
Current Members    Total Employee $0.6  $1.3    
Employee 0.03%    General Fund-State 0.2  $0.5    
Employer  0.02% 


 
  Local Government 0.4  $0.8    


State 0.01% 
 


Total Employer $0.6  $1.3    
Contribution rate increase is assumed to 
occur September, 2020 through a 
supplemental contribution rate. 
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Policy Options


Option 1: PEBB coverage for catastrophic disability retirees


▪ Catastrophic Disability retirees and their families would be covered under PEBB, 
like Line-of-Duty Death survivors. 


Option 2: No action at this time


▪ Board can direct staff to continue to work with OSA and HCA to further analyze 
the estimated cost for further study next interim 







Thank You


Jacob White


Senior Research & Policy Manager


(360) 586-2327


jacob.white@leoff.wa.gov
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BOARD MEETING AGENDA 
DECEMBER 18, 2019 • 9:30AM  
 


 
*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. 


 
  
 


LOCATION 


STATE INVESTMENT BOARD 
Large Conference Room, STE 100 
2100 Evergreen Park Drive S.W.  
Olympia, WA 98502 


 


TRUSTEES 
 
DENNIS LAWSON, CHAIR 
Central Pierce Fire and Rescue 
 
JASON GRANNEMAN, VICE CHAIR 
Clark County Sheriff’s Office 
 
ADE’ ARIWOOLA 
City of Federal Way 
 
MARK JOHNSTON 
Vancouver Fire Department 


AJ JOHNSON 
Snohomish County Fire 
 
SENATOR JEFF HOLY 
Spokane Police Department (Ret) 
 
TARINA ROSE-WATSON 
Spokane Int’l Airport Police Dept 
 
PAT MCELLIGOTT 
Pierce County Fire and Rescue  
 
REPRESENTATIVE STEVE BERGQUIST 
WA State Representative 


WOLF OPITZ 
Pierce County 


 


STAFF 


Steve Nelsen, Executive Director 
Tim Valencia, Deputy Director  
Jessie Jackson, Executive Assistant 
Jessica Burkhart, Administrative Services Manager 
Jacob White, Senior Research and Policy Manager 
Karen Durant, Senior Research and Policy Manager 
Tammy Harman, Benefits Ombudsman 
Tor Jernudd, Assistant Attorney General 
 


THEY KEEP US SAFE, 
WE KEEP THEM SECURE. 


1. Approval of Minutes 
November 20, 2019 


9:30 AM 


2. WSIB Annual Update 
Theresa Whitmarsh, Executive Director 


9:35 AM 


3. Pension Funding Policies 
Steve Nelsen, Executive Director 
Lisa Won, Deputy State Actuary, OSA 


10:00 AM 


4. Tribal Law Enforcement Study 
Jacob White, Senior Research and Policy Manager 


11:00 AM 


5. Administrative Update 11:30 AM 


6. PEBB Coverage for Catastrophic Retirees 
Jacob White, Senior Research and Policy Manager 


12:00 PM 


7. Survivor Option Reelection 
Jacob White, Senior Research and Policy Manager 


12:30 PM 


8. Interruptive Military Service Credit 
Jacob White, Senior Research and Policy Manager 


1:00 PM 


9. Trustee Attendance Policy 
Tim Valencia, Deputy Director 


1:30 PM 


10.  Trustee Education Policy 
Tim Valencia, Deputy Director 


2:00 PM 


11. 2020 Calendar Adoption 
Steve Nelsen, Executive Director 


2:30 PM 


 


  
 


 








Education Policy
December 18, 2019







Overview


▪ Governance Best Practice
▪ Fiduciary responsibility


▪ Transparency


▪ Accountability


▪ Existing Policy


▪ Education Expectations
▪ Guidelines – pre-approved providers and programs 


▪ Recognize individual circumstances and needs







Purpose & Scope


“The Law Enforcement Officers’ and Fire Fighters’ (LEOFF) Plan 2 Retirement 
Board members are trustees and fiduciaries of the LEOFF Plan 2 Retirement 
System. To fulfill statutorily mandated duties as trustees and fiduciaries, board 
members are required to attend trustee and fiduciary education.”


▪ Encourage knowledge to prudently govern plan


▪ Provide a framework for developing skills/knowledge


▪ Principles and guidelines for education


▪ Fit the needs of each individual Board members







Board Member Orientation


▪ Formal program for benefit of new Board members


▪ Help bring new Board members up to speed quickly


▪ As soon as possible after joining the Board







Board Member Education Guidelines


Law Enforcement/Fire Fighter/Employer


▪ First Term – Expected to complete one approved program*


▪ Second Term – Expected to complete one advanced approved program


▪ Third & Subsequent Term – Additional advanced education as desired


*Exception for completing term of vacated position







Board Member Education Guidelines (cont’d) 


Legislators


▪ First Term - Encouraged to attend/complete educational programs


▪ Subsequent Terms – Encouraged to attend advanced educational program 







Educational Activities/Formats


▪ External conferences, seminars, workshops, roundtables or similar programs


▪ Courses and programs conducted by and/or through academic institutions


▪ In-house educational presentations by external consultants, service providers, 
staff or others


▪ Electronic media, including CD ROM-based education, Internet-based education 
(webinars, online classes) and video based education


▪ Relevant periodicals, journals, textbooks or similar materials







Pre-Approved Providers & Programs


▪ Executive Director approves educational conferences and activities
▪ Educational content


▪ Demonstrated educational effectiveness


▪ Attendance requirements


▪ Potential appearance concerns


▪ Administrative Services Manager maintains list of pre-approved providers and 
programs







Pre-Approved Providers & Programs (cont’d)
▪ International Foundation of Employee Benefit Plans (IFEBP) 


▪ Annual Education Conference


▪ Certificate of Achievement in Public Plan Policy (CAPPP) – Part 1 & 2


▪ New Trustee Institute – Level 1 & 2


▪ Trustees Masters Program (TMP) [Advanced/5 yrs Exp]


▪ TMP Advance Leadership Summit [Advanced]


▪ National Conference on Public Employee Retirement Systems (NCPERS) 


▪ Annual Conference & Exhibition (ACE)


▪ Public Safety Conference


▪ Accredited Fiduciary Program (NAF) – Module 1 through 4


▪ Other programs may satisfy the education guidelines, but must be reviewed/approved by the 
Executive Director 







▪ Fiduciary responsibilities
▪ Effective governance practices
▪ Pension funding policy
▪ Actuarial analysis
▪ Fiscal management
▪ Benefits structure and administration 
▪ Ethics


▪ Regulatory and legal considerations
▪ Institutional investment practices/management
▪ Professional licensing requirements or 


obtaining/maintaining professional credentials
▪ Training programs mandated by law, including 


ethics training and sexual harassment prevention 
training


Educational Content Guidelines
Relevant subjects for Board Member education include, but are not limited to 
the following: 







Thank You


Tim Valencia, Deputy Director


tim.valencia@leoff.wa.gov


(360) 586-2326
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