SENATE BILL REPORT
HB 2782

As Reported By Senate Committee On:
Ways & Means, February 25, 2002

Title: An act relating to implementing the results of the 1995-2000 actuarial experience study.
Brief Description: Implementing the results of the 1995-2000 actuarial experience study.
Sponsors: Representatives Doumit and Sommers.

Brief History:
Committee Activity: Ways & Means: 2/21/02, 2/25/02 [DP].

SENATE COMMITTEE ON WAYS & MEANS

Majority Report: Do pass.

Signed by Senators Brown, Chair; Regala, Vice Chair; Fairley, Vice Chair; Kline,
Kohl-Welles, Long, Rasmussen, B. Sheldon, Snyder, Spanel, Thibaudeau, Winsley and
Zarelli.

Staff: Erin Hannan (786-7708)

Background: The Office of the State Actuary calculates required contribution rates for the
state-run pension systems. As part of the monitoring process, the state actuary publishes an
annual actuarial valuation producing an assessment of current assets and future liabilities of
the respective retirement systems. Changes in the actuarial valuation result in recommended
changes in pension contribution rates.

The actuarial valuation is based on assumptions produced by the experience study performed
by the state actuary every five years. The experience study analyzes rates of retirement,
termination, and disability for retirement system members, as well as employee longevity and
salary increases. Based on the findings of the experience study, the actuary may revise the
assumptions used to perform the annual valuations of the pension funds.

Pension contribution rates have been revised in statute for a variety of reasons. In 1989, the
Legislature established new processes to provide for the systematic funding of the various
state-administered retirement plans, including Public Employees’ Retirement System (PERS),
Teachers’ Retirement System (TRS), School Employees’ Retirement System (SERS), Law
Enforcement Officers’ and Fire Fighters’ (LEOFF), and the Washington State Patrol
Retirement System (WSPRS). The 1989 pension funding bill established new employer
contribution rates in statute, required the Economic and Revenue Forecast Council (ERFC)
to adopt the economic assumptions to be used by the state actuary in conducting valuation
studies of the state retirement systems, and required the ERFC to recommend changes in
employer contribution rates every six years.
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In 1992 the Legislature amended the funding statutes to lower the employer contribution
rates, based on the most recent actuarial studies. In 1993, the Legislature amended the
funding statutes to lower the employer contribution rates in light of updated actuarial
valuation studies.

The Legislature amended the pension funding statutes in the 2000 supplemental budget to
provide that the rates set by the Pension Funding Council (PFC), the authority responsible
for adopting contribution rates and economic assumptions for the valuation process, would

be used through April 2000, and new rates reflecting the most recent actuarial valuation

studies would be implemented on May 1, 2000. In 2001 legislation passed granting the

Legislature statutory authority to revise contribution rates.

The most recent actuarial experience study, covering the period from 1995 to 2000, showed
changes in rates of retirement, termination, and disability for retirement system members, as
well as employee longevity and salary increases. The valuation published in 2001, which was
based on 2000 pension fund data, in conjunction with the application of assumptions produced
by the 1995-2000 experience study, show that the contribution rates set in statute in 2001 for
PERS, SERS, TRS and LEOFF were higher than necessary to fully fund the systems, given
current benefits and funding requirements.

Summary of Bill: Beginning April 1, 2002, the basic state contribution rate for LEOFF and
the basic employer contribution rate for PERS, TRS, SERS and WSPRS are established by
law based on the results of the most recent valuation using assumptions prescribed by the
1995-2000 experience study, and the new rates must be utilized in the 2002 Supplemental
Operating Budget. New state contribution rates (expressed as a percentage of the total salary
of the system’s membership) is 1.75 percent for LEOFF 2, 1.10 percent for PERS, 1.05
percent for TRS, and 0.96 percent for SERS. These contribution rates are lower than current
rates. In addition, employee contribution rates for the Plan 2 retirement systems are reduced.
Appropriation: None.

Fiscal Note: Available.

Effective Date: The bill takes effect on April 1, 2002.

Testimony For: None.

Testimony Against: None.

Testified: No one.
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