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SUMMARY OF SENATE BILL 315 (as
enrolled):

This bill amended the Stote Employees’ Retirement Act to
provide for benefit incracses/adjustments for current
members and retireenbeneficiaries. The bill also includes

significant changes in the woy the ratirement system Iy
financed.

A. Chonges in banefits are os follows:

1. A ona-time cost-of-IMng increcse is granted 1o

ratirees and beneficiories who retired prior to
October 1, 1986. The amount of increase varies
from 4% to J0% based on the number of years
since refirement, payoble effective October 1,
1987, Retirement ollowances as increased by this
cost-of-fiving increcse bacoma the bose for future
Increqsaes,

The current 13th checks are reploced by annval
benefit Increcses starting October 1, 1688, or the
first October 1 thot is ot least 12 months after the
retiremant allowance effactive date. The annual
Increase (s 3% noncompounded, not to exceed
$300, based originally on allowtnces as increased
by the ons-time cost-ofdiving provision described
obove. Thote who retired prior to Qctober 1, 1987,
who recaive 13th checks will be held harmless, thot
(s, will receaive no less thon thelr 13th check would
hove been, but or least the ennusl 3% Increose
amaoynt.

. Banefits are recomputed for two cases of

pre~-Janucry 1, 1974, retirees and Eeneficiaries,
effoctive January 1, 1988:

a. Prior to Janvary 1, 1974, benefits were bated
on a two-tler formula that resulis in a lower
allowance than the current 1.5% of fincl
average compensation. Retiress'/beneficiarios’
allowances will be recalcyiated based on the
1.53% formula, but thare will be ne retroactive
payment,

b. Prior 1o 1974, there was an acrly retirement
penaity for persons who retired betwean the
ages of 55 and &0 with 30 years of service.
Allowances for thess retirpesbeaneficiories will
be recolculated based on the full formuls with
no penaity, kut there will be ne retroactive
payment.

. Effactive Janvary 1}, 1988, denral and visien

insurance coverage will be avcilable ro retiraes,
The Stote will pay 0% of the premiums for any
Civil Service outhorized group health plan; the
retirae pays 10% of the premivm.

. An 80 and Out” retirement option will be avgilobla

batween April 1, 1988, and April 1, 1989, A
member who is 50 years of age or older with any
comblncarion of age and 1orvice that aquals 80 may
retire with full benefits during the one-year period,

. The final average compensotion factor of the

highest fiva consecutive years of earnings is
reduced to the highest three consecutive years of

samings for parsons retiing on ar of<ar Qetober
1, 1987.

. Members who are slected State officials or those

maembers in either the Exacutive or Llegislotive
branches who are exampt from the classified State
Civil Service have ¢ vesting period of five years.

_ Previously, elected or appointed officials hod a

veiting period of eight veors; all other persons in
exempt positions had 10.year vesting. This
provision rook eHect Juna 23, 1987.

. Additional optiens for service credit purchoses ore

enacted for membaers with vested sarvice,
Poyments may be mads for:

o. Matemity, patemity, of child-rearing, fer up to
five years (but the member must have returned
to State employment without other intervening
employment).

b. Service as en ampleyes of a city, county,

township, or villoge of this Stcte or es an
employeea of another state, for up to five years.

¢. Service with the Federal government, up to five
years,

The toral amount of service creclt purcnased from
any of *he provisions listed above, however, may
not excead 10 years. Service credit may be
purchosed in sepcarate Increments of one or mors
vears or remalning fracHon of & year, Thess
provisions took effect June 23, 1987,

. Membaers who are gran‘ed o disability retirement

sllowance and who are less than 65 yeors of age
receive an onnucl aflowance until they reach age
65, whan their benetits are recalcularad using the
batsic retirement cllowance formula. Public Act §7
incracias The marimvm benafie fram £4.850 1o
$6,000 per ysar for members who are less than
60 years of oge, ond providet fer banefits 1o be
recclculoted at the regulor amount when o
member turns 60. This provision rook effect June
23, 1687.
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10, Currently, the minimum annual oilowance for a
ratiree ronges from $400 to $1,800 depending on
the number of yeart of service. Effective Jonuary
1, 1988, the minimum onnval allewance for o
retiree or retirement cllowonce beneficiary of o
retiree with 20 cr mora yeors of sarvice shall be
$3,000. Any retiree or beneficiary who receives less
than $3,000 per year based on 20 or more yeors
of service shall receive $3,000 per yesar after
Januory 1988,

11. The mandatory retirement o1 oge 70 provision Is
repealed.

3. Changes In finoncing are as follows:

1. o. Unfunded actuarial accrued liabilities are to be
amoriized over a period of 50 years.

b. Actuarial present volue of benefits attriburable
to the 1988-E9 early retireament provision ore to
be amortized over a period of 10 years.

¢. Actuariol gains or losses after September 30,
1985, are to be amortized over o peried of 15
years.

2. If the actuaral valus of the assets exceeds the
present value of credited projected beneflts by
5%, however, but not more than 10% (105% to
1109 fundad), the Director of Management end
Budget and the State Treosurer may authorize
amortization of actuarial galns over a peariod of 10
to 15 years. H the value of ostets exceeds the valve
of benefits by more than 10% (more than 110%
funded), than actuarial gains may be amortized
over a peried of six to 15 years. The Director of
the DMB and the State Treasurar shall give the
State Employees’ Retirement Board 30 days’ notice
of any oction to amortize actuarial goins over any
oeriod that Is less than 15 years. The octuary is to
moke a report 1o the Retiremaent Board and
Leglsloture discusting the appropriatenssa to dote
of the revized. amortization periods,

3. The octuary shall report to the Legistatura by April
15 of each year:

0. On the actuarial condition of the retirement
tystem as of the end of the previous fiscal year,

b. Projections of State contributians for the next
fiscal year that are required to fund the system,

€. That tha assumptions and estimates used are
reasonable and prudent.

- That the techniques ond methodologlies uted
Sre cartified at generally accepted within the
octuarial profession,
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FISCAL IMPACT

i State’y Octuary has estimated the coats of the benefit
M’:g""“mrmem o be an additional 3.21% of gross
i WP"YNr, or $55.8 million in the first year. This cost
5 q f’d' two changes In actuarial assymptions. The firsy
% 5.0 vetion In the long-term pay assumption from 4.5%
S aygen o0 Wocoad is an Incrocied investment return on
down :f‘ from 8.0% to 12.0% In the first year, graded

. %"O% after 10 ysar. These two chonges increass
S 1ate of raturn to the retiremant system, bringing
of q; incoma 1o offset the additienal costy by 3.18%
fay %35 payroll, or $55.3 milllon. It is enticipated that

°teble market conditions and the shortened

amortization period for actuarial gains will provide
sufficlent additional funds in the short term to cover the
entire cost of the bill.

Fiscal Analyst: G. Orbas

This soalysis was pre by nonpartisan Senate staff for use b
the Senate in its fclimom and docs Qot constitute &n oﬂ:’xciz)i
statement of legislative intent,
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