
H O U S E  B I L L  N o .  4 8 7 3

M ay 18, 1995, In troduced  by R ep. Rhead and referred  to the C om m ittee  on 
A ppropriations.

A b i l l  t o  a m e n d  s e c t i o n s  4 a n d  1 0 8  o f  A c t  N o . 3 0 0  o f  t h e  

P u b l i c  A c t s  o f  1 9 8 0 ,  e n t i t l e d

" T h e  p u b l i c  s c h o o l  e m p l o y e e s  r e t i r e m e n t  a c t  o f  1 9 7 9 , "  

s e c t i o n  4 a s  a m e n d e d  b y  A c t  N o . 1 9 3  o f  t h e  P u b l i c  A c t s  o f  1 9 8 9  

a n d  s e c t i o n  1 0 8  a s  a d d e d  b y  A c t  N o . 1 0 7  o f  t h e  P u b l i c  A c t s  o f  

1 9 9 1 ,  b e i n g  s e c t i o n s  3 8 .1 3 0 4  a n d  3 8 . 1 4 0 8  o f  t h e  M i c h i g a n  C o m p i l e d  

L a w s .

THE PEO PLE OF THE STATE OF M ICHIGAN ENACT:

1 S e c t i o n  1 .  S e c t i o n s  4 a n d  1 0 8  o f  A c t  N o . 3 0 0  o f  t h e  P u b l i c

2 A c t s  o f  1 9 8 0 ,  s e c t i o n  4 a s  a m e n d e d  b y  A c t  N o . 1 9 3  o f  t h e  P u b l i c

3 A c t s  o f  1 9 8 9  a n d  s e c t i o n  1 0 8  a s  a d d e d  b y  A c t  N o . 1 0 7  o f  t h e

4 P u b l i c  A c t s  o f  1 9 9 1 ,  b e i n g  s e c t i o n s  3 8 .1 3 0 4  a n d  3 8 . 1 4 0 8  o f  t h e

5 M i c h i g a n  C o m p i l e d  L a w s ,  a r e  a m e n d e d  t o  r e a d  a s  f o l l o w s :

6 S e c .  4 .  ( 1 )  " C o m p e n s a t i o n "  m e a n s  t h e  r e m u n e r a t i o n  e a r n e d  b y

7 a  m e m b e r  f o r  s e r v i c e  p e r f o r m e d  a s  a  p u b l i c  s c h o o l  e m p l o y e e .  I f
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1 p a r t  o f  a  m e m b e r 's  r e m u n e r a t i o n  i s  n o t  p a i d  i n  m o n e y ,  t h e

2 r e t i r e m e n t  b o a r d  s h a l l  f i x  t h e  v a l u e  o f  t h a t  p a r t  o f  t h e  r e m u n e r -

3 a t i o n  n o t  p a i d  i n  m o n e y .  C o m p e n s a t i o n  i n c l u d e s ,  o n  a  c u r r e n t

4 b a s i s ,  i n v e s t m e n t s  m a d e  i n  a  t a x  s h e l t e r e d  a n n u i t y  f o r  a  p u b l i c

5 s c h o o l  e m p l o y e e  a s  r e m u n e r a t i o n  f o r  s e r v i c e  u n d e r  t h i s  a c t .  T h e

6 r e m u n e r a t i o n  s h a l l  b e  v a l u e d  a t  t h e  a m o u n t  o f  m o n e y  a c t u a l l y  p a i d

7 i n t o  t h e  a n n u i t y .  C o m p e n s a t i o n  i n c l u d e s  a l l  a m o u n t s  d e d u c t e d

8 f r o m  t h e  p a y  o f  a  p u b l i c  s c h o o l  e m p l o y e e ,  i n c l u d i n g  a m o u n t s

9 d e d u c t e d  p u r s u a n t  t o  t h e  m em b e r i n v e s t m e n t  p l a n .  C o m p e n s a t i o n

10 i n c l u d e s  l o n g e v i t y  p a y ,  o v e r t i m e  p a y ,  v a c a t i o n  p a y ,  a n d  h o l i d a y

1 1  p a y  w h i l e  a b s e n t  f r o m  w o r k ,  s i c k  l e a v e  p a y  w h i l e  a b s e n t  f r o m

12 w o r k ,  a n d  i t e m s  o f  d e f e r r e d  c o m p e n s a t i o n ,  e x c l u s i v e  o f  e m p l o y e r

13 c o n t r i b u t i o n s  t o  t h e  r e t i r e m e n t  s y s t e m .  C o m p e n s a t i o n  d o e s  n o t

14 i n c l u d e  t e r m i n a l  p a y m e n t s  f o r  u n u s e d  s i c k  l e a v e ,  a n n u a l  l e a v e ,

15 b o n u s  p a y m e n t s ,  h o s p i t a l i z a t i o n  i n s u r a n c e  a n d  l i f e  i n s u r a n c e  p r e -

16 m iu m s ,  o t h e r  f r i n g e  b e n e f i t s  p a i d  b y  a n d  f r o m  t h e  f u n d s  o f

17 e m p l o y e r s  o f  p u b l i c  s c h o o l  e m p l o y e e s ,  a n d  r e m u n e r a t i o n  p a i d  f o r

18 t h e  s p e c i f i c  p u r p o s e  o f  i n c r e a s i n g  t h e  f i n a l  a v e r a g e

19 c o m p e n s a t i o n .  C o m p e n s a t i o n  f o r  t h e  p e r i o d  o n  w h ic h  f i n a l  a v e r a g e

2 0  c o m p e n s a t i o n  i s  b a s e d ,  f o r  t h e  p u r p o s e  o f  c o m p u t i n g  f i n a l  a v e r a g e

21 c o m p e n s a t i o n ,  d o e s  n o t  i n c l u d e  a n  a m o u n t  o v e r  t h e  c o m p e n s a t i o n

2 2  f o r  t h e  p r e c e d i n g  y e a r  e x c e p t  i n c r e a s e s  p r o v i d e d  b y  t h e  n o r m a l

2 3  s a l a r y  s c h e d u l e  f o r  t h e  r e p o r t i n g  u n i t .  T h e  r e t i r e m e n t  b o a r d

24  s h a l l  r e q u i r e  a  s w o r n  a f f i d a v i t  f r o m  t h e  m em b er t h a t  f i n a l  c o m -

2 5  p e n s a t i o n  d o e s  n o t  i n c l u d e  r e m u n e r a t i o n  p a i d  e i t h e r  d i r e c t l y  o r

2 6  i n d i r e c t l y  f o r  a c t u a l  o r  a n t i c i p a t e d  e x p e n s e s .
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1 ( 2 )  "C o m p o u n d  i n t e r e s t "  m e a n s  i n t e r e s t  c o m p o u n d e d  a n n u a l l y

2 o n  J u l y  1 o n  t h e  c o n t r i b u t i o n s  o n  a c c o u n t  a s  o f  t h e  p r e v i o u s

3 J u l y  1 a n d  c o m p u te d  a t  t h e  r a t e  o f  i n v e s t m e n t  r e t u r n  d e t e r m i n e d

4 u n d e r  s e c t i o n  1 0 4 a ( 1 )  f o r  t h e  l a s t  c o m p l e t e d  s t a t e  f i s c a l  y e a r .

5 ( 3 )  " C o n t r i b u t o r y  s e r v i c e "  m e a n s  c r e d i t e d  s e r v i c e  o t h e r  t h a n

6 n o n c o n t r i b u t o r y  s e r v i c e .

7 ( 4 )  " D e f e r r e d  m e m b e r"  m e a n s  a  m em b er w ho h a s  c e a s e d  t o  b e  a

8 p u b l i c  s c h o o l  e m p l o y e e  a n d  h a s  s a t i s f i e d  t h e  r e q u i r e m e n t s  o f  s e c -

9 t i o n  82  f o r  a  d e f e r r e d  v e s t e d  s e r v i c e  r e t i r e m e n t  a l l o w a n c e .

10 ( 5 )  " D e p a r t m e n t "  m e a n s  t h e  d e p a r t m e n t  o f  m a n a g e m e n t  a n d

11 b u d g e t .

12 ( 6 )  "D IR EC T ROLLOVER" MEANS A PAYMENT BY THE RETIREMENT

13 SYSTEM TO THE E L IG IB L E  RETIREMENT PLAN S P E C IF IE D  BY THE

14 D IS T R IB U T E E .

15 ( 7 )  "D IS T R IB U T E E " INCLUDES A MEMBER OR DEFERRED MEMBER.

16 D IST R IB U T E E  ALSO INCLUDES THE MEMBER'S OR DEFERRED MEMBER'S SU R -

17 V IV IN G  SPOUSE OR THE MEMBER’ S OR DEFERRED MEMBER'S SPOUSE OR

18 FORMER SPOUSE UNDER AN E L IG IB L E  DOMESTIC RELATIONS ORDER, WITH

19 REGARD TO THE IN TER EST OF THE SPOUSE OR FORMER SPO U SE.

20 ( 8 )  EXCEPT AS OTHERWISE PROVIDED IN  T H IS  SU BSEC TIO N ,

21 "E L IG IB L E  RETIREMENT PLAN" MEANS AN INDIV ID UAL RETIREMENT ACCOUNT

22 DESCRIBED IN  SECTION 4 0 8 ( a )  OF THE INTERNAL REVENUE CODE, AN

23 IN D IV ID U A L RETIREMENT ANNUITY DESCRIBED IN  SECTION 4 0 8 ( b )  OF THE

24 INTERNAL REVENUE CODE, AN ANNUITY PLAN DESCRIBED IN  SECTIO N

25 4 0 3 ( a )  OF THE INTERNAL REVENUE CODE, OR A Q U A LIFIED  TRUST

26 DESCRIBED IN  SECTION 4 0 1 ( a )  OF THE INTERNAL REVENUE CODE, THAT

27 ACCEPTS THE D IS T R IB U T E E 'S  E L IG IB L E  ROLLOVER D IS T R IB U T IO N .

3

0 4 2 4 2 ' 95  *



1 HOWEVER, IN THE CASE OF AN ELIGIBLE ROLLOVER DISTRIBUTION TO A
2 SURVIVING SPOUSE, AN ELIGIBLE RETIREMENT PLAN MEANS AN INDIVIDUAL
3 RETIREMENT ACCOUNT OR AN INDIVIDUAL RETIREMENT ANNUITY DESCRIBED
4 ABOVE.
5 (9) "ELIGIBLE ROLLOVER DISTRIBUTION" MEANS A DISTRIBUTION OF
6 ALL OR ANY PORTION OF THE BALANCE TO THE CREDIT OF THE
7 DISTRIBUTEE. ELIGIBLE ROLLOVER DISTRIBUTION DOES NOT INCLUDE ANY

8 OF THE FOLLOWING:
9 (A) A DISTRIBUTION MADE FOR THE LIFE OR LIFE EXPECTANCY OF
10 THE DISTRIBUTEE OR THE JOINT LIVES OR JOINT LIFE EXPECTANCIES OF
11 THE DISTRIBUTEE AND THE DISTRIBUTEE’S DESIGNATED BENEFICIARY.
12 (B) A DISTRIBUTION FOR A SPECIFIED PERIOD OF 10 YEARS OR
13 MORE.
14 (C) A DISTRIBUTION TO THE EXTENT THAT THE DISTRIBUTION IS 
1b REQUIRED UNDER SECTION 401(a)(9) OF THE INTERNAL REVENUE CODE.
16 (D) THE PORTION OF ANY DISTRIBUTION THAT IS NOT INCLUDABLE
17 IN FEDERAL GROSS INCOME, DETERMINED WITHOUT REGARD TO THE EXCLU-
18 SION FOR NET UNREALIZED APPRECIATION WITH RESPECT TO EMPLOYER
19 SECURITIES.
20 (10) "Employee organization professional services
21 leave" or "professional services leave" means a leave of absence
22 that is renewed annually by the reporting unit so that a member
23 may accept a position with a public school employee organization
24 to which he or she belongs and which represents employees of a
25 reporting unit in employment matters. The member shall be
26 included in membership of the retirement system during a

4
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1 professional services leave if all of the conditions of section
2 71(5) are satisfied.

3 (11) "Employee organization professional services
4 released time" or "professional services released time" means a
5 portion of the school fiscal year during which a member is

6 released by the reporting unit from his or her regularly assigned

7 duties to engage in employment matters for a public school
8 employee organization to which he or she belongs. The member's

9 compensation received and service rendered by a member while on

10 professional services released time shall be reportable to the
11 retirement system if all of the conditions of section 71(5) are

12 satisfied.
13 (12) "Final average compensation" means the aggregate
14 amount of a member's compensation earned within the averaging
15 period in which the aggregate amount of compensation was highest
16 divided by the member's number of years, including any fraction
17 of a year, of credited service during the averaging period. The

18 averaging period shall be 36 consecutive calendar months if the
19 member contributes to the member investment plan; otherwise, the
20 averaging period shall be 60 consecutive calendar months. If the
21 member has less than 1 year of credited service in the averaging

22 period, the number of consecutive calendar months in the averag-
23 ing period shall be increased to the lowest number of consecutive
24 calendar months that contains 1 year of credited service.
25 (13) "Health benefits" means hospital,
26 medical-surgical, and sick care benefits and dental, vision, and

27 hearing benefits for retirants, retirement allowance

5
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1 b e n e f i c i a r i e s ,  a n d  h e a l t h  i n s u r a n c e  d e p e n d e n t s  p r o v i d e d  p u r s u a n t

2 t o  s e c t i o n  9 1 .

3 ( 1 4 )  "INTERNAL REVENUE CODE" MEANS THE UNITED STATES IN T E R -

4 NAL REVENUE CODE OF 1 9 8 6 .

5 ( 1 5 )  "M em b er i n v e s t m e n t  p l a n "  m e a n s  t h e  p r o g r a m  o f

6 m e m b e r  c o n t r i b u t i o n s  d e s c r i b e d  i n  s e c t i o n  4 3 a .

7 S e c .  1 0 8 .  ( 1 )  T h i s  s e c t i o n  i s  e n a c t e d  p u r s u a n t  t o  f e d e r a l

8 l a w  t h a t  i m p o s e s  c e r t a i n  a d m i n i s t r a t i v e  r e q u i r e m e n t s  a n d  b e n e f i t

9 l i m i t a t i o n s  f o r  q u a l i f i e d  g o v e r n m e n t a l  p l a n s .  T h i s  s t a t e  i n t e n d s

10 t h a t  t h e  r e t i r e m e n t  s y s t e m  b e  a  q u a l i f i e d  p e n s i o n  p l a n  c r e a t e d  i n

11 t r u s t  u n d e r  s e c t i o n  401 o f  t h e  i n t e r n a l  r e v e n u e  c o d e  a n d  t h a t  t h e

12 t r u s t  b e  a n  e x e m p t  o r g a n i z a t i o n  u n d e r  s e c t i o n  50 1 o f  t h e  i n t e r n a l

13 r e v e n u e  c o d e .  T h e  d e p a r t m e n t  s h a l l  a d m i n i s t e r  t h e  r e t i r e m e n t

14 s y s t e m  t o  f u l f i l l  t h i s  i n t e n t .

15 ( 2 )  E x c e p t  a s  o t h e r w i s e  p r o v i d e d  i n  t h i s  s e c t i o n ,

16 e m p l o y e r - f i n a n c e d  b e n e f i t s  p r o v i d e d  b y  t h e  r e t i r e m e n t  s y s t e m

17 u n d e r  t h i s  a c t  s h a l l  n o t  e x c e e d  $ 1 0 , 0 0 0 . 0 0  p e r  y e a r  f o r  a  r e t i r -

18 a n t  w ho h a s  15 o r  m o re  y e a r s  o f  c r e d i t e d  s e r v i c e  a t  r e t i r e m e n t .

19 ( 3 )  E m p l o y e r - f i n a n c e d  b e n e f i t s  p r o v i d e d  b y  t h e  r e t i r e m e n t

2 0  s y s t e m  u n d e r  t h i s  a c t  s h a l l  n o t  e x c e e d  t h e  l i m i t a t i o n  u n d e r  s u b -

21 s e c t i o n  ( 2 )  u n l e s s  a p p l i c a t i o n  o f  t h i s  s u b s e c t i o n  r e s u l t s  i n  a

2 2  h i g h e r  l i m i t a t i o n .  T h e  h i g h e r  l i m i t a t i o n  o f  t h i s  s u b s e c t i o n

2 3  a p p l i e s  t o  e m p l o y e r - f i n a n c e d  b e n e f i t s  p r o v i d e d  b y  t h e  r e t i r e m e n t

2 4  s y s t e m  a n d ,  f o r  p u r p o s e s  o f  s e c t i o n  4 1 5 ( b )  o f  t h e  i n t e r n a l  r e v e -

2 5  n u e  c o d e ,  a p p l i e s  t o  a g g r e g a t e d  b e n e f i t s  r e c e i v e d  f r o m  a l l  q u a l i -

2 6  f i e d  p e n s i o n  p l a n s  a d m i n i s t e r e d  b y  t h e  d e p a r t m e n t  o f  m a n a g e m e n t

27  a n d  b u d g e t ,  b u r e a u  o f  r e t i r e m e n t  s y s t e m s .  E m p l o y e r - f i n a n c e d

6
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1 benefits provided by the retirement system shall not exceed the
2 lesser of the following:

3 (a) One of the following amounts that is applicable to the
4 member:

5 (i) If a member retires at age 62 or older, $90,000.00 or
6 the adjusted amount described in subsection (4) per year.
7 (ii) If a member retires at or after age 55 but before age
8 62, the actuarially reduced amount of the limitation prescribed
9 in subparagraph (i) per year. The retirement system shall use an
10 interest rate of 5% per year compounded annually to calculate the
11 actuarial reduction in this subparagraph. However, the limita-
12 tion in this subparagraph shall not be actuarially reduced below

13 $75,000.00.
14 (iii) If a member retires before age 55, the actuarially
15 reduced amount of the limitation prescribed in subparagraph (ii)
16 per year. The retirement system shall use an interest rate of 5%
17 per year compounded annually to calculate the actuarial reduction
18 in this subparagraph.
19 (b) 100% of the member's average compensation for high 3
20 years as described in section 415(b)(3) of the internal revenue

21 code.
22 (4) Section 415(d) of the internal revenue code requires the
23 secretary of the treasury or his or her delegate to annually
24 adjust the $10,000.00 limitation described in subsection (2) and
25 the $90,000.00 limitation described in subsection (3)(a)(i) for
26 increases in cost of living, beginning in 1988. This section
27 shall be administered using the limitations applicable to each

7
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1 calendar year as adjusted by the secretary of the treasury or his
2 or her delegate under section 415(d) of the internal revenue
3 code. The retirement system shall adjust the benefits subject to
4 the limitation each year to conform with the adjusted
5 limitation.
6 (5) The assets of the retirement system shall be held in
7 trust and invested for the sole purpose of meeting the legitimate
8 obligations of the retirement system and shall not be used for
9 any other purpose. The assets shall not be used for or diverted

10 to a purpose other than for the exclusive benefit of the members,
11 deferred members, retirants, and retirement allowance

12 beneficiaries.
13 (6 ) The retirement system shall return post-tax member con-
14 tributions made by a member and received by the retirement system
15 to a member upon retirement, pursuant to internal revenue service
16 regulations and approved internal revenue service exclusion ratio

17 tables.
18 (7) THE REQUIRED BEGINNING DATE FOR RETIREMENT ALLOWANCES
19 AND OTHER DISTRIBUTIONS SHALL NOT BE LATER THAN APRIL 1 OF THE
20 CALENDAR YEAR FOLLOWING THE CALENDAR YEAR IN WHICH THE EMPLOYEE
21 ATTAINS AGE 70-1/2 OR APRIL 1 OF THE CALENDAR YEAR FOLLOWING THE
22 CALENDAR YEAR IN WHICH THE EMPLOYEE RETIRES.
23 (8 ) If the retirement system is
24 TERMINATED, the interest of the members, deferred members, retir-
25 ants, and retirement allowance beneficiaries in the retirement
26 system is nonforfeitable to the extent funded as described in
27 section 411(d)(3) of the internal revenue code and the related

8
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1 internal revenue service regulations applicable to governmental

2 plans.
3 (9) NOTWITHSTANDING ANY OTHER PROVISION OF THIS ACT TO THE
4 CONTRARY THAT WOULD LIMIT A DISTRIBUTEE'S ELECTION UNDER THIS
5 ACT, A DISTRIBUTEE MAY ELECT, AT THE TIME AND IN THE MANNER PRE-
6 SCRIBED BY THE RETIREMENT BOARD, TO HAVE ANY PORTION OF AN ELIGI-
7 BLE ROLLOVER DISTRIBUTION PAID DIRECTLY TO AN ELIGIBLE RETIREMENT
8 PLAN SPECIFIED BY THE DISTRIBUTEE IN A DIRECT ROLLOVER. THIS
9 SUBSECTION APPLIES TO DISTRIBUTIONS MADE ON OR AFTER JANUARY 1,

10 1993.
11 (10) FOR PURPOSES OF DETERMINING ACTUARIAL EQUIVALENT
12 RETIREMENT ALLOWANCES UNDER SECTIONS 4 5 AND 85(1)(B), (1)(C), AND
13 (2), THE ACTUARIALLY ASSUMED INTEREST RATE SHALL BE 8% WITH UTIL-
14 IZATION OF THE 1983 GROUP ANNUITY AND MORTALITY TABLE.
15 (11) Notwithstanding any other provision of this sec-
16 tion, the retirement system shall be administered in compliance
17 with the provisions of section 415 of the internal revenue code
18 AND REVENUE SERVICE REGULATIONS UNDER THAT SECTION that are

19 applicable to governmental plans. If there is a conflict between
20 this section and another section of this or any other act of this

21 state, this section prevails.

9
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