HB 4897, As Passed Senate, May 19, 1998

SENATE SUBSTITUTE FOR
HOUSE BILL NO. 4897

A bill to anmend 1980 PA 300, entitled
"The public school enployees retirenent act of 1979,"
by anendi ng sections 43c, 85, 104a, and 108 (MCL 38.1343c,

38. 1385, 38.1404a, and 38.1408), sections 43c and 104a as anended
by 1989 PA 194, section 85 as anended by 1991 PA 47, and section
108 as anended by 1995 PA 177.

THE PEOPLE OF THE STATE OF MICHIGAN ENACT:

Sec. 43c. A nenber who contributes to the nenber investnent
pl an, or the retirenent allowance beneficiary of that nenber,
shall be entitled to all of the follow ng:

(a) A 36-nmonth averaging period for the conmputation of final
aver age conpensation, as provided in section 4.

(b) An annual increase in the retirenent allowance. The
first increase will occur on the first October 1 that is at |east

1 full year after the effective date of the retirenent
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al | onance. Subsequent annual increases will occur on Cctober 1
of each subsequent year. The anpbunt of the annual increase shal
be equal to 3% of the retirenent allowance that woul d be payabl e
as of the date of the increase without application of this

subdi vision. However, if the retirenent allowance is being paid
under section 85(2), the increase shall be based on the retire-
ment al | owance that woul d have been paid under the PAYMENT option
sel ected by the nenber under section —85(H)(a)—(b)—or—(€)—
85(1).

(c) The credited service eligibility requirenment applicable
to the survivor benefits provided in section 89 shall be reduced
as follows:

(1) The 15 years of credited service requirenment shall be 10
years.

(11) The 10 years of credited service requirenent shall be 5
years.

Sec. 85. (1) Aretiring nenber or retiring deferred nmenber
who neets the requirenments of section 81 or 8la or a nenber whom
the retirenment board finds to be totally and permanently di sabl ed
and eligible to receive a retirenent allowance under section 86
or 87 shall elect to receive his or her retirenent allowance
under 1 of the paynent options provided in this subsection. The
el ection shall be in witing and filed with the retirenent board
at least 15 days before the effective date of the retirenent
al | onance except as provided for a disability retirant under sec-
tion 86 or 87. The anount of retirement allowance under —etther—

subdi vision (b), —er— (c), OR (D) shall be the actuari al
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equi val ent of the ampunt of retirenent all owance under
subdivision (a). The options are as foll ows:

(a) Aretirant shall be paid a straight retirenment all owance
for life conputed pursuant to section 84. An additional retire-
ment al |l owance paynent shall not be made upon the retirant's
deat h.

(b) Aretirant shall be paid a reduced retirenent all owance
for life wwth the provision that upon the retirant's death, pay-
ment of the reduced retirenment allowance is continued throughout
the lifetime of the retirenent allowance beneficiary whomthe
menber or deferred nenber designates in a witing filed with the
retirenment board at the tinme of election of this option. A
menber or deferred nenber may el ect this option and designate a
retirement all owance beneficiary under the conditions set forth
in section 82(2) or 89(3).

(c) Aretirant shall be paid a reduced retirenent all owance
for life wwth the provision that upon the retirant's death, pay-
ment of 1/2 of the reduced retirenment allowance is continued
t hroughout the lifetine of the retirenent allowance beneficiary
whom t he nenber designated in a witing filed with the retirenent
board at the time of election of the option.

(D) ON AND AFTER JANUARY 1, 2000, A RETIRANT SHALL BE PAID A
REDUCED RETI REMENT ALLOMANCE FOR LI FE W TH THE PROVI SI ON THAT
UPON THE RETI RANT' S DEATH, PAYMENT OF 75% OF THE REDUCED RETI RE-
MENT ALLOMNCE | S CONTI NUED THROUGHOUT THE LI FETI ME OF THE
RETI REMENT ALLOMNCE BENEFI CI ARY WHOM THE MEMBER DESI GNATED I N A
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WRI TI NG FI LED W TH THE RETI REMENT BOARD AT THE TI ME OF ELECTI ON
OF THE OPTI ON.

(2) I'n addition to the el ection under subsection (1), a
retirant, other than a disability retirant who is 60 years of age
or less, may elect to coordinate his or her retirenent allowance
wth an estimated primary social security benefit. The retirant
shall be paid an increased retirenent allowance until 62 years of
age and a reduced retirenent allowance after 62 years of age.

The increased retirenent allowance paid until 62 years of age
shal | approxi mate the sum of the reduced retirenent allowance
payabl e after 62 years of age and the retirant's esti mated soci al
security primary insurance anount. The estimated social security
primary insurance anount shall be determ ned by the retirenent
system The el ection under this subsection shall be made at the
sane time and in the sane manner as required under

subsection (1).

(3) Except as otherwi se provided in this section, the el ec-
tion of a paynent option in subsections (1) and (2) shall not be
changed on or after the effective date of the retirenent
al | onance. Except as provided in subsection (5), the retirenent
al | onance beneficiary sel ected under subsection (1)(b), —er— (c),
OR (D) shall not be changed on or after the effective date of the
retirenment allowance and shall be either a spouse, brother,
sister, parent, or child, including an adopted child, of the
menber, deferred nmenber, retiring nmenber, or retiring deferred
menber entitled to make the el ection under this act. Another

retirement allowance beneficiary shall not be selected. If a
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menber, deferred nmenber, retiring nmenber, or retiring deferred
menber is married at the retirenent allowance effective date, an
el ection under subsection (1), other than an el ecti on under
subsection (1)(b), —er— (c), OR (D) nam ng the spouse as retire-
ment al | owance beneficiary, shall not be effective unless the

el ection is signed by the spouse, except that this requirenent
may be waived by the board if the signature of a spouse cannot be
obt ai ned because of extenuating circunstances. For purposes of
this subsection, "spouse" neans the person to whomthe nenber,
deferred menber, retiring nmenber, or retiring deferred nenber is
married at the retirenment allowance effective date. Paynent to a
retirenment allowance beneficiary shall start the first day of the
nmonth followng the retirant's death.

(4) If the retirenment all owance beneficiary sel ected under
subsection (1)(b), —er— (c), OR (D) predeceases the retirant, the
retirant's benefit shall revert to a straight retirenment allow
ance including post-retirenent adjustnents, if any, shall be
effective the first of the nonth followi ng the death, and shal
be paid during the remainder of the retirant's life. This sub-
section applies to a retirant whose effective date of retirenent
is after June 28, 1976, but the straight retirenment allowance
shal | not be payable for any nonth beginning before the | ater of
the retirenent all owance beneficiary's death or Cctober 31,

1980. This subsection also applies to a retirant whose effective
date of retirenent was on or before June 28, 1976, but the
straight retirenment all owance shall not be payable for any nonth

begi nning before the later of the retirenent allowance
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beneficiary's death or January 1, 1986. A retirant who on
January 1, 1986 is receiving a reduced retirenment all owance
because the retirant designated a retirenent allowance benefi -
ciary and the retirenent all owance beneficiary predeceased the
retirant is eligible to receive the straight retirenent all owance
begi nning January 1, 1986, but the straight retirenment allowance
shal | not be payable for any nonth begi nning before January 1,
1986.

(5 Aretirant who returns to service pursuant to section 61
and whose retirenent allowance beneficiary sel ected under
subsection (1)(b), —eor— (c), OR (D) predeceases the nenber before
he or she again beconmes a retirant may agai n choose a retirenent
al | ownance beneficiary pursuant to subsection (1)(b), —er— (c), OR
(D)

(6) If aretirant receiving a reduced retirenment all owance
under subsection (1)(b), —er— (c), OR (D) is divorced fromthe
spouse who had been designated as the retirant's retirenent
al | owance beneficiary under subsection (1)(b), —er— (c), OR (D)
the election of a reduced retirenent all owance paynent option
shall be considered void by the retirenment systemif the judgnent
of divorce or award or order of the court, or an anended judgnent
of divorce or award or order of the court, described in section
46 and dated after —the—effecttvedate—ofthe—arendatoryact—that
added—thts—subseet+on— JUNE 27, 1991 provides that the el ection
of a reduced retirenent allowance paynent option under subsection
(1)(b), —6+— (c), OR (D) is to be considered void by the
retirement systemand the retirant provides a certified copy of
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t he judgnent of divorce or award or order of the court, or an
anended judgnent of divorce or award or order of the court, to
the retirenment system |If the election of a reduced retirenent
al | onance paynent option under subsection (1)(b), —er— (c), OR
(D) is considered void by the retirenent system under this sub-
section, the retirant's retirenent allowance shall revert to a
straight retirenent allowance, including postretirenent adjust-
ments, if any, subject to an award or order of the court as
described in section 46. The retirenent allowance shall revert
to a straight retirenent all owance under this subsection effec-
tive the first of the nonth after the date the retirenent system
receives a certified copy of the judgnent of divorce or award or
order of the court. This subsection does not supersede a judg-
ment of divorce or award or order of the court in effect on —the
effeetive—date—of—the—arnendatory—act—that—added—thts—subseeti+on—
JUNE 27, 1991. This subsection does not require the retirenent
systemto distribute or pay retirenent assets on behalf of a
retirant in an anount that exceeds the actuarially determ ned
anount that woul d ot herwi se becone payable if a judgnent of

di vorce had not been rendered.

(7) I'f the retirenment all owance paynents term nate before an
aggregat e anount equal to the retirant's accunul ated contri bu-
tions has been paid, the difference between the retirant's accu-
mul at ed contributions and the aggregate anmount of retirenent
al | onance paynents nade shall be paid to the person designated in
awiting filed wwth the retirenment board on a form provi ded by

the retirenment board. |If the designated person does not survive
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the retirant or retirenment allowance beneficiary, the difference
shal|l be paid to the deceased recipient's estate or to the |egal
representative of the deceased recipient.

(8) Aretirenment allowance payabl e under a paynent option
provided in this section is subject to an eligible donmestic rel a-
tions order under the eligible donestic relations order act, 1991
PA 46, MCL 38.1701 TO 38.1711.

Sec. 104a. (1) After the end of each state fiscal year, the
departnent shall determne the rate of investnent return earned
on retirenment system assets during the fiscal year, based upon
met hods established by the retirenent board.

(2) At the end of each state fiscal year, the retirenent
systeml s actuary shall determ ne the present value of retirenent
al l omances to be paid after the end of the fiscal year to retir-
ants and retirenment all owance beneficiaries in receipt of retire-
ment all owances at the end of the fiscal period. The assuned
interest rate used in the determnation shall be 8% per year,
conpounded annual |y.

(3) The distribution incone at the end of each state fiscal
year shall be equal to the product of the present val ue of
retirement allowances determ ned in subsection (2) at the end of
the previous fiscal year tinmes the positive excess, if any, of
the rate of investnent return determned in subsection (1)
exceeding 8% The distribution incone cal cul ated pursuant to
this subsection at the end of the fiscal years 1984-85 and
1985-86 shall be reduced by the cost of prior postretirenent

adj ustnents paid fromthe appropriated credit for excess interest
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earnings on retired life assets during the fiscal year pursuant
to sections 101, 102, 103, and 104.

(4) After the end of each state fiscal year, each retirant
and retirenent allowance beneficiary in receipt of a retirenent
al l owance at the end of the fiscal year, and whose effective date
of retirement allowance preceded the beginning of that fiscal
year, shall be credited with 1 distribution unit for each ful
year between the effective date of retirenment and the end of the
fiscal year and 1 distribution unit for each full year of service
credit in force on the effective date of retirenent.

Distribution units shall not accunulate from1 year to the next
year .

(5) The distribution anount for an individual retirant or
retirenment allowance beneficiary shall be equal to the product of
the distribution income determned in subsection (3) tinmes the
i ndi vidual's nunber of distribution units determ ned in subsec-
tion (4) divided by the total nunber of distribution units for
all eligible retirants and retirenent all owance beneficiaries in
recei pt of retirenent all owances at the end of the fiscal year.
The distribution anmount for an individual retirant or retirenent
al | ownance beneficiary of a retirant or nmenber who contributed to
t he nenber investnent plan is zero.

(6) Each retirenment allowance that was effective on or
before January 1, 1987 shall be increased effective on the |ater
of January 1, 1986 or the retirenent allowance effective date.
The amount of the increase shall be 8% of the retirenent

al | onance that woul d be payable as of the date of the increase
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w t hout application of this subsection, except that if the
retirement allowance is being paid under section 85(2), the

i ncrease shall be based on the retirenment allowance that would
have been paid under the PAYMENT option sel ected by the nenber
under section —85(hH{ta)y—(b)y—oer—ec)— 85(1).

(7) Until and including October 1, 1989, each retirenent
al l omance that was effective on or before January 1, 1987 shal
be increased each Cctober 1 beginning with the |ater of
Cctober 1, 1986 or the first October 1 follow ng the retirenent
al l omance effective date. The anobunt of the annual increase
shall be equal to 40.5% of the increase conmputed in subsection
(6).

(8) After the end of each state fiscal year, the cumul ative
i ncrease anount shall be conputed for each retirant or retirenent
al l omance beneficiary affected by subsections (6), (7), and
(11). The cunul ative increase anmount shall be equal to the dif-
ference between the total retirenent allowance paid during the
state fiscal year and the retirenent allowance that woul d have
been payabl e w thout application of subsections (6), (7), and
(11). The cunul ative increase anmount for any retirant or retire-
ment al |l owance beneficiary whose effective date of retirenent is
after January 1, 1987 is zero.

(9) In March of each year, beginning in March, 1986, each
retirant or retirenment allowance beneficiary shall be paid, in a
si ngl e suppl enental paynent, the excess, if any, of the distribu-
tion anount over the cumul ative increase anmount for the previous

state fiscal year. |If aretirant dies before receipt of a
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suppl enent al paynent, the suppl enental paynent shall be made to
the retirant's retirenent allowance beneficiary, if any. |If both
the retirant and the retirenment allowance beneficiary die before
recei pt of a supplenental paynent, no paynent shall be made.

(10) Each retirenent allowance that was effective before
Cctober 1, 1981 shall be increased effective January 1, 1990.
The amount of the increase shall be a percentage of the retire-
ment all owance that is payable as of January 1, 1990 w t hout
application of this subsection, except that if the retirenent
al l omance is being paid under section 85(2), the increase shal
be based on the retirenent allowance that woul d have been paid
under THE PAYMENT OPTI ON SELECTED UNDER section —85(htar—(b)+
or—€e)— 85(1). The percentage is as follows:

Effective date of retirenent Per cent age
Cctober 1, 1980 to Septenber 30, 1981 1%
Cctober 1, 1979 to Septenber 30, 1980 2%
Cctober 1, 1978 to Septenber 30, 1979 3%
Cctober 1, 1977 to Septenber 30, 1978 4%
Cctober 1, 1976 to Septenber 30, 1977 5%
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Cctober 1, 1962 to Septenber 30, 1963 19%
Cctober 1, 1961 to Septenber 30, 1962 20%
Cctober 1, 1960 to Septenber 30, 1961 21%
Bef ore Cctober 1, 1960 22%
(11) Each retirenent allowance that was effective on or
before January 1, 1987 shall be increased each Cctober 1 begin-
ning Cctober 1, 1990. The anount of the annual increase shall be
equal to 3% of the retirenent allowance that woul d be payabl e
w t hout application of this subsection, except that if the

retirenment allowance is being paid under section 85(2), the
i ncrease shall be based on the retirenent allowance that woul d
have been paid under THE PAYMENT OPTI ON SELECTED UNDER secti on
—85(Ha)y—f(P)—or—e)— 85(1).

Sec. 108. (1) This section is enacted pursuant to federal
| aw that inposes certain adm nistrative requirenents and benefit
[imtations for qualified governmental plans. This state intends
that the retirenent systembe a qualified pension plan created in
trust under section 401 of the internal revenue code and that the

trust be an exenpt organi zati on under section 501 of the internal

revenue code. The departnent shall adm nister the retirenent
systemto fulfill this intent.

(2) Except as otherwi se provided in this section,
enpl oyer-financed benefits provided by the retirenent system

under this act shall not exceed $10, 000. 00 per year for a
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retirant who has 15 or nore years of credited service at
retirenent.

(3) Enpl oyer-financed benefits provided by the retirenment
system under this act shall not exceed the |imtation under sub-
section (2) unless application of this subsection results in a
higher limtation. The higher Iimtation of this subsection
applies to enployer-financed benefits provided by the retirenent
system and, for purposes of section 415(b) of the internal reve-
nue code, applies to aggregated benefits received fromall quali-
fied pension plans adm ni stered by the departnment of nanagenent
and budget, —bureat— OFFI CE of retirenent systens.

Enpl oyer-fi nanced benefits provided by the retirenment system
shal |l not exceed the | esser of the follow ng:

(a) One of the follow ng anounts that is applicable to the
menber:

(1) If a nenber retires at age 62 or ol der, $90, 000.00 or
t he adj usted amount described in subsection (4) per year.

(im) If a nmenber retires at or after age 55 but before age
62, the actuarially reduced anount of the [imtation prescribed
i n subparagraph (1) per year. The retirenment system shall use an
interest rate of 5% per year conpounded annually to calculate the
actuarial reduction in this subparagraph. However, the [imta-
tion in this subparagraph shall not be actuarially reduced bel ow
$75, 000. 00.

(nimm) If a nmenber retires before age 55, the actuarially
reduced anount of the Iimtation prescribed in subparagraph (11)
per year. The retirenment systemshall use an interest rate of 5%
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per year conpounded annually to cal culate the actuarial reduction
in this subparagraph.

(b) 100% of the nenber's average conpensation for high 3
years as described in section 415(b)(3) of the internal revenue
code.

(4) Section 415(d) of the internal revenue code requires the
secretary of the treasury or his or her delegate to annually
adj ust the $10,000.00 limtation described in subsection (2) and
t he $90, 000.00 |imtation described in subsection (3)(a)(i) for

increases in cost of living, beginning in 1988. This section
shall be adm nistered using the limtations applicable to each
cal endar year as adjusted by the secretary of the treasury or his
or her del egate under section 415(d) of the internal revenue
code. The retirenent system shall adjust the benefits subject to
the limtation each year to conformw th the adjusted

[imtation.

(5) The assets of the retirenent systemshall be held in
trust and invested for the sole purpose of neeting the legitimte
obligations of the retirenent systemand shall not be used for
any ot her purpose. The assets shall not be used for or diverted
to a purpose other than for the exclusive benefit of the nenbers,
deferred nmenbers, retirants, and retirenent allowance
beneficiaries.

(6) The retirenent system shall return post-tax nmenber con-
tributions nade by a nmenber and received by the retirenment system

to a nmenber upon retirenment, pursuant to internal revenue service
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regul ati ons and approved internal revenue service exclusion ratio
t abl es.

(7) The required beginning date for retirenent all owances
and other distributions shall not be later than April 1 of the
cal endar year follow ng the cal endar year in which the enpl oyee
attains age 70-1/2 or April 1 of the cal endar year follow ng the
cal endar year in which the enpl oyee retires.

(8) If the retirement systemis termnated, the interest of
the nenbers, deferred nenbers, retirants, and retirenent allow
ance beneficiaries in the retirenent systemis nonforfeitable to
the extent funded as described in section 411(d)(3) of the inter-
nal revenue code and the related internal revenue service regul a-
tions applicable to governnental plans.

(9) Notwi t hstandi ng any other provision of this act to the
contrary that would Iimt a distributee's election under this
act, a distributee may elect, at the tinme and in the manner pre-
scribed by the retirenent board, to have any portion of an eligi-
ble rollover distribution paid directly to an eligible retirenent
pl an specified by the distributee in a direct rollover. This
subsection applies to distributions made on or after January 1,
1993.

(10) For purposes of determ ning actuarial equival ent
retirenment allowances under sections 45 and 85(1)(b), (1)(c),
(1)(D), and (2), the actuarially assunmed interest rate shall be
8% w th utilization of the 1983 group annuity and nortality
tabl e.
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(11) Notw thstandi ng any other provision of this section,
the retirenment systemshall be adm nistered in conpliance with
the provisions of section 415 of the internal revenue code and
revenue service regul ations under that section that are applica-
ble to governnental plans. |If there is a conflict between this
section and another section of this or any other act of this
state, this section prevails.

Enacting section 1. This anendatory act does not take
ef fect unl ess House Bill No. 4173 of the 89th Legislature is

enacted into | aw
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