SB0719, As Passed House, November 6, 1997

HOUSE SUBSTITUTE FOR
SENATE BILL NO. 719

A bill to anmend 1980 PA 300, entitled
"The public school enployees retirenent act of 1979,"
by anmendi ng sections 4, 8, 25, 26, 34, 41, and 91 (MCL 38. 1304,
38.1308, 38.1325, 38.1326, 38.1334, 38.1341, and 38.1391),
sections 4, 8, 25, 26, 34, and 91 as anended by 1996 PA 488 and
section 41 as anended by 1996 PA 278; and to repeal acts and
parts of acts.

THE PEOPLE OF THE STATE OF MICHIGAN ENACT:

Sec. 4. (1) "Conpound interest" neans interest conpounded
annually on July 1 on the contributions on account as of the pre-
vious July 1 and conputed at the rate of investnent return deter-
m ned under section 104a(l1l) for the last conpleted state fisca
year.

(2) "Contributory service" neans credited service other than

noncontri butory servi ce.
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(3) "Deferred nenber” neans a nenber who has ceased to be a
public school enployee and has satisfied the requirenents of sec-
tion 82 for a deferred vested service retirenent all owance.

(4) "Departnent" neans the departnent of managenent and
budget .

(5) "DESI GNATED DATE" MEANS JANUARY 1, 1998.

(6) 5— "Direct rollover” nmeans a paynent by the retire-
ment systemto the eligible retirenent plan specified by the
di stri but ee.

(7) 69— "Distributee"” includes a nenber or deferred
menber. Distributee also includes the nenber's or deferred
menber's surviving spouse or the nenber's or deferred nenber's
spouse or forner spouse under an eligible donestic relations
order, with regard to the interest of the spouse or fornmer
spouse.

(8) —#H— Except as otherwi se provided in this subsection,
"eligible retirenent plan" nmeans an individual retirenment account
described in section 408(a) of the internal revenue code, an
i ndividual retirement annuity described in section 408(b) of the
internal revenue code, an annuity plan described in section
403(a) of the internal revenue code, or a qualified trust
described in section 401(a) of the internal revenue code, that
accepts the distributee's eligible rollover distribution.
However, in the case of an eligible rollover distribution to a
surviving spouse, an eligible retirenent plan neans an i ndivi dual
retirenment account or an individual retirenment annuity descri bed

above.
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(9) 8)— "Eligible rollover distribution" neans a
distribution of all or any portion of the balance to the credit
of the distributee. Eligible rollover distribution does not
i nclude any of the follow ng:

(a) Adistribution made for the life or |ife expectancy of
the distributee or the joint lives or joint |ife expectancies of
the distributee and the distributee' s designated beneficiary.

(b) Adistribution for a specified period of 10 years or

(c) Adistribution to the extent that the distribution is
requi red under section 401(a)(9) of the internal revenue code.

(d) The portion of any distribution that is not includable
in federal gross incone, determned without regard to the excl u-
sion for net unrealized appreciation with respect to enpl oyer
securities.

(10) —9— "Enpl oyee organi zati on professional services
| eave" or "professional services |eave" neans a | eave of absence
that is renewed annually by the reporting unit so that a nenber
may accept a position with a public school enployee organization
to which he or she belongs and which represents enpl oyees of a
reporting unit in enploynment matters. The nenber shall be
i ncluded in nmenbership of the retirenment systemduring a profes-
sional services leave if all of the conditions of section 71(5)
and (6) are satisfied.

(11) —36)— "Enpl oyee organi zati on professional services
released tinme" or "professional services released tine" neans a

portion of the school fiscal year during which a nenber is
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rel eased by the reporting unit fromhis or her regularly assigned
duties to engage in enploynent nmatters for a public school

enpl oyee organi zation to which he or she belongs. The nenber's
conpensation received or service rendered, or both, as applica-
bl e, by a nenber while on professional services released tinme
shall be reportable to the retirenment systemif all of the condi-
tions of section 71(5) and (6) are satisfied.

(12) —*1H— "Final average conpensati on” neans the aggregate
anount of a nenber's conpensation earned within the averagi ng
period in which the aggregate anount of conpensation was hi ghest
di vided by the nenber's nunber of years, including any fraction
of a year, of credited service during the averaging period. The
aver agi ng period shall be 36 consecutive cal endar nonths if the
menber contributes to the nmenber investnent plan; otherw se, the
aver agi ng period shall be 60 consecutive cal endar nonths. |If the
menber has less than 1 year of credited service in the averagi ng
period, the nunber of consecutive cal endar nonths in the averag-
ing period shall be increased to the | owest nunber of consecutive
cal endar nonths that contains 1 year of credited service.

(13) (32— "Health benefits" neans hospital,
medi cal -surgical, and sick care benefits and dental, vision, and
hearing benefits for retirants, retirenent allowance benefici a-
ries, and health insurance dependents provided pursuant to

section 91.
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(14) "Internal revenue code" neans the United States inter-

nal revenue code of 1986

(15) "Menber investnent plan" nmeans the program of nenber
contributions described in section 43a.

Sec. 8. (1) "Service" neans personal service perforned as a
public school enployee or creditable under this act.

(2) "Sinple interest” nmeans interest at 1 or nore rates per
annum determ ned by the retirenent board.

(3) "State of M chigan service" neans service perforned as a
state enployee in the classified or unclassified service under
the state enpl oyees' retirenent act, —Aect—No—2460—-o0fthePubtic
Acts—ef—1943—being—sections—38—1t+0-38-69—of—theMechigan
Conptted—taws— 1943 PA 240, MCL 38.1 TO 38. 69.

(4) "Teacher"™ nmeans a person enployed by a reporting unit
who i s engaged in teaching, who is engaged in adm nistering and
supervi sing teaching, or who is under a teacher's contract with a

reporting unit.
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7._

(5 —AH— "Transitional public enploynent program neans
participation in public service enploynent prograns in the areas
of environnental quality, health care, education, public safety,
crime prevention and control, prison rehabilitation, transporta-
tion, recreation, maintenance of parks, streets, and other public
facilities, solid waste renoval, pollution control, housing and
nei ghbor hood i nprovenents, rural devel opnent, conservation, beau-
tification, veterans' outreach, and other fields of human better-
ment and comrunity inprovenent as part of a program of conprehen-
si ve manpower services authorized, undertaken, and financed under
t he conprehensi ve enpl oynent and training act of 1973, formner
Public Law 93-203, 87 Stat. 839.

Sec. 25. (1) The board shall have only the rights, authori-
ty, and discretion in the proper discharge of its duties provided
in this act and fornmer —Aet—No—136—o6f—thePublecActs—of—1945
1945 PA 136.
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(2) I :  ded " on—t] THE
retirement board may pronul gate rules pursuant to the
adm ni strative procedures act of 1969, —Act—No—306—o0fthePubtec
Aets—of—1969—betnrg——secttons 242061t 24328of theMechigan
Conptted—taws— 1969 PA 306, MCL 24.201 TO 24.328, for the inple-
mentati on and adm ni stration of this act. —Fherettrerent—board

Sec. 26. (1) —Fhis——section—doesnot—apptyto—Tter—2—(2)—

The state treasurer shall be treasurer of the retirenent system
and shall have investnent authority, including the custodi anship
of the funds of the retirenent system and shall have fiduciary
responsibility wwth regard to the investnent of funds of the
retirenment system

(2) 3)— The state treasurer shall deposit the funds of the
retirement systemin the sanme manner and subject to the | aw gov-
erning the deposit of state funds by the treasurer. |Incone
earned by the retirement systems funds shall be credited to the
respective reserves under this act that earned the incone.

Sec. 34. The reserve for health benefits is the account to
whi ch paynents of reporting units ——stubseritber—co-payrents—and
payrents—by—ther+rettrerent—systemunder—seet+on—3136— for health
benefits are credited. Benefits payabl e pursuant to —seeti+oens—
SECTI ON 91 —and—136— shall be paid fromthe reserve for health

benefits.
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Sec. 41. (1) The annual |evel percentage of payrol
contribution rate to finance benefits being provided and to be
provi ded by the retirement system shall be determ ned by actuar-
ial valuation pursuant to subsection (2) upon the basis of the
ri sk assunptions that the retirenent board and the departnent
adopt after consultation with the state treasurer and an
actuary. An annual actuarial valuation shall be nade of the
retirement systemin order to determne the actuarial condition
of the retirenment systemand the required contribution to the
retirement system An annual actuarial gain-loss experience
study of the retirenent systemshall be nmade in order to deter-
m ne the financial effect of variations of actual retirenent
system experi ence from projected experience.

(2) The contribution rate for benefits payable in the event
of the death of a nenber before retirenent or the disability of a
menber shall be conputed using a term nal funding nmethod of
val uation. Except as otherw se provided in this subsection, the
contribution rate for other benefits shall be conputed using an
i ndi vi dual projected benefit entry age normal cost nethod of
valuation. For the 1995-96 state fiscal year and for each subse-
quent fiscal year, the contribution rate for health benefits pro-
vi ded under section 91 shall be conmputed using a cash disburse-
ment nmethod. The contribution rate for service likely to be
rendered in the current year, the normal cost contribution rate,
shall be equal to the aggregate anmount of i ndividual projected
benefit entry age normal costs divided by 1% of the aggregate

anount of active nenbers' valuation conpensation. The
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contribution rate for unfunded service rendered before the

val uation date, the unfunded actuarial accrued liability contri-
bution rate, shall be the aggregate anount of unfunded actuari al

accrued liabilities divided by 1% of the actuarial present val ue
over a period not to exceed 50 years of projected valuation com
pensati on, where unfunded actuarial accrued liabilities are equal
to the actuarial present value of benefits, reduced by the actu-
arial present value of future normal cost contributions and the

actuarial value of assets on the valuation date.

(3) Before Novenber 1 of each year, the executive secretary
of the retirement board shall certify to the director of the
departnment the aggregate conpensation estimated to be paid public
school enployees for the current state fiscal year.

(4) On the basis of the estimte under subsection (3), the
annual actuarial valuation, and any adjustnent required under
subsection (6), the director of the department shall conpute the
sum due and payable to the retirenment systemand shall certify
this anount to the reporting units.

(5) The reporting units shall make paynment of the anount
certified under subsection (4) to the director of the departnent
in 12 equal nonthly install nents.

(6) Not later than 90 days after term nation of each state
fiscal year, the executive secretary of the retirenent board
shall certify to the director of the departnent and each report-
ing unit the actual aggregate conpensation paid to public school
enpl oyees during the preceding state fiscal year. Upon receipt

of that certification, the director of the departnent shal
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conpute any adjustnent required to the anobunt due to a difference
bet ween the estimated and the actual aggregate conpensation and
the estimated and the actual actuarial enployer contribution
rate. The difference, if any, shall be paid as provided in sub-
section (9).

(7) The director of the departnment may require evidence of
correctness and nmay conduct an audit of the aggregate conpensa-
tion that the director of the departnment considers necessary to
establish its correctness.

(8) Areporting unit shall forward enpl oyee and enpl oyer
social security contributions and reports as required by the fed-
eral ol d-age, survivors, disability, and hospital insurance pro-
visions of title Il of the social security act, chapter 531, 49
Stat. 620, 42 U S.C 401 to 405, 406 to 418, 420 to 423, 424a to
426-1, and 427 to 433.

(9) For an enployer of an enployee of a |ocal public school
district or an internedi ate school district, for differences
occurring in fiscal years beginning on or after Cctober 1, 1993,
a m ni mum of 20% of the difference between the estimated and the
actual aggregate conpensation and the estimated and the actual
actuarial enployer contribution rate described in subsection
(6), if any, shall be paid by that enployer in the next succeed-
ing state fiscal year and a m ni mum of 25% of the remaining dif-
ference shall be paid by that enployer in each of the follow ng 4
state fiscal years, or until 100% of the remaining difference is
subm tted, whichever first occurs. For an enployer of other

public school enployees, for differences occurring in fiscal
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years begi nning on or after October 1, 1991, a m ni num of 20% of
the difference between the estimated and the actual aggregate
conpensation and the estimted and the actual actuarial enployer
contribution rate described in subsection (6), if any, shall be
paid by that enployer in the next succeeding state fiscal year
and a m ni nrum of 25% of the remaining difference shall be paid by
that enployer in each of the followng 4 state fiscal years, or
until 100% of the remaining difference is submtted, whichever
first occurs. In addition, interest shall be included for each
year that a portion of the remaining difference is carried
forward. The interest rate shall equal the actuarially assuned
rate of investnment return for the state fiscal year in which pay-
ment is made.

(10) BEG NNI NG ON THE DESI GNATED DATE, FOR PURPOCSES OF
DETERM NI NG UNFUNDED ACTUARI AL ACCRUED LI ABI LI TIES, THE ACTUARY
USED BY THE RETI REMENT BOARD SHALL ASSUME A RATE OF RETURN ON
| NVESTMENTS OF 8. 25% PER ANNUM AS OF THE DESI GNATED DATE.
HOANEVER, FOR THE PURPOSES OF THI S SUBSECTI ON, THE ACTUARY USED BY
THE RETI REMENT BOARD SHALL ASSUME A RATE OF RETURN ON | NVESTMENTS
ON THE DATES AS FOLLOWG:

(A) BEG NNI NG ON OCTOBER 1, 1999, 8.20%

(B) BEQ NNI NG ON OCTOBER 1, 2000, 8.15%

(C) BEGQ NNI NG ON OCTOBER 1, 2001, 8.10%

(D) BEQ NNI NG ON OCTOBER 1, 2002, 8.05%

(E) BEG NNI NG ON OCTOBER 1, 2003 AND THEREAFTER, 8.00%

Sec. 91. (1) The retirenment systemshall pay the entire

mont hly prem um or nenbership or subscription fee for hospital,
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medi cal -surgical, and sick care benefits for the benefit of a
retirant or retirenent allowance beneficiary who el ects coverage

in the plan authorized by the retirenent board and the

departnment. —Fhts—Sstbseetion—does—rhnot—apptyto—arenber—who
H+st—becores—anenber—on—or—after—thet+nplerentatton—date—

(2) The retirenent systemmay pay up to the maxi num of the
anount payabl e under subsection (1) toward the nmonthly prem um
for hospital, nedical-surgical, and sick care benefits for the
benefit of a retirant or retirenent all owance beneficiary
enrolled in a group health insurance or prepaid service plan not
authorized by the retirenment board and the departnent, if
enrol |l ed before June 1, 1975, for whomthe retirenment system on
July 18, 1983 was making a paynent towards his or her nonthly
prem um

(3) Aretirant or retirement allowance beneficiary receiving
hospi tal, nedical -surgical, and sick care benefits coverage under
subsection (1) or (2), until eligible for nmedicare, shall have an
anount equal to the cost chargeable to a nedicare recipient for
part B of nedicare deducted fromhis or her retirenment
al | owance.

(4) The retirenent system shall pay 90% of the nonthly pre-
m um or mnenbership or subscription fee for dental, vision, and
hearing benefits for the benefit of a retirant or retirenment
al l omance beneficiary who el ects coverage in the plan authorized
by the retirement board and the departnent. Paynments shall begin
under this subsection upon approval by the retirenent board and

t he departnent of plan coverage and a plan provider. —Fhts
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(5) The retirenent systemshall pay up to 90% of the maxi mum
of the anobunt payabl e under subsection (1) toward the nonthly
prem um or mnenbership or subscription fee for hospital
medi cal -surgical, and sick care benefits coverage described in
subsections (1) and (2) for each health insurance dependent of a
retirant receiving benefits under subsection (1) or (2). Paynent
shal |l not exceed 90% of the actual nonthly prem um or nenbership
or subscription fee. The retirenent system shall pay 90% of the
mont hly prem um or nenbership or subscription fee for dental
vision, and hearing benefits described in subsection (4) for the
benefit of each health insurance dependent of a retirant receiv-
ing benefits under subsection (4). Paynent for health benefits
coverage for a health insurance dependent of a retirant shall not
be made after the retirant's death, unless the retirant desig-
nated a retirenent allowance beneficiary as provided in
section 85 and the dependent was covered or eligible for coverage
as a health insurance dependent of the retirant on the retirant's
date of death. Paynent for health benefits coverage shall not be
made for a health insurance dependent after the later of the
retirant's death or the retirenment all owance beneficiary's
death. Paynent under this subsection and subsection (6) shal
begin Cctober 1, 1985 for health insurance dependents who on
July 10, 1985 are covered by the hospital, nedical-surgical, and
sick care benefits plan authorized by the retirenment board and

the departnent. Paynent under this subsection and subsection (6)
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for other health insurance dependents shall not begin before
January 1, 1986.
(6) The paynent described in subsection (5) —er—8)y— shal
al so be made for each health insurance dependent of a deceased
menber or deceased duty disability retirant if a retirenent
allowance is being paid to a retirenent allowance beneficiary
because of the death of the nmenber or duty disability retirant as
provided in section 43c(c), 89, OR 90. —or—135a— Paynent for
heal th benefits coverage for a health insurance dependent shal
not be nade after the retirenent all owance beneficiary's death.
(7) The paynents provided by this section shall not be nade
on behalf of a retiring section 82 deferred nenber or health
i nsurance dependent of a deferred nenber having |l ess than 21 ful
years of attained credited service or the retiring deferred
menber's retirenment all owance beneficiary, and shall not be nmade
on behalf of a retirenent all owance beneficiary of a deferred
menber who dies before retiring. The retirenment system shal
pay, on behalf of a retiring section 82 deferred nenber or health
i nsurance dependent of a deferred nenber or a retirenent allow
ance beneficiary of a deceased deferred nenber, either of whose
al l omance i s based upon not |less than 21 years of attained cred-
ited service, 10% of the paynents provided by this section
i ncreased by 10% for each attained full year of credited service
beyond 21 years, not to exceed 100% This subsection applies to
any nenber who —fHrst—beecorres—anenber—beforethe—+nptenrentatton
tdate—and—who— attains deferred status under section 82 after
Cct ober 31, 1980.
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(8) —16)— Any retirant or retirenment allowance beneficiary
excl uded from paynments under this section may participate in the
hospi tal, nedical -surgical, and sick care benefits plan, the
dental plan, vision plan, or hearing plan, or any conbination of
the plans described in this section in the manner prescribed by
the retirenent systemat his or her own cost.

(9) —|*H— The hospital, nedical-surgical, and sick care
benefits plan, dental plan, vision plan, and hearing plan that
covers retirants, retirenment all owance beneficiaries, and health
i nsurance dependents pursuant to this section shall contain a
coordi nation of benefits provision that provides all of the
fol | ow ng:

(a) If the person covered under the hospital,
medi cal -surgical, and sick care benefits plan is also eligible

for nmedicare or nedicaid, or both, then the benefits under nedi-
care or nedicaid, or both, shall be determ ned before the bene-
fits of the hospital, nedical-surgical, and sick care benefits
pl an provided pursuant to this section.

(b) I'f the person covered under any of the plans provided by
this section is al so covered under another plan that contains a
coordi nati on of benefits provision, the benefits shall be coordi-

nated as provided by the coordination of benefits act, —Aet

No—64—of thePubt+e—-Acts—of 1984, —betng—sections—556-251+to
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556255—ef—the—M-echigan—Conptted—taws— 1984 PA 64, MCL 550.251 TO
550. 255.

(c) If the person covered under any of the plans provided by
this section is al so covered under another plan that does not
contain a coordination of benefits provision, the benefits under
the other plan shall be determ ned before the benefits of the
pl an provided pursuant to this section.

(10) —(*2)— For purposes of this section:

(a) "Health insurance dependent” nmeans any of the
fol | ow ng:

(1) The spouse of the retirant or the surviving spouse to
whom the retirant or deceased nenber was married at the tinme of
the retirant's or deceased nenber's death

(11) An unmarried child, by birth or adoption, of the retir-
ant or deceased nenber, until Decenber 31 of the cal endar year in
whi ch the child becones 19 years of age.

(11m1) An unmarried child, by birth or adoption, of the
retirant or deceased nenber, until Decenber 31 of the cal endar
year in which the child beconmes 25 years of age, who is enrolled
as a full-tinme student, and who is or was at the tine of the
retirant's or deceased nenber's death a dependent of the retirant
or deceased nenber as defined in section 152 of the internal rev-
enue code.

(1v) An unmarried child, by birth or adoption, of the retir-
ant or deceased nenber who is incapable of self-sustaining
enpl oynent because of nental or physical handicap, and who is or

was at the tine of the retirant's or deceased nenber's death a
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dependent of the retirant or deceased nenber as defined in
section 152 of the internal revenue code.

(v) The parents of the retirant or deceased nenber, or the
parents of his or her spouse, who are residing in the household
of the retirant or retirenent allowance beneficiary.

(b) "Medicaid" nmeans benefits under the federal nedicaid
program established under title XI X of the social security act,
chapter 531, 49 Stat. 620, 42 U.S.C. 1396 to 1396f, —ane— 1396g-1
to 1396r-6, AND 1396r-8 TO 1396v.

(c) "Medicare" nmeans benefits under the federal nedicare
program established under title XVIII of the social security act,
chapter 531, 49 Stat. 620, 42 U.S.C. 1395 to 1395b, 1395b- 2,

1395b-6 TO 1395b-7, 1395c to 1395i, 1395i-2 to —4395+—4— 1395i -5,
1395] to 1395t, 1395u to 1395w, 1395w 2 —— TO 1395w 4, 1395w 21
TO 1395w 28, 1395x to 1395yy, and 1395bbb to —3+395ecee— 1395ggg.

Enacting section 1. Section 41b, sections 109 to 112, and
article 7 of the public school enployees retirenent act of 1979,
1980 PA 300, MCL 38.1341b, 38.1409 to 38.1412, and 38.1451 to
38. 1467, are repeal ed.

Enacting section 2. This anendatory act does not take
effect unless all of the following bills of the 89th Legislature
are enacted into | aw

(a) Senate Bill No. 178.

(b) House Bill No. 5083.
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