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SENATE BILL NO. 719

Sept enber 25, 1997, Introduced by Senator HOFFMAN and
referred to the Commttee on Educati on.

A bill to anmend 1980 PA 300, entitled
"The public school enployees retirenent act of 1979,"
by anending the title and sections 4, 5, 34, 36, and 41 (MCL
38. 1304, 38.1305, 38.1334, 38.1336, and 38.1341), the title and
sections 4 and 34 as anended by 1996 PA 488, section 5 as anended
by 1994 PA 272, section 36 as added by 1989 PA 194, and section
41 as anended by 1996 PA 278, and by adding section 113.

THE PEOPLE OF THE STATE OF MICHIGAN ENACT:
TI TLE

An act to provide a retirenment systemfor the public school
enpl oyees of this state; to create certain funds for this retire-
ment system to provide for the creation of a retirenment board
wi thin the departnent of managenent and budget; to prescribe the
powers and duties of the retirenent board; to prescribe the

powers and duties of certain state departnents, agencies,
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officials, and enpl oyees; TO PROVI DE FOR APPROPRI ATIONS; to
prescri be penalties and provide renedies; and to repeal acts and
parts of acts.

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(l) for the last conpleted state fisca
year.

—2)— "Contributory service" nmeans credited service other
t han noncontri butory service.

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

(4) "Departnment” means the departnent of managenent and
budget .

(5) "DESI GNATED DATE" MEANS SEPTEMBER 30, 1997, PROVI DED
THAT THE FAI R MARKET VALUE OF THE ASSETS OF THE RETI REMENT SYSTEM
ON SEPTEMBER 30, 1997, AS DETERM NED BY THE STATE TREASURER,
EXCEEDS THE ACTUARI AL ACCRUED LI ABI LI TY FOR PENSI ON BENEFI TS, AS
DETERM NED BY THE ACTUARY USED BY THE RETI REMENT BOARD ON
SEPTEMBER 30, 1996, ASSUM NG A RATE OF RETURN ON | NVESTMENTS OF
8. 3% PER ANNUM

(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. Di stri butee al so includes the nenber's or deferred
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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 ndi vi dual
retirenment account or an individual retirenment annuity descri bed
above.

(9) 8)— "Eligible rollover distribution" neans a distribu-
tion of all or any portion of the balance to the credit of the
distributee. Eligible rollover distribution does not include 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.
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(d) The portion of any distribution that is not includable
in federal gross incone, determned without regard to the exclu-
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
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
conpensati on 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) (*3)— "Final average conpensation"” neans the aggregate
anmount of a nenber's conpensation earned within the averaging
period in which the aggregate anount of conpensation was hi ghest

di vided by the nenber's nunber of years, including any fraction
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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 | ess 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.

(14) —43)— "I nplenmentation date" means —July—3—399+—+F
o ot £ undi . o . I its e

effeet—For—the—Septenber—36,—1996—actuvar+at—valuvat+on— THE FlI RST
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DAY OF THE CALENDAR MONTH THAT FI RST OCCURS AFTER THE EXPI RATI ON
OF 120 DAYS AFTER THE DESI GNATED DATE.
(15) —*4)— "Internal revenue code" neans the United States

i nternal revenue code of 1986

Sec. 5. (1) "Menber" neans a public school enployee, except
t hat nmenber does not include any of the follow ng:

(a) A person enrolled in a nei ghborhood youth corps program
operated with funds fromthe federal office of econom c opportu-
nity or a person enrolled in a conparabl e youth training program
desi gned to prevent high school dropouts and rehabilitate high
school dropouts operated by an internedi ate school district.

(b) A person enrolled in a transitional public enploynent
program and enpl oyed by a reporting unit.

(c) A person enployed by a reporting unit while enrolled as
a full-time student in that sane reporting unit.

(d) A person who elects to participate in the optional
retirement program under the optional retirenent act of 1967,
—Act—No—156—ef—thePublie—Aets—of 1967+ —as—armended,—betrng—see—
tHons—38381to638-388oof theMehigan—Conpttet—taws— 1967 PA
156, MCL 38.381 TO 38. 388.

(e) Aretirant of this retirenment system

(f) A person, not regularly enployed by a reporting unit,
who is enployed by a reporting unit through a sunmer youth

enpl oynent program established pursuant to the M chigan youth

corps act, —Act—No—69—of—thePubHec-Acts—of—1983,—berngsecttons
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409221t064069229of theMehigan—Conrptted—taws— 1983 PA 69, ML
409. 221 TO 409. 229.

(g) A person, not regularly enployed by a reporting unit,
who is enployed by a reporting unit to adm nister a program
described in subdivision (f), (h), (i), (j), or (k).

(h) After Septenber 30, 1983, a person, not regularly
enpl oyed by a reporting unit, who is enployed by a reporting unit
t hrough participation in a program established pursuant to the
job training partnership act, Public Law 97-300, 96 Stat. 1322.

(1) A person, not regularly enployed by a reporting unit,
who is enployed by a reporting unit through participation in a
program establ i shed pursuant to the M chigan opportunity and
skills training program first established under sections 12 to
23 of —Aet—No—259—ef—thePublec—-Aets—of—1983— 1983 PA 259.

(j) A person, not regularly enployed by a reporting unit,
who is enployed by a reporting unit through participation in a
program est abl i shed pursuant to the M chigan community service
corps program first established under sections 25 to 35 of —Aet
No—259—oef—thePublec—Acts—of—1983— 1983 PA 259.

(k) A person, not regularly enployed by a reporting unit,
who is enployed by a reporting unit through participation in a
program est abl i shed pursuant to the ol der Anerican comrunity
servi ce enpl oynent program under the ol der Anerican comrunity
service enploynent act, title V of the ol der Anericans act of
1965, Public Law 89-73, 42 U S.C. 3056 to 3056i .

(2) "MEMBER | NVESTMENT PLAN' MEANS THE PROGRAM CF MEMBER
CONTRI BUTI ONS DESCRI BED I N SECTI ON 43A.
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(3) 2)— "Menbership service" neans service perfornmed after
June 30, 1945.

(4) —3)— "Noncontributory plan" means the plan which began
between July 1, 1974 and July 1, 1977, in which the reporting
unit elected to discontinue wthholding contributions from
enpl oyees' conpensati on.

(5 —4)— "Noncontributory service" nmeans credited service
rendered under the noncontributory plan.

(6) 50— "Nonteacher"” nmeans a person enployed by a report-
ing unit who is not a teacher as defined in section —8{4— 8.

Sec. 34. (1) The reserve for health benefits is the account
to which paynents of reporting units, subscriber co-paynents, and
paynments by the retirenent system under section 136 for health
benefits are credited. Benefits payable pursuant to sections 91
and 136 shall be paid fromthe reserve for health benefits.

(2) THE HEALTH BENEFI TS STABI LI ZATI ON SUBACCOUNT | S THE
ACCOUNT TO WHI CH THE AMOUNTS TRANSFERRED PURSUANT TO SECTI ON
36(2) TO THE RESERVE FOR HEALTH BENEFI TS ARE CREDI TED. EXCEPT AS
OTHERW SE PROVI DED I N THI' S SUBSECTI ON, NO AMOUNTS SHALL BE TRANS-
FERRED FROM THE HEALTH BENEFI TS STABI LI ZATI ON SUBACCOUNT TO PAY
BENEFI TS PURSUANT TO SUBSECTI ON (1) OR TO ANY OTHER RESERVE. THE
DI RECTOR OF THE DEPARTMENT MAY TRANSFER FROM THE HEALTH BENEFI TS
STABI LI ZATI ON SUBACCOUNT TO THE RESERVE FOR EMPLOYER CONTRI BU-
TIONS PART OR ALL OF THE AMOUNT NECESSARY TO REDUCE OR ELI M NATE
ANY UNFUNDED ACTUARI AL ACCRUED LI ABI LI TY, AS DETERM NED UNDER
SECTI ONS 41 AND 41A
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Sec. 36. (1) The reserve for undistributed investnment
income is the account to which all income fromthe investnent of
assets, all gifts and bequests received by the retirenment system
and all other noney received -by— WTH RESPECT TO TIER 1 OF the
retirement systemthe disposition of which is not specifically
provided for is credited. —Fhe— IN EACH FI SCAL YEAR, THE retire-
ment board shall transfer fromthe reserve for undistributed
i nvestnent inconme all anmounts necessary to credit the interest
required under this act to the reserve for enpl oyee contri bu-
tions, the reserve for enployer contributions, the reserve for
menber investnment plan, the reserve for retired benefit paynents,
and the reserve for health benefits, —ane— to fund the reserve
for adm ni strative expenses, AND ANY SUPPLEMENTAL PAYMENTS
REQUI RED PURSUANT TO SECTI ON 104A.

(2) BEG NNI NG ON THE DESI GNATED DATE, | F THE ACTUARI AL VALU
ATl ON PREPARED PURSUANT TO SECTI ONS 41 AND 41A DEMONSTRATES THAT
AS OF THE BEA NNI NG OF A FI SCAL YEAR THE SUM OF THE ACTUARI AL
VALUE OF ASSETS AND THE ACTUARI AL PRESENT VALUE OF FUTURE NORMAL
COST CONTRI BUTI ONS EXCEEDS THE ACTUARI AL PRESENT VALUE OF BENE-
FITS, AN AMOUNT EQUAL TO THE EXCESS SHALL BE CREDI TED TO THE
HEALTH BENEFI TS STABI LI ZATI ON SUBACCOUNT PURSUANT TO SECTI ON
34(2) AND SHALL BE DEBI TED AGAI NST THE RESERVE FOR EMPLOYER
CONTRI BUTI ONS.

Sec. 41. (1) The annual |evel percentage of payroll contri-
bution rate to finance benefits being provided and to be provi ded
by the retirement systemshall be determ ned by actuari al

val uation pursuant to subsection (2) upon the basis of the risk
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assunptions that the retirenment board and the departnent adopt
after consultation with the state treasurer and an actuary. An
annual actuarial valuation shall be nade of the retirenent system
in order to determne the actuarial condition of the retirenent
system and the required contribution to the retirenent system
An annual actuarial gain-loss experience study of the retirenent
system shall be nade in order to determ ne the financial effect
of variations of actual retirenent system experience from
proj ect ed 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 di sburse-
ment nmethod. The contribution rate for service likely to be
rendered in the current year, the normal cost contribution rate,
shal |l be equal to the aggregate anount of individual projected
benefit entry age normal costs divided by 1% of the aggregate
anount of active nenbers' valuation conpensation. The contri bu-
tion rate for unfunded service rendered before the val uation
date, the unfunded actuarial accrued liability contribution rate,
shal | be the aggregate anount of unfunded actuarial accrued

l[tabilities divided by 1% of the actuarial present val ue over a
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period not to exceed 50 years of projected valuation
conpensati on, where unfunded actuarial accrued liabilities are
equal to the actuarial present value of benefits, reduced by the
actuarial 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 retirenment 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 adjustnment 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 anmount
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 shall com
pute any adjustnent required to the anount due to a difference
bet ween the estimated and the actual aggregate conpensati on and

the estimated and the actual actuarial enployer contribution

04636' 97



© 00 N o 0o b~ W DN P

NN N NDNNNDNRRRRR R R R R R
N o o b~ NP O O 0N 0o WDN P O

12
rate. The difference, if any, shall be paid as provided in
subsection (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 mnimum 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
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
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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 i s made.

(10) BEG NNI NG ON THE DESI GNATED DATE, ALL ASSETS HELD BY
THE RETI REMENT SYSTEM SHALL BE REASSI GNED THEI R FAI R MARKET
VALUE, AS DETERM NED BY THE STATE TREASURER, AS OF THE DESI GNATED
DATE, AND I N CALCULATI NG ANY UNFUNDED ACTUARI AL ACCRUED LI ABI LI -
TIES, ANY MARKET GAI NS OR LGOSSES | NCURRED BEFORE THE DESI GNATED
DATE SHALL NOT BE CONSI DERED BY THE RETI REMENT SYSTEM S
ACTUARI ES.

(11) 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. 30% PER ANNUM AS OF THE DESI GNATED DATE, WH CH
RATE MAY ONLY BE CHANGED W TH THE APPROVAL OF THE RETI REMENT
BOARD AND THE DI RECTOR OF THE DEPARTMENT.

(12) BEG NNI NG ON THE DESI GNATED DATE, FOR PURPOSES OF
DETERM NI NG UNFUNDED ACTUARI AL ACCRUED LI ABI LI TIES, THE VALUE OF
ASSETS USED SHALL BE BASED ON A METHOD THAT SPREADS OVER A 5- YEAR
PERI OD THE DI FFERENCE BETWEEN ACTUAL AND EXPECTED RETURN
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OCCURRI NG I N EACH YEAR AFTER THE DESI GNATED DATE AND SUCH
METHODOLOGY MAY ONLY BE CHANGED W TH THE APPROVAL OF THE RETI RE-
MENT BOARD AND THE DI RECTOR OF THE DEPARTMENT.
SEC. 113. THERE | S APPROPRI ATED THE SUM OF $2, 000, 000. 00
FOR THE FI SCAL YEAR ENDI NG SEPTEMBER 30, 1998 TO THE DEPARTMENT
FOR THE PURPCSE OF | MPLEMENTI NG TI ER 2.
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