N~ oo o~ W N P

HB- 5266, As Passed House, Decenber 18, 2003

SUBSTI TUTE FOR
HOUSE Bl LL NO. 5266

A Dbill to amend 1943 PA 240, entitled
"State enpl oyees' retirenent act,”
by amendi ng sections la, le, 1li, 49, 53, 55, and 64 (MCL 38. 1a,
38.1le, 38.1i, 38.49, 38.53, 38.55, and 38.64), section la as
anmended by 1998 PA 205, sections le and 1li as anended and
sections 53, 55, and 64 as added by 1996 PA 487, and section 49
as anmended by 2002 PA 93.

THE PECPLE OF THE STATE OF M CHI GAN ENACT:

Sec. la. (1) "Accumul ated contributions” neans the sum of
all anounts deducted fromthe conpensati on of a nenber and
credited to the nmenber's individual account in the enpl oyees
savi ngs fund, together with regular interest on that account.

(2) "Actuarial cost" means an amount that shall be paid,
except as otherw se specifically provided by this act, by a

menber to purchase additional service credit as allowed under
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this act. Actuarial cost shall be conputed as provided in
section 17j.

(3) "Annuity" means annual paynents for life derived fromthe
accunul ated contributions of a nmenber. An annuity shall be paid
in equal nmonthly install nments.

(4) "Annuity reserve" means the present val ue, conputed upon
the basis of nortality and ot her tables adopted by the retirenent
board, of all paynents to be nade on account of an annuity, or
benefits in lieu of an annuity, granted to a nmenber under this
act .

(5) "Appointing authority" neans the departnmental officer who
has the responsibility of making appointnents and handling al
ot her personnel transactions affecting the enployees in the
agency that the officer represents.

(6) "Banked | eave tinme progrant neans the part B annual | eave
hours within the annual and sick | eave programfor state
enpl oyees approved by a ruling of the internal revenue service on
Septenber 5, 2003, in which a pay reduction or other concessions
are applied to a nenber or qualified participant in exchange for
addi tional part B annual |eave hours.

Sec. le. (1) "Final average conpensation” neans the average
of those years of highest annual conpensation paid to a nenber
during a period of 5 consecutive years of credited service; or if
the nenber has less than 5 years of credited service, then the
average of the annual conpensation paid to the nmenber during the
menber's total years of credited service. For a person whose

retirenent all owance effective date is on or after COctober 1
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1987, "final average conpensation” neans the average of those
years of highest annual conpensation paid to a nenber during a
period of 3 consecutive years of credited service; or if the
nmenber has | ess than 3 years of credited service, then the
average of the annual conpensation paid to the nmenber during the
menber's total years of credited service. A nenber's fina
aver age conpensation shall not be di m ni shed because of required
1-day layoffs. The conpensation used in conputing the fina
aver age conpensation for a period during which a nenber is in a
voluntary or involuntary pay reduction plan A or on a designated
tenporary layoff shall include the value of the hours not worked
calcul ated at the nenber's hourly rate or rates of pay in effect
i mredi ately before the applicable final average conpensation
period. A nenber's final average conpensation shall not be
i ncreased or decreased by the nenber's participation in voluntary
or involuntary pay reduction plan B. Payment for accrued annual
| eave at separation in excess of 240 hours and paynent for part B
annual | eave hours at separation shall not be included in fina
average compensation. Begi nning October 1, 2003, the
conpensati on used to conpute the final average conpensation for a
period during which a nenber is participating in the banked | eave
time program shall include the value of any unpaid furl ough hours
and the val ue of any unpaid hours exchanged for part B annua
| eave hours cal cul ated at the nmenber's then current hourly rate
or rates of pay.

(2) "Final conpensation"” neans a nenber's annual rate of

conpensation at the tinme the nmenber |ast term nates enpl oynent
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with this state.

(3) "Furlough hours" neans unworked hours incurred in
conjunction with the banked | eave tine program

(4) —3)— "Internal revenue code" nmeans the United States
internal revenue code of 1986.

Sec. li. (1) "Service" neans service rendered to this state
by an el ected or appointed state official or enployee of this
state. Cedit for service shall be determ ned by appropriate
rules and regul ations of the retirenent board, but not nore than
1 year of service shall be creditable for all service in 1
cal endar year. The retirenment board shall not allow credit for
service for any period of nore than 1 nonth in any 1 cal endar
year during which the enpl oyee was absent w thout pay. However,
full service credit shall be given for a period during which an
enpl oyee is on | eave of absence and is receiving worker's
conpensation benefits as the result of a duty-incurred
disability. Full service credit shall also be given to an
enpl oyee for required 1-day |ayoffs, for voluntary or involuntary
participation in pay reduction plan A pay reduction plan B, or
both, in effect during the fiscal years ending on and after
Sept enber 30, 1981, —and— for required and designated tenporary
| ayof fs, and, begi nning COctober 1, 2003, for furlough hours, and
for participation in the banked | eave time program

(2) "State treasurer” neans the treasurer of this state.

(3) "Tier 1" neans the retirenent plan available to a nenber
under this act who was first enployed and entered upon the

payrol |l before March 31, 1997 and who does not elect to becone a

H05326' 03 * (H- 3) MVRM



© 00 N o o0~ wWw N P

N N N N N N NN PR P R R R R R R P
N~ o o M WN P O © 0N OO0~ WDN O

gqualified participant of Tier 2.

(4) "Tier 2" neans the retirenent plan established pursuant
to section 401(k) of the internal revenue code that is avail able
to qualified participants under sections 50 to 69.

Sec. 49. (1) This section is enacted pursuant to
section 401(a) of the internal revenue code, 26 USC 401, that
i nposes certain adm nistrative requirenents and benefit
[imtations for qualified governmental plans. This state intends
that the retirement systembe a qualified pension plan created in
trust under section 401 of the internal revenue code, 26 USC 401,
and that the trust be an exenpt organi zati on under section 501 of

the internal revenue code, 26 USC 501. The departnent shal

adm nister the retirenment systemto fulfill this intent.
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(2) The retirement systemshall be adm nistered in conpliance

with the provisions of section 415 of the internal revenue code,
26 USC 415, and regul ations under that section that are
applicable to governnental plans. Enployer-financed benefits
provided by the retirenent systemunder this act shall not exceed
the applicable limtations set forth in section 415 of the

i nternal revenue code, 26 USC 415, as adjusted by the
conmmi ssi oner of internal revenue under section 415(d) of the

i nternal revenue code, 26 USC 415, to reflect cost-of-1living

i ncreases, and the retirenent system shall adjust the benefits
subject to the limtation each cal endar year to conformwth the
adjusted |imtation. For purposes of section 415(b) of the

i nternal revenue code, 26 USC 415, the applicable limtation
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shal |l apply to aggregated benefits received fromall qualified
pensi on plans for which the office of retirement services
coordi nates adm nistration of that Iimtation. |If there is a
conflict between this section and another section of this act,
this section prevails.

(3) 6)— The assets of the retirenent systemshall be held
in trust and invested for the sole purpose of neeting the
legitimate obligations of the retirement system and shall not be
used for any other purpose. The assets shall not be used for or
diverted to a purpose other than for the exclusive benefit of the
menbers, vested former nenbers, retirants, and retirenent
al  owance beneficiaries before satisfaction of all retirenent
systemliabilities.

(4) —H— The retirenent systemshall return post-tax nenber
contributions made by a nenber and received by the retirenent
systemto a nenber upon retirenent, pursuant to internal revenue
service regul ati ons and approved internal revenue service
exclusion ratio tables.

(5) —8)— The required beginning date for retirenent
al  owances and other distributions shall not be later than Apri
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
foll ow ng the cal endar year in which the enpl oyee retires.

(6) 99— If the retirenent systemis term nated, the
interest of the nmenbers, vested fornmer nenbers, retirants, and
retirement allowance beneficiaries in the retirenent systemis

nonforfeitable to the extent funded as described in section
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411(d)(3) of the internal revenue code, 26 USC 411, and rel ated
i nternal revenue service regul ations applicable to governnent al
pl ans.

(7) —36)— Notwi thstandi ng any ot her provision of this act to
the contrary that would limt a distributee' s election under this
act, a distributee may elect, at the time and in the manner
prescribed by the retirenment board, to have any portion of an
eligible rollover distribution paid directly to an eligible
retirement plan specified by the distributee in a direct
rollover. This subsection applies to distributions nade on or
after January 1, 1993.

(8) 33— For purposes of determ ning actuarial equivalent
retirement all owances under sections 31(1)(a) and (b) and 20(2),
the actuarially assuned interest rate shall be 8% w th

utilization of the 1983 group annuity and nortality table.

; o ; .. i Lon.
: Ly i L ¥ :
I o : . ¢t he | I I I
: Lati I .
Licabl L al . . L I
hi . I I : . th I ¢ i
_ini : e
(9) 33)— Notwi thstandi ng any other provision of this act,
t he conpensation of a nenber of the retirenment system shall be
taken into account for any year under the retirenment systemonly
to the extent that it does not exceed the conpensation |limt

established in section 401(a)(17) of the internal revenue code,
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9
26 USC 401, as adjusted by the comm ssioner of internal revenue.
Thi s subsection applies to any person who first becones a nenber
of the retirenment systemon or after October 1, 1996.

(10) —34)— Notwi t hstandi ng any other provision of this act,
contributions, benefits, and service credit with respect to
qualified mlitary service will be provided under the retirenent
systemin accordance with section 414(u) of the internal revenue
code, 26 USC 414. This subsection applies to all qualified
mlitary service on or after Decenber 12, 1994.

Sec. 53. (1) For the purposes of this section and sections
54 to 69, the words and phrases defined in this section and

sections 54 to 69 have the meanings ascribed to themin those

sections.
(2) "Accumul at ed bal ance" neans the total balance in a
qualified participant's, fornmer qualified participant's, or

refund beneficiary's individual account in Tier 2.
(3) "Conpensation" nmeans the remuneration paid a participant

on account of the participant's services rendered to his or her

federal—form- W2 —wageandtax—statenrent— equal to the sum of

t he foll ow ng:

(a) A participant's W2 earnings for services perforned for
t he enpl oyer excluding part B annual |eave hours paid at
separation

(b) Any anount contributed or deferred at the el ection of the

partici pant which is excluded fromgross i nconme under section
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125, 132(f)(4), 401(k), 403(b), or 457 of the internal revenue
code, 26 USC 125, 132, 401, 403, and 457.

(c) Beginning Cctober 1, 2003, the val ue of any unpaid
furl ough hours and the value of any unpaid hours exchanged for
part B annual |eave hours calculated at the participant's then
current hourly rate or rates of pay for a period during which a
participant is participating in the banked | eave time program

(d) The value of hours not worked during which a participant
is in a voluntary or involuntary pay reduction plan A or on 1-day
| ayoff or designated tenporary |ayoff calculated at the
participant's then current hourly rate or rates of pay.

Sec. 55. (1) "Plan docunent” neans the docunent that
contains the provisions and procedures of Tier 2 in conformty
with this act and the internal revenue code.

(2) H— "Qualified participant” nmeans an individual who is
a participant of Tier 2 and who neets 1 of the follow ng
requirenents:

(a) An individual who is first enployed and entered upon the
payroll of his or her enployer on or after March 31, 1997, and
who before March 31, 1997 woul d have been eligible to be a nenber
of Tier 1.

(b) An individual who elects to term nate nenbership in Tier
1 and who elects to participate in Tier 2 in the manner
prescribed in section 50.

(3) 2— "Refund beneficiary" neans an individual nom nated
by a qualified participant or a former qualified participant

under section 66 to receive a distribution of the participant's
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accumrul ated bal ance in the manner prescribed in section 67.

(4) —3)— "State treasurer"” nmeans the treasurer of this
state.

(5) Except as otherwi se provided in this subsection, "year of
servi ce" neans each period during which a qualified partici pant
is enpl oyed by the enployer and is credited with 2,080 hours of
service. The Tier 2 plan adm nistrator and the plan docunent nay
provide for a | esser nunber of annual hours and a maxi mum nunber
of hours per pay period for any classification of enployees,
provi ded that no participant shall receive credit for nore than 1
year of service for any 12-nonth period of enploynent. Beginning
January 1, 2003, full service credit shall also be given to a
participant for furlough hours, for required 1-day | ayoffs, for
requi red and designated tenporary layoffs, for a year in which a
participant tenporarily |eaves enploynent to enter active
mlitary duty and then dies during that active mlitary duty, and
for participation in the banked | eave time program |In the event
a termnated participant is reenployed, such individual shal
retain credit for all full and partial years of service conpleted
prior to such reenploynent, for purposes of determning his or
her vesting percentage in any enployer contributions nmade
pursuant to section 63(2) and (3) after his or her reenpl oynent.

Sec. 64. (1) Aqualified participant is inmediately 100%
vested in his or her contributions nmade to Tier 2 and enpl oyer
contributions under the banked | eave tinme program —-A- Except as
otherwi se provided in this section, a qualified participant shal

vest in the enployer contributions nade on his or her behalf to

H05326' 03 * (H- 3) MVRM



© 00 N o o0~ wWw N P

e e o s
aa b~ W N —» O

12

Tier 2 according to the following s
(a) Upon conpletion of 2 years
(b) Upon conpletion of 3 years
(c) Upon conpletion of 4 years
(2) Aqualified participant is

chedul e:
of service, 50%
of service, 75%
of service, 100%

vested in the health insurance

coverage provided in section 68 if the qualified participant

neets 1 of the follow ng requirenents:

(a) The qualified participant
service as a qualified participant
menber, or forner nonvested nenber

(b) The qualified participant
or former nonvested nenber of Tier

participate in Tier 2 pursuant to s

has conpl eted 10 years of

and was not a nenber, deferred
of Tier 1.

was a nmenber, deferred nenber,
1 who nmade an election to

ection 50, and who has net the

service requirenents he or she would have been required to neet

in order to vest in health benefits
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