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A SUMMARY OF HOUSE BILL 4073 ASREPORTED FROM COMMITTEE

The bill would create the "Public Employee Retirement Health Care Funding Act" to do
the following:

Create a Section 115 trust for each retirement system. Authorize and create one
irrevocable trust under Section 115 of the Internal Revenue Code, 26 USC 115, for each
retirement system under the following retirement acts:

State Employees' Retirement Act

Public School Employees Retirement Act of 1979
Judges Retirement Act of 1992

State Police Retirement Act of 1986

Michigan Legidlative Retirement System Act

Trust grantor/administrator. Designate the governing board of each retirement system as
the trust grantor and require the governing board to administer the trust to pay retirement
health care benefits to its past members and specified dependents.

Trustees. Designate board members as trustees; require trustees to adopt a written trust
agreement meeting specified requirements; alow trustees to adopt administrative policies
and procedures and to contract for bookkeeping, benefit payment, and other plan
functions; alow trustees to establish an administrative and investment fee structure.

Each trust managed separately. Require each irrevocable trust to be managed and
operated separately.

Services provided by state departments. Require the Departments of Management and
Budget, Treasury, and the Attorney General to provide services as requested by trustees.

Investments. Require trust assets to be invested according to the Public Employee
Retirement System Investment Act; designate the state treasurer as investment fiduciary
of the trusts (unless a retirement system's governing board elects to serve as investment
fiduciary); and assign the investment fiduciary exclusive authority to employ or contract
for personnel or services necessary for proper investments.
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Trust deposits. Specify that each trust "would receive state appropriations, employer
contributions, employee contributions, investment earnings, refunds and reimbursements,
and other permitted deposits.”

Limit on amount of deposits absent certification regarding impact on federal funds
received by state. Prohibit a deposit in an amount exceeding twice the annual obligations
of the irrevocable trust unless the state treasurer certifies that the deposit would not
materially reduce the amount of federal funds received by the state to support payments
under the Social Welfare Act (Medicaid).

Separation of health care trust and pension assets. Require irrevocable health care trusts
to be kept separate from pension assets.

Establish funding and administrative accounts. Require trustees to establish a funding
account for the funding and prefunding of retirement health care benefit obligations and
allow them to create other accounts deemed necessary to administer the trust.

Right of past members in aggregate to funding account assets. Specify that past members
in the aggregate would have contractual rights to the assets in the funding account for the
payment of retirement health care benefits required under the applicable retirement act.

Deposits into and distributions from funding accounts. Allow a retirement system's
governing board to authorize deposits into a funding account from time to time of any
eligible funds on deposit within the retirement system for the purpose of paying eligible
benefits; and allow distributions from a funding account to satisfy the retirement system's
requirements for all retirement health care benefits provided by the system.

Annua financial statements. Require annua financial statements to be prepared in
accordance with generally accepted accounting principles and an audit to be conducted
each fiscal year by a qualified independent certified accounting firm in accordance with
generally accepted accounting principles.

Irrevocability of asset contributions. Specify that, except as otherwise provided in
Sections 4, 8, and 18, the contribution of assets to the trust would be irrevocable and
could not be refused, refunded, or returned to the employer or employee.

Separate reserves/no diversion of reserve accounts or assets received from specific
members. Allow trustees to establish separate reserves within the funding account to
ensure that the assets are used for the exclusive benefit of specified groups of members
and past members; prohibit the diversion of a separate reserve account for a purpose other
than the payment of retirement health benefits and administrative costs for the specified
group until the liabilities for each group have been satisfied; and prohibit assets received
from specific members from being used to pay the benefits of any other member who is
not that member's beneficiary.
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Allowable use of irrevocable trust's assets. Require the irrevocable trust's assets to be
used solely to provide retirement health care benefits as provided under this act
(described as an essential function of government) and related administrative costs.

Prohibit assignment or alienation of trust assets or member benefits. Protect the assets of
the irrevocable trust and a member or past member's right to benefits from execution,
garnishment, attachment, the operation of bankruptcy laws, and other legal processes; and
prohibit the assignment of assets or rights to benefits.

Prohibit diversion of assets of irrevocable trust. Require the assets of the irrevocable
trust to be used exclusively for the benefit of past members and specified dependents and
prohibit the diversion of the assets for a purpose other than the payment of retirement
health care benefits and related administrative costs.

Use of assets remaining in funding account after satisfaction of all liabilities. Require
that any assets remaining in the funding account after all eligible benefits have been paid
and all other liabilities satisfied be distributed to the state or other qualified employer
(i.e., one whose income would be excluded under Section 115(1) of the Internal Revenue
Code) within the applicable retirement system.

Dissolution. Require, upon dissolution of the irrevocable trust, any assets remaining after
the payment of debts and satisfaction of liabilities to be distributed to one or more states,
political subdivisions, or other qualified organization (i.e., one with income excluded
under Section 115(1) of the Code).

Requirements for written trust agreements. Specify provisions that must be contained in
the written trust agreement for each trust regarding the creation and purpose of the trust,
other requirements, management and operation, and various accounts to carry out the
function of the trust.

Contributions to funding account. Allow the state, an employer within a retirement
system, a member, or any other person to contribute amounts to a funding account within
an applicable trust for the prefunding of retirement health care benefits, require
contributions and investment earnings on them to be credited properly.

Separate plan document regarding reimbursements. Require trustees to establish a
separate written plan document to govern reimbursement of expenses for medical, dental,
and vision care with terms consistent with the applicable retirement act.

Use of funds when other retirement system funds contributed to funding account. If a
retirement system's governing board has made a deposit of other eligible retirement
system funds into a funding account, require the trust to use the funds in the funding
account to satisfy the requirements for "all retirement health care benefits provided by the
retirement system"” that are consistent with the bill and the plan document.
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Annual required contributions. Allow any funds in the funding account to be used for
purposes of determining the annual required contribution for annual financial statements.

Ineligible medical expenses. Provide that any claims incurred before a past member
became entitled to receive reimbursements under the applicable retirement act or the hill
are not eligible medical expenses.

Severability; qualified plan status; Section 115 status. Specify that if the bill, or any
portion of it, would cause a retirement system to lose its tax qualified status or prevent an
irrevocable trust from meeting the requirements of Section 115, then that portion of the
bill would not apply. Specify that if any part of the bill is declared invalid or
unconstitutional, that declaration would not affect other parts.

Validity and duration of trusts. Provide that trusts created by the bill would not be
invalid because of (1) any indefiniteness or uncertainty of the persons designated as
beneficiaries, (2) any rules against perpetuities, against suspension of the power of
alienation of title to property, or against trusts for the accumulation of income. Allow
each trust to continue for the amount of time needed to accomplish its purpose.

State and local taxation of income of, and distributions from, trusts. Specify that (1) all
assets and income of the trusts and (2) distributions from the trusts to past members or
their dependents would be exempt from state and local taxation.

Trustee liability; indemnification. Protect trustees from personal liability and allow them
to be indemnified for losses and expenses (including attorney fees) except in cases of
willful misconduct or intentional wrongdoing. Specify that they are not responsible for
the adequacy of the trust to meet its obligations and are not required to take action to
enforce the payment of any contribution or appropriation.

Contractual nature of certain benefit obligations. Require retirement benefit obligations
under the applicable acts to be construed as defining or otherwise granting a contractual
right or privilege to health care benefits or other post-employment benefits to members
and beneficiaries if a benefit, right, or privilege is established in the applicable retirement
act. Members and past members would have a contractual right to a health care benefit if
it is provided under the applicable retirement act at the time they separate from
employment.

Correction of errors. Require the correction of errors in trust records that result in
members, past members, or dependents paying to or receiving from a trust the wrong
amount of money. Require trustees to incrementally adjust future payments to correct the
error, to the extent practicable.

FISCAL IMPACT:

The bill would have an indeterminate fiscal impact on the State as well as local school
districts. Currently retiree health benefits for the State's five retirement systems are
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funded on a pay-as-you-go basis rather than pre-funding long-term liabilities. While
creating the legal framework for an irrevocable trust for the deposit of funds for retiree
health care benefits, the bill neither changes current benefit levels nor identifies a specific
source of revenue to fund benefit costs.

However, it may be interpreted that the bill increases State and school district costs by
guaranteeing retiree health benefits that are not currently guaranteed. Section 17 would
provide that members and past members of each of the retirement systems shall have
contractual rights to a health care benefit provided in statute at the time of their
separation from employment. The most recent estimation available of the unfunded
actuarial accrued liability (UAAL) for al five systems totaled approximately $39 billion
at the end of FY 2006-07.

Additionally, the governing board of each retirement system would be responsible for
managing each trust and would be authorized to charge the trust for the cost of its
administration.

Legidative Analyst: Shannon Kane
Susan Stutzky
Fiscal Analyst: Bethany Wicksall

m This analysis was prepared by nonpartisan House staff for use by House members in their deliberations, and does
not constitute an official statement of legislative intent.

Analysis available at http://www.legidlature.mi.gov HB 4073 (H-4) Page5of 5




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts false
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


