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HB 5110, As Passed Senate, March 13, 2002

SENATE SUBSTI TUTE FOR
HOUSE BI LL NO. 5110

A bill to anmend 1980 PA 300, entitled
"The public school enployees retirenment act of 1979,"
by anmendi ng sections 4, 34, 36, 41, 43a, 46, 85, and 108
(MCL 38.1304, 38.1334, 38.1336, 38.1341, 38.1343a, 38.1346,
38. 1385, and 38.1408), sections 4, 34, 36, and 41 as anended by
1997 PA 143, section 43a as anmended by 1990 PA 298, section 46 as
anmended by 1991 PA 47, and sections 85 and 108 as anmended by 1998
PA 213.
THE PEOPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 4. (1) "Conmpound interest"” neans interest conmpounded
annually on July 1 on the contributions on account as of the pre-
vious July 1 and conputed at the rate of investnment return deter-
m ned under section 104a(l1l) for the last conpleted state fiscal

year .
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House Bill No. 5110 2

(2) "Contributory service" neans credited service other than
noncontri butory service.

(3) "Deferred nenmber” nmeans 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 retirenment all owance.

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

(5) "Designated date" neans Septenber 30, 1997.

(6) "Direct rollover"” neans a paynent by the retirenent
systemto the eligible retirenent plan specified by the
di stri but ee.

(7) "Distributee"” includes a nenber or deferred nenber.
Distributee also includes the menber's or deferred nmenber's sur-
Vi ving spouse or the nenber's or deferred nenber's spouse or
former spouse under an eligible donestic relations order, with
regard to the interest of the spouse or forner spouse.

(8) —EBxeept— BEGQ NNI NG JANUARY 1, 2002, EXCEPT as ot herw se
provided in this subsection, "eligible retirenent plan" neans an
i ndi vidual retirenent account described in section 408(a) of the
internal revenue code, an individual retirenment annuity descri bed
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 reve-
nue code, AN ANNUI TY CONTRACT DESCRI BED I N SECTI ON 403(B) OF THE
| NTERNAL REVENUE CODE, OR AN ELI G BLE PLAN UNDER SECTI ON 457( B)
OF THE | NTERNAL REVENUE CODE WHI CH | S MAI NTAI NED BY A STATE,
POLI TI CAL SUBDI VI SI ON OF A STATE, OR AN ACGENCY OR | NSTRUVENTALI TY
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House Bill No. 5110 3
OF A STATE OR POLI TI CAL SUBDI VI SI ON OF A STATE AND WHI CH AGREES
TO SEPARATELY ACCOUNT FOR AMOUNTS TRANSFERRED | NTO SUCH ELI G BLE
PLAN UNDER SECTI ON 457(B) OF THE | NTERNAL REVENUE CODE FROM THI S
RETI REMENT SYSTEM that accepts the distributee's eligible roll-

1
2
3
4
5 over distribution. However, in the case of an eligible rollover

6 distribution to a surviving spouse, an eligible retirement plan

7 means an individual retirenment account or an individual retire-

8 nment annuity described above.

9 (9) —HEHgtbte— BEG NNI NG JANUARY 1, 2002, "ELIGBLE roll -
10 over distribution" neans a distribution of all or any portion of
11 the balance to the credit of the distributee. Eligible rollover
12 distribution does not include any of the foll ow ng:

13 (a) Adistribution nade for the life or |ife expectancy of
14 the distributee or the joint lives or joint |ife expectancies of

15 the distributee and the distributee's designated beneficiary.

16 (b) Adistribution for a specified period of 10 years or
17 nore.
18 (c) Adistribution to the extent that the distribution is

19 required under section 401(a)(9) of the internal revenue code.

20 (d) The portion of any distribution that is not includable
21 in federal gross inconme, determ ned without regard to the exclu-
22 sion for net unrealized appreciation with respect to enpl oyer

23 securities, EXCEPT TO THE EXTENT THAT THE PORTI ON OF A DI STRI BU-
24 TION THAT IS NOT | NCLUDABLE I N FEDERAL GROSS I NCOVE IS PAID TO
25 EITHER OF THE FOLLOW NG

26 (i) AN I NDI VI DUAL RETI REMENT ACCOUNT OR ANNUI TY DESCRI BED I N
27 SECTI ON 408(a) OR (b) OF THE | NTERNAL REVENUE CODE
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(ii) A QUALI FI ED DEFI NED CONTRI BUTI ON PLAN AS DESCRI BED I N
SECTI ON 401(a) OR 403(a) OF THE | NTERNAL REVENUE CODE THAT AGREES
TO SEPARATELY ACCOUNT FOR AMOUNTS TRANSFERRED, | NCLUDI NG SEPA-
RATELY ACCOUNTI NG FOR THE PORTI ON OF THE DI STRI BUTI ON THAT | S
| NCLUDABLE | N GROSS | NCOVE AND THE PORTI ON OF THE DI STRI BUTI ON
VWH CH | S NOT | NCLUDABLE | N GROSS | NCOME.

(10) "Enpl oyee organi zation professional services |eave" or
"prof essional 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
whi ch he or she bel ongs and which represents enpl oyees of a
reporting unit in enploynent matters. The menber shall be
i ncl uded in nenbership of the retirement system during a profes-
sional services leave if all of the conditions of section 71(5)
and (6) are satisfied.

(11) "Enpl oyee organi zation professional services rel eased
time" or "professional services released tinme" means a portion of
the school fiscal year during which a nenber is released by the
reporting unit fromhis or her regularly assigned duties to
engage in enploynment matters for a public school enployee organi-
zation to which he or she belongs. The nenber's conpensation
recei ved or service rendered, or both, as applicable, by a nmenber
whi |l e on professional services released time shall be reportable
to the retirenent systemif all of the conditions of section
71(5) and (6) are satisfied.

(12) "Final average conpensation" neans the aggregate anount

of a nmenber's conpensation earned within the averaging period in

H02139' 01 b ** (S-1)



© 00 N o o~ W N PP

N NN NN DNNDNRRR R R R R R R R
N~ O O M W N RFP O © 0 N OO 0N WN R O

HB 5110, As Passed Senate, March 13, 2002

House Bill No. 5110 5
whi ch the aggregate anmobunt of conpensati on was hi ghest divided by
t he nenber's nunber of years, including any fraction of a year,
of credited service during the averaging period. The averagi ng
period shall be 36 consecutive cal endar nonths if the nenber con-
tributes to the nenber investnent plan; otherw se, the averaging
period shall be 60 consecutive cal endar nonths. |[If the nenber
has less than 1 year of credited service in the averagi ng period,
t he nunber of consecutive cal endar nonths in the averagi ng period
shal |l be increased to the | owest nunber of consecutive cal endar
mont hs that contains 1 year of credited service.

(13) "Health benefits" means hospital, mnedical-surgical, and
sick care benefits and dental, vision, and hearing benefits for
retirants, retirenent allowance beneficiaries, and health insur-
ance dependents provided pursuant to section 91.

(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. 34. (1) The reserve for health benefits is the account
to which paynments of reporting units for health benefits are
credited. Benefits payable pursuant to section 91 shall be paid
fromthe reserve for health benefits. THE ASSETS AND ANY EARN-

I NGS ON THE ASSETS CONTAI NED I N THE RESERVE FOR HEALTH BENEFI TS
AND THE HEALTH ADVANCE FUNDI NG SUBACCOUNT ARE NOT TO BE TREATED
AS PENSI ON ASSETS FOR ANY PURPOSE

(2) THE HEALTH ADVANCE FUNDI NG SUBACCOUNT IS THE ACCOUNT TO

VWH CH AMOUNTS TRANSFERRED PURSUANT TO SECTI ON 41 ARE CREDI TED.
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House Bill No. 5110 as anended March 13, 2002 6
EXCEPT AS OTHERW SE PROVI DED I N THI' S SECTI ON, ANY AMOUNTS
RECEI VED I N THE HEALTH ADVANCE FUNDI NG SUBACCOUNT AND ACCUMULATED
EARNI NGS ON THOSE AMOUNTS SHALL NOT BE EXPENDED UNTI L THE ACTUAR-
| AL ACCRUED LI ABILITY FOR HEALTH BENEFI TS UNDER SECTI ON 91 | S AT
LEAST 100% FUNDED. THE DEPARTMENT MAY EXPEND FUNDS OR TRANSFER
FUNDS TO ANOTHER ACCOUNT TO EXPEND FOR HEALTH BENEFI TS UNDER
SECTION 91 I F THE ACTUARI AL ACCRUED LI ABI LI TY FOR HEALTH BENEFI TS
UNDER SECTI ON 91 IS AT LEAST 100% FUNDED. FOR EACH FI SCAL YEAR
THAT BEA NS AFTER THE FI RST FI SCAL YEAR I N WHI CH THE ACTUARI AL
ACCRUED LI ABI LI TY FOR HEALTH BENEFI TS UNDER SECTI ON 91 IS AT
LEAST 100% FUNDED BY THE HEALTH ADVANCE FUNDI NG SUBACCOUNT, THE
AMOUNTS MAY BE EXPENDED OR CREDI TED TO FUND HEALTH BENEFI TS PRO-
VI DED UNDER SECTI ON 91 AS PROVI DED I N SECTI ON 41(2).

(3) NOTW THSTANDI NG ANY OTHER PROVI SI ON OF THI S SECTI ON, THE
DEPARTMENT MAY TRANSFER AMOUNTS FROM THE HEALTH ADVANCE FUNDI NG
SUBACCOUNT TO THE RESERVE FOR EMPLOYER CONTRI BUTI ONS ESTABLI SHED
N SEGH 0N S THE REOATIVENE, D068 BOIE B RLAN S, 15 » peciest
TO THE CHAI RS OF THE SENATE AND HOUSE APPROPRI ATI ONS COVM TTEES AND. AT
THE SENATE AND HOUSE_APPROPRI ATI ONS COMM TTEES, 1 1= APPROVAL OF BOTH
APPROPRIATI GNS. GOWM TTEES GONTAI NS AN ACTUAR! AL 'VALUAT! CN PREPARED
ggg’? IUGQIW4IOTHAT DEMONSTRATES THAT AS OF THE BEG NNI NG OF A FI SCAL
YEAR, AND AFTER ALL CREDI TS AND TRANSFERS REQUI RED BY THI S ACT
FOR THE PREVI QUS FI SCAL YEAR HAVE BEEN MADE, THE SUM OF THE ACTU-

ARI AL VALUE OF ASSETS AND THE ACTUARI AL PRESENT VALUE OF FUTURE
NORMAL COST CONTRI BUTI ONS DOES NOT EXCEED THE ACTUARI AL PRESENT
VALUE OF BENEFI TS.

Sec. 36. (1) —Fhe— EXCEPT AS OTHERW SE PROVIDED IN THI S
SECTI ON, THE reserve for undistributed investnment inconme is the
account to which all income fromthe investnent of assets, all

gifts and bequests received by the retirenent system and all
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ot her noney received by the retirenent systemthe disposition of
which is not specifically provided for is credited. THE RETI RE-
MENT BOARD SHALL DETERM NE THE | NCOVE, | NTEREST, AND DI VI DENDS
ATTRI BUTABLE TO THE HEALTH ADVANCE FUNDI NG SUBACCOUNT CREATED BY
SECTI ON 34(2). THE I NCOVE, | NTEREST, AND DI VI DENDS ATTRI BUTABLE
TO THE HEALTH ADVANCE FUNDI NG SUBACCOUNT SHALL BE CREDI TED TO THE
HEALTH ADVANCE FUNDI NG SUBACCOUNT. In each fiscal year, the
retirenment board shall transfer fromthe reserve for undistrib-
uted investnent incone all anpbunts necessary to credit the inter-
est required under this act to the reserve for enployee contri bu-
tions, the reserve for enployer contributions, the reserve for
menber investnent plan, the reserve for retired benefit paynents,
and the reserve for health benefits, to fund the reserve for

adm ni strative expenses, and any suppl enental paynents required
pursuant to section 104a.

(2) The PENSION stabilization subaccount is the account to
whi ch the anpunts transferred pursuant to subsection (3) to the
reserve for undistributed investnment inconme are credited. Except
as otherwi se provided in this subsection, no anounts shall be
transferred fromthe stabilization subaccount to any ot her
reserve. The director of the departnment may transfer —f+oem PART
OR ALL OF the PENSION stabilization subaccount to the reserve for

enpl oyer contributions. —part—er—aH—efthe—amount—reecessaryto

I . : o ol e '
determned—under—seetions—4t—-and—4ta— AFTER THE DEPARTMENT HAS

TRANSFERRED THE ENTI RE BALANCE OF THE PENSI ON STABI LI ZATI ON
SUBACCOUNT TO THE RESERVE FOR EMPLOYER CONTRI BUTI ONS CREATED BY

H02139' 01 b ** (S-1)
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SECTI ON 30, THE PENSI ON STABI LI ZATI ON SUBACCOUNT CREATED BY THI S
SUBSECTI ON SHALL BE CLOSED AND SUBSECTI ON (3) SHALL NO LONGER
APPLY.

(3) Beginning on the designated date, if the actuarial val u-
ation prepared pursuant to sections 41 and 4la denonstrates that
as of the beginning of a fiscal year, and after all credits and
transfers required by this act for the previous fiscal year have
been made, the sum of the actuarial value of assets and the actu-
arial present value of future normal cost contributions exceeds
the actuarial present value of benefits, an anpunt equal to the
excess shall be credited to the PENSI ON stabilization subaccount
pursuant to subsection (2) and shall be debited against the
reserve for enployer contributions.

Sec. 41. (1) The annual |evel percentage of payroll contri-
bution rate to finance benefits being provided and to be provided
by the retirenment system shall be determ ned by actuarial val ua-
tion pursuant to subsection (2) upon the basis of the risk
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 determ ne 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 made in order to determ ne the financial effect
of variations of actual retirement system experience from

proj ected experience.
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House Bill No. 5110 9

(2) The contribution rate for benefits payable in the event
of the death of a nmenber before retirenent or the disability of a
menber shall be conmputed using a term nal funding nmethod of
val uation. Except as otherwi 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
val uation. —Fer— EXCEPT AS OTHERW SE PROVI DED I N THI S SECTI ON,
FOR the 1995-96 state fiscal year and for each subsequent fi scal
year, the contribution rate for health benefits provided under
section 91 shall be conputed using a cash di sbursenent nethod.
FOR EACH FI SCAL YEAR AFTER THE FI SCAL YEAR I N WHI CH THE ACTUARI AL
ACCRUED LI ABI LI TY FOR HEALTH BENEFI TS UNDER SECTI ON 91 IS AT
LEAST 100% FUNDED BY THE HEALTH ADVANCE FUNDI NG SUBACCOUNT CRE-
ATED UNDER SECTI ON 34(2), THE CONTRI BUTI ON RATE FOR HEALTH BENE-
FI TS PROVI DED UNDER SECTI ON 91 SHALL BE COMPUTED USI NG AN | NDI -
VI DUAL PRQJECTED BENEFI T ENTRY AGE NORVAL COST METHOD OF
VALUATI ON. The contribution rate for service likely to be
rendered in the current year, the normal cost contribution rate,
shall be equal to the aggregate anopunt 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,
shall be the aggregate anount of unfunded actuarial accrued
liabilities divided by 1% of the actuarial present value over a
period not to exceed 50 years of projected valuation

conpensati on, where unfunded actuarial accrued liabilities are

H02139' 01 b ** (S-1)
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equal to the actuarial present value of benefits, reduced by the
actuarial present value of future normal cost contributions and
t he 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
departnent the aggregate conpensation estinmated to be paid public
school enployees for the current state fiscal year.

(4) On the basis of the estinmate under subsection (3), the
annual actuarial valuation, and any adjustnent required under
subsection (6), the director of the departnment shall conpute the
sum due and payable to the retirenent system and shall certify
this anbunt to the reporting units.

(5) The reporting units shall make paynent of the anpunt
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 departnment shall com
pute any adjustnent required to the anobunt due to a difference
between the estimated and the actual aggregate conpensati on and
the estimated and the actual actuarial enployer contribution
rate. The difference, if any, shall be paid as provided in sub-
section (9). TH' S SUBSECTI ON DOES NOT APPLY IN A FI SCAL YEAR I N
VH CH A DEPCSI T OCCURS PURSUANT TO SUBSECTI ON (14).

H02139' 01 b ** (S-1)
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(7) The director of the department nmay require evidence of
correctness and may conduct an audit of the aggregate conpensa-
tion that the director of the departnent 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 intermedi ate school district, for differences
occurring in fiscal years beginning on or after Cctober 1, 1993,
a mni num of 20% of the difference between the estimated and the
actual aggregate conpensation and the estinmated 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 enpl oyer of other
public school enployees, for differences occurring in fiscal
years beginning on or after Cctober 1, 1991, 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 succeeding state fiscal year
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and a m ni mum 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. TH' S SUBSECTI ON DOES NOT APPLY IN A FI SCAL YEAR I N
VWH CH A DEPCSI T OCCURS PURSUANT TO SUBSECTI ON (14).

(10) Beginning on the designated date, all assets held by
the retirement systemshall be reassigned their fair market
val ue, as determned by the state treasurer, as of the designated
date, and in cal culating any unfunded actuarial accrued liabili-
ties, any market gains or |losses incurred before the designated
date shall not be considered by the retirenent systems
actuari es.

(11) Beginning on the designated date, the actuary used by
the retirenent board shall assume a rate of return on investnents
of 8.00% per annum as of the designated date, which rate may
only be changed with the approval of the retirenent board and the
director of the departnent.

(12) Beginning on the designated date, the value of assets
used shall be based on a nmethod that spreads over a 5-year period
the difference between actual and expected return occurring in
each year after the designated date and such net hodol ogy may only
be changed wth the approval of the retirenent board and the

director of the departnent.

H02139' 01 b ** (S-1)
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(13) Beginning on the designated date, the actuary used by
the retirement board shall use a salary increase assunption that
projects annual salary increases of 4% |In addition to the 4%

the retirement board shall use an additional percentage based

1
2
3
4
5 upon an age-related scale to reflect nerit, |ongevity, and prono-
6 tional salary increase. The actuary shall use this assunption

7 wuntil a change in the assunption is approved in witing by the

8 retirement board and the director of the departnent.

9 (14) FOR FI SCAL YEARS THAT BEG N ON OR AFTER OCTOBER 1,

10 2001, IF THE ACTUARI AL VALUATI ON PREPARED PURSUANT TO THI S SEC-
11 TI1 ON DEMONSTRATES THAT AS OF THE BEG NNI NG OF A FI SCAL YEAR, AND
12 AFTER ALL CREDI TS AND TRANSFERS REQUI RED BY THI S ACT FOR THE PRE-
13 VIOUS FI SCAL YEAR HAVE BEEN MADE, THE SUM OF THE ACTUARI AL VALUE
14 OF ASSETS AND THE ACTUARI AL PRESENT VALUE OF FUTURE NORVAL COST
15 CONTRI BUTI ONS EXCEEDS THE ACTUARI AL PRESENT VALUE OF BENEFI TS,

16 THE AMOUNT BASED ON THE ANNUAL LEVEL PERCENT OF PAYROLL CONTRI BU-
17 TI ON RATE PURSUANT TO SUBSECTI ONS (1) AND (2) MAY BE DEPOCSI TED

18 | NTO THE HEALTH ADVANCE FUNDI NG SUBACCOUNT CREATED BY

19 SECTI ON 34.

20 (15) NOTW THSTANDI NG ANY OTHER PROVI SION OF THI S ACT, | F THE
21 RETI REMENT BOARD ESTABLI SHES AN ARRANGEMENT AND FUND AS DESCRI BED
22 |IN SECTION 6 OF THE PUBLI C EMPLOYEE RETI REMENT BENEFI T PROTECTI ON
23 ACT, THE BENEFI TS THAT ARE REQUI RED TO BE PAI D FROM THAT FUND

24 SHALL BE PAI D FROM A PORTI ON OF THE EMPLOYER CONTRI BUTI ONS

25 DESCRIBED IN THI S SECTI ON OR OTHER ELI G BLE FUNDS. THE RETI RE-
26 NMENT BOARD SHALL DETERM NE THE AMOUNT OF THE EMPLOYER

27 CONTRI BUTI ONS OR OTHER ELI G BLE FUNDS THAT SHALL BE ALLOCATED TO
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THAT FUND AND DEPOSI T THAT AMOUNT I N THAT FUND BEFORE | T DEPCSI TS
ANY REMAI NI NG EMPLOYER CONTRI BUTI ONS OR OTHER ELI G BLE FUNDS I N
THE PENSI ON FUND

Sec. 43a. (1) The contributions of a nenber who contributes
to the nmenber investnent plan shall be deducted by the enpl oyer
and remtted as enployer contributions to the retirenent system
pursuant to section 42. A nenber who contributes to the nenber
investnment plan is entitled to the benefits provided in sections
43b and 43c.

(2) Until Decenber 31, 1989, a nenber who first becane a
menber on or before Decenber 31, 1989, and who el ected or elects
on or before Decenber 31, 1989 to contribute to the nenber
i nvestment plan shall contribute 4% of the nenber's conpensation
to the nmenber investnent plan and begi nning January 1, 1990 shal
contribute 3.9% of the nmenber's conpensation to the nenber
i nvest ment pl an.

(3) On or before January 1, 1993, a nenber who first becane
a nmenber on or before Decenber 31, 1989, except as ot herw se pro-
vided in subsection (4), and who did not elect to nake contri bu-
tions to the nenber investnment plan, may irrevocably elect to
make the contributions described in subsection (2). |In addition
to meking the contributions required under subsection (2), a
menber who elects to nake contributions to the nenber investnent
pl an under this subsection shall nmake a contribution of 4% of the
conpensation received on or after January 1, 1987 to Decenber 31,
1989, and 3.9% of the conpensation received on or after

January 1, 1990 to the date of the election, plus an amobunt equal
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to the conpound interest that would have accunul ated on those
contributions as described in section 33, plus an amount equal to

the net actuarial cost of the additional benefits attributable to
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service credited before January 1, 1987, as determ ned by the
retirenment board. The nmethod and tim ng of paynent by a nmenber
under this subsection shall be determ ned by the retirenent
board. The contributions made under this subsection shall be
deposited into the reserve for enployee contributions. —TFhts

I . e I ey I : e
cattor—fromthe United—States—internal—revente service—that—thts
stbsecttor—wH—rot—cause—thet+ret+rerert—systemnot—tobe—euat-—
Hed—For—tax—purposes—under—thetnternat—revenute—cotde—

(4) Except as otherw se provided in subsection (8), a nenber
who first becane a nmenber on or before Decenber 31, 1986 but did
not perform nenbership service between Decenber 31, 1986 and
January 1, 1990, and who returns to nenbership service on or
after January 1, 1990 shall meke the contributions described in
subsection (7).

(5) Except as otherw se provided in subsection (8), a nenber
who first becane a nenber on or after January 1, 1990 shall make
the contributions described in subsection (7).

(6) A nenber who first becane a nmenber on or after
January 1, 1987 but before January 1, 1990 shall have 30 days
fromhis or her first date of enploynent to irrevocably elect to

make the contributions described in subsection (2).
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(7) Except as otherw se provided in subsection (8), a nenber
who first becane a nenber on or after January 1, 1990 shal

contribute the followi ng anbunts to the nenber investnent plan:

Menber's annual school fiscal Amount payable to the

year earned conpensation nmenber investnent plan

Not over $5, 000.00 3% of nenber's conpensation

Over $5,000.00 but not $150. 00, plus 3.6% of the excess
over $15, 000. 00 over $5, 000. 00

Over $15, 000. 00 $510. 00, plus 4.3% of the excess

over $15, 000. 00
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I T I e I
cote—

(8) —9)— This section and sections 43b and 43c shall not

apply until the departnent receives notification fromthe United
States internal revenue service that contributions under this
section picked up by the enployer pursuant to section 42 shal
not be included as gross incone of the nmenber until they are dis-
tributed or nade available to the nenber, retirant, retirenent
al | ownance beneficiary, or refund beneficiary.

Sec. 46. (1) —Except—as—otherwse provided—+n—thts—Ssection-
a— A retirenent allowance, an optional benefit, or any other ben-
efit accrued or accruing to a person under this act, the reserves
created by this act, and the noney, investnents, or incone of

those reserves are exenpt from state, county, nunicipal, or other

| ocal tax —and—arenot—subject—to—-executton—garntshrent—attach—

H02139' 01 b ** (S-1)



© 00 N o o~ W N P

N NN NN DNNNRRR R R R R R R R
N~ O O M W N RFP O © 0 N OO O N WN R O

HB 5110, As Passed Senate, March 13, 2002

House Bill No. 5110 18
rHA—this—aect— AND SUBJECT TO THE PUBLI C EMPLOYEE RETI REMENT
BENEFI T PROTECTI ON ACT.

(2) The retirenment systemmay offset retirenment benefits or
refunds payabl e under this act against anpunts owed to the
retirenment system by a nmenber, retirant, retirenent allowance
beneficiary, or refund beneficiary.

(3) If the retirenent systemis required by the federal gov-
ernment pursuant to a court order to transmt a part of a
menber' s contributions standing to the nmenber's credit in the
reserve for enployee contributions to a federal agency, the serv-
ice credit that is covered by the paynent shall be forfeited in

the sane manner as if the enployee had requested and been paid a

refund of the nenber's npst recent contri butions.
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Sec. 85. (1) Aretiring nmenber or retiring deferred nmenber

who neets the requirenents 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 all owance under section 86
or 87 shall elect to receive his or her retirenent allowance
under 1 of the paynment options provided in this subsection. The
el ection shall be in witing and filed wwth the retirenent board
at |l east 15 days before the effective date of the retirenent

al | owance except as provided for a disability retirant under sec-
tion 86 or 87. The anount of retirenent allowance under

subdi vision (b), (c), or (d) shall be the actuarial equival ent of
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t he anmount of retirenent allowance under subdivision (a). The
options are as foll ows:

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

(b) Aretirant shall be paid a reduced retirenent all owance
for life with the provision that upon the retirant's death, pay-
ment of the reduced retirenent allowance is continued throughout
the lifetime of the retirement all owance beneficiary whomthe
menber or deferred nenber designates in a witing filed with the
retirement board at the tine 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 with the provision that upon the retirant's death, pay-
ment of 1/2 of the reduced retirenent allowance is continued
t hroughout the lifetinme of the retirenent allowance beneficiary
whom t he nenber designated in a witing filed with the retirenent
board at the tinme of election of the option.

(d) On and after January 1, 2000, a retirant shall be paid a
reduced retirenment allowance for |life with the provision that
upon the retirant's death, paynment of 75% of the reduced retire-
ment all owance is continued throughout the lifetine of the

retirenment allowance beneficiary whomthe nenber designated in a
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witing filed with the retirement board at the tinme of election
of the option.

(2) In addition to the election 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
wWith 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 estimated soci al
security primary insurance amount. The estinmated social security
primary insurance anount shall be determ ned by the retirenent
system The el ection under this subsection shall be nmade at the
sanme time and in the sanme 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 | ownance. Except as provided in subsection (5), the retirenent
al | ownance beneficiary sel ected under subsection (1)(b), (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 nenber, retiring nmenber, or retiring deferred
menber entitled to nmake the el ection under this act. Another

retirenment allowance beneficiary shall not be selected. If a
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menber, deferred nenber, retiring nmenber, or retiring deferred
menber is married at the retirenent allowance effective date, an
el ecti on under subsection (1), other than an el ection under
subsection (1)(b), (c), or (d) nam ng the spouse as retirenent
al | ownance beneficiary, shall not be effective unless the el ection
is signed by the spouse, except that this requirenent may be
wai ved 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 nenber, retiring nmenber, or retiring deferred nenber is
married at the retirenent allowance effective date. Paynent to a
retirenment allowance beneficiary shall start the first day of the
month followng the retirant's death

(4) If the retirenent allowance beneficiary sel ected under
subsection (1)(b), (c), or (d) predeceases the retirant, the
retirant's benefit shall revert to a straight retirenent allow
ance including post-retirenent adjustnments, if any, shall be
effective the first of the nonth follow 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 retirenent allowance
shall not be payable for any nonth begi nning before the | ater of
the retirement all owance beneficiary's death or Cctober 31,
1980. This subsection also applies to a retirant whose effective
date of retirenment was on or before June 28, 1976, but the
straight retirenent allowance 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 retirenent allowance
because the retirant designated a retirenent allowance benefi -
ciary and the retirenent allowance beneficiary predeceased the
retirant is eligible to receive the straight retirenent allowance
begi nni ng January 1, 1986, but the straight retirenment allowance
shall not be payable for any nonth begi nning before January 1,
1986.

(5) Aretirant who returns to service pursuant to section 61
and whose retirenment all owance beneficiary sel ected under
subsection (1)(b), (c), or (d) predeceases the nenber before he
or she again becones a retirant may again choose a retirenent
al | ownance beneficiary pursuant to subsection (1)(b), (c), or
(d).

(6) If aretirant receiving a reduced retirenent allowance
under subsection (1)(b), (c), or (d) is divorced fromthe spouse
who had been designated as the retirant's retirenent allowance
beneficiary under subsection (1)(b), (c), or (d), the election of
a reduced retirenment all owance paynent option shall be considered
void by the retirenent systemif the judgnent of divorce or award
or order of the court, or an anmended judgnment of divorce or award
or order of the court, described in —seet+orn—46— THE PUBLIC
EMPLOYEE RETI REMENT BENEFI T PROTECTI ON ACT and dated after
June 27, 1991 provides that the election of a reduced retirenent
al | ownance paynent option under subsection (1)(b), (c), or (d) is
to be considered void by the retirenment system and the retirant

provides a certified copy of the judgment of divorce or award or
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order of the court, or an anended judgnent of divorce or award or
order of the court, to the retirenent system |If the election of
a reduced retirenment all owance paynent option under subsection
(1)(b), (c), or (d) is considered void by the retirenent system
under this subsection, the retirant's retirenment allowance shal
revert to a straight retirenent allowance, including postretire-
ment adjustnents, if any, subject to an award or order of the
court as described in —seet+on—46— THE PUBLI C EMPLOYEE RETI REMENT
BENEFI T PROTECTI ON ACT. The retirenent allowance shall revert to
a straight retirenent allowance under this subsection effective
the first of the nonth after the date the retirenent system
receives a certified copy of the judgment 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

June 27, 1991. This subsection does not require the retirenent
systemto distribute or pay retirenent assets on behalf of a
retirant in an amount that exceeds the actuarially determ ned
anount that woul d otherw se becone payable if a judgnent of

di vorce had not been rendered.

(7) I'f the retirenent allowance paynents term nate before an
aggregate anmount equal to the retirant's accunul ated contri bu-
tions has been paid, the difference between the retirant's accu-
mul ated contributions and the aggregate anmount of retirenent
al | ownance paynents nmade shall be paid to the person designated in
awiting filed with the retirenent board on a form provi ded by
the retirement board. |[|f the designated person does not survive

the retirant or retirenent allowance beneficiary, the difference

H02139' 01 b ** (S-1)



HB 5110, As Passed Senate, March 13, 2002
House Bill No. 5110 25

shall be paid to the deceased recipient's estate or to the |egal

representative of the deceased recipient.

Sec. 108. (1) This section is enacted pursuant to federal
| aw t hat inposes certain admnistrative requirenents and benefit
limtations 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 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 retir-
ant who has 15 or nore years of credited service at retirenent.

(3) Enployer-financed benefits provided by the retirenent
system under this act shall not exceed the limtation under sub-
section (2) unless application of this subsection results in a
higher Iimtation. The higher limtation of this subsection
applies to enpl oyer-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 nistered by the departnent of managenent

and budget, office of retirenment systens. Enployer-financed

H02139' 01 b ** (S-1)



HB 5110, As Passed Senate, March 13, 2002
House Bill No. 5110 26

benefits provided by the retirenent systemshall not exceed the
| esser of the follow ng:

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

(i) I'f a menber retires at age 62 or ol der, $90, 000. 00 or
t he adjusted anmobunt described in subsection (4) per year.

(i) If a nenber retires at or after age 55 but before age
62, the actuarially reduced amount of the |limtation prescribed
i n subparagraph (i) per year. The retirenent systemshall use an
interest rate of 5% per year conpounded annually to calcul ate the
actuarial reduction in this subparagraph. However, the limta-
tion in this subparagraph shall not be actuarially reduced bel ow
$75, 000. 00.

(iii) If a nmenber retires before age 55, the actuarially
reduced anount of the limtation prescribed in subparagraph (ii)
per year. The retirenent systemshall use an interest rate of 5%
per year conmpounded annually to cal cul ate the actuarial reduction
in this subparagraph.

(b) 100% of the menmber'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 Iimtation described in subsection (2) and
t he $90,000.00 Ilimtation described in subsection (3)(a)(i) for
i ncreases in cost of living, beginning in 1988. This section

shall be adm nistered using the limtations applicable to each
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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 systemshall 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 legitinate
obligations of the retirenment system and 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 all owance
beneficiaries.

(6) The retirenment systemshall return post-tax memnber con-
tributions nade by a nenber and received by the retirenment system
to a nmenber upon retirenent, pursuant to internal revenue service
regul ati ons and approved internal revenue service exclusion ratio
t abl es.

(7) The required beginning date for retirenent all owances
and ot her 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 retirenent systemis termnated, the interest of
t he menbers, deferred nenbers, retirants, and retirenent allow
ance beneficiaries in the retirenment systemis nonforfeitable to

the extent funded as described in section 411(d)(3) of the
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internal revenue code and the related internal revenue service
regul ati ons applicable to governnmental plans.
(9) Notwi thstandi ng any other provision of this act to the

contrary that would limt a distributee's election under this

1

2

3

4

5 act, a distributee may elect, at the tine and in the manner pre-
6 scribed by the retirenment board, to have any portion of an eligi-
7 ble rollover distribution paid directly to an eligible retirenent
8 plan specified by the distributee in a direct rollover. This

9 subsection applies to distributions nmade on or after January 1,
10 1993.

11 (10) For purposes of determ ning actuarial equival ent

12 retirenent allowances under sections 45 and 85(1)(b), (1)(c),

13 (1)(d), and (2), the actuarially assuned interest rate shall be
14 8% wth utilization of the 1983 group annuity and nortality

15 table.

16 (11) Notwi thstanding any ot her provision of this section,

17 the retirenent systemshall be adm nistered in conpliance with
18 the provisions of section 415 of the internal revenue code and
19 revenue service regulations under that section that are applica-
20 Dble to governnental plans. |If there is a conflict between this
21 section and another section of this or any other act of this
22 state, this section prevails.
23 (12) NOTW THSTANDI NG ANY OTHER PROVI SION OF THI S ACT, THE
24 COMPENSATI ON OF A MEMBER OF THE RETI REMENT SYSTEM SHALL BE TAKEN
25 | NTO ACCOUNT FOR ANY YEAR UNDER THE RETI REMENT SYSTEM ONLY TO THE
26 EXTENT THAT I T DOES NOT EXCEED THE COVPENSATI ON LIM T ESTABLI SHED
27 I N SECTION 401(a)(17) OF THE | NTERNAL REVENUE CODE, AS ADJUSTED
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BY THE COMM SSI ONER OF | NTERNAL REVENUE. THI' S SUBSECTI ON APPLI ES
TO ANY PERSON WHO FI RST BECOMES A MEMBER OF THE RETI REMENT SYSTEM
ON OR AFTER OCTOBER 1, 1996.

(13) NOTW THSTANDI NG ANY OTHER PROVI SION OF THI S ACT, CON
TRI BUTI ONS, BENEFI TS, AND SERVI CE CREDI T W TH RESPECT TO QUALI -
FI ED M LI TARY SERVI CE W LL BE PROVI DED UNDER THE RETI REMENT
SYSTEM | N ACCORDANCE W TH SECTI ON 414(u) OF THE | NTERNAL REVENUE
CODE. THI' S SUBSECTI ON APPLIES TO ALL QUALI FI ED M LI TARY SERVI CE
ON OR AFTER DECEMBER 12, 1994.

Enacting section 1. This amendatory act does not take
effect unless House Bill No. 5108 of the 91st Legislature is

enacted into | aw.
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