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Agenda

= LEOFF 1 SCPP Study = Actuarial Experience Studies
o Legislative Mandate n Economic Assumptions
o Description of Relevant Bills n» Demographic Assumptions
o Analysis from Contributing o Impact on Contribution Rates
Agencies

n Draft Report & SCPP Input
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LEOFF 1
SCPP Study
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Legislative Mandate

» The 2025-27 Operating Budget requires the SCPP to study and report on the
tax, legal, actuarial, pension policy, and administrative implications of

o Restating/terminating LEOFF 1 as contemplated in SHB 2034.
o Merging LEOFF 1, TRS 1, and PERS 1 as contemplated in SSB 5085.
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https://lawfilesext.leg.wa.gov/biennium/2025-26/Pdf/Bills/Senate%20Passed%20Legislature/5167-S.PL.pdf?q=20250502131711
https://app.leg.wa.gov/BillSummary/?BillNumber=2034&Year=2025&Initiative=false
https://app.leg.wa.gov/billsummary/?BillNumber=5085&Year=2025&Initiative=false

Key lerms

= Restatement

o Is just what it sounds like — restating all plan terms

o l.e., iIncorporates all plan amendments into one place
= Termination

o Retirement plan ceases to exist (as opposed to closing to new members)
= Merger

n Assets and liabilities of two or more plans are merged together
= Plan Qualification

» Plans must meet certain IRS requirements in order to keep tax benefits
= Reversion

n “Reversion of assets”

» Money comes out of the trust fund to be used for other purposes
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SHB 2034

= Restatement and termination
n Essentially creates a new Restated LEOFF 1 Plan, then terminates the old one
= Expressly guarantees LEOFF 1 benefits
o Mechanism for the guarantee is the new restated plan
o Incentive for remaining actives to retire by 2026
o 5 years of service credit
2 One-time lump sum payment of $25,000
= Potential reversion of assets in 2027-29

n Any assets above 120% funding goes to the Pension Fund Stabilization
Account

= Requires DRS to pursue IRS guidance before most changes are effective
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SSB 5085

= Merges LEOFF 1, TRS 1, and PERS 1
o Legacy Retirement Plan, with three benefit tiers
= Expressly guarantees benefits
o No negative impact to benefits for any members
o Grants ongoing COLA for PERS 1/TRS 1

= Requires DRS to pursue determination letter and private letter ruling before
most changes are effective
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As Required, OSA Solicited Analysis From

» Department of Retirement Systems

= State Investment Board

= Office of the State Treasurer

= Office of the State Actuary

= Office of the Attorney General

= |ce Miller, LLP (serving as special AAG for tax law)

= All analysis is printed verbatim as attachments to the report
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Quick Summary of Analysis

= Analysis indicates that both bills can be implemented successfully

» Doing nothing (maintaining the status quo) is also an option

= Fach entity offered advice and concerns to be managed under either bill

» Please see the report for sample goals and perspectives for evaluating proposals
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For November

= Final report will be available
o Most recent draft (and all attachments) currently available here
= SCPP has the option of making a recommendation in November
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https://app.leg.wa.gov/committeeschedules/Home/Documents/32301?//-4/10-01-2025/12-31-2025/Schedule///Bill/
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Actuarial Experience
Studies
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2025 Economic Experience Study

= Review of long-term statutory assumptions for plan funding
» Inflation
n General Salary Growth (GSG)
o Investment Rate of Return
= Studies produced during odd-numbered calendar years
n State actuary makes recommendations

n Per statute, PFC may adopt changes by October 31, subject to change by
Legislature

= See report on our website for all the details
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https://leg.wa.gov/studies-audits-and-reports/actuarial-reporting/pensions/studies/

2025 Economic Experience Study (Continued)

Inflation

= Purpose of this assumption
o Model future post-retirement COLAs for DRS members
o Part of assumed GSG
= We study inflation through two components (see Appendix)
o National inflation
o Forecasts are mostly in the range of 2.3%-2.5%
o Regional (Seattle-Tacoma-Bellevue) adjustment

o We continue to expect regional inflation to outpace national inflation by
0.3%-0.7%

= Recommendation: 3.00%, up from 2.75%
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2025 Economic Experience Study (Continued)

General Salary Growth

= Purpose of this assumption

o Model future annual increases in member salaries across all DRS plans due to
economic forces

o We have a separate assumption for salary increases due to demographic
forces that varies by DRS system

= We study GSG through two components
o Inflation — 3.00% per recommendation

» Real wage growth — Historical trends suggest it outpaces inflation by about
0.50% (see Appendix)

= Recommendation: 3.50%, up from 3.25%
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2025 Economic Experience Study (Continued)

Investment Rate of Return

= Purpose of this assumption

» Model future annual return on Commingled Trust Fund assets, net of
Investment expenses

n Calculate present value of benefits and salaries
= Considerations when setting this assumption

o Overall increase in expected returns by asset class, but no change to target
allocation (see Appendix)

» Updated modeling from WSIB, plus potential adjustments
= Recommendation: 7.25%, up from 7.00%
o Matches statutory assumption set by ESSB 5357 (2025)
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https://app.leg.wa.gov/billsummary/?BillNumber=5357&Year=2025&Initiative=false

2025 Economic Experience Study (Continued)

Summary of Long-Term Economic Assumptions

Assumption Pi:;;i?;g d Recommended
Inflation 2.75% 3.00%
General Salary Growth 3.25% 3.50%
Investment Return 7.25%* 7.25%

Membership Growth for
P 1.00% 1.00%

Plan 1 Funding

*7.00% in LEOFF 2. The LEOFF 2 Board adopts assumptions for LEOFF 2.

» The PFC acted early October to retain the Currently Prescribed assumptions
» The LEOFF 2 Board is slated to adopt economic assumptions later this year
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2019-23 Demographic Experience Study

= Review of behavioral assumptions, e.g.,
» Termination, Disability, Retirement, Mortality
o Service Based Salary Increases (pairs w/ GSG)

1 Miscellaneous (Duty-Related Death and Disability benefits, Military Service
Credit, Probability of Withdrawing Contributions, etc.)

= Studies produced roughly every 6 years
o Analysis is complete and currently being audited

n Assumption changes will be captured in our 2025 Actuarial Valuation Report
that impact rates in 2027-29 Biennium

= See forthcoming report on our website for all the details
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https://leg.wa.gov/studies-audits-and-reports/actuarial-reporting/pensions/funding/pension-valuations/
https://leg.wa.gov/studies-audits-and-reports/actuarial-reporting/pensions/studies/

2019-23 Demographic Experience Study
(Continuea)
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Educational Opportunity

» September 2019 SCPP Meeting:

n Preview of Demographic Experience
Study Results

o Pairs well with this recording from
TVW

» Draws a parallel graphically between lustration of 109 New Hires over their Career
demographic assumptions and this 100
visual depiction of Napoleon'’s march 60
on Moscow during the War of 1812 «
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https://app.leg.wa.gov/committeeschedules/Home/Document/207268#toolbar=0&navpanes=0
https://app.leg.wa.gov/committeeschedules/Home/Document/207268#toolbar=0&navpanes=0
https://tvw.org/video/select-committee-on-pension-policy-2019091068/?eventID=2019091068&startStreamAt=4569&stopStreamAt=5786

Impact on Contribution Rates

= Economic Assumptions

n Current contribution rates already reflect the higher 7.25% Investment Rate of
Return assumption (which reduced rates)

o PFC chose to retain the currently prescribed assumptions for Inflation and GSG,
so no further impact to rates

n See presentations on our website for more details
= Demographic Assumptions
o To be determined
n Preliminary analysis suggests modest changes for most plans
o Anticipate providing more details a year from now
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For questions, please contact
The Office of the State Actuary
360-786-6140
State.actuary@leg.wa.gov

Aaron Gutierrez, MPA, JD, Senior Policy Analyst
Michael T. Harbour, ASA, MAAA, Actuary

O:\DRS\2025\Updates.from.OSA.pptx
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Appendix Graphs/Tables

= Projected National Inflation
= Historical Regional Inflation
= Historical Inflation and GSG
» Capital Market Assumptions and Simulated Returns
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Projected National Inflation
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Historical Regional Inflation
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= Over the past 10 and 20 years, the annual average inflation differential was
0.8% and 0.5%, respectively
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Historical Inflation and GSG
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Observed General Salary Growth and Inflation
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Capital Market Assumptions and Simulated

WSIB Capital Market Assumptions 15-Year Simulated
CTF Ret

Geometric Target M R bl 20 4

Asset Class Return Allocation ean eturn_ 7.2%

Global Equity 6.5% 30% 60th Percentile 8.2% *

Tangible Assets 6.4% ¢ 8% Median Retm.'n 7.3% 1

Fixed Income 49% +  19% 40th Percentile  6.4% *

Private Equity 8.3% ¥ 25%

Real Estate 6.6% ¢ 18%

Cash 3.0% ¢ 0%
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