SENATE BILL REPORT
SHB 2490

As Reported By Senate Committee On:
Ways & Means, February 25, 1998

Title: An act relating to the sharing of extraordinary investment gains in teachers retirement
system plan I11I.

Brief Description: Sharing investment gains.

Sponsors:  House Committee on Appropriations (originally sponsored by Representatives
Carlson, Ogden, Conway, Wolfe, Lambert, H. Sommers, D. Sommers, Schoesler, Gardner
and Carrell; by request of Joint Committee on Pension Policy).

Brief History:
Committee Activity: Ways & Means. 2/25/98 [DP).

SENATE COMMITTEE ON WAYS & MEANS

Majority Report: Do pass.

Signed by Senators West, Chair; Strannigan, Vice Chair; Bauer, Brown, Fraser,
Hochstatter, Kohl, Long, McDonald, Rossi, B. Sheldon, Snyder, Spanel, Swecker,
Thibaudeau and Winsley.

Staff: Deb Kime (786-7454)

Background: Assets invested in the retirement funds have been experiencing growth in
recent years substantially above the projected rate of 7.5 percent. The compound average
rate of return for the last four years is 13.7 percent. Over the 1997 interim, the Joint
Committee on Pension Policy (JCPP) studied ways of using these better-than-expected
returns to fund benefit increases. As a result of this work, the JCPP recommended to the
Legidlature severa hbills containing gain-sharing provisions.

The Teachers Retirement System (TRS) Plan 111 has two parts: a defined benefit plan and
a defined contribution plan. The defined benefit plan provides a formula-driven benefit at
retirement. The defined benefit portion of plan Il is funded solely by employer
contributions.  Better-than-expected investment returns on TRS Plan 11l employer
contributions are held in the pension trust funds. The pension contribution rates paid by
employers on TRS Plan |1l employees salaries will be adjusted downward when earnings
are higher than expected. Earnings below the projected level of 7.5 percent could result in
higher employer contribution rates.

The defined contribution portion of plan 111 is funded by employee contributions (although
an employer contribution can be made to these accounts if authorized in the Appropriations
Act). Whenever a member terminates employment, he or she can receive al contributions
and investment returns in the member’s account. TRS Plan |11 employee contribution rates
are unaffected by changing rates of return on investments.
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Summary of Bill: When the compound average rate of investment returns on the pension
funds over the previous four years exceeds 10 percent, certain TRS 11 members and retirees
receive half of the investment returns over 10 percent through a payment to their defined
contribution accounts. The first extraordinary investment gain distribution is made July 1,
1998. Thereafter, distributions are made January 1 of each even-numbered year whenever
the compound average rate of return on the pension funds over the previous four years is
more than 10 percent. The amount distributed to a plan 11l member is based on the
member’s years of service. The office of the State Actuary calculates the amount to be
distributed per year of service and informs the Department of Retirement Systems of that
amount.

The following TRS 11l members and retirees receive a gain-sharing distribution: Active
members with more than $1,000 in their member accounts; retired members; and vested
members who have purchased an annuity from the trust or have more than $1,000 in their
member account.

The Legidature reserves the right to amend or repeal the gain-sharing provisions.
Appropriation: None.

Fiscal Note: Available.

Effective Date: Ninety days after adjournment of session in which bill is passed.
Testimony For: On behalf of the 60 percent who transferred from TRS 2 to TRS 3, thank
you to the JCPP for the ground-breaking proposal of gain sharing. Support for this bill is
urged.

Testimony Against: None.

Testified: Bob Maier, WA Education Association (pro).
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