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C261L 26
Synopsis as Enacted

Brief Description: Concerning termination and restatement of plan 1 of the law enforcement
officers and firefighters' retirement system.

Sponsors: House Committee on Appropriations (originally sponsored by Representatives
Ormsby, Fitzgibbon, Gregerson and Macri).

House Committee on Appropriations
Senate Committee on Ways & Means

Background:

Law Enforcement Officers and Firefighters Retirement System Plan 1.

The Law Enforcement Officers and Firefighters' Retirement System Plan 1 (LEOFF 1)
provides defined retirement benefits to law enforcement officers and firefighters employed
by the state, cities, counties, and special districts. The Legislature established LEOFF 1in

1969 by merging various municipal police and firefighter pension systems, and transferring

the members to the new state-sponsored system. In 1977 the original LEOFF 1 was closed
to new members and subsequent employees became members of the Law Enforcement
Officers and Firefighters' Retirement System Plan 2 (LEOFF 2).

The LEOFF 1 annuitants—retired and disabled members and survivor
beneficiaries—receive an average annual benefit of $5,413, as of the 2023 Actuarial

Valuation, and receive an uncapped cost-of-living-adjustment annually based on the Seattle
Area Consumer Price Index (Seattle-CPl). About 40 percent of LEOFF 1 membersreceive

disability benefits, which are 50 percent of final average salary, exempt from income tax,
and fully indexed to Sesttle-CPI. Retired and disabled LEOFF 1 members also receive
coverage for al necessary medical services not payable from some other source.

Law Enforcement Officers and Firefighters Retirement System Plan 1 Funding.
The LEOFF 1 has been funded by a combination of contributions from local government

employers, employees, and the state. About 80 percent of the contributions made to LEOFF
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1 were provided from the State General Fund, with the other 20 percent being evenly
divided between employers and employees.

In June of 2000, as aresult of LEOFF 1 reaching afully funded status, contributions to
LEOFF 1 by the state, employers, and employees, were suspended.

As of the 2024 Actuarial Valuation, LEOFF 1 is 160 percent funded using an Actuarial
Value of Assets, with approximately 5,945 annuitants, and six active members remaining on
the plan. At the end of the 2027-29 fiscal biennium, LEOFF 1 is expected to be about 225
percent funded and to have a surplus of about $4 billion, representing a per-annuitant
surplus of about $800,000.

Termination of Retirement Plans.

Federal rules that apply to governmental pension plans permit the termination of pension
plans, which essentially means the settling of obligations of the pension plan. Pension plans
may also be restated or recreated under anew legal framework under federal rules, and
private sector plans are required to regularly restate pension plansin order to maintain
compliance with the extensive regulatory framework that exists for plans subject to the
Employee Retirement Income Security Act of 1974 (ERISA), the United States Department
of Labor (USDOL), and Federal Internal Revenue Service (IRS) rules.

State governmental pension plans are not subject to ERISA, and most USDOL and many
IRS rules also do not apply. Some federal rules do apply to state governmental retirement
plans, and those rules must be followed in order for plan members to receive the favorable
income tax treatment available for contributions and benefits from federal tax-qualified
retirement plans.

Separate from tax-qualification concerns, state law provides statutory and constitutional
protections for the benefits promised to pension plan members expressed in the line of
pension case law referred to as the Bakenhus line, referring to the 1956 Washington
Supreme Court decision Bakenhus v. City of Seattle, 48 Wn.2d 695.

Summary:

The Law Enforcement Officers and Firefighters' Retirement System Plan 1 (LEOFF 1) is
terminated and the Restated Law Enforcement Officers and Firefighters' Retirement System
(Restated LEOFF) is created on June 30, 2029. The benefits paid to the annuitants of
LEOFF 1 are unchanged as they are transferred to the Restated L EOFF.

On June 30, 2029, the State Treasurer (Treasurer) must transfer funds equal to 110 percent
of LEOFF 1 liahilitiesinto the Restated L EOFF and the remainder will be transferred into
the newly created Pension Surplus Holding Account (PSHA). During the 2027-29 fiscal
biennium, the Legislature may direct the Treasurer to make transfers of money in the PSHA
to the State General Fund.
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The Department of Retirement Systems (DRS) is required to seek appropriate guidance
from the Federal Internal Revenue Service (IRS) to ensure continuous compliance of
LEOFF 1 and the Restated LEOFF. If the IRS formally determines changes are required,
the DRS shall promptly inform the Governor and Legislature.

The Select Committee on Pension Policy (SCPP) is directed to study two issues related to
LEOFF 1, and report its findings to the Legislature by December 31, 2028: first, the SCPP
must evaluate options for the state to assume responsibility of pension board administration
and for the medical liabilities of LEOFF 1; second, the SCPP must study the appropriate
entity to have policy oversight of the Restated L EOFF, considering at a minimum the SCPP
and the LEOFF 2 Board. The Department of Retirement Systems, Department of Labor and
Industries, the Health Care Authority, and the Office of the State Actuary must provide
assistance to the SCPP as requested.

A statute of limitations provision, a savings clause, and a non-severability clause are
created.

Votes on Final Passage:

House 55 39
Senate 25 22 (Senate amended)
House 50 46 (Houseconcurred)

Effective: June 30, 2029
June 11, 2026 (Sections 105 and 108-112)
July 1, 2030 (Section 462)
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