SENATE BILL No. 1255
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SENATE BILL No. 1255

May 2, 2002, Introduced by Senator GOUGEON and referred to the Committee on Appropriations.

A bill to amend 1986 PA 182, entitled
"State police retirenent act of 1986, "
by amendi ng sections 3, 14, and 14a (MCL 38. 1603, 38.1614, and
38.1614a), sections 3 and 14 as anended by 2000 PA 374 and sec-
tion 14a as added by 1995 PA 192.

THE PEOPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 3. (1) "Credited service" nmeans the sum of the prior
service and nmenbership service credited to a nenber’s account.

(2) "Deferred nenber"” nmeans a nenber who separates from
service with entitlement to a deferred retirenent all owance as
provided in section 30, but who is not a retirant.

(3) "Departnment” neans the departnent of managenent and

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

(5) "Distributee" includes a nmenber or deferred nenber.

Di stributee also includes the menber’s or deferred nmenber’s sur-
viving spouse or the nenber’s or deferred menber’s spouse or
former spouse under an eligible donestic relations order, with
regard to the interest of the spouse or former spouse.

(6) —EBExeept— BEGQ NNI NG JANUARY 1, 2002, EXCEPT as ot herw se
provided in this subsection, "eligible retirenent plan" neans an
i ndi vidual retirenment account described in section 408(a) of the
i nternal revenue code, an individual retirement 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, —of— 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 THAT |'S MAI NTAI NED BY A STATE,
POLI TI CAL SUBDI VI SI ON OF A STATE, OR AN AGENCY OR | NSTRUMENTALI TY
OF A STATE OR POLITI CAL SUBDI VI SI ON OF A STATE, SO LONG AS THE
ELI G BLE PLAN SEPARATELY ACCOUNTS FOR AMOUNTS TRANSFERRED I NTO I'T
FROM THI S RETI REMENT SYSTEM UNDER SECTI ON 457(b) OF THE | NTERNAL
REVENUE CODE, that accepts the distributee’s eligible rollover
distribution. However, in the case of an eligible rollover dis-
tribution to a surviving spouse ON OR BEFORE DECEMBER 31, 2001
an eligible retirement plan neans an individual retirenent

account or an individual retirement annuity described above.
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(7) —EHgitbte— BEG NNI NG JANUARY 1, 2002, "ELIdBLE
rol |l over distribution” neans a distribution of all or any portion
of the balance to the credit of the distributee. Eligible roll-
over distribution does not include any of the follow ng:

(a) Adistribution made for the life or |ife expectancy of
the distributee or the joint lives or joint life expectancies of
the distributee and the distributee’ s designated beneficiary.

(b) Adistribution for a specified period of 10 years or
mor e

(c) Adistribution to the extent that the distribution is
requi red under section 401(a)(9) of the internal revenue code.

(d) The portion of any distribution that is not includable
in federal gross income, determ ned without regard to the exclu-
sion for net unrealized appreciation with respect to enpl oyer
securities, —— EXCEPT TO THE EXTENT THAT THE PORTION IS PAID TO
El THER OF THE FOLLOW NG

(i) AN I NDI VI DUAL RETI REMENT ACCOUNT OR ANNUI TY DESCRI BED | N
SECTI ON 408(a) OR 408(b) OF THE | NTERNAL REVENUE CODE.

(i) 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 SO TRANSFERRED, | NCLUDI NG SEPA-
RATELY ACCOUNTI NG FOR THE PORTI ON OF THE DI STRI BUTI ON THAT | S
| NCLUDABLE I N GROSS | NCOVE AND THE PORTI ON OF THE DI STRI BUTI ON
THAT I'S NOT SO | NCLUDABLE.

(8) "Final average conpensation" neans the average annua
salary for the last 2 years of service with the departnent of

state police for which the nenber was conpensated as defined in

07017’ 02



© 00 N o 0o b~ W N P

N RN N NN NN R B R R R R R R R
o U0~ W N RBP O © ® N O 00N W N P O

4
subsection (10). |In the case of a nonclassified nmenber of the
departnent hol ding the rank of colonel, final average conpensa-
tion means the same average annual salary as that conputed for

t he highest salaried classified nenber of the departnent, or at

t he average annual salary for the |last 2 years of service with

t he departnment of state police for which the nmenber was conpen-
sated, whichever is greater. Average annual salary includes only
the foll owi ng conpensation itemns:

(a) Regular salary paid for the last 2 years of service,
including, but not limted to, that salary that is deferred pur-
suant to a state deferred conpensati on program

(b) Overtine, shift differential, and shift differentia
overtinme paid for the last 2 years of service.

(c) Goss pay adjustnments paid affecting the last 2 years of
service, including conpensatory tine and energency response
conpensati on.

(d) Up to a nmaxi mum of 240 hours of accunul at ed annual
| eave, paid at the time of retirenment separation.

(e) Deferred hours under Plan B of the fiscal years ending
Sept enber 30, 1981, and Septenber 30, 1982, that are paid at the

time of retirement separation.

(f) Longevity pay equal to 2 full years.

(g) Bonmb squad pay paid for the last 2 years of service.

(h) Post 29 freeway premiumpaid for the last 2 years of
servi ce.

(i) On-call pay paid for the last 2 years of service.
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(9) "Internal revenue code" nmeans the United States interna
revenue code of 1986.

(10) "Last 2 years of service" neans the 2-year period inme-
diately preceding the nenber’s | ast day of service or that period
of 2 consecutive years of service with the departnment of state
police imrediately preceding the date the duty disability
occurred according to the nedi cal exam nations conducted pursuant
to section 29

Sec. 14. (1) The funding objective of the retirenent system
is to establish and receive contributions during each fiscal year
that are sufficient to fully cover the actuarial cost of benefits
likely to be paid on account of services rendered by nenbers
during the fiscal year, the nornmal cost requirenents of the
retirement system and finance the unfunded actuarial costs of
benefits likely to be paid on account of service rendered prior
to the fiscal year, the unfunded actuarial accrued liability of
the retirement system and health, dental, and vision insurance.

(2) The annual |evel percentage of payroll contribution rate
shall be actuarially determ ned using experience assunptions and
| evel percent of payroll actuarial cost nethods adopted by the
retirement board and the departnment pursuant to an annual actuar-
i al valuation, which shall be sufficient to finance benefits
bei ng provided and to be provided by the retirenent system

(3) For differences occurring in fiscal years beginning on
or after October 1, 2001, a m nimum of 20% of the difference
between the estimated and t he actual aggregate conpensation and

the estimated and the actual contribution rate described in
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subsection (2), if any, nay be submtted in the executive budget
to the legislature for appropriation in the next succeeding state
fiscal year and a m ni mum of 25% of the remaining difference
shal |l be submitted in the executive budget to the |egislature for
appropriation in each of the following 4 state fiscal years, or
until 100% of the remaining difference is submtted, whichever
first occurs. 1In 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 investnent return for the state fiscal year in which pay-
ment i s made.

(4) NOTW THSTANDI NG ANY OTHER PROVI SION OF THIS ACT, I F THE
RETI REMENT BOARD ESTABLI SHES AN ARRANGEMENT AND FUND AS DESCRI BED
IN SECTION 6 OF THE PUBLI C EMPLOYEE RETI REMENT BENEFI T PROTECTI ON
ACT, THE BENEFI TS THAT ARE REQUI RED TO BE PAI D FROM THAT FUND
SHALL, TO THE EXTENT PERM TTED BY APPLI CABLE LAW BE PAI D FROM A
PORTI ON OF THE EMPLOYER CONTRI BUTI ONS DESCRI BED I N THI S SECTI ON
OR OTHER ELI G BLE FUNDS. THE RETI REMENT BOARD SHALL DETERM NE
THE AMOUNT OF THE EMPLOYER CONTRI BUTI ONS OR OTHER ELI G BLE FUNDS
THAT SHALL BE ALLOCATED TO THAT FUND AND DEPCSI T THAT AMOUNT I N
THAT FUND BEFORE | T DEPOSI TS ANY REMAI NI NG EMPLOYER CONTRI BUTI ONS
OR OTHER ELI G BLE FUNDS I N THE PENSI ON FUND

Sec. l1l4a. (1) This section is enacted pursuant to section
401(a) of the internal revenue code that inposes certain adm nis-
trative requirements and benefit limtations for qualified gov-
ernmental plans. This state intends that the retirement system

be a qualified pension plan created in trust under section 401 of
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the internal revenue code and that the trust be an exenpt

organi zation under section 501 of the internal revenue code. The
departnent shall adm nister the retirement systemto fulfill this
i ntent.

(2) Except as otherw se provided in this section,
enpl oyer-financed benefits provided by the retirenent system
under this act shall not exceed $50, 000.00 per year for a retir-
ant who was a full-time enployee of a police departnment or fire
departnent and who has 15 or nore years of credited service as a
police officer, fire fighter, or public safety officer at
retirement.

(3) The limtation on enployer-financed benefits provided by
the retirement system under subsection (2) applies unless appli-
cation of subsections (4), (5), and (6) produces a higher limta-
tion, in which case the higher limtation applies.

(4) If a nmenber retires at age 62 or ol der,
enpl oyer-financed benefits provided by the retirenent system
under this act shall not exceed the | esser of $90,000.00 or 100%
of the menber’s average conpensation for high 3 years as
described in section 415(b)(3) of the internal revenue code.

(5) If a menber retires before age 62, the anmpunt of
$90, 000. 00 in subsection (4) is actuarially reduced to reflect
paynent before age 62. The retirenment system shall use an inter-
est rate of 5% per year conpounded annually to cal cul ate the
actuarial reduction in this subsection. |If this subsection
produces a limtation of |less than $75,000. 00 at age 55, the
limtation at age 55 is $75,000.00 and the linmtations for ages
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under age 55 shall be calculated froma limtation of $75, 000.00
at age 55.

(6) Section 415 of the internal revenue code requires the
comm ssioner of internal revenue to annually adjust the
$50,000.00 limtation described in subsection (2) and the
$90,000.00 limtation described in subsection (4) to reflect cost
of living increases, beginning with cal endar year 1988. This
section shall be adm nistered using the limtations applicable to
each cal endar year as adjusted by the conm ssioner of internal
revenue under section 415 of the internal revenue code. The
retirement system shall adjust the benefits subject to the lim-
tation each year to conformw th the adjusted |imtation.

(7) 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 menbers, retirants, and beneficiaries before satisfac-
tion of all retirenent systemliabilities.

(8) The retirenent systemshall return post-tax nmenmber con-
tributions nade by a nmenber and received by the retirement system
to a nmenber upon retirenent, pursuant to internal revenue service

regul ati ons and approved internal revenue service exclusion ratio

t abl es.
(9) 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
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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.

(10) If the retirenment systemis term nated, the interest of
the menbers, deferred menbers, retirants, and beneficiaries in
the retirenment systemis nonforfeitable to the extent funded as
described in section 411(d)(3) of the internal revenue code and
rel ated internal revenue service regul ations applicable to gov-
ernment al pl ans.

(11) Notwi thstanding any other provision of this act to the
contrary that would limt a distributee s election under this
act, a distributee may elect, at the tinme and in the manner pre-
scribed by the retirenent board, to have any portion of an eligi-
ble rollover distribution paid directly to an eligible retirenent
pl an specified by the distributee in a direct rollover. This
subsection applies to distributions nade on or after January 1,
1993.

(12) Notwi thstandi ng any ot her provision of this section,
the retirenment systemshall be admi nistered in conpliance with
t he provisions of section 415 of the internal revenue code and
revenue service regul ati ons under that section that are applica-
ble to governnmental plans. |If there is a conflict between this
section and anot her section of this or any other act of this
state, this section prevails.

(13) NOTW THSTANDI NG ANY OTHER PROVI SION OF THI S ACT, THE
COVMPENSATI ON OF A MEMBER OF THE RETI REMENT SYSTEM SHALL BE TAKEN
I NTO ACCOUNT FOR ANY YEAR UNDER THE RETI REMENT SYSTEM ONLY TO THE
EXTENT THAT I T DOES NOT EXCEED THE COVPENSATI ON LIM T ESTABLI SHED
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I N SECTI ON 401(a) (17) OF THE | NTERNAL REVENUE CODE, AS ADJUSTED
BY THE COWM SSI ONER OF | NTERNAL REVENUE. THI' S SUBSECTI ON APPLI ES
TO ANY PERSON VWHO FI RST BECOVES A MEMBER OF THE RETI REMENT SYSTEM
ON OR AFTER OCTOBER 1, 1996.

(14) NOTW THSTANDI NG ANY OTHER PROVI SION OF THI S ACT, CON
TRI BUTI ONS, BENEFI TS, AND SERVICE 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 APPLI ES TO ALL QUALI FI ED M LI TARY SERVI CE
ON OR AFTER DECEMBER 12, 1994.

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

enacted into | aw
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