HOUSE BILL REPORT
ESSB 5357

As Passed House - Amended:
April 23, 2025

Title: An act relating to actuarial funding of pension systems.
Brief Description: Concerning actuaria funding of pension systems.

Sponsors. Senate Committee on Ways & Means (originally sponsored by Senators Conway and
Nobles; by request of Office of Financial Management).

Brief History:
Committee Activity:
Appropriations: 3/20/25, 4/3/25 [DPA].
Floor Activity:
Passed House: 4/23/25, 82-14.

Brief Summary of Engrossed Substitute Bill
(As Amended by House)

» Reduces employer normal cost contribution rates for the Public
Employees Retirement System (PERS), the Public Safety Employees
Retirement System (PSERS), the Teachers Retirement System (TRS),
the School Employees Retirement System (SERS), and the Washington
State Patrol Retirement System for fiscal year/school year 2026.

* Reduces the Plan 2 member contribution rates for PERS, PSERS, TRS,
and SERS for fiscal year/school year 2026.

* Reamortizesthe PERS Plan 1 and TRS Plan 1 benefit improvement
contribution rates over 15 years, and suspends all unfunded liability rates
for these plans for four years.

HOUSE COMMITTEE ON APPROPRIATIONS

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Majority Report: Do pass asamended. Signed by 31 members. Representatives Ormsby,
Chair; Gregerson, Vice Chair; Macri, Vice Chair; Couture, Ranking Minority Member;
Connors, Assistant Ranking Minority Member; Penner, Assistant Ranking Minority
Member; Schmick, Assistant Ranking Minority Member; Berg, Bergquist, Burnett, Caldier,
Callan, Corry, Cortes, Doglio, Dye, Fitzgibbon, Keaton, Leavitt, Lekanoff, Manjarrez,
Marshall, Peterson, Pollet, Rude, Ryu, Springer, Stonier, Street, Thai and Tharinger.

Staff: David Pringle (786-7310).
Background:

Pension Funding Council and Pension Rate Setting.

The Pension Funding Council (PFC) isresponsible for setting basic pension contribution
rates and various long-term economic assumptions for most of the state's open pension
systems. In odd-numbered years, the PFC adopts long-term economic assumptions, such as
the assumed rate of return, that are used to value liabilities and assets of the systems.

State law prescribes the use of the aggregate actuarial cost method to determine contribution
requirements for the open retirement plans. Thisisa standard actuarial cost method and is
applied to determine the normal cost contribution rates for open retirement plansin a
standard manner, according to the Office of the State Actuary.

The actuaria cost method prescribed by the state law for the Public Employees Retirement
System (PERS) Plan 1 and the Teachers' Retirement System (TRS) Plan 1 includes a
nonstandard amortization method, as it includes payroll outside of the plan, and uses the
normal cost rate from the Plans 2 and 3. Since the closure of the Plans 1 in 1977, severd
amortization schedules or methods have been employed to support the unfunded liabilities
of PERSand TRS Plans 1.

In 2021 the PFC adopted a reduction to the long-term rate of investment return for the state
pension systems under its purview, from 7.5 percent to 7 percent. Following the
recommendation of the State Actuary, the PFC elected to phase in the budget impact of the
assumption change over the 2023-25, 2025-27, and 2027-29 biennia. This phase-in
approach resulted in the PFC adopting actuarially designed normal cost rates, but below
those indicated by the aggregate cost method for the 2025-27 biennium. The rates adopted
are asfollows:

Pan2 | Employer | Employer | Total
Percent of Member Pay Member | Normal UAAL |Employer
Effective July 1, 2025
Public Employees Retirement System 6.15 6.15 2.05 8.20
Public Safety Employees Retirement System 7.07 7.07 2.05 9.12
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Washington State Patrol Retirement System 8.75 17.71 N/A 17.71
;Zfrggtcg/"je:noglf;ef and Firefighters 0.00 0.00 N/A 0.00
Effective September 1, 2025

Teachers Retirement System 8.16 8.16 1.10 9.26
School Employees’ Retirement System 7.59 7.59 2.05 9.64
Effective July 1, 2026

Public Employees Retirement System 6.15 6.15 1.05 7.20
Public Safety Employees Retirement System 7.07 7.07 1.05 8.12
Effective September 1, 2026

School Employees' Retirement System 7.59 7.59 1.05 8.64

The PERS Plan 1 is projected to reach a nominal fully funded status at the end of fiscal year
(FY) 2027, and Plan 2 and 3 employers will pay an unfunded actuarial accrued liability
(UAAL) rate of 1.5 percent in FY 2026 and 0.5 percent in FY 2027. The TRSPlan1is
projected to reach anominally fully funded status at the end of FY 2025, and the UAAL
rate for that system will be retired at that time.

Summary of Amended Bill:

The supplemental pension contribution rate for PERS and TRS Plan 1 benefit improvements
enacted between 2018 and 2024 are changed by reamortizing them over a 15-year period,
and during the 2025-27 and 2027-29 fiscal biennia, then both the benefit improvement rates
and the base UAAL rates are suspended. The deferred benefit improvement rate
contributions are paid later within the 15-year period.

The long-term investment rate of return assumption isincreased from 7.00 percent to 7.25
percent for all plans except the Law Enforcement Officers and Firefighters' Retirement
System Plan 2.

The contribution rates adopted by the PFC on July 17, 2024, are modified to reflect the
reduction of the long-term investment rate of return assumption, and set as follows:
» for PERS, the employer contribution rate is reduced to 5.38 percent in FY 2026 and
2027,
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« for the Public Safety Employees Retirement System (PSERS), the employer
contribution rate is reduced to 6.91 percent in FY 2026 and FY 2027;

« for the School Employees Retirement System (SERS), the employer contribution rate
isreduced to 6.87 percent in FY 2026 and 7.53 percent in FY 2027,

» for TRS, the employer contribution rate is reduced to 7.54 percent in FY 2026 and
2027; and

« for the Washington State Patrol Retirement System, the employer contribution rateis
reduced to 15.85 percent in FY 2026 and 2027.

The Plans 2 member contribution rates are modified as follows:
» for PERS, therate isreduced to 5.38 percent in FY 2026 and 2027;
» for PSERS, therate is reduced to 6.91 percent in FY 2026 and 2027
» for SERS, therateisreduced to 6.87 percent in FY 2026 and 2027; and
o for TRS, therate isreduced to 7.54 percent in FY 2026 and 2027.
Appropriation: None.
Fiscal Note: Available.
Effective Date: The bill contains an emergency clause and takes effect on July 1, 2025.

Staff Summary of Public Testimony:

(In support) This bill was proposed in its original form by Governor Inslee, and was
assumed in his proposed budget.

(Opposed) None.
(Other) Due to the budget situation, we appreciate this short-term approach. Please support
this bill, along with Senate Bill 5085, and not the House plan for actuarial funding changes

and the termination of the Law Enforcement Officers and Firefighters Retirement System
Plan 1.

Persons Testifying: (In support) Sheri Sawyer, Office of Financial Management.

(Other) Luke Masselink, OSA—available for questions; and Emmett Mills, Washington
State School Retirees Association.

Persons Signed In To Testify But Not Testifying: None.
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