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2012 LEOFF Merger Bill Summary
State Savings - State contributions to LEOFF 2 are suspended immediately upon passage of the bill for the remainder of the 2011-13 biennium saving as much as $80 million general fund (Sections 1 & 22).  There is no reduction in employer or member rates.

LEOFF 1 & 2 Benefit Protections – All LEOFF 1 benefits, including local disability board benefits, are guaranteed to not be reduced (Section 5).  The same protection is applied to LEOFF 2 member benefits.

Governance – The LEOFF Board would have the authority to adopt contribution rates, actuarial methods and actuarial assumptions for both LEOFF 1 and LEOFF 2.  The Board’s actions would not be subject to legislative revision as long as they were certified as reasonable by the State Actuary (Sections 9, 13 & 16).  Board members could be appointed from either LEOFF 1 or LEOFF 2 (Section 7).  The LEOFF Board would have greater authority over the Board’s budget.  (Section 11)  Legal expenses could be paid from the retirement fund (section 20).

Future LEOFF Funding – The assets in the LEOFF 1 retirement fund are currently projected to be sufficient to meet the future liabilities of the plan but there is some risk that increased costs could put LEOFF 1 into pay-as-you-go (“pay-go”) status.  The two primary risks of increased costs for LEOFF 1 liabilities are 1) less-than-expected investment returns; and 2) higher-than-expected inflation.  

A merger of the LEOFF Plan 1 and LEOFF Plan 2 retirement funds commingles the liabilities of both plans.  So, an increase in LEOFF 1 costs would become the shared responsibility of LEOFF members, LEOFF employers and the State according to the 50-30-20 ratio currently in place for LEOFF 2 (Section 10).  The risk of LEOFF 1 going into pay-as-you-go “pay-go” status is reduced to zero.

The requirement to pay off any unfunded liability in LEOFF 1 by 2024 is eliminated 
(Section 12).

Both LEOFF Plan 1 and LEOFF Plan 2 currently have a very substantial amount of unrecognized investment losses from the historically poor investment returns of 2008-2009 so the challenge to maintain stable contribution rates and full funding of the merged system, particularly over the next five years, is significant.  
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