
2790 STAND. COM. REP. NO. 

Honolulu, Hawaii 

02 2012 
RE : S.B. No. 2750 

S.D. 1 

Honorable Shan S. Tsutsui 
President of the Senate 
Twenty-Sixth State Legislature 
Regular Session of 2012 
State of Hawaii 

Sir: 

Your Committee on Ways and Means, to which was referred S.B. 
No. 2750, S.D. 1, entitled: 

"A BILL FOR AN ACT RELATING TO THE EMPLOYEES' RETIREMENT 
SYSTEM, I' 

begs leave to report as follows: 

The purpose and intent of this measure is to address the 
Employees' Retirement System's unfunded liability by amending the 
law regarding the calculation of a member's average final 
compensation, to prevent pension spiking. 

More specifically, this measure: 

(1) Requires a public employee's last state or county 
employer to pay to the Employees' Retirement System the 
present value of additional benefits resulting from 
pension spiking; and 

(2) Limits the amount of compensation to be considered in an 
Employees' Retirement System member's average final 
compensation benefit calculation, by excluding from the 
calculation formula, late career compensation spikes 
that are attributable to non-base pay compensation, 
including overtime. 

Your Committee received written comments in support of this 
measure from the Department of Budget and Finance; and the 
Employees Retirement System. Your Committee received written 
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comments in opposition to this measure from the City and County of 
Honolulu Police Department; and one individual. Your Committee 
received written comments on this measure from the Hawaii State 
Teachers Association; Honolulu Fire Department; City and County of 
Honolulu; and one individual. 

Your Committee finds that pension spiking is a process 
whereby a public sector employee significantly increases the 
employee's compensation, through overtime or other similar 
opportunities, in the years immediately preceding retirement so 
that the resultant pension is abnormally inflated in comparison to 
the pension that the employee would otherwise receive without the 
late career overtime compensation. If an employee's pay increases 
in an abnormal manner in the final years of employment, the 
employee's retirement benefits, which are based on the employee's 
three or five highest paid years, can be increased dramatically 
without providing the Employees' Retirement System with sufficient 
investment time or moneys to fund the increased pension. In turn, 
this spike in compensation increases the unfunded actuarial 
accrued liability of the Employees' Retirement System. 

Your Committee notes that the Employees' Retirement System's 
unfunded liability was reported at $8,164,000,000 as of June 30, 
2011. Although pension spiking is only one of a number of factors 
contributing to the System's unfunded liability, it is important 
to take appropriate measures now to deal with the problem of 
pension spiking to protect the System and its members. 

As affirmed by the record of votes of the members of your 
Committee on Ways and Means that is attached to this report, your 
Committee is in accord with the intent and purpose of S.B. 
No. 2750, S.D. 1, and recommends that it pass Third Reading. 

Respectfully submitted on 
behalf of the members of the 
Committee on Ways and Means, 

/ // 
DAVID y-;2;LL;E/ , Chgir 
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