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H B.NO. 106

A BILL FOR AN ACT

RELATING TO EMPLOYER CONTRIBUTIONS TO THE EMPLOYEES' RETIREMENT

SYSTEM.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAII:

SECTION 1. The purpose of this Act is to provide for
increased rates for employer contributions to the employees'
retirement system of the State of Hawaii.

The legislature finds that based on the five-year actuarial
experience review performed as of June 30, 2016, by the system's
actuary pursuant to section 88-105, Hawaii Revised Statutes, the
actuary recommended changes to the actuarial assumptions used
for the actuarial valuation of the system. The recommended
éhanges were adopted by the system's board of trustees. Under
the new assumptions, the period required to amortize the
unfunded accrued liability of the system will increase from
twenty-seven years to exceed thirty years.

The contributions the State and county agencies are
required to make to the system to meet obligations for
retirement benefits are based on a percentage of payroll.
Section 88-122, Hawail Revised Statutes, provides that the

contribution rates are subject to adjustment if the period

BUF-15(17)
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H.B.NO.1DL)

required to amortize the unfunded accrued liability of the
system exceeds thirty years. To maintain the twenty-seven year
funding period prior to the revaluation, and if no benefit
changes are made, the actuary recommended an increase in the
employer contribution rate to forty-two and one-half per cent
for police officersg, firefighters, and corrections officers, and
to twenty-four and three-quarters per cent for all other
employees.

SECTION 2. Section 88-122, Hawaii Revised Statutes, is
amended by amending subsection (e) as follows:

"(e) Commencing with fiscal year 2005-2006 and each

subseguent fiscal year([+] until fiscal year 2007-2008, the

employer contributions for normal cost and accrued liability for
each of the two groups of employees in subsection (a) shall be
based on fifteen and three-fourths per cent of the member's
compensation for police officers, firefighters, and corrections
officers and thirteen and three-fourths per cent of the member's
compensation for all other employees. Commencing with fiscal
year 2008-2009 and each subsequent fiscal year until fiscal year
2011-2012, the employer contributions for normal cost and
accrued liability for each of the two groups of employees in
subsection (a) shall be based on nineteen and seven-tenths per

cent of the member's compensation for police officers,

BUF-15(17)
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firefighters, and corrections officers and fifteen per cent of

the member's compensation for all other employeegs. In fiscal
year 2012-2013, the employer contributions for normal cost and
accrued liability for each of the two groups of employees in
subsection (a) shall be based on twenty-two per cent of the
member's compensation for police officers, firefighters, and
corrections officers and fifteen and one-half per cent of the
member's compensation for all other employees. 1In fiscal year
2013-2014, the employer contributions for normal cost and
accrued liability for each of the two groups of employees in
subsection (a) shall be based on twenty-three per cent of the
member's compensation for police officers, firefighters, and
corrections officers and sixteen per cent of the member's
compensation for all other employees. In fiscal year 2014-2015,
the employer contributions for normal cost and accrued liability
for each of the two groups of employees in subsection (a) shall
be based on twenty-four per cent of the member's compensation
for police officers, firefighters, and corrections officers and
sixteen and one-half per cent of the member's compensation for

all other employees. Commencing with fiscal year 2015-2016 [and

eackh subseguent—fiseal year,] until fiscal year 2016-2017, the

employer contributions for normal cost and accrued liability for

each of the two groups of employees in subsection (a) shall be

BUF-15(17)
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based on twenty-five per cent of the member's compensation for

police officers, firefighters, and corrections officers and
seventeen per cent of the member's compensation for all other

employees. In fiscal year 2017-2018, the employer contributions

for normal cost and accrued liability for each of the two groups

of employees in subsection (a) shall be based on twenty-nine per

cent of the member's compensation for police officers,

firefighters, and corrections officers and nineteen per cent of

the member's compensation for all other employees. In fiscal

yvear 2018-2019, the employer contributions for normal cost and

accrued liability for each of the two groups in subsection (a)

shall be based on thirty-three per cent of the member’s

compensation for police officers, firefighters, and corrections

officers and twenty-one per cent of the member’s compensation

for all other employees. 1In fiscal year 2019-2020, the employer

contributions for normal cost and accrued liability for each of

the two groups in subsection (a) shall be based on thirty-seven

per cent of the member’s compensation for police officers,

firefighters, and corrections officers and twenty-three per cent

of the member’s compensation for all other employees.

Commencing with fiscal year 2020-2021 and each subsequent fiscal

year, the employer contributions for normal cost and accrued

liability for each of the two groups in subsection (a) shall be

BUF-15(17)
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based on forty-one per cent of the member’s compensation for

police officers, firefighters, and corrections officers and

twenty-five per cent of the member’s compensation for all other

employees. The contribution rates shall amortize the total

unfunded accrued liability of the entire plan over a period not
to exceed thirty years.
The contribution rates shall be subject to adjustment:
(1) If the actual period required to amortize the unfunded
accrued liability exceeds thirty years;
(2) If there is no unfunded accrued liability; or
(3) Based on the actuarial investigation conducted in
accordance with section 88-105."
SECTION 3. New statutory material is underscored.
SECTION 4. This Act, upon its approval, shall take effect

on July 1, 2017.

INTRODUCED BY:

BY REQUEST

JAN 2 3 2017

BUF-15(17)
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Report Title:
Employees' Retirement System; Employer Contribution Rates

Description:
Sets new rates for employer contributions to the Employees'
Retirement System.

The summary description of legislation appearing on this page is for informational purposes only and is
not legislation or evidence of legislative intent.
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JUSTIFICATION SHEET

Budget and Finance

A BILL FOR AN ACT RELATING TO EMPLOYER
CONTRIBUTIONS TO THE EMPLOYEES' RETIREMENT
SYSTEM.

To provide for increased rates for employer
contributions to the Employees' Retirement
System of the State of Hawaii beginning with
fiscal year 2017-2018.

Amend section 88-122(e), Hawaii Revised
Statutes (HRS).

The contributions State and county agencies
are required to make to the Employees'
Retirement System of the State of Hawaii to
meet obligations for retirement benefits are
based on a percentage of payroll. Section
88-122, Hawaiili Revised Statutes, provides
that the contribution rates are subject to
adjustment if the period required to
amortize the unfunded accrued liability of
the system exceeds thirty years. Based on
the five-year actuarial experience review
performed as of June 30, 2016, by the
system's actuary pursuant to section 88-105,
HRS, the actuary recommended changes to the
actuarial assumptions used for the actuarial
valuation of the system. The Board of
Trustees of the system adopted the changes
to the actuarial assumptions recommended by
the actuary. Under the new actuarial
assumptions of the current contribution
rates, the period required to amortize the
unfunded accrued liability of the system
will exceed thirty years. To remain under a
funding period of thirty years, and if no
benefit changes are made, the actuary
recommended a phased-in increase in the
employer contribution rate from 25 percent
to 41 percent over four years for police
officers, firefighters, and corrections
officers, and a phased-in increase in the

BUF-15(17)
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HB 106}

employer contribution rate from 17 percent
to 25 percent over four years for all other
employees. These increases will begin in
the 2017-2018 fiscal year and continue
through the 2020-2021 fiscal year and will
remain at the final increased rates for each
subsequent fiscal year.

Impact on the public: None.

Impact on the department and other agencies:
The increase in the percentage rate for
employer contributions to the Employees'
Retirement System is likely to result in an
increase in the amounts required to be paid
by state and county agencies to meet
employer obligations for retirement
benefits.

See above.

See above.

BUF-141/Retirement.

All state and county public employers.

July 1, 2017.
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TESTIMONY BY THOMAS WILLIAMS
EXECUTIVE DIRECTOR, EMPLOYEES’ RETIREMENT SYSTEM
STATE OF HAWAII

TO THE HOUSE COMMITTEE ON LABOR AND PUBLIC EMPLOYMENT
ON

HOUSE BILL NO. 1061
FEBRUARY 9, 2017, 8:30 A.M.

RELATING TO EMPLOYER CONTRIBUTIONS TO THE EMPLOYEES’ RETIREMENT
SYSTEM

Chair Johanson, Vice Chair Holt and Members of the Committee,

H.B. 1061 proposes to amend Section 88-122, Hawaii Revised Statutes (HRS) to increase
employer contributions by the State and counties to the Employees' Retirement System.

The contributions State and county agencies are required to make to the Employees'
Retirement System (ERS) to meet obligations for retirement benefits are based on a percentage
of payroll. Section 88-122, HRS, provides that the contribution rates are subject to adjustment if
the period required to amortize the unfunded accrued liability of the system exceeds thirty years.
Based on the five-year actuarial experience review performed as of June 30, 2016, by the
system's actuary pursuant to section 88-105, HRS, the actuary recommended changes to the
actuarial assumptions used for the actuarial valuation of the system. The Board of Trustees of
the System adopted the changes to the actuarial assumptions recommended by the actuary.
Under the existing actuarial assumptions and the current contribution rates, the period required
to amortize the unfunded actuarial accrued liability (UAAL) of the system will exceed thirty

years. To achieve a funding period of thirty years or less, assuming no changes in benefits are

0
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of the State of Hawaii

City Financial Tower ¢ 201 Merchant Street, Suite 1400 ¢ Honolulu, Hawaii 96813-2980
Telephone (808) 586-1735 * Fax (808) 586-1677 * http://ers.ehawaii.gov



made, the actuary views as acceptable a phased-in increase in the employer contribution rate
from 25 percent to 41 percent over four years for police officers, firefighters, and corrections
officers, and a phased-in increase in the employer contribution rate from 17 percent to 25
percent over four years for all other employees. These increases are forecast to begin in the
2017-2018 fiscal year and continue through the 2020-2021 fiscal year. They are expected to
remain constant thereafter at the final increase level and to continue at that level for each
subsequent fiscal year.

With regards to the various funding scenarios that the ERS board considered related to the
proposed employer contribution increases it considered two (2) funding horizons, i.e., 25 and 30
years. The funding horizon, or funding period in years, is the number of years to achieve “full
funding” under a given contribution scenario. Full funding is achieved when all unfunded

liabilities have been fully amortized.

The board elected to employ as its base case a 25 year funding horizon in order to sustain the
plan’s then current progression toward full funding. The 30 year funding period was viewed as
less desirable as it would lengthen the period to full funding by an additional five years and
increase both the total financing cost of the unfunded liability as well as increase the ultimate
contribution rate necessary. Further, a 30 year funding period would establish the funding
horizon exactly at the 30 year maximum set by statute, thus increasing the likelihood of having

to return to the legislature for further adjustment.

While the board was presented with a range of general “alternative funding strategies” it
evidenced no preference apart from the principle that the sooner contributions increased the
better for the fund. The board did not consider any direct alternative contribution rates as that
decision is deemed to reside solely with the legislature. The board fully recognizes that budget
imperatives may result in a contribution increase strategy which falls short of an immediate
increase to the level deemed necessary by the actuary to maintain the plan’s current funding

horizon.

The Board of Trustees of the Employees’ Retirement System supports this legislation.

Thank you for this opportunity to provide testimony on H.B. 1061.
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DIRECTOR, DEPARTMENT OF BUDGET AND FINANCE
TO THE HOUSE COMMITTEE ON LABOR AND PUBLIC EMPLOYMENT
ON
HOUSE BILL NO. 1061
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8:30 a.m.
Room 309

RELATING TO EMPLOYER CONTRIBUTIONS TO THE EMPLOYEES’
RETIREMENT SYSTEM

House Bill No. 1061 increases the statutorily required employer contribution
rates to the Employees’ Retirement System (ERS) from 25% of members’
compensation for police officers, firefighters, and corrections officers and 17% of
members’ compensation for all other employees to 41% and 25%, respectively. The
increases are to be implemented in phases (2% per year increases for general
employees and 4% per year increases for police and fire) running from FY 18 to FY 21.

The Department of Budget and Finance strongly supports this measure. The
contribution rate increases are necessary to keep the unfunded actuarial accrued
liability period to less than 30 years as required by Section 88-122, HRS. Based on
the ERS’ most recent actuarial evaluation, if no changes are made to the contribution
rates, the unfunded actuarial accrued liability period will be 66 years.

Furthermore, the ERS pension plan currently pays out approximately $1.2 billion

each year. If the ERS’ unfunded liability is not addressed, then unexpected downturns

No. 1 Capitol District Building, 250 S. Hotel Street, Honolulu, Hawaii 96813


holt1
Late

holt1
Late

holt1
Late


_2-

in the economy could lead to a depletion of the plan’s assets, necessitating the
payment of retirement benefits directly out of the same year’s contributions and
appropriations which would severely limit the State’s ability to fund regular operations.

Thank you for your consideration of our comments.



THE HOUSE OF REPRESENTATIVES
THE TWENTY-NINTH LEGISLATURE
REGULAR SESSION OF 2017
February 7, 2107

Committee on Labor and Public Employment

Testimony by
Hawaii Fire Fighters Association

H.B. No. 1061 Relating to Employer Contributions to the Employees’
Retirement System

The Hawaii Fire Fighters Association (HFFA), Local 1463, IAFF, AFL-CIO, represents
more than 1,900 professional and 800 retired fire fighters throughout the State. The HFFA, on
behalf of our members, opposes H.B. No. 1061- Relating to Employer Contributions to the
Employees’ Retirement System.

This proposal would increase the Employers’ contribution from 25% to 41% (64%) for
fire fighters, police officers and corrections officers. For all other employees, the Employers’
contribution rate would increase from 17% to 25% (47%). The rates are proposed to be in
effect over the next four years. The increased contributions will impact the State’s budget and
restrict and affect essential services and programs.

HFFA appreciates your Committee’s thoughtful consideration of this measure and
asked that this bill be deferred.
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Committee on Labor and Public Employwent

Testimony by
Hawaii Fire Fighters Association, Local 1463

H.B. No. 1061 RELATING TO EMPLOYER CONTRIBUTIONS TO THE EMPLOYEES'’
RETIREMENT SYSTEM.

The Hawaii Fire Fighters Association (HFFA), Local 1463, [AFF, AFL-CIO, represents
mote than 1,900 professional and 800 retired fire fighters throughout the State. The HFFA, on

behalf of our members, ogppoeses H.8. No, 1061 which sets new rates for employer
contributions to the employees’ retirement system.

This proposal would increase the Employers’ contribution from 25% to 41% (64%) for
fire fighters, police officers and corrections officers. For all other employees, the Employers’
contribution rate would increase from 17% to 25% (47%). The rates are proposed to be in
effect over the next four years. The increased contributions will impact the State’s budget and
restrict and affect essential services and programs.

HFFA appreciates your Committee’s thoughtful consideration of this measure and
asked that this bill be deferred.
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