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FISCAL AND POLICY NOTE
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Appropriations

State or Local Retirement or Pension Systems - Military Service Credit

This bill raises from five to six the maximum number of yeafrservice credit that a
member or vested former member of the State Retirement anohiP&ystem (SRPS)
may claim for military service that occurred prior to membigran SRPS. It also
requires local retirement or pension systems to allow theirbraesrto earn at least six
years of military service credit for prior military service, subjedbcal criteria.

The bill takes effect July 1, 2009.

Fiscal Summary

State Effect: State pension liabilities increase by an estimated $3lidmiresulting in
a first-year cost of $348,000 in FY 2011. Those costs are expected tcagnoally
according to actuarial assumptions and are assumed to beeatl@# general funds,
20% special funds, and 20% federal funds. No effect on revenues.

(in dollars) FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Revenues $0 $0 $0 $0 $0
GF Expenditure 0 208,800 232,800 258,000 285,0p0
SF Expenditure 0 69,600 77,600 86,000 95,000
FF Expenditure 0 69,600 77,600 86,000 95,000
Net Effect $0  ($348,000) ($388,000) ($430,000) ($475,000)

Note:() = decrease; GF = general funds; FF = federal funds; SF = special funds; - = indeterminate effect

Local Effect: Total pension liabilities for participating governmental unkRGUs)
increase by $713,000. That results in a first-year cost of $4&0B¥ 2011, which
increases annually according to actuarial assumptions and isl $lyaabdout 115 PGUs.
Pension liabilities and employer contributions for local retineinaed pension plans also
increase. The magnitude of that increase cannot be determinedaybe significant in
some jurisdictions.This bill imposes a mandate on a unit of local gover nment.



Small Business Effect: None.

Analysis

Current Law: Any member or vested former member of SRPS who accruesat gf
creditable service may receive one month of additional servecbt dor each month of
active military duty performed prior to membership in SRPStoug maximum of five
years. That credit is granted at no cost to the member or fonember. Regardless of
when a member or former member applies for military semt#iedit, the credit granted is
applied to their retirement allowance at the accrual rate in effect b @f retirement.

However, members or vested former members who claim d@dihe same military
service from another retirement system may not receivearnyiliservice credit from
SRPS, unless they claimed credit for that military service under:

the Social Security Act;

the National Railroad Retirement Act;

Title 3 or Title 10 of the U.S. Code (National Guard and Reserve pensions); or
a disability benefit from any pension or retirement system.

Local retirement and pension systems establish their own failegwarding military
service credit to their members. Baltimore and Howard coyifidesistance, advise that
their plans allow members to earn up to four years of military serxeckt.c

Background: Prior to July 1, 2006, only active SRPS members with at I€agears of
creditable service were eligible to receive one month of sepredit for each month of
military service performed prior to State service, up to fiverye Moreover, military
service credit claimed by members was applied to theirene¢nt allowance at the
accrual rate in effect at the time they claimed thditreMany eligible members, on the
advice of SRPS counselors, claimed the credit as soon as the\ekgsble (.e., upon
attaining 10 years of creditable service) so they would not ftoggaim it at the time of
their retirement or departure from State service, which wakedlyloccur at a later date.
However, members who claimed their credit prior to the 1998 or 2006 benefi
enhancements received a lower accrual rate for their milsunvice credit than if they
had waited to claim that credit at the time of their retirement.

Chapter 277 of 2006 allows vested former members who did not claimnihigary

service credit prior to leaving State service to claim teatise credit, provided they
have the required 10 years of creditable service. It also chamgededit to be applied
at the accrual rate at the time of retirement. The Rateement Agency (SRA) reports
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that fewer than 100 vested former members have claimed magavice credit since the
enactment of Chapter 277.

Three plans within SRPS are currently open to local governneeptaticipate as PGUSs.
These are the Employees’ Pension System (EPS), the ConaddDfficers’ Retirement
System (CORS), and the Law Enforcement Officers’ Pensiorte®ygLEOPS).
Currently, there are approximately 115 PGUs in SRPS, includimgp@ity governments
that cover all or some of their employees, small municipalitocal boards of education
(for employees not eligible for the State teachers’ plans)ofimel local governmental
entities.

State Fiscal Effect: SRA advises that there are 597 members and former memibers
five years of military service credit. For this analydige General Assembly’s consulting
actuary assumes that all of them are entitled to one adalityear. The actuary also
assumes that, based on current rates, 45 members will reacard @fyservice each year
in the future and claim six rather than five years of credit.

Based on these assumptions, the actuary estimates that Sisittngdmbilities increase
by $5.2 million. Amortizing those liabilities over 25 years ggela first-year cost of
$348,000 in fiscal 2011, which is assumed to grow annually according to ialctuar
assumptions. Those costs are expected to be allocated 60% @enmdsal20% special
funds, and 20% federal funds.

Local Fiscal Effect: Based on the same assumptions used above, total pension liabilities
for PGUs are estimated to increase by $713,000. Amortizing theisiéties over

25 years results in a first-year cost of $48,000 in fiscal 200Hat cost is projected to
increase annually according to actuarial assumptions and to be dadedg all
participating PGUs. Therefore, the net effect on any given P&GExpected to be
negligible.

Although the bill entitles members of local retirement and pensystems to earn at
least six years of military service credit, Legislativev@®s assumes that most local
plans will not allow members to earn more than six years of mils@rvice credit.

Legislative Services cannot determine precisely the total nrshipdn local retirement
and pension systems in the State. However, in calendar 2007 tbereawtotal of
251,726 local government employees. These figures include teachers and otherseduca
covered by the Teachers’ Retirement or Teachers’ Pensioensgsin addition to some
municipal and county government entities that participate in SRPS.

Given the large number of teachers and county employees cover&datey plans,
Legislative Services assumes that 30% of all local governmeplogees are covered by
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local retirement and pension plans. Legislative Services fuasemmes that 4% of those
employees have prior military service, which is consistert ®tate experience, so that
approximately 3,000 local government employees are eligible foyesirs of military
service credit under this bill. The additional service cramitsided by the bill increase
benefits owed to members and may prompt some members toaatirer than they
otherwise would. Both of these factors increase local pensioiitigsband employer
contribution rates. Given that retirement and pension benefitsavaoyg local plans,
Legislative Services cannot provide a reliable estimate afothéeffect on liabilities or
contributions, but the effect may be significant in some jurisdictions.

Additional Information
Prior Introductions. None.
CrossFile: None.
Information Source(s): Anne Arundel, Baltimore, Garrett, Howard, and Montgomery
counties; Department of Budget and Management; Military Departrivianigland State
Retirement Agency; Mercer Human Resources Consulting; Departofielegislative

Services

Fiscal Note History:  First Reader - February 8, 2009
mcp/rhh

Analysis by: Michael C. Rubenstein Direct Inquiries to:
(410) 946-5510
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