HB 1412

Department of L egislative Services
Maryland General Assembly

2002 Session
FISCAL NOTE
House Bill 1412 (Delegate W. Baker)
Appropriations Budget and Taxation

Retirement and Pensions - Reemployment of Retirees

This pension bill exempts retirees of the Employees Retirement System (ERYS),
Employees Pension System (EPS), Teachers Retirement System (TRS), and Teachers
Pension System (TPS) from the reemployment earnings limitation if they retired under
the “16-year rule.”

The bill takes effect July 1, 2002.

Fiscal Summary
State Effect: Negligible impact on State pension contributions.
Local Effect: None.

Small Business Effect: None.

Analysis

Current Law: Retirees of the employees, teachers', and correctional officers systems
of State Retirement and Pension System (SRPS) are exempt from the reemployment
earnings limitation if they are reemployed by an employer other than the one from which
they retired. The State is treated as a single employer. Those retirees who become
reeemployed with the same employer from which they retired are subject to the earnings
limitation (with certain exceptions).



For those members subject to the earnings limitation, current law requires a reduction in
the retirees alowance dollar for dollar by the amount any earnings from such a
participating employer exceed the difference between the retirees basic alowance at
time of retirement and the retirees’ average final salary. Under current law as well as
under the bill, retired members do not accrue additional pension service credit if they are
reemployed with a participating employer. They do, however, receive their retirement
benefit simultaneously with their reemployment salary.

Background: Members of the employees’ retirement and pension systems who retired
under the so-called “16-year rule’ (Sections 22-404 and 23-404 of the State Personnel
and Pensions Article) are eligible to receive a benefit based on their years of service and
average final compensation, with no early retirement reduction, so long as they have 16
years of service. While the “16-year rule’ is complex, in summary it applies to elected or
appointed officials and employees in unclassified positions who were separated from
employment involuntarily. Although the rule is no longer in effect for new employees,
members in such positions prior to June 30, 1982 are still subject to its provisions and
hence are not subject to an early retirement reduction.

State Expenditures. The State Retirement Agency advises that it cannot precisely
determine the number of retirees who: (1) have received, or could be eligible for, a
benefit under the 16-year rule; and (2) have returned to work, or would return to work,
for the same employer from which they retired and, therefore, remain subject to an
earnings limitation. In prior years, the agency was aware of approximately six
individuals who had retired under the 16-year rule who were subsequently reemployed.
The relaxation of reemployment rules, particularly as aresult of Chapter 733 (SB 221) of
2001 (which permits retirees to work for a participating employer other than the one from
which they retired, without an earnings limitation) has already exempted several of those
reemployed retirees.

The agency advises that it now is aware of only one retiree who would be subject to this
proposal. The agency understands that to date, the member has not earned more than his
earnings limitation. Hence, there would be no reduction in offsets and corresponding
increase in pension benefit payments and resulting increase in employer pension
contributions under this bill. More significantly, however, the State’s actuary advises
that if the absence of a reemployment earnings limitation encourages members to retire
earlier than they otherwise would, SRPS actuarial liabilitieswill increase. Because those
eligible for the 16-year rule had to be involuntarily terminated, and given the relatively
small and frozen group affected, this impact is assumed to be negligible.
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Additional | nfor mation
Prior Introductions. None.
CrossFile None.

Information Source(s): State Retirement Agency, Milliman USA, Department of
Legislative Services

Fiscal Note History:  First Reader - March 15, 2002
mid/jr
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