























































































































































































































































































































































































































COST AND OTHER FACTORS

1992, with Mr. Stanley Siu, Administrator, ERS, as further noted herein ("Siu interview” and "Siu telephone
interview™"); references to the DPS are to a telephone interview with Mr. Titus Yap, Chief of Administrative
Audit, Department of Personnel Services of the State of Hawaii, August 10, 1992 ("Yap interview").

Since the DPS does not include all ERS members (see text at endnote 12), this additional agency was
selected at random; references to "Honolulu Civil Service" are to a telephone interview with Mr. Mel Kutara,
Personnel Management Specialist, Personnel Department of the City and County of Honolulu, December 7,
1992 ("Kutara interview").

Testimony by Stanley Siu, then-Secretary of the ERS, before the House Committee on Labor and Public
Employment, Joint Committee Hearing, February 11, 1992, on House Bill No. 2682, Sixteenth Legislature,
1992, State of Hawaii (this bill is described in Chapter 2 (endnote 27 and accompanying text) and in Chapter
4 (endnotes 1 and 2)):

Because we have no data as to the number of members involved or the number of years to be
purchased, we are unable to provide this Committee with cost figures. However, for your information,
the cost to employer governments for the enabling Legislations that allowed members to purchase
military service and maternity leave service is approximately 1.7% of gross payroli. The cost based on
the total payroll as of March 31, 1991 of $1.67 billion is approximately $3 million per year. The
employers' cost will fluctuate each year and will depend upon the total payroll amount. (Emphasis
added).

"1.7%" may be a typographical error. The 1992 Valuation (see endnote 24) states at page 25 that total
payroll as of March 31, 1991 was $1,676,110,300 and that the Actuarial Valuation as of June 30, 1991,
showed a "Total Calculated Employer Contribution Rate for All Employees (percentage of total payroll)” of
18.2% (1992 Valuation page 27). A question regarding the multiplication itself was mentioned at the Siu
interview 9/24/92, and discussed with Mr. Siu on December 10, 1992, for follow-up; Mr. Siu's follow-up in
the telephone interview of December 23, 1992 cited to the then-just released 1992 Valuation.

Siu telephone interview, 8/19/92.

Kutara interview, Yap interview; telephone interview with Mr. David Shimabukuro, Assistant Administrator,
ERS, on August 10, 1992 ("Shimabukuro interview").

"National service" has no generally-accepted meaning (Chapter 5, text at endnotes 1-3); "national service"
per _se is not a category of service credited in those state retirement systems sampled in Chapter 7
(endnotes 2 and 4).

The discussion in this paragraph is from the Yap interview. The regulation implementing section 76-103,
Hawaii Rev. Stat., is quoted in part in Chapter 6, endnote 87.

The ERS (Shimabukuro interview) mentioned having obtained data on the number of veterans from the
DPS, for purposes of the military service credit of 1989.

The discussion in this and the following paragraph is from the Kutara interview.
Kutara interview.

By one estimate, there are approximately 500 Returned Peace Corps Volunteers ("RPCV's) in Hawaii:
(joint) written testimony of Karen Knudsen, Member, Hawaii State Board of Education, Community
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Relations Officer, East-West Center, and Greg Knudsen, Vice President, Hawaii Returned Peace
Corps Volunteers, Administrative Assistant, Office of International Relations (see endnote 52, Chapter
4), Joint Committee Hearing of the House Committees on Labor and Public Employment, Health, and
Judiciary on House Bill No. 2862, Sixteenth Legislature, State of Hawaii, February 11, 1992.

Note however that this estimate is of the total number of RPCV's residing in Hawaii. The number who are
ERS members would presumably be smaliler.

Yap interview.

Ibid. Hawaii Rev. Stat., sec. 26-4 (1992 Supp.), "Structure of Government”.

Yap interview.

ibid.

Siu interview 9/24/92.

Kutara interview.

For example, who would coordinate the survey, questioned Mr. Siu (telephone interview 12/10/92).

These two observations are from Siu interview 9/24/92, and Siu telephone interview 12/23/92, respectively.
"implicate” means "to involve as a consequence, corollary, or natural inference”, and "implication” is
defined as "a possible significance” {Merriam-Webster, Inc., Webster's Ninth New Collegiate Dictionary

(Springfield, Mass.: 1988) p. 608); although these words have other meanings, the above appear to be what
the Resolution requests.

The example is described in Chapter 3, under "Benefit”, following endnote 23. Its source is cited in that
chapter at endnotes 4 and 23.

This is discussed in Chapter 3, text at endnotes 12 - 16. The governing statutory section is Hawaii Rev.
Stat., sec. 88-59 (1992 Supp.).

This is discussed in Chapter 3, text at endnotes 10 - 11. The policy for not assessing non-contributory
members for costs is cited in that chapter at endnote 46 and accompanying text.

Unless the word "purchase"” in the Resolution was deliberately chosen to indicate that eligible members
should pay for the cost of the credit. However, the ERS actuary uses "purchase” without distinguishing
between contributory and noncontributory members. See endnotes 24 and 25.

Other state statutes suggest different approaches, although these are cited with the caveat that their
respective systems may be funded in a totally different manner than is the ERS. For example, Kansas
(Kansas Stat. Ann. sec. 74-4936a (1992)) expressly prohibits any employer from paying any part of the cost
for purchasing credit for out-of-state public school or overseas teaching employment. Mississippi
(Mississippi Code sec. 25-11-109(7)(c) (1992 Supp.)) requires the employee to pay, prior to retirement, "the
actuarial cost as determined by the actuary for each year of out-of-state creditable service". Other
examples are described in endnote 10 of Chapter 7.
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Hawaii Rev. Stat., sec. 122(a)(1985) states in pertinent part:

Based on regular interest and such mortality and other tables as are adopted by the board of trustees,
the actuary engaged by the board, on the basis of successive annual actuarial valuations, shall
determine the employer's normal cost and accrued liability contributions for each fiscal year beginning
July 1...

Employees’ Retirement System of the State of Hawaii, Report of the Trustees on the Sixty-Seventh
Actuarial Valuation as of June 30, 1992 (The Segal Company, Inc., New York: December 1992)(hereinafter,
"1992 Valuation").

The actuarial valuation as of June 30, 1992, establishes the amount of the state and county contribution for
the appropriation year 1994-1995 (1992 Valuation, p. 24 and Table 8, p. 25).

Ibid., p. 26. Cited as one of the "factors” reflected in the "increase in the total calculated employer
contribution rate", the paragraph reads in its entirety as follows:

For this 1992 actuarial valuation, the estimated additional actuarial liability for years of service
purchased by active members is included in the total calculated actuarial liabilities. Based on data
provided by the Retirement System, 2,378 active members have purchased a total of 4,121 additional
years of service credit. The estimated additional actuarial liability for purchased service increased
from approximately $15.9 million in 1991 to $21.7 million in 1992.

Ibid., p. 28 (Table 9).

Siu telephone interview 12/23/92. Mr. Siu cited the data in this paragraph as representing the actual
experience, from which cost estimates can be based, concerning the military service credit, which the ERS
combines with the credit for mandatory maternity leave. See, e.g., Chapter 3 endnote 52 and
accompanying text.

As described by the actuary, the formula for determining the total contribution requirement is:

..the normal cost plus the level annual payment required to amortize the unfunded accrued liahility
over a period of [twenty-four] years from July 1, 1992.

(1992 Valuation, p. 5). The "employer normal cost” is explained as:

..the level percentage of payroll contribution required to pay all future benefits, after subtracting
expected future employee contributions, the unfunded accrued liability, and the assets accumulated as
of the valuation date. Actuarial gains and losses resulting from differences between actual and
assumed experience are reflected in the employer normal cost rates.

(1992 Valuation, p. 23). The 1992 Valuation calculates the cost for two groups of members, as required by
ERS law. Hawaii Rev. Stat., sec. 88-122(a)(1985) requires that "the employer's normal cost and accrued
liability contributions for each fiscal year beginning July 1" be determined separately for "(1) [pjolice officers,
firefighters, and corrections officers; and (2) [a]ll other employees”. Section 88-122(c) requires that:

With respect to each of the two groups of employees in subsection (a), the normal cost for each year
after June 30, 1976, shall be the percentage of the aggregate annual compensation of employees as
of March 31 of the preceding year which, if contributed over each employee's prospective period of
service and added to the employee's prospective contributions, will be sufficient to provide for the
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payment of all future benefits after subtracting the sum of the unfunded accrued liability as of the
beginning of the year and the assets of the pension accumulation fund as of the end of the preceding
year.

lbid., p. 25 (Table 8) and p. 29. In Table 8, the "[tJotal actuarial cost" for 1991-92 (i.e.. as of June 30, 1991)
is $305,006,000 (as a percentage of total payroll, 18.20 percent); for 1992-93 (i.e., as of June 30, 1992) is
$350,985,500 (as a percentage of total payroll, 19.19 percent).

Ibid., p. 26. See paragraph guoted in endnote 25, above.

Ibid. p. 29. This shows the total calculated employer contribution of $305,006,000 as of June 30, 1991
being reduced by $24,575,700 in investment earnings above eight percent, for a net employer appropriation
in appropriation year 1993-94 of $280,430,300; the total calculated employer contribution of $350,985,500
as of June 30, 1992, being reduced by $178,918,500 for a net employer appropriation in appropriation year
1994-95 of $172,067,000.

The actuary cautions that "[tlhe reduction for investment earnings above [eight percent] can vary
substantially from year to year”. Ibid.

The statutory variable is, for example, section 88-122, Hawaii Rev. Stat., described in endnote 28 above,
and section 88-107, cited in the 1992 Valuation, p. 29 (endnote 31, above). The 1992 Valuation, p. 1,
states:

In addition to utilizing current membership and financial data, an actuarial valuation requires the use of
a series of assumptions regarding uncertain future events. The assumptions used in the 1992
actuarial valuation were adopted by the Board of Trustees at the June 12, 1990 meeting, based on our
report on the actuarial experience investigation covering the 1985-89 period.

Section 88-122(a), mentioned in endnote 28, above, requires costs to be determined for two groups of
members, but no provision of ERS law requires costs to be determined separately for contributory and
noncontributory plans, for example. Siu interview 12/20/92.

See Chapter 3, endnotes 50 - 70 generally, and accompanying text.

Because volunteers faced hardship ("disease and deprivation”) and "contributed years of their youth".
House Resolution No. 315.

See Chapter 4, endnote 4. Some of the qualities distinguishing "military” from "civilian" are described in 32
C.F.R. sec. 47.4(b), discussed in Chapter 6, text at endnotes 76 - 79.

See Chapter 5.

See Chapter 3, endnote 61 and accompanying text.

For example, had the Legislature stated that the purpose of the military service credit was to compensate
persons for a certain loss of personal liberty, necessitated by being a member of the military services and
being subject to military discipline, then neither House Bill No. 2862 (1992) nor House Resolution No. 315

would have come about: the limitations of the credit would have been clear. These qualities of a "military”
organization are from 32 C.F.R. sec. 47 .4(b)(see endnote 35, above).
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See endnote 1 in Chapter 7, regarding the phrase, "out-of-state”.
See Chapter 3, text at endnotes 33 - 70.

See Chapter 3, text at endnotes 54 - 58; also, Chapter 6.

See Chapter 5, endnotes 150 - 152 and accompanying text.

Gilbert B. Siegel, Public Employee Compensation and lts Role in Public Sector Strategic Management (New
York, New York: Quorum Books, 1992), p. 146 (hereinafter, "Siegel"):

There are several reasons why retirement systems are attractive to public employees--why they attract
and retain a public employee work force. First, though there is some mixed evidence, one can
reasonably conclude that a wage-pension trade-off exists for public employees [citation omitted]--that
is, public empioyees and potential employees consciously accept a situation of lower wages or salaries
in favor of higher deferred compensation. This is characteristic of a risk-averse population. (Emphasis
added)

The American Federation of State, County and Municipal employees (AFSCME) expressed a concern with
the idea of "fulfillfing] unmet public needs with unpaid workers or workers who receive a minimal stipend
without regular employee status”. Statement of Stanley Hill, International Vice President of the American
Federation of State, County and Municipal Employees (AFSCME) and Executive Director of District Council
37 of AFSCME, New York, New York, April 21, 1989, in U.S., Congress. Senate, Committee on Labor and
Human Resources, Hearings on S. 408 To Establish a Corporation of Administer a National Volunteer
Service Program, 101st Cong., 1st Sess., March 9, 14 and April 21, 1989 (Washington, D.C.) and March 20,
1989 (Dorchester, MA), pp. 512-513.

These hearings are a portion of the legislative history of the National and Community Service Act of 1990,
42 U.S.C.A. sec. 12501 et seq. (1993 Supp. and as amended by National and Community Service Trust Act
of 1993, 107 Stat. 785, Pub. L. 103-82, 103d Cong., 1st Sess. (September 21, 1993)). (Congressional
Information Service, CIS/Annual 1990 - Legislative Histories of U.S. Public Laws (Bethesda, Maryland
1990), item No. 5.14, for National and Community Service Act of 1990, Pub. L. 101 - 610, 104 Stat. 3127,
November 16, 1990). A portion of Mr. Hill's remarks from which the above comment is quoted, follows:

AFSCME represents people who serve the public. Our members are child care workers, laborers,
sanitation workers, clerks, secretaries, teacher aides, school crossing guards, hospital aides,
librarians, lawyers and social workers. By the very nature of their jobs, they have an ingrained sense
of community service.

We are gratified, therefore, to see in the current dialogue about national service a renewed
appreciation of the value of community service. It is time to turn away from the self-centeredness of
the last decade and to rediscover the virtues of civic responsibility toward our neighbors and
community.

Nonetheless, we urge you to proceed cautiously with community service legislation. While there is no
real concensus on what community service means, two principal objectives appear to run through
many of the proposals now pending before Congress: (1) addressing unmet domestic needs and (2)
restoring a faltering civic spirit.
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The apparent appeal of using a community service program to meet unmet social needs is obvious.
Over the last eight years, federal aid to state and local governments declined by 45 percent in 1982
dollars. On its face, it seems convenient to provide a labor pool of young people for community
service programs while simultaneously achieving other policy objectives such as conditioning federal
student aid on community service, providing job training for the disadvantaged and creating
opportunities for young people of different socioeconomic backgrounds to learn from each other by
working together.

However, it must be emphasized that these objectives cannot be comfortably and successfully
combined if the primary goal and major effect of community service is to fulfill unmet public needs with
unpaid workers or workers who receive a minimal stipend without regular employee status. ...

The issue might be characterized as one of "quality control”. For example, what will determine whether a
program is sufficiently "civic" to qualify as "national service"? Will a program's being funded by the
Commission on National and Community Service "certify" that program as sufficiently "civic"?

in crediting out-of-state service, New Jersey requires a showing that the out-of-state service be such as
"would be eligible for credit in a State-administered retirement system if the employment was with a public
employer in this State” (New Jersey Statutes Annotated sec. 43:15A-73.1 (1993 Supp.)): out-of-state
service is creditable only if New Jersey would have credited (i.e., valued or paid for) the same type of
service.

See Chapter 6.
See Chapter 5 at endnote 63 and accompanying text.
See Chapter 7, esp. text that follows endnote 13.

The Michigan and Rhode Island public employees’ retirement systems, described in the Summary and in
endnote 13, respectively, allow credit for volunteer service in the Peace Corps and in VISTA. Michigan,
which allows credit for service in the federal government, also allows credit for employees of the Peace
Corps; Rhode Island also credits service in the "Teacher Corps", although, since no citation is provided, it is
unknown whether this refers to the National Teacher Corps or to a state or local teacher corps.

Discussing federal retirement, Siegel states (p. 147):

The principal reasons for low turnover are the lack of portability of civil service retirement benefits and
the fact that the federal work force tends to be older and have more years of service. For federal
employees hired before 1984, the civil service retirement system offers benefits only after completion
of a specified length of time, thus encouraging long service.

Federal employees hired after 1984 are covered by a more portable pension system that is funded
partially by Social Security and partly by a defined contribution or thrift-type plan.

The above is cited as an example only; this is not intended to suggest that the ERS experience might be the

same. Other public policy variable cited by Siegel are the normal age of retirement and funding provisions
of pension plans. (Ibid.).
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See Chapter 2, endnotes 10 - 13 and accompanying text, Chapter 3, text at endnote 3, and endnotes 71 - 73
and accompanying text.

"Intervening military service" is explained, e.g.. in Chapter 2, text preceding endnote 8; also, Chapter 7. Mr.
Siu confirms that the credit under sections 88-132 and 88-132.5 are not cumulative (Siu telephone interview
12/10/92).

Under either section 88-132, Hawaii Rev. Stat. (if during time of war or national or state emergency) or the
Veterans' Reemployment Rights Act: see Chapter 2, endnotes 10 - 20 and accompanying text.

As House Bill No. 2862 (1992) does, adopting the military service credit text verbatim: Chapter 2, endnote
27 and accompanying text.

For example, if House Bill No. 2862 (1992) had been enacted, a noncontributory plan member who had
served four years in the armed forces and then two years in the Peace Corps would, upon earning eight
years' membership service in the ERS, be entitled to apply for two years' military service credit and two
years' Peace Corps' credit--and would then be four years closer to having the minimum number of years
needed to retire. This would be at no cost to the member.

See Chapter 7 Summary: "Colorado”.

See Chapter 7 Summary: "Delaware".

See Chapter 7 Summary: "Michigan”.
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Chapter 9
FINDINGS AND RECOMMENDATIONS

House Resolution No. 315 (1992) evolved from a bill that proposed to credit Peace
Corps volunteer service as though this service were equivalent to military service. Military
service, credited to a limited extent under pre-1989 ERS law (Chapter 88, Hawaii Revised
Statutes, governing the Employees' Retirement System of the State of Hawaii, or "ERS"), is
also credited under section 88-132.5, Hawaii Revised Statutes (1992 Supp.), enacted in 1989.
Section 88-132.5 is ostensibly the precedent cited in the Resolution. This study analyzed
section 88-132.5 and various other statutory provisions, state and federal, which are relevant
to or might serve as standards for the enactment of a new ERS provision crediting Peace
Corps and other "national" service.

Findings

Before 1989, the ERS law credited military service only if rendered .by persons who
were already state (including its predecessor, the Territory of Hawaii) or county employees at
the time they were called to active duty, and if rendered during three separate periods. These
periods were World War | (prior to the establishment of the ERS); a period beginning with the
United States' entry into, and ending three years after the end of, World War II; and a period
beginning with the Korean Conflict and extending through the present. To receive retirement
credit during these absences for military service, ERS members were also required to return
to their state or county employment upon being discharged from the military (the phrase
"intervening military service" has been used in this study when referring to the foregoing type
of military service credit, which conceptually is a credited leave of absence).

Since 1987, ERS law (section 88-132, Hawaii Revised Statutes) allows intervening
service credit during the current period only if that service is rendered "involuntarily” in time
of war or national or state emergency; a maximum of four years' service may be credited. By
contrast, the federal Veterans' Reemployment Rights Act ("VRRA") mandates greater rights.
The VRRA is intended to ensure that an individual who leaves public or private employment to
serve in the military may return, immediately upon discharge, to that prior employment with
no loss of, for example, benefits or seniority. Protected benefits include membership service
credits toward retirement. Military service under the VRRA may be voluntary, need not be
rendered in time of war or emergency, and may possibly last longer than four years.

Section 88-132.5, the military service credit enacted in 1989, credits "honorable active
military service in the armed forces of the United States"” without regard to one's employment
status at the time that the service is rendered. To be eligible to acquire credit for up to four
years' military service, the veteran must be an active--i.e., currently employed--member of the
ERS and have served eight, twenty, and twenty-five years' membership service in order to
acquire credit for two, three, and four years' military service, respectively.

However, section 88-132.5(c) states that active service in the Reserves or National
Guard "is not considered active military service unless in time of war or declared national or
state emergency". This is not consistent with federal law, which deems the Reserves and
National Guard to be an integral part of the "total force" policy for national defense. The
National Guard, even in its Title 32 role as the state militia, is federally regulated. The
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Reserves and National Guard are recognized under federal law as existing "national service"
organizations.

Under federal law, the commissioned corps of the National Oceanic and Atmospheric
Administration and of the Public Health Service are also "military" organizations--members of
these corps are eligible for military retirement pay, and their service is credited as military
service under federal civilian retirement systems. However, this military service is not eligible
for credit under section 88-132.5. Section 88-132.5 also makes no provision for civilians
whose service under special circumstances is deemed sufficiently "military" to merit veterans'
status under federal law. At present, therefore, not all "military" national service is credited
under ERS law, and the legislative history for section 88-132.5 is silent as to any public
purpose or policy to be promoted by this exclusion.

The legislative history is also silent as to policies underlying specific terms and
conditions of section 88-132.5. The policies that may be inferred from certain terms and
conditions seem to conflict. For example, credited military service counts toward the
minimum length of service needed to retire without any reduction in benefit. Also, credited
military service is counted as service rendered in one's occupation; this means that for
contributory ptan members in certain occupations, military service credit may permit an earlier
retirement, since these members' final five years of membership service is required to be in
their occupation. Hence, these terms of the military service credit appear intended to
promote earlier retirement, a more rapid turnover of personnel. VYet, at apparent
cross-purposes, the military service credit also appears structured to reward length of service:
members cannot acquire credit for a third and fourth year of military service until they have
earned twenty and twenty-five years' membership service, respectively.

For most ERS members, the acquisition of credit for military service will mean an
increased monthly benefit at retirement. The benefit to a noncontributory plan member,
compared with a contributory plan member of identical age, salary, and length of service, is
somewhat less (in one ERS hypothetical, a contributory plan member receives an additional
monthly benefit of $160; the non-contributory plan counterpart receives an additional $100).
The lump-sum cost to that contributory plan member is calculated to be in excess of $7,000,
whereas the cost to the noncontributory plan member is nothing. Lower benefit levels under
the noncontributory plan is the cited reason for the allowance of additional credit for military
service at no cost to noncontributory members.

A clear understanding of the policies promoted by terms and conditions of section 88-
132.5 is needed if this credit is to serve as the model for a "national service" credit. In turn,
the policies underlying the terms and conditions of a "national service" credit should be
clearly understood, because the enactment of such a credit will likely lead to efforts in the
future to legislate credits for other service not rendered to state or county employers.

A review of the statutes for twenty-five other public employee retirement systems
("PERS") shows that while some PERS credit no service unless it is rendered for
member-employer, other PERS allow their members to purchase credit for service to the
federal government, to the government of other states and their subdivisions, and for
out-of-state educational employment. No definite conclusions are being drawn from this
review, because of its limited nature (i.e., it relies solely on the creditable service provisions
available in published state statutes). However, there appears to be a wide range of
approaches toward crediting this "out-of-state" (i.e., like service credited under section
88-132.5, service rendered when an individual was not a member of the ERS i.e., having no
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prior system-membership requirement), including the charging of costs for acquiring the
additional credit. For example, Kansas prohibits a member's employer from paying any part
of the additional cost for acquiring credit for out-of-state teaching. New Jersey provides for
the calculation of cost on a case-by-case basis (endnote 10, Chapter 7). The purchase
requirements for out-of-state service credits with the contributory and non-contributory
pension plans for Utah are identical.

Among those of the twenty-five PERS that credit "out-of-state” service, the ERS is the
only system that credits unrestricted military service (for example, qualifying military service is
not limited to service during particular periods) and also allows "double-dipping”: the ERS
credits military service that may already be counted toward benefits under another retirement
system, such as federal military retirement. Initially, section 88-132.5 credited military service
“for which the member is not receiving or is not eligible to receive a military pension”.
However, this phrase was deleted in 1990, because the Senate Committee on Labor and
Employment was "concerned that state law which restricts a person's right to collect a federal
military pension may be subject to challenge as contrary to federal law".

Clearly, however, the deleted phrase did not challenge one's entitlement to a federal
pension; it merely prevented that same service to then be counted toward a second pension.
One federal statute (Chapter 67, Title 10 of the United States Code, sections 1331 through
1337) expressly allows military service counted toward the retirement pay for part-time
reservists under this chapter to be credited toward civilian retirement benefits, if this is
otherwise allowed by law. For example, one PERS military service credit (Maryland) cites that
statute as an exception to its prohibition against "double-dipping".

Of the PERS reviewed in this study, those that allow credit for out-of-state civilian
service similarly disqualify service that counts toward retirement benefits under another
retirement system. It would appear that a fundamental goal of "creditable service" legislation
is to allow persons to be credited for their employment experience that, because such
persons have opted to join state or county employment, will otherwise be lost. On the other
hand, if "double-dipping" is not expressly prohibited, then some members stand to receive an
unfair benefit: benefits from different pension systems for the same service.

In addition to analyzing the terms and conditions of section 88-132.5, as the precedent
for the contemplated "national service" credit, this study reviewed the United States Peace
Corps, as the agency named in the Resolution as an example of "national service", and
described examples of programs and organizations that are considered "national service" and
might therefore be targeted by a the Resolution for retirement credit from the ERS.

The Resolution assumes that Peace Corps volunteer service, and hence, "national
service", may be credited as an alternate form of military service. However, the factual bases
for this assumption are somewhat tenuous. For example, Peace Corps volunteer service is
civilian service; volunteers are not subject to military discipline and are free to quit at any
time. Service in the Peace Corps has never exempted anyone from service required under
the Selective Service Act. Neither does the Peace Corps promise its volunteers a
"deprivational" existence, a characteristic that the Resolution generally equates with "military
service".

On the other hand, the Peace Corps is an agency within the State Department. it is

unique, being the only established "national service" agency whose volunteers are required to
learn a foreign language, are subject to a background investigation, and live overseas. In
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contrast, "national service" under programs receiving federal assistance from the Corporation
for National and Community Service may be administered by States, subdivisions of States,
Indian tribes, public or private nonprofit corporations, and institutions of higher education. A
participant in a program receiving assistance under the National and Community Service Act
of 1990 ("NCS Act"), who meets the minimum qualifications under the Act and serves the
required term of service, becomes entitled to receive educational assistance (the Act also
provides for living allowances; under certain Domestic Volunteer Service Act of 1973
programs, participants earn minimal stipends).

However, "national service" is not necessarily federally funded, since according to
Congress, "national service" also refers to activities at federal, state and local levels that are
intended to meet unmet human, educational, environmental, and public safety needs and to
encourage civic responsibility.

Congress, therefore, does not provide the Legislature with a workable definition of
"national service", needed to enact a "national service" credit under ERS law. "National
service" in its broadest sense refers to any number of community-service activities, so that
certifying such activities for retirement credit is probably not possible.

If the Legislature were to limit retirement credit to "national service” programs
receiving assistance under the NCS Act, then a mechanism has been legislated for certifying
that certain participants have completed the prescribed terms of service and are therefore
eligible for educational assistance. Yet if these persons perform "national service" in hopes
of receiving educational benefits, one can question what legislative policy could be furthered
by also allowing these persons to claim retirement credit for this service--if at some point they
become ERS members (for example, if the earned education qualifies them for a
higher-paying state or county position, these persons might at that point be amply
"rewarded").

Moreover, "national service" under the NCS Act is neither to duplicate services
provided by local government nor to displace existing workers. Hence, enactment of
retirement credit for such "national service" might be seen as the allowance of "deferred
compensation” (a pension has been viewed as a form of "deferred compensation”) for service
that state or county government cannot, or chooses not to, provide.

As a third approach, the Legislative might opt to allow retirement credit for service in
those existing "national service" organizations, already eligible for retirement credit under
federal law. These are the Peace Corps, certain programs under the Domestic Volunteer
Service Act of 1973, and, of necessity, the Reserves and National Guard. This will, of course,
set the precedent for legislative efforts to enact reciprocal credits for federal civilian service,
public service in other states, and out-of-state teaching experience. Because the legislative
history of section 88-132.5 merely expresses the legislative intent of allowing a benefit for
active service in the United States military, i.e., not limited to wartime service and regardless
of whether this service was rendered voluntarily (perhaps even as a career-decision), there
exists no policy preciuding the institution of retirement credits for other public service activity.

As for cost data, ERS law requires the ERS to submit annually, to the Legislature, an
actuarial valuation. However, the statute presently does not require the ERS to account
separately for the additional accrued actuarial liability for members' acquired military service
credit. In its actuarial valuation for 1992, the ERS did include certain cost figures for
"purchased" credits, i.e., combining military service and mandatory maternity leave.

139



"NATIONAL SERVICE" AS CREDITED SERVICE FOR PUBLIC RETIREMENT: ISSUES AND DISCUSSION

However, although the credit for mandatory maternity leave was enacted in 1990 with
reference to the military service credit, the two credits differ conceptually. Mandatory
maternity leave was essentially a leave of absence required, prior to 1973, of women who
were then already state or county employees.

Also, there is no separate accounting, in this actuarial valuation, for costs under the
noncontributory plan. Such a separate accounting is not mandated by ERS law.

As a practical matter, the Legislature must first define qualifying "national service", for
purposes of a retirement credit, before agencies like the ERS and Department of Personnel
Services ("DPS") may undertake any kind of poll as to members who have rendered "national
service" and their years of such service. Data as to past volunteer service experience are not
collected for tabulation by the three agencies contacted (ERS, DPS and Department of
Personnel of the City and County of Honolulu), because its collection is not mandated to
these agencies by statute.

Recommendations

There are a number of matters that the Legislature should address before it considers
the specific question of whether any retirement credit should be allowed for "national
service". Unless these issues are addressed and resolved, this study cannot recommend the
enactment of retirement credit for any forms of service not rendered on behalf of the state or
counties, including any form of "national service" credit:

Military Service Credit

Section 88-132. Although apparently not the military service credit provision intended
by the Resolution as the precedent for a "national service" credit, the Legislature should
amend this section so that the scope of its protections to retirement credit (i.e., a perquisite of
employment) are co-extensive to those of the Veterans' Reemployment Rights Act ("VRRA").
The VRRA allows states to provide greater employment protections than those it offers, but
section 88-132 covers only "involuntary" military service if rendered during time of war or
national or state emergency, with no exceptions stated to the maximum allowed credit of four
years.

Section 88-132.5. Active service in the United States Armed Forces, as Congress has
indicated through various laws pertaining to the military, is performed by the Reserves and
National Guard. Title 32 service by members of the Hawaii National Guard is both regulated
by Congress and service on behalf of the State of Hawaii. Since the Legislature has not
indicated a policy of rewarding military service rendered only in time of war or emergency, the
exclusion of the Reserves and National Guard, section 88-132.5(c), should be repealed in
entirety.

The legislative history of section 88-132.5 does not indicate what aspects of "military”
service were being rewarded (section 88-132.5 does not single out service during war or
emergency except where the Reserves and National Guard are concerned). Based on the
absence of further clarification by that history, one might query whether every person with
work experience in another public employer in another state should not be abie to acquire
"some credit" for that service.
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In conjunction with amendments to section 88-132.5, the Legislature should set an
overall policy regarding benefits to be allowed under Hawaii law for the military. Various
sections of Hawaii law deal with benefits to military personnel, but these do not consistently
define what qualifies as "military". For example, section 88-132 appears to follow a "policy"”
of restricted military benefit, limited to periods of war or emergency (for example, the PERS of
Oklahoma and Tennessee allow credit only for military service rendered during periods of
war). -

Of particular importance, if credit is enacted for civilian "national service", is an
all-inclusive definition of "military" for purposes of section 88-132.5. Based on federal
precedent, credited "military service" should include, for example, service in the
commissioned corps of the National Oceanic and Atmospheric Administration and the Public
Health Service. It should also include civilians who receive a "military" discharge (DD Form
214) certifying their entitlement to veterans' benefits. This description of other "military"
service is by no means exhaustive.

The prohibition against "double-dipping”, contained in section 88-132.5 as originally
enacted, should be re-enacted, and expanded to disqualify military service entitled to receive,
not only a military pension, but retirement benefits under any pension system, except where
otherwise expressly allowed by federal law (e.g., federal law pertaining to Reserves
retirement). This principle should preclude, too, for example, the crediting of National Guard
service for which the member receives leave under section 79-20, Hawaii Revised Statutes.

The recommendations that follow, regarding "out-of-state” credits in general, are also
applicable to section 88-132.5.

Crediting service rendered to non-member employers. The Legislature needs to
articulate a reasoned statement of the policy to be served by allowing members to acquire
credit for out-of-state service, so that the terms and conditions for eligibility treat members
fairly. For example, despite discussion in this study on the policies furthered by the military
service credit under section 88-132.5, the actual reason for selecting eight, twenty and
twenty-five years, as the numbers of years to be served in order to acquire military service, is
not known. Therefore, one is unable to determine whether these periods of membership
service should also be required for a "national service" credit.

The present military service credit appears to be less than fair to retirees who are
excluded from receiving it solely because they retired before the credit was enacted--even
though the relevant military service occurred at the same time as those who qualified for the
credit. If the military service credit is intended to reward military service, it appears to be
unfair, inherently, that retired veterans must return to work in order to qualify, and that
veterans who have already reached the maximum benefit under their specific retirement
provisions can receive no larger retirement benefit.

Presently, there is no aggregate maximum set under the ERS law for "out-of-state"
service, generally. A legislative statement of policy should include whether retirement credit
(whether for various types of military service, "national service", or out-of-state service to the
government of the United States, or other states or localities) should be "capped" at a
maximum number of years in the aggregate, or whether some other limitation (for example, by
means of assessing costs upon the member, or not allowing the acquired credit to count
towards one's length of service) should be applied.
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Also, the Legislature should set a policy regarding payment of the actuarial costs of
credit for out-of-state service. This should address, for example, whether such credit should
continue to be allowed at no cost to noncontributory plan members. The policy that
retirement benefits to noncontributory plan members should be at no cost to the member
because of the lower benefit level of the plan, where service was rendered on behalf of the
state or county employer, may not necessarily be applicable to acquired out-of-state credits.
In the hypothetical, the extra monthly benefit to noncontributory plan members was one
hundred doliars, only sixty dollars less than that to contributory plan members. Further
review of these costs is warranted, whether or not further credits are enacted for out-of-state
service.

Whether or not further out-of-state credits are enacted, the ERS law should also be
amended to require an accounting of costs separately, for contributory and noncontributory
plans.

If the enactment of a "national service™” credit will likely lead to the enactment of credit
for federal government service, and out-of-state public and educational service, then the
Legislature should consider whether the ERS might become a fully "portable” pension
system. At present, the ERS is "portable" in the sense that, for example, an employee of the
City and County of Honolulu will lose no retirement credit by quitting to work for the State of
Hawaii. If the ERS were to allow its members to purchase credit for any previous
employment, persons could enter state or county service without losing, for retirement
purposes, their previous service. In some public employee retirement systems, the "trade-off"
for the added benefit appears to be in the cost required to be paid by the member to acquire
the credit (e.g., the full "actuarial cost”, including the employer's contribution and accrued
interest, for the amount that the member would have paid if the service had been rendered to
an employer with the system). Also, in some of these systems, the acquired credit does not
count toward a member's length of service necessary for retirement.

National Service

Only after the foregoing issues have been resolved should the Legislature consider the
enactment of retirement credit for "national service". "National service"” covers a broad range
of activities. Unlike state or county employment, these activities are matters within the
purview of Congress. For this reason, the Legislature needs to determine, with specificity,
legislative goals it seeks to further and the benefit to be derived to the state and the counties,
by enactment of a "national service" credit. Once this determination is made, a definition of
the type of "national service" to be credited under the ERS law may be developed.
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APPENDIX A

HOUSE OF REPRESENTATIVES H 2 R ' N O 8 3 l£

SIXTEENTH LEGISLATURE, 1992
STATE OF HAWAII

HOUSE RESOLUTION

REQUESTING A STUDY TO DEVELOP STANDARDS UNDER WHICH MEMBERS OF
THE EMPLOYEES’ RETIREMENT SYSTEM, WHO PREVIOUSLY RENDERED
NATIONAL SERVICE, ARE ELIGIBLE TO PURCHASE MEMBERSHIP SERVICE
CREDIT.

WHEREAS, currently individuals who served in the military
during times of war or national or state emergencies may purchase
membership service credit from the Employees’ Retirement System;
and

WHEREAS, service with the United States Peace Corps, like
military service, is another form of national service; and

WHEREAS, Peace Corps volunteers often gain a renewed
understanding of the rights and responsibilities that come with
living in a democracy, as evidenced by the high level of social
commitment and community service on the part of these volunteers
upon returning home to the United States; and

WHEREAS, in many instances, individuals who were denied
enlistment into the military because of a physical disability
chose instead to serve with the United State Peace Corps as an
alternative form of national service; and

WHEREAS, although Peace Corps service is not usually seen as
life-threatening in the same sense as military service, Peace
Corps volunteers routinely face disease and deprivation on an
order rarely experienced by today’s military personnel, except
under prolonged field exercises or combat situations; and

WHEREAS, it is also appropriate that Hawaii residents who
selflessly contributed years of their youth in national service
to help foster world peace while serving in organizations like
the United States Peace Corps also be given the same opportunity
as those involved in military service to purchase membership
service credit; now, therefore,

BE IT RESOLVED by the House of Representatives of the
Sixteenth Legislature of the State of Hawaii, Regular Session of
1992, that the Legislative Reference Bureau is requested to
conduct a study that develops standards under which members of
the Employees’ Retirement System, who previously rendered
national service, are eligible to purchase membership service
credit; and 143
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BE IT FURTHER RESOLVED that the Legislative Reference Bureau
conduct this study in consultation with the Employees’ Retirement
System and the State Department of Personnel Service; and

BE IT FURTHER RESOLVED that this study include, but not be
limited to:

(1) Estimates of how many members of the Employees’
Retirement System served in the Peace Corps and other
organizations rendering national service and the number
of years served by these members;

(2) The cost implications involved in allowing members who
were Peace Corps volunteers or members of another
organization rendering national service to purchase
membership credit for their service; and

(3) Recommendations on whether the members who rendered
national service should be allowed to purchase
membership service credit and the conditions in which
the members would be allowed to purchase membership
service credit;

and

BE IT FURTHER RESOLVED that the Legislative Reference Bureau
report its findings and recommendations with proposed
legislation, if appropriate, to the Legislature at least twenty
days before the convening of the Regular Session of 1993; and

BE IT FURTHER RESOLVED that certified copies of this
Resolution be transmitted to the Director of the Legislative
Reference Bureau, the Administrator of the Employees’ Retirement
System, and the Director of Personnel Services.

OFFERED BY: /1/[— P —
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