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Retirement Guide for Washington State Police Officers

Introduction

As a police officer in Washington State, you've dedicated your career to protecting and
serving your community. This guide will help you navigate the key aspects of retirement
planning, ensuring your financial future is as secure as the safety you've provided to others.
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1. Understanding Your Pension Plan

As a police officer in Washington State, you're a member of the Law Enforcement Officers'
and Fire Fighters' Retirement System (LEOFF) Plan 2'. Here are the key points to
understand:

Eligibility: You can retire with full benefits at age 53 with at least 5 service credit
years.

Benefit Calculation: Your monthly benefit is 2% of your Final Average Salary (FAS)
per year of service credit.

o FAS s the average of your 60 consecutive highest-paid service credit months

o You earn one service credit for each month you work at least 90 hours.

o Forexample, if you have 25 years of service and a FAS of $80,000, your
annual pension would be $40,000 ($80,000 x 2% x 25).

Early Retirement: You can retire as early as age 50 with 20 service credit years, but
your benefit may be reduced.
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e Duty-Related Disability: LEOFF Plan 2 provides enhanced benefits if you become
disabled in the line of duty.

Purchasing Service Credit: You can purchase between 1 and 60 months of
additional service credit at retirement. This increases your monthly benefit but
doesn’t add to your years of service for eligibility.

Benefit Enhancement: Depending on when you started your LEOFF membership
and your years of service, you may be eligible for additional benefits:

o For members active or inactive on or before February 1, 2021:

=  With 15 years or less of service credit: 2% multiplier with a one-time
$100 per service credit lump-sum benefit.

=  With over 15 years of service credit: choice between the above option
or a tiered multiplier at retirement.

o Formembers who started after February 1, 2021:

= Tiered multiplier benefit at retirement.

o Thetiered multiplier is designed to provide enhanced benefits for longer-
serving members.

= First 15 years of service: 2% multiplier
= Next 10 years: Additional 0.5% multiplier
=  Years beyond 25: 2% multiplier

Using the above example, of 25 years of service and a FAS of $80,000, your annual pension
would be $44,000.

e Annual Benefit first 15 years: 15 years x 2% x $80,000 = $24,000
e Annual Benefit for years 16-25: 10 years x 2.5% x $80,000 = $20,000
e Total Benefit = $44,000

2. Additional Retirement Savings Options

While your pension provides a solid foundation, it's wise to have additional savings. Here
are some options to consider:

Deferred Compensation Program (DCP)?
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The DCP is a supplemental retirement savings plan offered by the state. Key features
include:

In 2024, you can contribute up to $23,000 annually, with additional catch-up
contributions if you're 50 or older.

Contributions are made with pre-tax dollars, potentially lowering your current tax
bill.

Earnings grow tax-deferred until withdrawal.

DCP also has a Roth option for contributions to be made after tax.

DCP contributions can be rolled into an IRA once you retire. An IRA can provide
additional investment options.

Early Retirement — 457(b) plan funds can be withdrawn before 59 72 without penalty
if the plan sponsor no longer employs you. Be careful not to roll over 457(b) funds
into an IRA before age 59 2 not to lose the penalty-free withdrawal option.

Individual Retirement Accounts (IRAs)
IRAs offer another way to save for retirement:

« Traditional IRAs offer tax-deferred growth, with contributions potentially tax-
deductible.

Roth IRAs provide tax-free growth, with contributions made after-tax.

For 2024, the annual contribution limit is $7,000, with an additional $1,000 catch-up
contribution for those 50 and older.

Taxable Brokerage Accounts

Although taxable brokerage account contributions are not deductible, the accounts
provide additional features not available in retirement accounts:

e Cash flow flexibility. No penalty for drawing before age 59 'z like in IRAs.

e Favorable tax treatment — Earnings such as qualified dividends and long-term
capital gains can receive favorable capital gains tax treatment.

e No contribution limits.

Health Savings Accounts (HSAs)
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Available if currently enrolled in a high-deductible health plan (HDHP) or have one
carried over from a prior employer.

Triple tax advantage: tax-deductible contributions, tax-free growth, tax-free
withdrawals for qualified medical expenses.

2024 Contribution Limit: $4,150 for individual, $8,300 for family (additional $1,000
catch-up for those 55+).

Funds roll over year to year and can be invested for long-term growth.

After age 65, can be used for non-medical expenses without penalty (subject to
income tax).

Consider maximizing contributions and paying current medical expenses out-of-
pocket to allow HSA funds to grow for retirement. Be sure to save receipts or
invoices so that you can reimburse yourself tax-free from the HSA in the future.

No time limit on reimbursements, so you can potentially build up a large tax-free
withdrawal for future use.

Investment Strategies
When investing for retirement, consider these key points:
o Diversification: Spread investments across various asset classes to manage risk.

Asset Allocation: Adjust your investment mix based on your risk tolerance and time
horizon.

Costs: Pay attention to fees, which can significantly impact long-term returns.

Regular Review: Periodically reassess your strategy to ensure it aligns with your
changing needs.

Rebalancing: Review your portfolio allocation periodically to determine if you need
to rebalance to optimize returns and return to your original risk profile.

Consider consulting with a financial advisor to develop a strategy that best suits your
needs and goals.

Annuity vs. Self-Investment: Comparing Your Options
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When you retire, you may have the option to purchase an annuity through the Department
of Retirement Systems (DRS) with your deferred compensation funds, or other funding
sources. Here's a comparison to help you understand these options:

DRS Annuity Option®
Pros:
Guaranteed lifetime income
No ongoing investment decisions required

Potential survivor benefits

Less flexibility
May lose purchasing power to inflation
e Limited legacy planning options
Self-Investment Option
Pros:
Greater control and flexibility
Potential for higher long-term returns
Ability to adjust for inflation

More options for leaving a financial legacy

Ability to draw money for one-time expenses (travel, home repairs, etc.)

Requires ongoing management
Subject to market volatility
e Risk of outliving savings if poorly managed

Key Considerations:
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Risk Tolerance: Assess your comfort with market fluctuations versus guaranteed
income.

Desire for Control: Consider whether you prefer active management or a hands-off
approach.

Inflation Protection: Self-investment may offer better opportunities to keep pace
with rising costs.

4. Legacy Goals: Self-investment typically provides more options for estate planning.

While annuities offer income security, a well-managed investment portfolio can provide
greater flexibility, growth, and adaptability to changing needs throughout retirement.
However, this approach requires more active management and comfort with market
variations.

Your decision should be based on your circumstances, including other income sources and
overall financial situation. Consider consulting with a financial advisor to determine the
best strategy for your unique needs.

3. Healthcare Considerations

Healthcare costs can significantly impact your retirement budget. Here's what you need to
know:

COBRA Insurance

The Consolidated Omnibus Budget Reconciliation Act (COBRA) allows you to continue your
current health insurance coverage for a limited time after retirement:

e Available for up to 18 months after retirement.
You pay the full premium plus a 2% administrative fee.

This can be a good short-term option, especially if you're close to Medicare
eligibility.

¢ |tallows you to maintain your current coverage and network of providers.

PEBB Retiree Health Insurance*

You may be eligible for health insurance coverage through the Public Employees Benefits
Board (PEBB) Program. Remember:
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¢ Premiums are not subsidized, so factor this cost into your retirement budget.
¢ You have 60 days from your retirement date to enroll.

Medicare

You become eligible for Medicare at age 65. Key points:

¢ Medicare has different parts covering hospital insurance (Part A), medical insurance
(Part B), and prescription drugs (Part D).

Understand how Medicare will coordinate with your PEBB coverage.
e Be aware of enrollment periods to avoid penalties.
HRA VEBA Accounts?®

Many police officers have access to a Health Reimbursement Arrangement (HRA) VEBA
account. This is a tax-free health reimbursement arrangement that can help cover
healthcare costs during employment and in retirement. Key points include:

e Typically funded by your employer, often through unused sick leave.

Can be used for a wide range of healthcare costs, including insurance premiums

and out-of-pocket expenses.
Funds can often be invested, potentially growing your balance over time.
e The accountis portable; you keep it even if you change employers or retire.
MERP (Medical Expense Reimbursement Plan)®

Some police officers have access to a MERP, which provides tax-free reimbursement for
healthcare expenses in retirement. Key features:

o Often funded through collective bargaining agreements.

o Typically provides a set monthly benefit amount in retirement.

e Canbe used alongside other health benefits like HRA VEBA.
Long-Term Care

Consider your long-term care needs:
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The WA Cares Fund® is a new state benefit for long-term care, funded by a payroll
tax. The maximum lifetime payout is relatively small compared to annual long term
care costs.

Evaluate whether additional private long-term care insurance is appropriate for your
situation.

4. Planning for Life After Service
Retirementisn't just about finances. Consider these aspects of your post-service life:

1. Second Career: Many police officers pursue new careers after retirement. Think
about how additional income might affect your pension and taxes.

Volunteering: Stay connected to your community through volunteer work, perhaps
in crime prevention education or youth mentoring programs.

Mental Health: The transition from a high-stress career can be challenging.

Consider counseling or support groups to ease this transition. Be aware of
resources for addressing potential PTSD or other job-related stress.

Financial Adjustments: Be prepared for changes in your income and expenses.
Some costs may decrease (like commuting), while others (like healthcare) may
increase.

Maintaining Certifications: Consider whether maintaining any law enforcement
certifications could be beneficial for future opportunities.

5. Key Financial Strategies

1. Debt Management: Aim to enter retirement debt-free, especially focusing on high-
interest debt.

Emergency Fund: Maintain an emergency fund of 3-6 months of expenses, evenin
retirement.

Social Security Considerations:

o Some police officers don't pay into Social Security. If this applies to you, you
may not be eligible for benefits based on your law enforcement earnings.
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o Be aware of the Windfall Elimination Provision (WEP) and Government
Pension Offset (GPO), which can reduce Social Security benefits for those
receiving a government pension’.

If you have paid into Social Security, understand how your police pension
might affect your benefits.

4. Tax Planning: Consider the tax implications of your various retirement accounts
when planning withdrawals.

6. Resources and Next Steps
To make the most of your retirement planning:

1. Review Your LEOFF Benefits: Contact the Department of Retirement Systems (DRS)

for specific questions®. Use their benefit estimator tool to project your pension

payments.

. Assess Your Financial Health: Review your current financial situation, including all
assets, debts, and insurance policies.

Optimize Your Savings: Review your DCP, HRA VEBA, and other account
contributions and allocations.

Understand Healthcare Options: Research PEBB Program options and attend a
Medicare workshop as you approach 65.

Stay Informed: Subscribe to DRS email updates to stay current on benefit changes.

Update Important Documents: Review your will, trusts, and beneficiary
designations.

Seek Professional Advice: Consider consulting with a financial advisor and estate
planning attorney.

Connect with Retiree Associations: Join local or state police retiree associations for
support and resources.

Remember, retirement planning is an ongoing process. Regularly review and adjust your
plan as your circumstances change.




of N\ =

[NteFocus

Financial Advisors, LLC

Helping you live your one life the best way you can

sethdeal@lifefocusadvisors.com
(509) 526-4521
www.lifefocusadvisors.com

Sources

1. Washington State Department of Retirement Systems. "LEOFF Plan 2."
https://www.drs.wa.gov/plan/leoff2/ €

. Washington State Department of Retirement Systems. "Deferred Compensation
Program." https://www.drs.wa.gov/dcp/ <

HRA VEBA. "About HRA VEBA” https://www.healthinvesthra.com/home/plan-
overview/€

. Washington State Health Care Authority. "PEBB Retiree Eligibility & Enrollment.”
https://www.hca.wa.gov/employee-retiree-benefits/public-employees/am-i-
eligiblee

. Washington State Council of Fire Fighters. "MERP." https://www.wscff.org/merp/ €

. Washington State Department of Social and Health Services. "WA Cares Fund."
https://wacaresfund.wa.gov/ €

. Social Security Administration. "Windfall Elimination Provision."
https://www.ssa.gov/pubs/EN-05-10045.pdf €

. Washington State Department of Retirement Systems. "Contact Us."
https://www.drs.wa.gov/contact/ €

. Washington State Department of Retirement Systems. "Purchasing an Annuity."
https://www.drs.wa.gov/retirement-planning/annuity/ €

About

Seth Deal is a CPA and investment advisor with LifeFocus Financial Advisors, LLC. Seth
specializes in helping Washington State public employees plan for and thrive in retirement.

If you would like to learn more about the services offered through LifeFocus Financial
Advisors:
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e Email: sethdeal@lifefocusadvisors.com
e Phone: (509) 526-4521
e \Website: www.lifefocusadvisors.com

Fee-only financial planning and investment advisory services are offered through LifeFocus
Financial Advisors, LLC, a registered investment advisory firm in the state of Washington.

This guide is for informational purposes only and does not constitute investment advice.
The views and opinions expressed in this guide are solely those of Seth Deal and do not

necessarily represent the views of LifeFocus Financial Advisors, LLC.

Investing involves risk, including the potential loss of principal. Past performance does not
guarantee future results.

Please note that the information provided in this guide does not take into account your

specific financial situation, objectives, or needs and is not intended as a recommendation
to purchase or sell any specific securities or investment strategy. Before making any
investment decisions, we recommend consulting with a qualified financial advisor and
reviewing our Form ADV Part 2A, which provides important information about our
qualifications, services, fees, and business practices. This disclosure brochure is available
on our website or the SEC's website at www.adviserinfo.sec.gov.

Nothing in this guide should be interpreted as a promise or guarantee of future
performance or results. All investments are subject to market risk, including possible loss
of principal. For more information about our services or to request a copy of our Form ADV
Part 2A, please visit our website at www.lifefocusadvisors.com.
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