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Accounting Division

SUBJECT: FISCAL YEAR 2026 ADJUSTMENT FOR COMPENSATED ABSENCES

The FY 2026 Annual Comprehensive Financial Report cut-off procedures require a review of vacation,
sick, and other leave payable balances be performed at year-end. These procedures are in Chapter 90
of the State Administrative & Accounting Manual (SAAM). Since your agency does not use the Human
Resource Management System (HRMS) for tracking leave balances, we are providing information to
assist with calculating and recording your agency’s compensated absence liability for fiscal year 2026.

Calculating Compensated Absence Liability

Each agency will have to calculate the June 30, 2026, balance of:

e Vacation leave,

e Sick leave, and

o Other leave types that meet the definition of compensated absences per GASB 101, including
but not limited to, compensatory time, personal holidays, exchange time, and shared leave.

The compensated absence liability should be calculated using the leave-hour balance multiplied by
the employee’s current hourly rate as of June 30, 2026. This calculation should be done on an
employee-by-employee basis. If your agency’s leave system is not capable of calculating the rate for
individual employees, multiply the total accumulated hours earned/used by an average hourly rate for
all employees.

Once the dollar value of the leave due to employees is determined, the employer portion of associated
salary-related costs is calculated. Salary-related costs include Social Security and Medicare taxes, Paid
Family and Medical Leave premiums, and employer contributions to defined contribution pension
plans. Social security and Medicare taxes should not be added to the portion of sick leave expected to
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be cashed out and deposited in a Voluntary Employee's Beneficiary Association (VEBA) account at

retirement.

The following table contains the key data points OFM will use to calculate the compensated absence

liability for agencies using HRMS for fiscal year 2026 as a reference for your agency.

Key Data Point Percentage | Source

Estimated sick-leave buy-out percentage 80% Attachment A
Estimated sick-leave buy-outs deposited in VEBA accounts 85% Attachment B
Social Security and Medicare tax rate 7.65% Attachment C
Paid Family Medical Leave tax rate 0.323% Attachment C

AFRS GL Accounts

Compensated absence liabilities are recorded in the following GL Accounts based on the leave type
and the short-term or long-term designation:

Short-term | Long-term
GL Title GL Code GL Code
Accrued Vacation Leave Payable 5125 5225
Accrued Sick Leave Payable 5127 5227
Accrued Compensatory and Miscellaneous Leave Payable 5128 5228

Using the assumption that employees are currently taking the leave that they most recently earned
(lastin, first out), and given that accrued vacation and sick leave generally increase year to year, the
long-term designation (GL Codes 5225 and 5227) is generally appropriate. Under this assumption,
vacation and sick leave liabilities would be classified short term only when special circumstances exist,
such as a significant number of retirements or terminations (resulting in unusually high vacation and
sick leave buy-out) are expected in the next year.

The short-term designation (GL Code 5128) is generally more appropriate for compensatory time,
personal holidays, exchange time, and shared leave based on the rules, laws, and collective bargaining
agreements covering when the leave must be used. Agencies will need to determine the most
appropriate designation of other miscellaneous leave.

Accounting Entries

Agencies with multiple proprietary funds, or a combination of governmental, proprietary, and
fiduciary funds, need to determine the amount of vacation, sick, and other leave payable attributable
to each proprietary and fiduciary fund and a single total for all governmental funds. Compensated
absence liabilities for governmental funds are to be recorded in the General Long-Term Obligations
Subsidiary Account (Account 999). For proprietary and fiduciary funds, agencies are to record the leave

liabilities in the operating (employing) funds.




Agencies should record the net increase or decrease in the general ledger accounts as follows.

Fund Type Employees Changein

are Paid From Fund Liability TC | DebitGL | CreditGL | Other Coding

Governmental funds 999 Increase 463 | 1820 Variable* | None required
Decrease | 483 | Variable* | 1820

Proprietary or Operating | Increase 508 | 6525 Variable* | Subobiject,

Fiduciary funds Fund Decrease | 335 | Variable* | 6525 appropriation,

and program are
required

*Use the appropriate GL Account for the leave type and the short-term or long-term designation.

If you have any questions or would like assistance regarding the adjustment for your agency's

compensated absence liabilities, please contact your assigned OFM Accounting Consultant.
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Attachment A: Estimated Sick-Leave Buy-Out Letter from OSA
RE: Sick Leave Buyout Percentages - FY26

Dotlich, Amanda <Amanda.Dotlich@leg.wa.gov>
To @ Kover, Evelyn (OFM) Tue &/30/2026 12:19

‘@‘ <3 Reply ‘ %5 Reply All ‘ —>» Forward

Cc @ Quichocha, Anna (OFM); @ Smith, Elizabeth (OFM]); ' Harbour, Michael; ' Manza, Henry
@ Follow up. Start by Saturday, July 4, 2026. Due by Saturday, July 4, 2026,

Sick Leave Buyout Percentage - FY26.pdf o
P | 164 KB

Good afternoon, Evelyn,

We've completed our analysis for the sick leave buy-out liability and recommend a new actuarial adjustment factor for FY 2026 of 80%. This represents a 5% decrease from recent years due to updates in data and, more
notably, a change in Termination assumptions from our recently published 2019-2023 Demographic Experience Study.

This actuarial adjustment factor is intended to be used by OFM and applied to sick leave balances as of FY 2026 to satisfy GASE 1071 reporting requirements. The factor is not suitable for other types of leave and should
not be used for other purposes. This factor, or assumption, is appropriate to use for the state reporting as a whole; however, it may not be reasonable for smaller sub-groups.

FY 2026 is the second year OFM will report the sick leave buy-out liability under GASB 101 instead of GASE 16. Based on our understanding of GASE 101 and discussions with OFM, the standard did not alter our assumptions
or methods for determining the actuarial adjustment factor. (Mote that we intend to eliminate this disclosure in future updates.)

The remainder of this email outlines additional information, including professionally required disclosures, regarding our actuarial analysis.

o Data: We relied on summarized “cohorts” {or groups) of OFM data as of June 2026 (see attached). An audit was not performed on the data; however, we compared your data to a summary we receive from DRS in
preparing our actuarial valuations as well as reviewed annual trends and concluded that the OFM data reasonably represents state agency employees.

¢ Assumptions and Methodology: The actuarial adjustment factor is a weighted average approximation of the probahility that the average member, from each service-based cohort of data, will become eligible for
retirement. We multiply all sick leave hours provided in OFM's data by each cohort’s average hourly salary, and take 25% of that value as the assumed payout. We then weighted each cohort’s estimated dollarvalue
of sick leave by the respective probabilities to estimate a single actuarial adjustment factor. We relied on Microsoft Excel to prepare this analysis.

[=]

‘We relied on the Public Employees’ Retirement System (PERS) Plans 2/3 Termination assumptions, from our 2019-2023 Demographic Experience Study, to estimate these probabilities. These assumptions
were increased as part of this latest study based on higher observed levels of termination over roughly the past decade, meaning there is a reduced likelihood of reaching retirement eligibility, thus lowering
our actuarial adjustment factor.
*  We selected PERS 2/3 Termination rates because it is our understanding that a vast majority of state agency employees are in PERS, and noting that the few remaining active PERS 1 members are
already eligible for retirement.
= The OFM data does not contain information on plan membership, so we assumed a 75%/25% Plan 2/3 weighting consistent with approximate active PERS 2/3 counts in the 2024 Actuarial Valuation
Beport (AVR].
‘We previously reviewed the impact of including mortality and disability assumptions in our model, since those are other ways a member can leave employment and be eligible for this benefit. However,
we concluded it was immaterial to the high-level resulting actuarial adjustment factor and believe excluding these decrements is a reasonable approach.
When making our determination for the actuarial adjustment factor and rounding the results, we considered the current year’s OFM data, the uncertainty in actuarial assumptions, how our simplifying
methods may impact the analysis, and prior discussions with OFM.

s Certification: Michael T. Harbour, ASA, MAAA (Actuary for OSA) served as the reviewing and responsible actuary for this analysis. He is available to provide extra advice and explanations as needed. If you have any
questions, please let us know.

Amanda Dotlich | Actuarial Analyst
Pronouns (She/Her| | Phone 360.735.6143
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This =-mail, related attachmants, and any responss may be suljest to public disclosure under state law (Chapter 42.58 REW).




Attachment B: Estimated sick-leave buy-outs deposited in VEBA accounts

Purpose: To show the portion of sick leave contributed to the employee's VEBA account vs. paid directly to the
employee. Contributions to the VEBA account are not subject to Social Security and Medicare taxes.

Sum of Hours FY T
WT ~ |Wage Type Long Text ~ FY 20 FY 21 FY 22 FY 23 FY 24
=11310 Sick pay for all agys 4 637,423.07 4,296,969.99 5,064,139.20 4,967,596.06 5,312,490.23 Sick leave used for time off
='1394 VEBA Sick Payout 124,084,638 143,202.42 165,646.16 122,713.38 145,0859.18
=11395 Sick Payout Subj 22,918.89 25,248.46 268,276.17 25,821.16 26,408.93
Grand Total 4,834,426.64 4,465,420.87 5,256,001.53 5,116,136.60 5,483,983.39
Average
1310 Sick pay for all agys 97.0% 96.2% 96.3% 97.1% 96.9% 96.7%
1354 VEBA Sick Payout 2.6% 3.2% 3.2% 2.4% 2.6% 2.8%
1335 Sick Payout Subj 0.5% 0.6% 0.5% 0.5% 0.5% 0.5%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Payouts: S-Year Avg
1394 VEBA Sick Payout 84% 85% B86% 83% 85% 85%
1395 Sick Payout Subj 16% 15% 14% 17% 15% 15%
100% 100% 100% 100% 100% 100%

Data Source; HRMS Report on Sick Leave Usage

Document to be updated the first year of each biennium.




Attachment C: Salary-Related Payments

Social Security and Medicare
The rate as of June 30, 2026, is 7.65% (6.2% for Social Security and 1.45% for Medicare).

Source: https://www.irs.gov/taxtopics/tc751

Paid Family and Medical Leave Premiums

The rate in effect on June 30, 2026, is 0.323% [January 1, 2026, premium rate of 1.13% x (1-
0.7143 employee portion)].

Source: https://paidleave.wa.gov/estimate-your-paid-leave-payments/.
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