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May, 2003 

COLA SUMMARY

COLA PROGRAM – Hawaii 

·  COLA is currently frozen :

· Hawaii-16.5%


· Maui-23.75% 

· Oahu-25% 


· Kauai-23.25%

· COLA can go up or down, depending on relative changes in living costs

· COLA is not subject to federal income tax

· COLA does not count toward retirement

· OPM will establish COLA Advisory Committees in Hawaii in early 2004 and hold joint COLA Advisory Committee, Settlement Implementation Committee, Technical Advisory Committee meetings in Hawaii.  OPM will conduct COLA surveys in Hawaii in early 2004. 

· Oahu has a permanent non-price factor of 5 percentage points and the outer islands have a 7 percentage points for immeasurable and intangibles not captured by survey.  These points are added to the COLA survey results and increase the COLA rate by 5 percent and 7 percent. 

· COLA rates based on this 2004 survey will take effect sometime in 2005. [For all COLA areas, the new rates will take effect after the Pacific area survey is completed and its survey results are published.  The new rates will go into effect sometime in early 2005.]  

· COLA rates cannot decrease until at least 2005, and any reductions are limited to no more than 1 percentage point a year.

Legislative Concept – Converting COLA to Locality Pay -

The purpose of converting COLA to locality pay is (1) to eliminate the retirement inequity between Federal employees in the COLA areas and Federal employees in the 48 states and (2) to “freeze” our COLA at the highest rates possible for Postal Service employees.  As a result of not receiving locality pay, we lag behind our counterparts in the 48 states in basic pay by over ten percent.  As a consequence, the average employee’s annuity in the COLA area is at least $200 less, and managerial employees’ annuity is over $400 less. OPM believes the COLA Program should be phased out in favor of a market-oriented pay in the COLA area.  

The legislative concept would amend Title 5 and Title 38 of the United States Code on pay and provides the following:

· Freeze COLA areas as of date of enactment

· Discontinue COLA surveys

· For Non-Postal Service employees—

· Extend locality pay to COLA area

· In calculating the conversion to locality pay, offset the COLA rate by 65% of the locality pay percentage to protect take home pay

· Abolish the COLA program once all COLA rates reach zero

· For US Postal employees (because they do not receive locality pay)-Freeze and continue to pay COLA rate as of date of enactment

How the legislative concept could benefit employees in Hawaii:
· Hawaii would be included in the “Rest of the United States (RUS)” locality pay area.  

· Locality pay for Hawaii - 9.61% RUS rate (2003) 

· Estimated “new” COLA rates would be:

· Oahu    
17.84%


· Hawaii
 
10.02%

· Kauai

16.46%

· Maui

16.69%

The 9.61% locality pay + new COLA will exceed your current COLA rates.  You will pay federal income tax, Medicare tax, retirement contributions and/or TSP contributions on the 9.61% locality pay portion.

· Your basic pay would be increased by 9.61% allowing for an increase to your government pension benefits and for Social Security benefits. 

· Locality pay benefits both FERS and CSRS employees.

· Because of the slight increase of locality pay + “new” COLA rate, take home pay would be minimally reduced. This decrease in take home pay will be more if there is thrift savings plan contribution.

· There is no cap on the percentage of locality payment.  COLA is statutorily capped at 25 percent.

· Our current COLA rates are “frozen” because we were in the Safe Harbor Process and now under the settlement terms of the back pay COLA class action suit.

Once the new COLA surveys are completed in late 2004 and the results are in, the new rates will be implemented in early 2005.   

· Even though we made significant improvement to the methodology used to compare living costs between Alaska and the Washington, D.C. area, it is unlikely that the 2004 COLA index and the adding in of the non price factor will give Hawaii higher COLA rates.  We are projecting decreases for all islands.

· Maintaining a COLA program does not fix the retirement inequity for Federal employees in the COLA area.  COLA does not count toward retirement. 

· By freezing the COLA rates at the current highest rates possible, Postal employees would maintain the full amount of their current COLA.  Otherwise, as COLA is reduced in 2005 and a conversion takes place after 2005, Postal employees will permanently lose the percentage difference between their current “frozen” COLA rate and the COLA rate at conversion.

·  Agencies will have, if it is not already happening,  a recruitment and retention issue in the area.  Retention -- As employees near retirement, they will move to other jobs in the 48 states to maximize their retirement.  Recruitment -- current employees in the 48 states and applicants in the 48 states will not see Hawaii as a place to work because of retirement benefit differences and our high cost-of-living. 

What is status of Legislative Concept?

· Legislation has not been introduced into Congress.  We are at the discussion stage of sharing information with employees.  We have shared the proposal to convert COLA to locality pay with our senators’ staffs.

·  If there are a significant number of employees supporting this concept, it is hoped that legislation can be introduced in 2003 for an effective date of January 1, 2004.

· Until there is a law converting COLA to locality pay, we still have the COLA program and will be paid a COLA rate based on the surveys.  Also, we will still have a lower retirement than our Federal counterparts in the 48 states.
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