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ENGROSSED SUBSTI TUTE SENATE BI LL 5851

State of WAshi ngton 63rd Legislature 2013 Regul ar Session

By Senate Ways & Means (originally sponsored by Senators Bail ey,
H |1, and Baungart ner)

READ FI RST TI ME 03/ 01/ 13.

AN ACT Relating to creating a defined contribution retirenent plan
option for public enployees; anending RCW 41.04.440, 41.04. 445,
41.04. 450, 41.50.030, and 43.33A.190; reenacting and anending RCW
41.50.110; adding a new section to chapter 41.32 RCW adding a new
section to chapter 41.35 RCW adding a new section to chapter 41.37
RCW adding a new section to chapter 41.40 RCW adding a new section to
chapter 41.50 RCW adding a new chapter to Title 41 RCW creating new
sections; and providing an effective date.

BE | T ENACTED BY THE LEGQ SLATURE OF THE STATE OF WASHI NGTON:

PART |
SHORT TI TLE AND | NTENT

NEW SECTION. Sec. 101. This act may be known and cited as the
public enpl oyee defined contribution retirenent plan act.

NEW SECTION. Sec. 102. The legislature recognizes the need for
public enployees, public safety enployees, teachers, and school
enpl oyees, to have a secure and viable retirenent benefit, not only for
their own financial protection, but also so that public funds are spent
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prudently for their intended purpose. The |egislature also recognizes
the need for public enployers and taxpayers to have consistent and
predictable pension funding obligations in support of enployee
retirement benefits. Therefore, it is theintent of the legislature to
provide a defined contribution retirenment plan option for new public
enpl oyees, teachers, and school enployees that uses best practices of
defined contribution plans to provide opportunity and flexibility to
accrue a viable retirement benefit, while providing stable funding
requi renents for public enployers and taxpayers. These best practices
include mnimzing the investnent risk borne by the participants,
whet her through | ack of investnent know edge or |ack of access to the
full variety of investnent classes, and providing a distribution option
that woul d ensure participants do not outlive their savings.

PART 11|
RETI REMENT SYSTEM

NEW SECTION. Sec. 201. This chapter applies only to nmenbers of
the Washington public enployees' savings plan created under this
chapter.

NEW SECTION. Sec. 202. The definitions in this section apply
t hroughout this chapter unless the context clearly requires otherw se.

(1) "Accunul ated contributions”" nmeans the sum of all contributions
standing to the credit of a nenber in the nenber's individual account,
together with the earnings thereon.

(2)(a) "Conpensation earnable" neans sal aries or wages earned by a
menber during a payroll period for personal services, including
overtime paynents, and shall include wages and sal ari es deferred under
provi si ons established pursuant to sections 403(b), 414(h), and 457 of
the internal revenue code, but excludes nonnobney naintenance
conpensation and |lunp sumor other paynents for deferred annual sick
| eave, unused accunul ated vacation |eave, unused accunul ated annua

| eave, or any form of severance pay.

(b) "Conpensation earnable” also includes the foll owm ng actual or
i nput ed paynments, which are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
rei nstatenment of the enployee in a position, or paynents by an enpl oyer
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to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equivalent of the salary or wage which the
i ndi vidual would have earned during a payroll period is considered
conpensation earnable to the extent provided in this subsection (2),
and the individual shall receive the equival ent service;

(ii1) Assault pay only as authorized by RCW 27.04. 100, 72.01. 045,
and 72.09. 240;

(t1i1) Conpensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by RCW
41. 40. 038;

(1v) Conpensation that a nmenber receives due to participation in
the | eave sharing programonly as authorized by RCW 41. 04. 650 t hrough
41.04.670; and

(v) Conpensation that a nenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tine actually worked and the enpl oyer
requires the nenber to be prepared to report immedi ately for work, if
the need arises, although the need nay not ari se.

(3) "Departnment” means the departnent of retirenent systens created
in chapter 41.50 RCW

(4) "Director"” nmeans the director of the departnent.

(5) "Eligible position" means any position that neets the
definition of eligible position in chapters 41.32, 41.35, 41.37, and
41. 40 RCWshal|l be considered an eligible position under this chapter.

(6) "Enployee" or "enployed" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performnce of work.

The departnment shall adopt rules and interpret this subsection
consistent with comon | aw.
(7)(a) "Enpl oyer”™ neans every branch, depart nent, agency,

conmm ssion, board, and office of the state, and any political
subdi vi si on and nuni ci pal corporation of the state admtted into the
retirement system including school districts, educational service
districts, and public agencies created pursuant to RCW 35.63. 070,
36. 70. 060, and 39.34.030. Any enployer who is participating in the
retirement systens established in chapters 41.32, 41.35, 41.37, and
41.40 RCW on the effective date of this section is an enpl oyer under
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this chapter. Any entity that becones an enployer under chapters
41.32, 41.35, 41.37, and 41.40 RCW after the effective date of this
section is also an enpl oyer under this chapter.

(b) Except as otherwise specifically provided in this chapter,
"enpl oyer" does not include a governnent contractor. For purposes of
this subsection, a "governnent contractor” is any entity, including a

partnership, limted liability conpany, for-profit or nonprofit
corporation, or person, that provides services pursuant to a contract
with an enployer. The determ nation whether an enployer-enployee

rel ati onship has been established is not based on the relationship
bet ween a governnent contractor and an enpl oyer, but is based solely on
the relationship between a governnent contractor's enployee and an
enpl oyer under this chapter.

(8) "Ineligible position" nmeans any position that does not conform
with the requirenments set forth in subsection (5) of this section.

(9) "Leave of absence" neans the period of tinme a nenber is
aut horized by the enployer to be absent from service wthout being
separated fromnmenbership

(10) "Menber" neans any enpl oyee included in the nenbership of the
retirement system as provided for in section 204 of this act.

(11) "Menber account™ or "nenber's account” neans the sum of the
menber and enpl oyer contri butions and earni ngs on behalf of the nenber.
(12) "Regular interest" means the rate the director determ nes.

(13) "Retirenment system neans the Washington public enployees’
savings plan created in this chapter.

(14) "Separation from service" occurs when a person has term nated
all enploynent with an enpl oyer. Separation fromservice or enpl oynent
does not occur, and if clainmed by an enployer or enployee may be a
violation of RCW 41.40.055, when an enployee and enployer have a
witten or oral agreenment to resune enploynent with the sanme enpl oyer
fol |l ow ng term nation. Mer e expr essi ons or inquiries about
postretirenent enploynent by an enployer or enployee that do not
constitute a conmtnent to reenploy the enployee after retirenent are
not an agreenent under this subsection.

(15)(a) "Service" nmeans periods of enploynent by a nmenber in an
eligible position or positions for one or nore enployers for which
conpensation earnable is paid. Tinme spent in standby status, whether
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conpensated or not, IS not service. Educati onal enployees who are
conpensated for work in at |east nine nonths from Septenber to August
shal | be provided one year of service.

(b) Service in any state elective position is service.

(16) "State actuary" or "actuary" neans the person appointed
pursuant to RCW44. 44.010(2).

(17) "State elective position" nmeans any position held by any
person el ected or appointed to statewi de office or el ected or appointed
as a nmenber of the | egislature.

(18) "State treasurer”™ mnmeans the treasurer of the state of
Washi ngt on.

(19) "Substitute enpl oyee" neans any substitute enpl oyee as defined
in RCW 41.35.010 and any substitute teacher as defined in RCW
41. 32. 010.

(20) "Transferable plan" neans the plans 2 and plans 3 of the
retirement systens established under chapters 41.32, 41.34, 41.35,
41. 37, and 41.40 RCW

NEW SECTI ON. Sec. 203. A public enployees' savings plan is hereby
created for the enpl oyees of the state of Washington and its political
subdi vi sions. The adm nistration and managenent of the savings plan,
the responsibility for making effective the provisions of this chapter,
and the authority to make all rules and regul ati ons necessary therefor
are hereby vested in the departnent. Al such rules and regul ati ons
shall be governed by the provisions of chapter 34.05 RCW The
retirement system created in this chapter shall be known as the
Washi ngt on public enpl oyees' savings pl an.

NEW SECTION. Sec. 204. Menbership in the retirenment system
consi sts of:

(1) Al regularly conpensated enpl oyees, substitute enpl oyees, and
appoi ntive and el ective officials who:

(a) Are eligible for nmenbership in plan 2 or plan 3 of the
retirement systens established under chapters 41.32, 41.35, 41.37, or
41. 40 RCW

(b) First becone enployed by an enpl oyer on or after July 1, 2014;
and
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(c) Make a choice to becone a nenber of the system However, a
menber may not participate in another defined contribution retirenent
pl an or annuity retirenment plan which includes an enpl oyer contribution
for the sane period of enploynent with an enpl oyer

(2) Al regularly conpensat ed enpl oyees and appoi ntive and el ective
officials enployed by an enployer who first established service in a
transferable plan prior to July 1, 2014, and who nade an irrevocable
choice to transfer into the systemas provided in section 206 of this
act .

(3)(a) Al individuals who neet the requirenents of subsection (1)
of this section have a period of ninety days to make a choice to either
beconme a nenber of the public enployees' savings plan or to instead
elect to becone a nenber, if eligible, of plan 2 or plan 3 of a
retirement system established under chapters 41.32, 41.35, 41.37, and
41.40 RCW At the end of ninety days, if the individual has not nade
a choice of a retirenent plan, he or she becones a nenber of plan 3 of
the applicable retirement system or plan 2 of the retirement system
est abl i shed under chapter 41. 37 RCW

(b) For adm nistrative efficiency, until a nenber nmakes a choi ce or
beconres a plan 3 nenber by default, as provided in (a) of this
subsection, the nenber shall be reported to the departnent in plan 2 of
the state defined benefit retirement system listed in (a) of this
subsection for which they are eligible, with nenber and enployer
contributions. Upon becom ng a nenber of the public enpl oyees' savings
plan or of plan 3, all nenber and enpl oyer accunul ated contri butions

will be credited to the nenber's account in the public enployees’
savings plan, subject to the vesting requirenents in section 207 of
this act, or in the nenber's plan 3 defined contribution account. |If

t he individual becones a nenber of plan 3, all service credit shall be
transferred to the nenber's plan 3 defined benefit.

NEW __SECTI ON.  Sec. 205. Substitute enployees nmay establish
menbership and service in the plan under the provisions of RCW
41.32. 013 or 41. 35. 033.

NEW SECTI ON. Sec. 206. (1) Between January 1, 2015, and July 1,
2015, every nenber of a transferable plan enployed by an enpl oyer in an
eligible position has a one-tine option to transfer to the public
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enpl oyees' savings plan. Contributions to this plan shall begin the
first day of the pay cycle in which the enployee becones a nenber.
Menbers electing this option nust transfer service from each
transferable plan in which the nenber has established service credit.

(2) Service in each transferable plan for which a transferring
menber has established service credit will be transferred to the public
enpl oyees' savings plan on July 1, 2015. This service applies to the
eligibility for vesting in enployer matching contributions as provided
in section 207 of this act.

(3) Retirenment benefits in each transferable plan for which a
transferring nenber has established service credit will be transferred
to the public enployees' savings plan and credited to nenber accounts
in the public enployees' savings plan as follows:

(a) Plan 2 nenbers’ accunul ated contributions from each
transferable plan 2 will be transferred on July 1, 2015, including al
accrued interest as of the transfer date;

(b) Plan 3 nenbers' nenber accounts fromeach transferable plan 3
will be transferred on July 1, 2015;

(c) An additional transfer paynent fromeach transferable plan wll
be credited to qualified nenbers' accounts in the public enployees'
savings plan on July 1, 2017. The transfer paynent represents the
enpl oyer provided portion of the nmenber's accrued retirenent benefit
and is equal to the actuarial equivalent value of the nenber's accrued
retirement benefit on June 30, 2015, as determ ned by the director in
consultation with the state actuary, |ess any anounts transferred under
(a) of this subsection. In no event nmay the additional transfer
paynment result in a decrease in the value of a nenber's account;

(d) For purposes of determ ning the actuarial equival ent val ue of
the accrued benefit transferred under (c) of this subsection, the
departnent shall include both expected future salary increases and
expected future service credit for benefit eligibility purposes.
However, only service credit earned as of June 30, 2015, shall be used
to determne the portion of the present value of future benefits that
the transferring nenber has accrued at the date of the transfer;

(e) The additional transfer paynent provided under (c) of this
subsection nust be increased with regular interest, as determ ned by
the director, for the period of tinme between the transfer date and the
date of the additional transfer paynent;

p. 7 ESSB 5851
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(f) To qualify for the transfer paynent provided under (c) of this
subsection, a transferring nmenber nmust renmain enpl oyed by an enpl oyer
in an eligible position through July 1, 2017,

(g) Menbers and beneficiaries are fully vested in each anobunt
transferred under (a), (b), (c), and (e) of this subsection when the
amount is credited to the nenber's account in the public enployees’
savi ngs pl an.

(4) Menbers transferring to the public enployees' savings plan
forfeit all service and benefits from all transferable plans and may
not reestablish nmenbership in any transferabl e plan except as provided
in section 216 of this act.

(5) The departnent shall notify potentially eligible nmenbers of
their option to transfer to the public enployees' savings plan and
shall provide estimates of the anounts potentially available for
transfer to their menber accounts.

NEW SECTI ON. Sec. 207. (1) Except as provided in subsection (5)
of this section, a nenber shall contribute five percent of his or her
conpensation earnable until age thirty-five, and seven and one-half
percent thereafter.

(2) The enployer of a nmenber shall contribute to the nenber's
account an anount equal to eighty percent of the contributions made by
a menber.

(3) Menbers with less than five years of service are not vested in
enpl oyer contributions to nmenber accounts and the earnings on those
contributions. Once nenbers have attained five years of service, they
becone fully vested in the enployer contributions and the earnings on
those contri butions. Menbers do not have any right to receive enpl oyer
contributions or the earnings on those contributions in which they are
not vest ed.

(4) Contributions shall begin the first day of the pay cycle in
whi ch the enpl oyee becones a nenber.

(5) If required by the federal internal revenue service pursuant to
a private letter ruling issued pursuant to section 213 of this act, the
menber contribution rate for persons who transfer to the retirenent
pl an pursuant to section 206 of this act shall be identical to the
menber contribution rate they had i nmedi ately prior to transferring to

ESSB 5851 p. 8
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the retirenent plan. The enployers of those nenbers shall contribute
to those nenbers' accounts four percent of the nenber's conpensation
earnable until age thirty-five, and six percent thereafter.

NEW SECTION. Sec. 208. In addition to contributions nmde to
menbers' accounts, enployers shall make contributions to the unfunded
actuarial accrued liability in plan 1 of the teachers' retirenent
system and plan 1 of the public enployees' retirenent system as
fol | ows:

(1) School districts and educational service districts shal
contribute to plan 1 of the teachers' retirenent system the anounts
specified in RCW41. 45.060(8) (b) and (c) on earnabl e conpensation paid
to teachers as defined in RCW41. 32. 010.

(2) School districts and educational service districts shal
contribute to plan 1 of the public enployees' retirenent system the
anounts specified in RCW 41.45.060(6) (b) and (c) on earnable
conpensation paid to classified enployees as defined in RCW41. 35. 010.

(3) Enpl oyers other than school districts and educational service
districts shall contribute to plan 1 of the public enployees
retirement system the anmounts specified in RCW 41.45.060(6) (b) and

(c).

NEW SECTION. Sec. 209. (1) Menbers my self-direct their
investnments as set forth in section 210 of this act and RCW43. 33A. 190.
| f a nmenber does not select investnents, the nenber's account shall be
invested in the default investnent option of the retirenent strategy
fund that is closest to the retirement target date of the nenber.
"Retirement strategy fund" mneans one of several diversified asset
al l ocation portfolios managed by investnent advisors under contract to
the state investnent board. The asset m x of the portfolios adjusts
over time depending on a target retirenment date.

(2) The department shall adopt rules that will allow nenbers the
option to roll over noneys fromother tax qualified accounts into their
public enpl oyees' savings plan nenber account. This option is subject
to internal revenue service requirenents for favorable tax
qualification. The departnent is not required to allow all roll-overs
that may be perm tted under internal revenue service regul ations.

p. 9 ESSB 5851
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NEW SECTION. Sec. 210. (1) The state investnent board has the
full authority to invest all self-directed investnent noneys in
accordance with RCW43. 84. 150 and 43. 33A. 140, and cunul ati ve i nvest nent
directions received pursuant to section 209 of this act and this
section. In carrying out this authority the state investnent board,
after consultation with the departnent, shall provide a set of options
for menbers to choose fromfor self-directed investnent.

(2) Al investnent and operating costs of the state investnent
board associated with making self-directed i nvestnents shall be paid by
menbers and recovered under procedures agreed to by the departnent and
the state investnent board pursuant to the principles set forth in RCW
43. 33A. 160 and 43.84.160. All other expenses caused by self-directed
investnment shall be paid by the nenber in accordance with rules
established by the departnent. Wth the exception of these expenses,
all earnings from self-directed investnents shall accrue to the
menber' s account.

(3)(a)(i) The departnent shall keep or cause to be kept full and
adequat e accounts and records of each individual nenber's account. The
departnent shall account for and report on the investnent of defined
contribution assets or may enter into an agreenent wth the state
i nvest ment board for such accounting and reporting under this chapter.

(11) The departnent's duties related to individual nmenber accounts
i nclude conducting the activities of trade instruction, settlenent
activities, and direction of cash novenent and related wire transfers
with the custodi an bank and outsi de i nvestnent firns.

(ii1) The departnent has sole responsibility for contracting with
any recordkeepers for individual nenber accounts and shall manage the
performance of recordkeepers under those contracts.

(b) (i) The departnent's duties under (a)(ii) of this subsection do
not limt the authority of the state investnent board to conduct its
responsibilities for asset managenent and balancing of the defined
contribution funds.

(1i) The state investnent board has sole responsibility for
contracting wth outside investnent firns to provide investnent
managenent for the defined contribution funds and shall nanage the
performance of investnent managers under those contracts.

(c) The state treasurer shall designate and define the terns of
engagenent for the custodial banks.

ESSB 5851 p. 10
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NEW SECTION.  Sec. 211. (1) If the nenber term nates enploynent,
the bal ance in the nenber's account may be distributed in accordance
with an option selected by the nenber either as a | unp sum or pursuant
to other options authorized by the departnment. A distribution fromthe
menber account shall not result in loss of service for purposes of
vesting in enployer contributions under section 207 of this act.

(2) If the nenber dies while in service, the balance of the
menber's account may be distributed in accordance with an option
selected by the nenber either as a lunp sum or pursuant to other
options authorized by the departnent. The distributionis as foll ows:

(a) The distribution shall be made to the person or persons the
menber nom nated by witten designation duly executed and filed wth
t he departnent;

(b) If there is no designated person or persons still living at the
time of the nmenber's death, the bal ance of the nenber's account in the
retirement systemshall be paid to the nenber's surviving spouse as if
in fact the spouse had been nom nated by witten designation;

(c) If there is no surviving spouse, then to the person or persons,
trust, or organization as the nenber has nomnated by witten
desi gnation duly executed and filed with the departnent; or

(d) If there is no designated person or persons still living at the
time of the menber's death, then to the nmenber's | egal representatives.

(3) The distribution under subsections (1) and (2) of this section
is |less:

(a) Any anount identified as owng to an obligee upon w thdrawal
pursuant to a court order filed under RCW41.50.670; and

(b) Any enployer contributions and the earnings on those
contributions in which the nmenber is not vested as provided for in
section 207 of this act.

(4) Upon any distribution froma nenber account under this section,
any enpl oyer contributions and the earnings on those contributions in
whi ch the nenber is not vested as provided for in section 207 of this
act are forfeited by the nenber. Amounts forfeited under this
subsection will be credited, under rules devel oped by the departnent,
to the enpl oyers that nmade the contributions.

(5) The departnent, in consultation with the state investnent
board, shall adopt rules providing nenbers and survivors an option to

p. 11 ESSB 5851
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purchase, using funds in the nenber's account, an annuity from a
state-adm nistered fund. The offering of this option is subject to
favorabl e tax determ nation by the internal revenue service.

NEW SECTION.  Sec. 212. (1) Subject to subsections (2) and (3) of
this section, the right of a person to an annuity or any other right
accrued or accruing to any person under the provisions of this chapter,
the various funds created by this chapter, and all noneys and
i nvestnments and incone thereof, are hereby exenpt from any state,
county, nmunicipal, or other local tax, and is not subject to execution,
garni shnent, attachnent, the operation of bankruptcy or insolvency
| aws, or other process of |aw whatsoever, whether the sane be in actua
possession of the person or be deposited or |oaned and shall be
unassi gnabl e.

(2)(a) This section does not prohibit a beneficiary of an annuity
from aut hori zing deductions therefromfor paynent of prem uns due on
any group insurance policy or plan issued for the benefit of a group
conprised of public enployees of the state of Wshington or its
political subdivisions and which has been approved for deduction in
accordance with rules that may be adopted by the state health care
authority and/or the departnent. This section does not prohibit a
beneficiary of an annuity from authorizing deductions therefrom for
paynment of dues and ot her nmenbership fees to any retirenent association
or organi zation the nmenbership of which is conposed of retired public
enpl oyees, if a total of three hundred or nore of such retired
enpl oyees have authorized such deduction for paynent to the sane
retirement association or organization.

(b) This section does not prohibit a beneficiary of an annuity from
aut hori zi ng deductions from that all owance for charitable purposes on
the sanme terns as enpl oyees and public officers under RCW 41. 04. 035 and
41. 04. 036.

(3) Subsection (1) of this section does not prohibit the departnent
from conplying with (a) a wage assignnment order for child support
i ssued pursuant to chapter 26.18 RCW (b) an order to w thhold and
deliver issued pursuant to chapter 74. 20A RCW (c) a notice of payrol
deduction issued pursuant to RCW 26.23.060, (d) a mandatory benefits
assi gnment order issued by the departnent, (e) a court order directing
the departnent of retirenment systens to pay benefits directly to an
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obl i gee under a dissolution order as defined in RCW41.50.500(3) which
fully conplies with RCW 41.50.670 and 41.50.700, wor (f) any
adm nistrative or court order expressly authorized by federal |aw

NEW SECTION.  Sec. 213. (1) The retirenment plan created by this
chapter nust be adm nistered so as to conply with the internal revenue
code, Title 26 US. C, and specifically wth plan qualification
requi renents inposed on governnental plans by section 401(a) of the
internal revenue code. The departnent shall submt a request for a
private letter ruling to the federal internal revenue service to
confirm that permtting persons who transfer to the retirenment plan
pursuant to section 206 of this act to nake contributions at the rates
provided in section 207(1) of this act, wll not prevent the retirenent
plan frombeing a qualified plan.

(2) Any section or provision of this chapter which is susceptible
to nore than one construction nust be interpreted in favor of the
construction nost likely to satisfy requirenents inposed by section
401(a) of the internal revenue code.

(3) If any section or provision of this chapter is found to be in
conflict with the plan qualification requirenents for governmnental
pl ans in section 401(a) of the internal revenue code, the conflicting
part of this chapter is hereby inoperative solely to the extent of the
conflict, and such finding does not affect the operation of the
remai nder of this chapter.

NEW SECTI ON. Sec. 214. (1) A state board, conmm ssion, or agency,
or any officer, enployee, or nenber thereof, is not liable for any | oss
or deficiency resulting fromnmenber investnents selected or required
pursuant to section 210 (1) or (3) of this act.

(2) Neither the departnent, nor director or any enployee, nor the
state investnent board, nor any officer, enployee, or nenber thereof,
is liable for any |l oss or deficiency resulting froma nenber investnent
in the default option pursuant to section 209 of this act or reasonable
efforts to inplenment investnent directions pursuant to section 210 (1)
or (3) of this act.

(3) The state investnent board, or any officer, enployee, or nenber
thereof, is not liable with respect to any declared unit val uations or
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crediting of rates of return, or any other exercise of powers or
duties, including discretion, under section 210(2) of this act.

(4) The departnent, or any officer or enployee thereof, is not
liable for crediting rates of return which are consistent with the
state investnent board's declaration of unit valuations pursuant to
section 210(2) of this act.

NEW SECTION. Sec. 215. For the purposes of this chapter, the
terms spouse, nmarriage, marital, husband, wi fe, w dow, w dower, next of
kin, and fam |y apply equally to state regi stered donestic partnerships
or individuals in state registered donestic partnerships as well as to
marital relationships and married persons, and references to
dissolution of marriage apply equally to state registered donestic
partnershi ps that have been term nated, dissolved, or invalidated, to
the extent that such interpretation does not conflict with federal |aw.
When necessary to i nplenent chapter 521, Laws of 2009, gender-specific
ternms such as husband and wife used in any statute, rule, or other |aw
are gender neutral, and applicable to individuals in state registered
donesti c partnershi ps.

NEW SECTION. Sec. 216. A person who has nmade an election to
beconme a nmenber of the public enployees' savings plan may, if otherw se
eligible, elect to transfer to menbership in plan 3 of a retirenent
system est abl i shed under chapter 41.32, 41.35, 41.37, or 41.40 RCW A
person who transfers nenbership under this section nay establish
service credit in the applicable plan 3 for periods of time in the
public enployees' savings plan by making paynent for the actuari al
val ue of the service credit pursuant to RCW41. 50. 165.

NEW SECTION. Sec. 217. Sections 201 through 216 of this act
constitute a new chapter in Title 41 RCW

PART 111
CHANCES TO EXI STI NG RETI REMENT SYSTEMS

Sec. 301. RCW 41. 04. 440 and 2007 ¢ 492 s 3 are each anended to

read as foll ows:
(1) The sol e purpose of RCWA41.04. 445 and 41.04.450 is to allowthe
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menbers of the retirenment systens created in chapters 2.10, 2.12,
41.26, 41.32, 41.35, 41.37, 41.40, 41.34, 41.---_ (the_new_ chapter
created in_section 217 of this act), and 43.43 RCWto enjoy the tax
deferral benefits all owed under 26 U.S.C. 414(h). Chapter 227, Laws of
1984 does not alter in any manner the provisions of RCW 41.45. 060,
41.45. 061, and 41.45.067 which require that the nenber contribution
rates shall be set so as to provide fifty percent of the cost of the
respective retirenent plans.

(2) Should the legislature revoke any benefit allowed under 26
US. C 414(h), no affected enployee shall be entitled thereafter to
recei ve such benefit as a matter of contractual right.

Sec. 302. RCW41.04.445 and 2007 ¢ 492 s 4 are each anmended to
read as foll ows:

(1) This section applies to all nenbers who are:

(a) Judges under the retirenent system established under chapter
2.10, 2.12, or 2.14 RCW

(b) Enpl oyees of the state under the retirenent systemestablished
by chapter 41.32, 41.37, 41.40, 41.---_ (the_ new chapter created_in
section 217 of this act), or 43.43 RCW

(c) Enployees of school districts under the retirenent system
establ i shed by chapter 41.32 ((e+)), 41.40, or 41.--- (the new chapter
created in section 217 of this act) RCW except for substitute teachers
as defined by RCW41. 32. 010;

(d) Enpl oyees of educational service districts under the retirenent
system est abl i shed by chapter 41.32 ((e+)), 41.40, or 41.--- (the new
chapter created in section 217 of this act) RCW or

(e) Enployees of community college districts under the retirenent
system est abl i shed by chapter 41.32 ((e+)), 41.40, or 41.--- (the new
chapter created in section 217 of this act) RCW

(2) Only for conpensation earned after the effective date of the
i npl enentation of this section and as provi ded by section 414(h) of the
federal internal revenue code, the enployer of all the nenbers
specified in subsection (1) of this section shall pick up only those
menber contributions as required under:

(a) RCW2.10.090(1);

(b) RCW2.12.060;

(c) RCW2.14.090;
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(d) RCWA41. 32. 263;

(e) RCWA41. 32. 350;

(f) RCWA41.40.330 (1) and (3);

(g) RCWA41.45.061 and 41. 45. 067;

(h) RCW41.34.070; and

(1) ((REW-43-43-300—and

1)) RCW41. 34. 040.

(3) Only for the purposes of federal incone taxation, the gross
i ncone of the nmenber shall be reduced by the anount of the contribution
to the respective retirenment systempicked up by the enpl oyer.

(4) Al nmenmber contributions to the respective retirenment system
pi cked up by the enpl oyer as provided by this section, plus the accrued
interest earned thereon, shall be paid to the nenber upon the
w t hdrawal of funds or |unp sumpaynent of accumul ated contri butions as
provi ded under the provisions of the retirenent systens.

(5) At least forty-five days prior to inplenmenting this section
t he enpl oyer shall provide:

(a) A conplete explanation of the effects of this section to al
menbers; and

(b) Notification of such inplementation to the director of the
departnent of retirenment systens.

Sec. 303. RCW41.04.450 and 2007 ¢ 492 s 5 are each anmended to
read as foll ows:

(1) Enployers of those nenbers under chapters 41.26, 41.34, 41. 35,
41.37, 41.--- (the new chapter created in section 217 of this act), and
41.40 RCW who are not specified in RCW 41.04.445 may choose to
i npl enent the enployer pick up of all nmenber contributions wthout
exception under RCW 41.26.080(1)(a), 41. 26. 450, 41. 40. 330( 1),
41. 45. 060, 41.45.061, and 41.45.067 and chapters 41.34, and 41.--- (the
new chapter created in section 217 of this act) RCW If the enpl oyer
does so choose, the enployer and nenbers shall be subject to the
conditions and limtations of RCW 41.04.445 (3), (4), and (5) and
41. 04. 455.

(2) An enpl oyer exercising the option under this section may | ater
choose to withdraw from and/or reestablish the enployer pick up of
menber contributions only once in a cal endar year following forty-five
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days prior notice to the director of the departnment of retirenent
syst ens.

NEW SECTION.  Sec. 304. A new section is added to chapter 41.32
RCW under the subchapter heading "plan 3" to read as foll ows:

(1) Al teachers who first becone enployed by an enployer in an
eligible position on or after July 1, 2014, mnust nmake a choice to
beconmre a nenber of either the teacher's retirenent system or the
public enpl oyees' savings plan established under chapter 41.--- RCW
(the new chapter created in section 217 of this act). At the end of
ninety days, if the enpl oyee has not nade a choice, he or she becones
a nmenber of plan 3 of the teachers' retirenment system

(2) For admnistrative efficiency, until a nenber nmakes a choice or
becones a plan 3 nenber by default, as provided in subsection (1) of
this section, the nenber shall be reported to the departnent in plan 2
of the state defined benefit retirenment systemlisted in subsection (1)
of this section for which they are eligible, with nmenber and enpl oyer
contributions. Upon becom ng a nenber of the public enpl oyees' savings
pl an or plan 3, all nenber and enpl oyer accunul ated contri buti ons shall
be credited to the nmenber's account in the public enployees' savings
pl an, subject to the vesting requirenents in section 207 of this act,
or in the menber's plan 3 defined contribution account. Upon becom ng
a nmenber of plan 3 all service credit shall be transferred to the
menber's plan 3 defined benefit.

NEW SECTION. Sec. 305. A new section is added to chapter 41.35
RCW under the subchapter heading "plan 3" to read as foll ows:

(1) Al «classified enployees who first becone enployed by an
enployer in an eligible position on or after July 1, 2014, nust nake a
choice to becone a nenber of either the school enployees' retirenent
system or the public enployees' savings plan established under chapter
41.--- RCW (the new chapter created in section 217 of this act). At
the end of ninety days, if the enployee has not nade a choice, he or
she becones a nenber of plan 3 of the school enployees' retirenent
system

(2) For adm nistrative efficiency, until a nenber nmakes a choice or
beconmes a plan 3 nenber by default, as provided in subsection (1) of
this section, the nenber shall be reported to the departnent in plan 2

p. 17 ESSB 5851
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of the state defined benefit retirenment systemlisted in subsection (1)
of this section for which they are eligible, with nmenber and enpl oyer
contributions. Upon becom ng a nenber of the public enployees' savings
pl an or plan 3, all nenber and enpl oyer accunul ated contri buti ons shall
be credited to the nmenber's account in the public enployees' savings
pl an, subject to the vesting requirenents in section 207 of this act,
or in the menber's plan 3 defined contribution account. Upon becom ng
a nmenber of plan 3 all service credit shall be transferred to the
menber's plan 3 defined benefit.

NEW SECTION. Sec. 306. A new section is added to chapter 41.37
RCWto read as foll ows:

(1) Al public safety enployees who first becone enployed by an
enployer in an eligible position on or after July 1, 2014, nust nake a
choice to becone a nenber of either the public safety enployees’
retirenment system or the public enployees' savings plan established
under chapter 41.--- RCW (the new chapter created in section 217 of
this act). At the end of ninety days, if the enployee has not nade a
choice, he or she becones a nenber of plan 2 of the school enpl oyees
retirenment system

(2) For admnistrative efficiency, until a nenber nmakes a choice or
becones a plan 2 nenber by default, as provided in subsection (1) of
this section, the nenber shall be reported to the departnent in plan 2
of the state defined benefit retirenent systemlisted in subsection (1)
of this section for which they are eligible, with nmenber and enpl oyer
contributions. Upon becom ng a nenber of the public enployees' savings
plan, all nenber and enployer accunulated contributions shall be
credited to the menber's account in the public enployees' savings pl an,
subject to the vesting requirenents in section 207 of this act.

NEW SECTION. Sec. 307. A new section is added to chapter 41.40
RCW under the subchapter heading "plan 3" to read as foll ows:

(1) Al enployees who first becone enployed by an enployer in an
eligible position on or after July 1, 2014, must nmake a choice to
become a nenber of either the public enployees' retirenment system or
t he public enpl oyees' savings plan established under chapter 41.--- RCW
(the new chapter created in section 217 of this act). At the end of
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ni nety days, if the enpl oyee has not nmade a choice, he or she becones
a nenber of plan 3 of the public enployees' retirenent system

(2) For adm nistrative efficiency, until a nenber nmakes a choice or
beconmes a plan 3 nenber by default, as provided in subsection (1) of
this section, the nenber shall be reported to the departnent in plan 2
of the state defined benefit retirenment systemlisted in subsection (1)
of this section for which they are eligible, with nmenber and enpl oyer
contributions. Upon becom ng a nenber of the public enpl oyees' savings
pl an or plan 3, all nenber and enpl oyer accunul ated contri buti ons shall
be credited to the nenber's account in the public enployees' savings
pl an, subject to the vesting requirenents in section 207 of this act,
or in the menber's plan 3 defined contribution account. Upon becom ng
a nmenber of plan 3 all service credit shall be transferred to the
menber's plan 3 defined benefit.

NEW SECTION. Sec. 308. A new section is added to chapter 41.50
RCWto read as foll ows:

| f the departnment determ nes that due to enpl oyer error a nenber of
the public enployees' savings plan has suffered a | oss of investnent
return, the enployer shall pay the departnent for credit to the
menber's account the anpunt determ ned by the departnent as necessary
to correct the error.

Sec. 309. RCW 41.50.030 and 2011 1st sp.s. ¢ 47 s 20 are each
anmended to read as foll ows:

(1) As soon as possible but not nore than one hundred and eighty
days after March 19, 1976, there is transferred to the departnent of
retirement systens, except as otherw se provided in this chapter, al
powers, duties, and functions of:

(a) The Washi ngton public enployees' retirenent system

(b) The Washi ngton state teachers' retirenment system

(c) The Washington |aw enforcenent officers' and firefighters'
retirenment system

(d) The Washington state patrol retirenment system

(e) The Washington judicial retirenent system and

(f) The state treasurer with respect to the adm nistration of the
judges' retirenent fund i nposed pursuant to chapter 2.12 RCW
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(2) On July 1, 1996, there is transferred to the departnent al
powers, duties, and functions of the deferred conpensation commttee.

(3) The departnent shall adm nister chapter 41. 34 RCW

(4) The departnment shall adm nister the Wshington schoo
enpl oyees' retirenent systemcreated under chapter 41.35 RCW

(5) The departnent shall adm nister the Washington public safety
enpl oyees' retirenent systemcreated under chapter 41. 37 RCW

(6) The departnment shall admnister the collection of enployer
contributions and initial prefunding of the higher education retirenent
pl an supplenmental benefits, also referred to as the annuity or
retirement inconme plans created under chapter 28B. 10 RCW

(7)  The departnent shall adm nister the Washington public
enpl oyees' savings plan created in chapter 41.--- RCW (the new chapter
created in section 217 of this act).

Sec. 310. RCW41.50.110 and 2011 1st sp.s. ¢ 50 s 936 and 2011 1st
Sp.s. ¢ 47 s 22 are each reenacted and anended to read as foll ows:

(1) Except as provided by RCW41.50. 255 and subsection (6) of this
section, all expenses of the admnistration of the departnent, the
expenses of adm nistration of the retirenent systens, and the expenses
of the admnistration of the office of the state actuary created in
chapters 2.10, 2.12, 28B.10, 41.26, 41.32, 41.40, 41.34, 41.35, 41. 37,
41.--- (the new chapter created in section 217 of this act), 43.43, and
44. 44 RCW shall be paid from the departnent of retirenent systens
expense fund.

(2) In order to reinburse the departnment of retirenent systens
expense fund on an equitable basis the departnent shall ascertain and
report to each enployer, as defined in RCW 28B.10.400, 41.26.030,
41. 32. 010, 41.35.010, 41.37.010, section 202 of this act, or 41.40.010,
the sum necessary to defray its proportional share of the entire
expense of the admnistration of the retirement system that the
enpl oyer participates in during the ensuing biennium or fiscal year
whi chever may be required. Such sumis to be conputed in an anpunt
directly proportional to the estimted entire expense of the
admnistration as the ratio of nonthly salaries of the enployer's
menbers bears to the total salaries of all nenbers in the entire
system It shall then be the duty of all such enployers to include in
their budgets or otherw se provide the anounts so required.
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(3) The departnent shall conpute and bill each enpl oyer, as defined
in RCW 28B. 10. 400, 41.26.030, 41.32.010, 41.35.010, 41.37.010, section
202 of this act, or 41.40.010, at the end of each nonth for the anobunt
due for that nonth to the departnment of retirenent systens expense fund
and the sanme shall be paid as are its other obligations. Such
conputation as to each enpl oyer shall be nmade on a percentage rate of
sal ary established by the departnent. However, the departnent nmay at
its discretion establish a system of billing based upon cal endar year
guarters in which event the said billing shall be at the end of each
such quarter

(4) The director nay adjust the expense fund contribution rate for
each system at any tine when necessary to reflect unanticipated costs
or savings in adm nistering the departnent.

(5) An enployer who fails to submit tinely and accurate reports to
the departnent nay be assessed an additional fee related to the
i ncreased costs incurred by the departnent in processing the deficient
reports. Fees paid under this subsection shall be deposited in the
retirenment systemexpense fund.

(a) Every six nonths the departnent shall determ ne the anount of
an enployer's fee by reviewwng the tineliness and accuracy of the
reports submtted by the enployer in the preceding six nonths. | f
those reports were not both tinely and accurate the departnent may
prospectively assess an additional fee under this subsection.

(b) An additional fee assessed by the departnent wunder this
subsection shall not exceed fifty percent of the standard fee.

(c) The departnent shall adopt rules inplenenting this section.

(6) Expenses other than those under RCW 41. 34.060((£3)})) (4) shal
be paid pursuant to subsection (1) of this section.

(7) During the 2009-2011 and 2011-2013 fiscal biennia, the
| egislature may transfer from the departnment of retirenent systens'
expense fund to the state general fund such anobunts as reflect the
excess fund bal ance of the fund.

Sec. 311. RCW43.33A.190 and 2000 c¢ 247 s 701 are each anended to
read as foll ows:

Pursuant to RCW41.34.130 and section 210 of this act, the state
i nvest ment board shall invest all self-directed i nvestnent noneys under
the public_enployees' savings plan, the teachers' retirement system
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plan 3, the school enployees' retirenent systemplan 3, and the public
enpl oyees' retirenment system plan 3 with full power to establish
i nvestment policy, devel op i nvestnent options, and nmanage sel f-directed
i nvest ment funds.

PART |V
ADDI TI ONAL PROVI SI ONS

NEW SECTI ON. Sec. 401. This act takes effect July 1, 2014.

NEW SECTI ON. Sec. 402. The benefits provided pursuant to this act
are not provided to enpl oyees as a matter of contractual right prior to
July 1, 2014. The legislature retains the right to alter or abolish
t hese benefits at any tinme prior to July 1, 2014.

~-- END ---
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