PRINTER S NO. 449

THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 385 %5

| NTRODUCED BY PETRI, BARRAR, BEYER, BOYD, CAPPELLI, CLYMER,
GALLOWMAY, GODSHALL, HENNESSEY, HERSHEY, H CKERNELL, HORNAMAN,
HUTCHI NSON, Ml LHATTAN, MJSTI O, RAPP, REED, REI CHLEY,
SCHRCODER, STERN, SWANGER, VEREB, YOUNGBLOOD AND PI CKETT,
FEBRUARY 13, 2007

REFERRED TO COW TTEE ON FI NANCE, FEBRUARY 13, 2007
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AN ACT
Amrending Title 24 (Education) of the Pennsylvani a Consol i dated

Statutes, further providing for definitions and for mandatory

and optional nenbership; and providing for the Public School

Enpl oyees' Optional Retirenment Program

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. Section 8102 of Title 24 of the Pennsylvani a
Consolidated Statutes is anmended by adding a definition to read:
§ 8102. Definitions.

The foll ow ng words and phrases when used in this part shal
have, unless the context clearly indicates otherw se, the
meani ngs given to themin this section:

* * %

"Public School Enployees' Optional Retirenent Program" The

alternative defined contribution retirenent program establi shed

under Ch. 85 Subch. D (relating to Public School Enpl oyees'

Opti onal Retirenment Program




1 * x *
2 Section 2. Section 8301 of Title 24 is amended to read:

3 8§ 8301. Mandatory and optional menbership.

4 (a) Mandatory nenbership.--Menbership in the systemshall be
5 mandatory as of the effective date of enploynent for all school
6 enpl oyees except the follow ng:

7 (1) Any officer or enployee of the Departnent of

8 Educati on, State-owned educational institutions, community

9 col | eges, area vocational -techni cal schools, technical

10 institutes, or the Pennsylvania State University and who is a
11 menber of the State Enpl oyees' Retirement System or a nenber
12 of another retirenment program approved by the enpl oyer.

13 (2) Any school enployee who is enployed on a per diem or
14 hourly basis for less than 80 full-day sessions or 500 hours
15 in any fiscal year or annuitant who returns to school service
16 under the provisions of section 8346(b) (relating to

17 term nation of annuities).

18 (3) Any officer or enployee of a governnental entity who
19 subsequent to Decenber 22, 1965 and prior to July 1, 1975

20 adm ni sters, supervises, or teaches classes financed wholly
21 or in part by the Federal Governnent so | ong as he continues
22 in such service.

23 (4) Any part-tinme school enployee who has an i ndivi dual
24 retirement account pursuant to the Federal act of Septenber
25 2, 1974 (Public Law 93-406, 88 Stat. 829), known as the

26 Enpl oyee Retirenent Incone Security Act of 1974.

27 (5) _Any person who becones a school enployee on or_after
28 January 1, 2007, and who elects to participate in the Public
29 School Enpl oyees' Optional Retirenent Program under Ch. 85

30 Subch. D (relating to Public School Enployees' Optional
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Retirenment Program

(b) Prohibited nenbership.--The school enpl oyees categorized
in subsection (a)(1) [and], (2) and (5) shall not have the right
to elect nmenbership in the system

(c) Optional nenbership.--The school enpl oyees categorized
in subsection (a)(3) and, if otherw se eligible, subsection
(a)(4) shall have the right to elect nmenbership in the system
Once such election is exercised, nmenbership shall comrence from
the original date of eligibility and shall continue until the
term nation of such service.

Section 3. Chapter 85 of Title 24 is anmended by adding a

subchapter to read:

SUBCHAPTER D

PUBLI C SCHOOL ENMPLOYEES' OPTI ONAL RETI REMENT PROGRAM

Sec.

8541. Definitions.

8542. Publ i ¢ School Enpl oyees' Optional Retirement Program

8543. Powers and duti es of board.

8544. Taxati on.

8545. | nvest mnents and expenses.
8546. Trust.
8547. | nvest ment s.

8548. Parti ci pant contri buti ons.

8549. Enpl oyer contri buti ons.

8550. Vesti ng.

§ 8541. Definitions.

The foll owi ng words and phrases when used in this subchapter

shal|l have the neanings given to themin this section unless the

context clearly indicates ot herw se:

"Participant." A qualified enpl oyee who el ects to
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participate in the Public School Enpl oyees' Optional Retirenent

Program in |lieu of becom ng a nenber of the system

"Program " The Public School Enpl oyees' Optional Retirenent

"Qualified enployee." Any individual who becones a school

enpl oyee on or after January 1, 2007, and who is not a nenber of

the system or a school enpl oyee categorized in section

8301(a)(1) or (2) (relating to mandatory and opti onal

menber shi p).

"Trust fund." The trust created under section 8546 (rel ating

to trust) to hold the assets of the programin trust for the

excl usi ve benefit of the programis partici pants and

beneficiaries, and for the paynent of reasonabl e expenses of the

programin accordance with section 8545 (relating to i nvestnents

and expenses) and | RC § 401.

8§ 8542. Publ i ¢ School Enpl oyees' Optional Retirement Program

The board shall establish and adm ni ster an opti onal defi ned

contribution retirenent programto be known as the Public School

Enpl oyees' Optional Retirenent Program under which retirenent

benefits will be provided for qualified enpl oyees who el ect to

participate in the programin |lieu of nenbership in the system

The benefits to be provided for or on behalf of participants in

the program shall be provided through partici pant-directed

i nvestnents, in accordance with IRC 8 401(a). Partici pants and

enpl oyers shall contribute to the programin accordance w th

sections 8548 (relating to partici pant contri buti ons) and 8549

(relating to enpl oyer contri buti ons).

8§ 8543. Powers and duti es of board.

In order to establish and adnmi ni ster the program the powers

and duties of the board shall include all of the foll ow ng:
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(1) Entering into witten agreenents with financial or

ot her organi zati ons to adm ni ster the program for

partici pants and to i nvest funds held pursuant to the

program The program and any witten agreenent shall conply

with the IRC, including the plan qualification requirenents

i nposed on governnmental plans under | RC § 401(a).

(2) Establishing procedures whereby qualified enpl oyees

may elect to participate in the program and partici pants nay

change their investnent choices on a periodic basis, as

deterni ned by the board, which shall not be | ess frequently

than quarterly.

(3) Arranging for a deduction fromthe conpensati on of

partici pants of enpl oyee contri butions to the program

(4) Establishing standards or criteria for selection by

the board of the financial institutions, insurance conpani es

or other organi zati ons that may be qualified as nmanagers, on

behal f of the board, of funds accunul ated under the program

on behal f of any parti ci pant.

(5) Establishing standards and criteria for the

providing of options to qualified enpl oyees and partici pants

concerni ng the nethod of investing anbunts accunul at ed under

the programif the options include a diversified m x of | ow

cost investnent products that span the risk-return spectrum

(6) Establishing standards and criteria for informng

qual i fi ed enpl oyees and partici pants of specific options

offered by qualified nanagers.

(7) Designing a conprehensive, bal anced and i nparti al

educati onal programto assist qualified enpl oyees and

partici pants in their choice of investnent options under the

program which shall include retirenent planni ng educati on
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1 and financial planning guidance on matters such as investnent
2 diversification, investnent risks, investnent costs and asset
3 al | ocati on.

4 (8) Establishing standards and criteria for the

5 disclosure to qualified enployees and participants of the

6 antici pated and actual incone attributable to the anpunts,

7 property and rights and all fees, costs and charges to be

8 made agai nst the anpunts accunul ated to cover the costs of

9 adm ni stering and managi ng the funds.

10 (9) Establishing processes for election to participate
11 in the program The election period shall begin on the date
12 t hat an individual becones a qualified enployee and shall end
13 90 days fromthat date.

14 (10) Perform ng an annual review of any qualified fund
15 manager for the purpose of making certain it continues to

16 neet all standards and criteria established.

17 (11) Establishing procedures whereby any participant nay
18 do one of the follow ng:

19 (i) Wthdraw accunul ated anmpunts in cases of
20 financial hardship or separation of a participant from
21 school service or as otherwi se pernmtted under the IRC
22 (ii) Dispose of a participant's account pursuant to
23 a donestic relations order unless in conflict with the
24 IRC._
25 (12) Administering the programin conpliance with the
26 IRC.
27 (13) Pronulgating regulations necessary to adm nister
28 t hi s subchapter
29 § 8544. Taxation.
30 Al _anmpbunts deferred under the programshall constitute
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t axabl e i ncone for purposes of the act of March 4, 1971 (P.L.86,

No. 2), known as the Tax Reform Code of 1971, and shal

constitute taxable incone for State and | ocal earned i ncone

8§ 8545. | nvest ments and expenses.

The board shall not be responsi ble for any i nvestnent | oss

incurred in the programor for failure of any investnent to earn

any specific or expected return or to earn as nuch as any other

i nvest nent opportunity, whether or not the other investnent

opportunity was offered to participants in the program The

expenses arising fromallow ng qualified enpl oyees to elect to

participate in the program and partici pants to choose a fund

manager, deduct from conpensati on amounts contri buted under the

program and transfer to the fund manager anpunts so deducted

shall be borne by the board. Al other expenses arising fromthe

admi ni stration of the program shall be assessed agai nst the

accounts created on behalf of participants either by the fund

managers or by the board.

§ 8546. Trust.

(a) Establishnent.--All assets and incone that have been or

shall be withheld by the enpl oyer in accordance with this

subchapter shall be held in trust in any fundi ng vehicle

permitted by applicable provisions of the | RC for the excl usive

benefit of the progranmis participants and their beneficiaries

until the tinme when the funds are distributed to the partici pant

or the participant's beneficiary in accordance with the terns of

t he agreenent between the partici pant and the board. Al such

assets and i ncome withheld by the enpl oyer shall be held in

trust as set forth in this subsection in a special fund created

within the State Treasury of which the State Treasurer shall be
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cust odi an.

(b) Menbers.--The nmenbers of the board shall be the trustees

of the trust established under this subchapter.

(c) Attachnent.--Notw thstandi ng any ot her provision of |aw,

any benefit or interest avail abl e under the program any ri ght

to receive or direct paynents under the program or any

di stri bution of paynent nmade under the program shall not, except

as expressly specified by the program be subject to assi gnnent,

alienation, garni shnent, attachment, transfer, anticipation,

sal e, nortgage, pl edge, hypothecati on, conmutati on, execution or

| evy, whether by voluntary or involuntary act of any interested

§ 8547. Investnents.

| nvest nent of contri buti ons by any corporation, institution,

i nsurance conpany or custodi al bank that the board has approved

shall not be unreasonably del ayed and in no case shall the

i nvestnent of contri buti ons be del ayed nore than 30 days from

the date of payroll deduction to the date that funds are

i nvested. Any interest earned on the funds pendi ng i nvest nent

shall be allocated to the Commonweal th and credited to the

accounts of partici pants who are then participating in the

program unl ess the interest is used to defray adm ni strative

costs and fees that would otherwi se be required to be borne by

partici pants who are then participating in the program

8§ 8548. Parti ci pant contri buti ons.

Requl ar partici pant contri buti ons shall be nade to the

program on behal f of each active nenber for current service in

an anpunt equal to 6% of the partici pant's conpensati on. The

enpl oyer shall cause required partici pant contri buti ons for

current service to be nmade and deducted from each payroll.
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8§ 8549. Enpl oyer contri buti ons.

Each enpl oyer of a partici pant shall make paynents to the

trust fund on behalf of the participant in an anount equal to 3%

of the participant's total conpensati on. The Commonweal t h shal

make paynents to the trust fund on behalf of each partici pant in

an anpunt equal to 3% of the partici pant's conpensati on.

8 8550. Vesting.

A partici pant shall be vested after conpl eti ng one year of

school service during which he or she is a participant in the

program wi th respect to enpl oyer contri buti ons paid on behal f of

the participant to the program plus i nterest and earni ngs on the

enpl oyer contri buti ons but m nus investnent fees and

adm ni strati ve charges.

Section 4. This act shall take effect immediately.
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