PRINTER S N0 979

THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 812 %%

| NTRODUCED BY CGREENLEAF, WONDERLI NG WOZNI AK, LEMMOND, WAGNER
ORI E, TOWVLI NSON AND PUNT, JUNE 17, 2003

REFERRED TO FI NANCE, JUNE 17, 2003
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AN ACT
Amrending Title 71 (State Governnent) of the Pennsyl vani a

Consol i dated Statutes, adding definitions; and authori zi ng

the Deferred Retirenent Option Plan for eligible nmenbers of

the State Enpl oyees' Retirenment System

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

Section 1. Section 5102 of Title 71 of the Pennsylvani a
Consolidated Statutes is anended by adding definitions to read:
§ 5102. Definitions.

The foll ow ng words and phrases as used in this part, unless
a different neaning is plainly required by the context, shal
have the foll owi ng nmeani ngs:

* * %

"Deferred Retirenent Option Plan" or "DROP." The Deferred

Retirement Option Plan authori zed by Chapter 58 (relating to

deferred retirenment option plan).

* * %

"Nornmal retirement benefit." The retirenent benefit payabl e
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to a nenber of the systemat the point in time when the nenber

satisfies the service requirenent for full, unreduced retirenent
benefits.

* * *

"Subsi di ary DROP partici pant account." The separate

i nterest-bearing subsidiary DROP partici pant account establi shed

for a DROP partici pant.

* * %

Section 2. Title 71 is anended by adding a chapter to read:
CHAPTER 58
DEFERRED RETI REMENT OPTI ON PLAN
Sec.
5801. Purpose.
5802. Participation in DROP
5803. Benefits payabl e under DROP
5804. Death benefits under DROP
5805. Adm nistrative provisions.
5806. Construction.
§ 5801. Purpose.

The purpose of this chapter is to authorize the board to
adopt a deferred retirenent option plan, under which an eligible
menber of the systemmay elect to participate, defer receipt of
retirement system benefits and continue enploynment as a nenber
of the Commonweal th. Under the plan, the DROP participant's
nmonthly retirenent system benefit shall be paid into the
participant's subsidiary DROP partici pant account. The account
shall accrue interest, conpounded nonthly for the period of the
DROP participation. Upon term nation of enploynent, the
partici pant shall receive the balance in the participant's

subsi diary DROP participant account and begin to receive the
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previously determ ned nonthly retirenment system benefit. The
enpl oyment of a DROP participant by the Commonweal th does not
guarantee the DROP participant's enploynment by the Commonweal th
until the end of the specified period of the DROP

§ 5802. Participation in DROP

(a) DROP eligibility.--An eligible active nmenber may el ect
to participate in a DROP for a period not in excess of five
years.

(b) DROP participation election.--Upon deciding to
participate in a DROP, a State enpl oyee nust submt on a form
provi ded and required by the board:

(1) A binding and irrevocable letter of retirenment from
regul ar enpl oynent with the Comonweal th that discloses the
menber's intent to retire and specifies the nmenber's
retirenment date.

(2) A witten election to participate in the DROP nust:

(i) detail a DROP participant's rights and
obl i gati ons under the DROP; and
(ii) include an agreenent to forego:
(A) active nenbership in the retirenent system
and
(B) any growh in the salary base used for
calculating the regular retirenent benefit;
(1i1) specify the effective date of DROP

partici pation which shall be the day after the specified

retirenment date;

(iv) specify the DROP term nation date that
satisfies the limtation in subsection (a); and
(v) include any other information required by the

boar d.
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(c) DROP termnation.--

(1) A DROP participant may change the DROP term nation
date to an earlier date within the limtations of subsection
(a). No penalty shall be inposed for early term nation of
DROP parti ci pation.

(2) Upon termnation of DROP participation:

(1) The DROP participant shall be separated from
enpl oynment by the Commonweal t h.

(i1i) The systemshall pay the balance in the DROP
partici pant's subsidiary DROP participant account to the
term nating partici pant.

§ 5803. Benefits payabl e under DROCP

(a) Fixing retirenent benefits, retirenment benefits and DROP
dates.--Effective with the date of retirenent, which nust be the
day before the effective date of the DROP participation, the
menber's nonthly normal retirenment benefit, the menber's
effective date of retirenment and the nenber's effective dates
begi nni ng and term nating enpl oynent as a DROP partici pant shal
be fi xed.

(b) Effective dates of DROP participation.--

(1) Aretired nmenber's effective date of participation
in a DROP shall begin the day following the effective date of
the nenber's regular retirenent; or

(2) aretired nmenber's participation in a DROP shall end
on the termnation date specified in the participant's
witten election agreenent or when the DROP participant is
separated from enpl oynent with the Commonweal t h

whi chever is earlier.
(c) Treatnent of normal retirenent benefit paynents and

accruals.--All of the retired nenber's nonthly normal retirenent
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benefit and interest thereon at the assigned rate shall be
credited to the DROP participant's subsidiary DROP parti ci pant
account in the pension trust fund and a separate accounting of
the DROP participant's accrued benefit accunul ati on under the
DROP shall be cal cul ated annually and provided to the
parti ci pant.

(d) Paynment of DROP benefits.--On the effective date of
termnation of a retired nmenber's participation in a DROP, the
system shal |l calculate and pay to the participant the
participant's total accunul ated DROP benefits in the DROP
participant's subsidiary DROP participant account subject to the
foll ow ng provisions:

(1) The term nating DROP participant or, if deceased,
the participant's named beneficiary, nmust elect on a form
provi ded by the systemto receive paynent of the DROP
benefits in accordance with one of the follow ng options:

(i) the balance in the DROP participant's subsidiary

DROP participating account, |ess wthholding taxes

remtted to the Internal Revenue Service, shall be paid

wi thin 45 days by the retirenent systemto the DROP
partici pant or surviving beneficiary;
(i1i) the balance in the DROP participant's

subsi diary DROP participant account shall be paid within

45 days by the systemdirectly to the custodian of an

eligible retirement plan as defined in section

402(c)(8)(B) of the Internal Revenue Code of 1986 (Public

Law 99-514, 26 U.S.C. 8 402(c)(8)(B)) or, in the case of

an eligible rollover distribution to the surviving spouse

of a deceased participant, to an eligible retirenment plan

that is an individual retirement account or an individual
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retirement annuity as described in section 402(c)(9) of
the Internal Revenue Code of 1986; or
(tit) If the DROP participant or beneficiary fails
to elect a nmethod of paynment within 60 days after the
participant's term nation date, the systemshall pay the
bal ance as a lunp sum as provided in subparagraph (i).
(2) The form of paynent selected by the DROP parti ci pant
or surviving beneficiary nust conply with the m nimum
di stribution requirenments of the Internal Revenue Code of
1986.

(e) Taxation, attachnment and assi gnment of DROP

partici pant's account. --

(1) Except as provided in paragraphs (2), (3) and (4),
any benefit or right accrued or accruing under the provisions
of this chapter and the noney in the participant's subsidiary
DROP partici pant account shall be exenpt fromany State or
muni ci pal tax, levy and sale, garnishnment, attachnent,
spouse's el ection or any other process what soever.

(2) Rights under this chapter shall be subject to
forfeiture as provided by the act of July 8, 1978 (P.L.752,
No. 140), known as the Public Enpl oyee Pension Forfeiture Act.
Forfeitures under this subsection or under any other
provi sion of Iaw may not be applied to increase the benefits
that any participant otherw se would receive under this part.

(3) Rights under this chapter shall be subject to
attachnments resulting froman action or proceedi ng under 23
Pa.C.S. Pt. IV (relating to divorce) or for support.

(4) Under subsection (d)(1)(ii), a distributee may el ect
to have an eligible rollover distribution paid directly to an

eligible retirement plan by way of a direct rollover. For
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1 pur poses of this paragraph, a "distributee” includes a DROP
2 participant, a participant's designated beneficiary and any
3 person who has an attachnment as described in paragraph (3).

4 For purposes of this paragraph, "eligible rollover

5 di stribution” has the nmeaning given to it in section

6 402(f)(2)(A) of the Internal Revenue Code of 1986 except that
7 a qualified trust shall be considered an eligible retirenent
8 plan if it accepts the distributee's eligible rollover

9 distribution and an eligible retirement plan for an eligible
10 rollover distribution to a surviving spouse is an "individual
11 retirement account”™ or an "individual retirenment annuity" as
12 defined in section 408(a) and (b) of the Internal Revenue

13 Code of 1986.

14 (f) Eligibility for benefits.--A DROP participant shall be
15 eligible for all benefits enjoyed by nmenbers of the bargaining
16 wunit except those included in the agreenent to forego in section
17 5802(b)(2)(ii)(A) and (B) (relating to participation in DROP)

18 whether or not they are retirenent-eligible or a DROP

19 participant. These benefits shall include all benefits provided
20 by contract or by statute.
21 8 5804. Death benefits under DROP
22 (a) DROP benefits for naned beneficiary.--1f a DROP
23 participant dies, the participant's named beneficiary shall be
24 entitled to apply for and receive the benefits accrued in the
25 participant's subsidiary DROP partici pant account.
26 (b) Final credited nonthly retirenment benefit.--The nonthly
27 retirenent system benefit accrued in the participant's
28 subsidiary DROP participant account during the nonth of a DROP
29 participant's death shall be the final nmonthly retirement system

30 benefit credited for DROP participation.
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(c) DROP eligibility term nates upon participant's death.--
Eligibility to participate in the DROP term nates upon the death
of the participant. If a DROP participant dies on or after the
effective date of participation in the DROP but before the
nmonthly retirenment system benefit of the participant accruable
for the nonth has accrued in the participant's subsidiary DROP
partici pant account, the systemshall pay the nonthly retirenent
benefit as though the participant had not el ected DROP
participation and had died after the nmenber's effective date of
retirement but before receipt of the retired nenber's first
regul ar retirenent benefit.

§ 5805. Adm nistrative provisions.

(a) Subsidiary DROP participant account.--A subsidiary DROP
partici pant account shall be established as an interest-bearing,
| edger account in the pension trust fund. The account bal ance
shall be accounted for separately but need not be physically
segregated from ot her pension trust fund assets. A separate,

i nt erest-bearing subsidiary DROP partici pant account shall be
established for each DROP participant. Wiile a retired nmenber is
enpl oyed as a DROP participant, the nenber's nonthly nornal
retirement benefit and interest thereon shall be credited to the
account. The interest shall be conmpounded and credited nonthly
at the rate of 4.5% Wen a retired nenber term nates
participation in the DROP, the participant's total accunul ated
benefit shall be cal cul ated, charged to the subsidiary DROP
partici pant account and paid out of the pension trust fund.

(b) Account held in trust.--The DROP partici pant account
shall be held in trust for the exclusive benefit of DROP retired
menbers who are or were DROP participants and for the

beneficiaries of the nenbers.
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§ 5806. Construction.
The provisions of this chapter shall be construed to control

over the provisions of sections 5301(d) (relating to mandatory

annuities) to the extent of any inconsistencies between the

1
2
3
4 and optional nenbership) and 5706(a) (relating to term nation of
5
6 provisions.

7

Section 3. This act shall take effect in 60 days.
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