HOUSE OF REPRESENTATIVES

HB 2050
ASRS mem]oersllip; section 218 requirements
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Sponsors: Representatives Lovas, Allen

DPA Committee on Insurance and Retirement
DPA Caucus and COW

X As Transmitted to the Governor

OVERVIEW

HB 2050 eliminates the Arizona State Retirement System eligibility requirements that an
employee must be covered by the state’'s 218 agreement and repeals the defined contribution
retirement plan for those members ineligible for the Arizona State Retirement System or the
Public Safety Personnel Retirement System.

HISTORY

The Arizona State Retirement System (ASRYS) is a state agency that administers a public pension
program for qualified employees. Membership includes the State of Arizona, school districts and
charter schools, cities and towns, al 15 Arizona counties, and numerous special districts, such as
water and fire districts. The primary pension program is a 401(a) defined benefit plan, which
means a member’s pension will be determined by a formularather than by member contribution.
Active ASRS members must work at least 20 hours a week during 20 weeks of the year and be
contributing to social security under Section 218 of the Social Security Act.

Beginning on January 1, 1951, states could voluntarily elect social security coverage for public
employees not covered under a public retirement system by entering into a Section 218
agreement with the Social Security Administration.

Since that date, various approaches have been taken regarding coverage and enrollment and the
guidelines can vary widely within a state or even a local area. Assumptions cannot be made
about Section 218 coverage for an entity and whether it isin compliance with al applicable laws
merely because of the status of a similar entity, either in the same or a different state.

Laws 2013, Chapter 216 established a defined contribution retirement plan (Plan) for those
positions which were not covered by a 218 agreement and thereby not eligible for ASRS but
were aso not eligible for the Public Safety Personnel Retirement System (PSPRS) because those
positions do not involve hazardous duty. Employees employed in one of these positions on or
after the effective date of the bill’ s passage were placed in the Plan.

PROVISIONS
« Removes the ASRS dligibility requirements that an employee must be covered by the state’s
218 agreement.

. Eliminates references to the state’ s 218 agreement throughout statute, including references to
ASRS dligibility requirements, supplemental retirement plans for political subdivisions, and
retired members who return to work.

« Declaresthe following personsineligible for membership in ASRS:
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> Aninmate or patient of a hospital, home, or other institution who performs services there.

> A person who performs agricultural labor services as outlined in § 210 of the federal
Social Security Act.

> A nonresident alien who holds an F-1, J-1, M-1, or Q-1 visa.

> A student of a school, college, or university who performs services there, subject to an
appeals process if the student disagrees with the school, college, or university’s
designation of the student asineligible.

> A person who performs services for a program designed to relieve the person from
unemployment.

« Repealsthe Plan and related statutes.

o As session law, directs an employee who is participating in the Plan to discontinue
contributions to the Plan and the LTD Program.

« Assession law, requires ASRS to distribute the balance of an employee’s Plan or transfer the
balance to another eligible retirement plan, at the employee’s election. If the employee does
not make an election within 180 days, ASRS is directed to transfer the balance to an
individual retirement account and designate the employee as the account holder.

o As session law, allows a member of the Plan who is receiving LTD benefits to continue
receiving benefits until the earliest of the following:
> The date the member is no longer fully disabled;
> The date the member is no longer under direct care of a doctor;
> The date the member refuses treatment that is requested by the ASRS LTD insurance
claims administrator; or
> The first day of the month following the first 30 continuous days that a member is in
confinement if the member was convicted of a criminal offense and sentenced to more
than six months in a correctional institution. If none of the above circumstances occur,
termination of benefits would occur at the later of the following:
« The date the member reaches age 65;
« The month following five years of payments if the disability began before the
member is age 65;
« The month after the member reaches age 70 if the disability began when the member
was at |east age 65; or
« The month following one year of payment if the disability began when the member
was at |east age 69.

« Clarifies that at the election of the employee, ASRS must distribute the balance of an
employee’s Plan or transfer the balance to another eligible retirement plan pursuant to
Internal Revenue Code (IRC) § 401(a)(31)(E), and states that the account balance of an
employee who does not make an election with 180 days must be deposited into an individual
retirement account pursuant to IRC 8 408(a).

« As session law, requires ASRS to enroll an employee who was previously unenrolled or
never enrolled in ASRS, or an employee who was enrolled in the Plan, in ASRS and allows
the employee to purchase his or her previous period of employment as credit towards ASRS
if the employee makes the election to purchase within 90 days and pays within 180 days of
the effective date.

» States that the full credit amount is equal to the contributions the member would have
made plus interest at arate determined by an ASRS actuary.
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» Directs ASRS to proportionately reduce the credit for members who do not purchase the
full amount, and allows a member to purchase the remaining credit at alater date.

> Requires an employer to contribute the same amount at the same interest rate as an
employee within one year after the employee elects to purchase the credit.

. Defines eligible employee as a member who was unenrolled or never enrolled in ASRS
because of ineligibility due to the state’s 218 agreement, or a member who was enrolled in
the Plan.

« Makestechnical and conforming changes.
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