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BACKGROUND:

Deferred CompensationPlan.Stateemployeesand theemployeesof participating

local governmentmay participate ina voluntary deferred compensation planthais
administered by theDepartment ofRetirement SystemsandtheEmployeeRetirement
Benefits Board. The Employee Retirement Benefits Board iscreatedwithirthe
Departmentof Retirement  Systems in1995 withthe enactmentof the Teachers’
Retirement System (TRSPlanll, andwas made responsible foselecting investment
optionsfor both members of TRS Plan lland participants in the deferred
compensation plan.

Assetsinthe deferred compensatiorplanarethe soleproperty of the stateand
participating local governments until theseamoneys aredistributed  totheparticipating
employeesortheir  beneficiaries. Thesemoneys aresubject toclaims by thestate’s
creditors.

Changes inUnitedStatednternal Revenue Code. Prior tochangesmade in1996
United States Internal RevenueCode required that moneys iradeferred compensation
plarbe theproperty  ofthepublic employer oftheparticipating members. However,
Congressamended thelnternal RevenueCode in1996 torequire  thathemoneys in
agovernmenteferred compensation plarbe heldntrust fotheexclusive  benefit of
participating employeescustodial accounts, or a qualifying insurance contract.
Existing planshave until  Januaryl, 1999, to placeheir planassets into thetrust,
accountrinsurance contract. Ithis changeisnotmade, employeecontributions
undera deferred compensation plancouldbecome subject tofederal incometaxes
beginning in1999.

Statdnvestment  Board.

The Statdnvestment Boardinvests public retirement fundsand trust fundsheldby
thestate. The State Investment Boardiscomposed ofl4 members,including persons
who areactive members ofvarious state retirement systems, thestate treasurer, a
member ofthesenate, amember ofthehouseofrepresentatives, thedirector ofthe
Departmentof Laborand Industries, thedirector oftheDepartmentofRetirement
Systemsaretired member ofastate retirement system, andfive nonvoting members
withinvestment  backgrounds.



Liability. Participants inthedeferred compensation plarself-direct theinvestment of
their fundswithin arangeofinvestment options. The federal EmployeeRetirement
Income Security Act (ERISARnd federal  Departmentof Laborregulations protect
qualified private-sector pensionplansagainstawsuits from members who are
unhappywiththeself-directed investment decisions theyhavemade. The ERISAand
DepartmenibflLaborregulations do notapplyto governmentpensiorand deferred
compensation plans. Undercurrent state lawjt isotclear whethetmembers would
be permitted tobrindegal actions against the Statelnvestment Board Employee

Retirement Benefits Boardorthestate, basedon common law trust and fiduciary
principles, if theywere unhappywiththereturns on their self-directed investments.
SUMMARY:

The assets ofthedeferred compensation plammanaged by thestate  for its employees
and theemployeesof participating local governmentsareplacedntrust withthe

WashingtonStatdnvestment Boardfottheexclusive use oftheplan’s  participants
andbeneficiaries. The self-directed nature ofthis deferred compensation plan isnade
more clear. A number oftechnical changesaremade recognizing that thepowersof

thepowers oftheprior committeeon deferred compensation were transferred tothe
DepartmenbfRetirement  Systemsin1996.

The Statelnvestment  Boardisresponsible forestablishing investment policy and
developing participant investmenbptionsfor the participants in the deferred
compensation plan, after consulting withthe EmployeeRetirement Benefits Board.
The Statdnvestment Boardaccounts forand reports on investments it made under
thedeferred compensation plan.

The state igelieved ofanyliability for losses ordeficiencies resulting fromparticipant
selection ofinvestment options. The EmployeeRetirement Benefits Boardand the
Statelnvestment Boardarerelieved ofliability forany losses thaimay result from
reasonable efforts toimplemenparticipant  investment options.



