December 10, 2015

State budget update: Day 162 and beyond
In the midst of this historic budget impasse, we thought we might be reporting a
2015-2016 state budget sometime this week. Instead, here is an update on day 162 of
Pennsylvania's state budget impasse.
One Budget, Two Budgets
Last week, Republican and Democratic leaders of the Senate and the House of Representatives had
apparently come to an agreement on a budget framework that was being lined up for final votes this week.
The plan included an increase of $350 million for basic education funding and a $50 million increase for
special education. The new dollars are slated to be distributed under a new BEF formula that will be
included in an omnibus school code bill to be considered as early as tomorrow. Click here to see the
district subsidy charts with projected increases under this plan.
On Monday, December Senate Bill 1073, the Senate passed the agreed-upon budget that was amended
into with a bipartisan vote of 43-7. Senate Majority Leader Jake Corman (R-Centre) said after the vote,
"While the agreement is not perfect, it represents a plausible solution to a crisis that has threatened core
services of government."
Also on December 7, the Senate passed a pension reform bill, Senate Bill 1082, as part of their budget
package. The Senate passed Senate Bill 1082 by a strong margin of 38-12. More details regarding PSERS
reform in Senate Bill 1082 are included below.
The problem, however, arose just days prior to the Senate vote. Reports emerged indicating that many
House Republicans were opposed to the budget plan that would be passed by the Senate. The House of
Representatives moved forward with a separate and competing strategy on Tuesday, December 8. They
passed a budget plan in House Bill 1460 by a more divided vote of 115 to 86. The House budget includes
only $100 million in increased funding for basic education. A pension reform measure was not included in
the House package, and it remains to be seen whether House members intend to address necessary reform
to the PSERS and SERS systems.
In a move to confirm its chamber's solidarity on the agreed-to budget plan, the Senate Appropriations
committee proceeded with a "gut and replace" amendment to House Bill 1460, which replaced the House
Republican plan with the Senate's budget.

PSBA along with our partners in the Campaign for Fair Education Funding (CFEF) are in full support of
the budget and education funding increase contained in Senate Bill 1073. PSBA President-elect Kathy
Swope spoke a CFEF press conference held on Tuesday in the Capitol's main rotunda. "Students should
never be put in the middle of political fighting no matter how noble each side feels their cause is. The
reality is that the financial consequences go beyond the mere fact that state money is being held up," said
Swope with the state's Christmas tree in the background. "The education of our students is far too
important to let this happen and this stalemate has stretched far too long."
Please contact your House representative to urge the final passage of Senate Bills 1073 and 1082 as soon
as possible by visiting the PSBA Action Alert.
With just 14 days left until Christmas, a state budget that provides a substantial and needed increase for
public education cannot come soon enough. Senate Bills 1073 and 1082 must be delivered to and signed by
the governor as soon as possible!
Last in, First Out
House Bill 805, which grants school districts more appropriate flexibility in managing their professional
employees by removing the school code requirement of seniority-based lay-offs for teachers, has
progressed to the Senate floor for consideration by the full chamber.
This legislation, supported by PSBA, was passed by the House of Representatives in June. The bill would
allow districts to furlough based on economic need and would allow them to choose which employees to
furlough based on performance, rather than the current seniority requirements known as "last in, first out."
Pension Reform: PSBA Summary of Pension Reform Proposals in Senate Bill 1082, PN 1460
Senate Bill 1082 amends Title 24 of the Consolidated Statutes (Education) relating to the Public School
Employees' Retirement Code and Title 71 (State Government) relating to the State Employees' Retirement
Code. Starting July 1, 2017 for new PSERS members and July 1, 2018 for new SERS members, new
employees would be placed in a new side-by-side hybrid retirement plan with a reduced defined benefit
component (as compared to current employees) and a defined contribution component operating similarly
to a 401(k) plan. In addition, the bill would subject current PSERS employees to shared risk/shared gain
employee contribution rate adjustments, and would change how the lump sum withdrawal option affects
the calculation of annuities for current PSERS employees with regard to withdrawals made after July 1,
2016 of amounts accumulated after July 1, 2016.
The specific changes pertinent to school employees and employers in the PSERS system are summarized
below.
Defined benefit component for new school employees









New employees starting on or after July 1, 2017 would be placed in new class of PSERS service
"T-G".
Class T-G employee basic contribution rate would be 4%.
The benefit accrual rate would be 1% of final average salary per year of service.
Benefits would vest after 5 years.
Final average salary would be calculated based on the last 5 years of service, without any antispiking provisions.
"Shared-risk/shared-gain" adjustments to the employee contribution rate would be made based on
investment performance of the fund. The adjustments would be calculated every 3 years based on
comparison of the actual rate of investment return for the prior ten-year period with the assumed
rate of return (the interest rate adopted by the board) for the same period.
Shared risk adjustments would occur as follows:
o If the actual rate of return falls short of the assumed rate (adopted annual interest rate) by
less than 1% or is equal to the assumed rate, AND the employee contribution rate is








already below the basic contribution rate (due to previous shared gain reduction), the
shared risk rate increases by .5%.
o If the actual rate of return falls short of the assumed rate by 1% or more, the shared risk
rate goes up by .5% even if the current employee contribution rate is NOT already below
the basic rate.
Shared gain adjustments would occur as follows:
o If the actual rate of return exceeds the assumed rate by less than 1%, or is equal to it,
AND the employee contribution rate is already above the basic rate (due to a previous
shared risk increase), the shared risk rate goes down by .5%.
o If the actual rate of return exceeds the assumed rate by 1% or more, the shared risk rate
goes down by .5% even if the current employee contribution rate is NOT already above
the basic rate.
Other shared risk-shared gain limits are:
o Regardless of investment performance, the total class T-G employee contribution rate
would not be less than 2% nor more than 6%.
o If the system's actuarial funded status is 100% or more, the shared risk rate cannot be
greater than zero.
o If in any year the employer rate is artificially set at less than the actuarially determined
final contribution rate, employee total contribution rates are reset to the basic
contribution rate going forward.
o There can be no increase in the employee contribution rate if there has not been at least
an equivalent increase in the employer contribution rate over the previous three year
period.
Class T-G members would be eligible to elect "Option 4" lump sum payments upon retirement not
exceeding their total accumulated deductions and interest, with an actuarially equivalent reduction
in their annuity.
Class T-G annuitants would be eligible to participate in the Health Insurance Premium Assistance
program and Health Options health insurance programs.

Defined contribution component for new school employees in PSERS









New employees in PSERS class T-G would also be mandatory participants in a defined
contribution plan to be known as the "School Employees Defined Contribution Plan".
The mandatory employee defined contribution rate would be 3.5%, which would be treated as a
"pickup" contributions the amount of which for governmental plans is not included in income that
is subject to FICA and Social Security withholdings.
Employees would have the option of making voluntary additional tax-deferred contributions up to
limits set by the Internal Revenue Code, but which would be treated as income subject to FICA
and Social Security withholdings.
The mandatory employer defined contribution rate would be 2.5%.
Each employee has an individual, separately accounted-for defined contribution investment
account.
Employees are vested in their own contributions immediately and in the employer contributions
once they have completed three years of service.
The same PSERS board of trustees that governs the defined benefit plan would also be the
governing body responsible for the defined contribution plan.
The board would have the authority to adopt rules under which employees in other classes of
service who are not mandatory DC participants could participate in the DC plan on a voluntary
basis.

Shared risk-shared gain provisions affecting current employees


All current employees would become subject to the same shared risk and shared gain mechanisms





as new employees, except for different minimum and maximum total contribution rates based on
the basic contribution rate applicable to each class of service, as follows:
o Class T-C with current basic rate of 6.25 - minimum 4.25%; maximum 8.25%
o Class T-D with current basic rate of 7.5% - minimum 5.5%; maximum 9.5%
o Class T-D with current basic rate of 6.5% - minimum 4.5%; maximum 8.5%
o Class T-E with current basic rate of 7.5% - minimum 5.5%; maximum 9.5%
o Class T-F with current basic rate of 10.3% - minimum 8.3%; maximum 12.3%
The effect for each class of service is that regardless of system investment performance, the
employee total contribution rate cannot increase or decrease from the regular employee
contribution requirement by more than 2% above or below the basic contribution rate for that
class of service.
Currently, only employees in classes T-E and T-F are subject to the shared risk provisions, and
there are no shared-gain provisions that would lower rates below basic contribution rates.
Employees in classes T-C and T-D are not currently subject to the existing shared risk
provisions.

Actuarially neutral lump-sum withdrawal calculations for current and new employees




Reduced annuities for all retiring members electing to receive "Option 4" lump sum payments
(which cannot exceed the total amount of the member's accumulated deductions and interest) on
or after July 1, 2016 must be calculated so as to be actuarially neutral.
Currently, employees in classes T-E and T-F are not eligible to elect Option 4 lump sum
payments, but under SB 1082 would become eligible to do so on the same basis as new
employees in class T-G.
For employees in classes T-C and T-D, the change in calculation methodology does not apply to
lump payments made prior to July 1, 2016 nor to payments after July 1, 2016 to the extent they
are attributable to deductions and interest that were accumulated prior to July 1, 2016.

Employer contribution rate increase collar for the fiscal year beginning July 1, 2016


SB 1082 adds a collar setting a 2.25% limit on increases in the employer contribution rate for only
the fiscal year beginning July 1, 2016.

Employer funding mandate provisions





SB 1082 adds provisions giving employees a contractual entitlement to employer funding of the
system, enforceable in court.
If employers fail to timely pay what is actuarially required in order to adequately fund the system,
employees may sue their employers to enforce the guarantee, and can recover attorney fees in
addition to other relief.
The Pa. Supreme Court has exclusive jurisdiction to hear such cases.
PSBA has recommended language be added to these provisions ensuring that local school
employers are not exposed to such liability when legislation has set an employer contribution rate
artificially below the actuarially determined rate and the employer has paid into the system
everything required or allowed by law under such legislation.

Potential new requirements for administration of local 403(b) and 457 plans


PSBA has identified stray provisions included in SB 1082 that PSBA believes have been
inadvertently carried over from earlier pension reform proposals in Senate Bill 1 of 2015, which if
not removed could be construed to impose new requirements for the administration of 403(b) or
457 deferred income retirement plans offered by local school employers for their employees. In



SB 1, these provisions were tied to another section addressing matters that are not a part of what
SB 1082 now proposes.
PSBA has recommended that these stray provisions be removed from the bill.

Composition of PSERS Board of Trustees



The Secretary of Banking and Securities would be added as an ex officio member of the PSERS
board.
Any current member of the General Assembly on the board, and the board members elected by
and representing active employee members and active retiree annuitants, would be prohibited
from serving as the chairperson of the board.
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