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Senate Bill Number 566, Printer's Number 577, as amended by Amendment Number 08034, 

would amend Title 71 (State Government) by adding a new part, Part 27, titled ''Unified 
Contribution Pension Plan." Chapter 71 of Part 27 would establish a new mandatory 

retirement system applicable to school and state employees hired after July 1, 2011. The new 
retirement system established by the bill as amended, known as the Public Employees' 

Retirement System (PERS), would be a defined contribution (DC) pension plan. 

DISCUSSION 

The Retirement Codes and Systems 

Currently, most full-time public school and state employees are members of either the Public 
School Employees' Retirement System (PSERS) or the State Employees' Retirement System 

(SERS). Both PSERS and SERS are governmental, cost-sharing, multiple-employer defined 

benefit (DB) pension plans. The designated purpose of PSERS and SERS is to provide 
retirement allowances and other benefits, including disability and death benefits to public 

school and state employees. As of June 30, 2009, there were approximately 754 participating 
employers, generally school districts, area vocational-technical schools, and intermediate units 

in PSERS, and as of July 2009, there were approximately 107 participating state and other 
organizations in SERS. 

Membership in the retirement systems is mandatory for most school and state employees. 
Certain other employees are not required but are given the option to participate. As of June 

30,2009, there were 279,701 active members and 177,963 annuitant members ofPSERS, and 
as of December 31, 2009, there were 110,107 active members and 109,639 annuitant members 

ofSERS. 
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For most members of both Systems, the basic benefit formula used to determine the normal 

retirement benefit is equivalent to the product of 2.5% multiplied by the member's years of 
accumulated service credit multiplied by the member's final average (highest three years) 

salary. Most members ofPSERS are Class T-D members and contribute 7.5% of pay, while 
most members of SERS are Class AA members and contribute 6.25% of pay. Within both 

Systems, there are also a number of additional membership classes with corresponding benefit 
accrual and employee contribution rates that differ from the majority of school and state 

employees. 

Under the Codes of both PSERS and SERS, superannuation or normal retirement age is that 
date on which a member may terminate service with the public employer and receive a full 

retirement benefit without reduction. Under the Public School Employees' Retirement Code, 
superannuation or normal retirement age is age 62 with at least one full year of service, age 
60 with 30 or more years of service, or any age with 35 years of service. Under the State 

Employees' Retirement Code, superannuation or normal retirement age for most members is 

age 60 with at least three years of service or any age with 35 years of service, while age 50 is 
the normal retirement age for members of the General Assembly and certain public safety 

employees. 

Defined Benefit and Defined Contribution Retirement Systems 

There are two predominate approaches to pension plan design employed in the public and 
private sectors to provide employee retirement benefits. In a "defined benefit" (DB) plan, such 

as PSERS and SERS, the pension benefit to be provided at retirement is defined, while the 

contributions to be made over the period of employment are variable based on the experience 
of the pension fund. Upon retirement, a DB plan participant is entitled to receive a definitely 

determinable benefit that is calculated using a formulation that considers factors such as age, 
duration of service with the employer and compensation. Because the benefit is defined and 

calculated using a formula and is not dependent on an individual's account balance, members 
of DB plans are largely insulated from both negative and positive fluctuations of the 
investment markets. 

By contrast, in a "defined contribution" (DC) pension plan, such as the PERS plan proposed in 
the bill as amended, the contributions to be made over the period of employment are defmed, 

while the pension benefit to be provided at retirement is variable based on the experience of 

the pension fund. Upon retirement or separation from the employer, a DC plan participant is. 
generally entitled only to the balance standing to the credit of the individual's retirement 
account. Market performance directly impacts the value of an individual's retirement account. 
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The distinction between the DB and DC approaches is most significant in the placement ofthe 
risk associated with investment earnings over the period of employment. The fIxed benefIt in 

a DB pension plan means that the investment experience impacts the contribution 
requirements, increasing them when investment earnings are lower than anticipated and 
decreasing them when earnings are greater than anticipated. The fIxed contributions in a DC 

pension plan mean that the investment experience impacts on the benefIt amount, increasing 

it when earnings are higher and reducing it when earnings are lower. Therefore, the employer 

bears the investment risk in a DB plan, and the employee bears the investment risk in a DC 
pension plan. 

For most employees, defined contribution plans are generally regarded as more valuable for 
those in the early stages oftheir careers or for those who are employed in careers that require 
greater mobility. DefIned contribution accounts are portable and can readily move with the 

employee as that employee moves from one employer to the next. In contrast, defIned benefIt 
plans are relatively more valuable for those employees who tend to remain with one employer 

and to long-service employees in the later stages oftheir careers, because the value and cost 

of the defmed benefits earned each year increase significantly as employees approach 
retirement age. 

Public Employees' Retirement System (PERS) 

The bill as amended would establish a new mandatory retirement system applicable to all 
public employees hired by school or State employers within the Co=onwealth after July 1, 

2011. The new retirement system, known as the Public Employees' Retirement System 

(PERS), would replace the defined benefIt plans provided by PSERS and SERS with a defIned 
contribution retirement plan. Membership in both PSERS and SERS would be closed to new 

entrants effective July 1, 2011. Current members of PSERS and SERS would retain 
membership in those Systems. 

If enacted, the bill as amended would create an entirely new public employee retirement 
system, eventually replacing both the traditional defIned benefIt plans currently provided by 

PSERS and SERS with a single defIned contribution plan applicable to all school and state 
employees. The bill as amended requires the creation of a new governmental entity, which is 
a major undertaking, with all of the costs and complexities associated with the creation of any 

new governmental institution. The creation ofthis new, statewide pubic employee retirement 
system, known as PERS, presents a range of fairly complex issues that require careful 

consideration. For the purposes of the Commission's discussion, the major issues have been 
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divided into the following four categories: 1) establishment, organization and operation; 2) 
coverage, benefits and contributions; 3) investments; and 4) ancillary issues. 

Establishment, Organization and Operation 

The bill as amended mandates the creation of PERS, establishes the PERS Board, and sets 

forth the Board's composition, powers and duties, including staffing, contracting with vendors 
and funding of operations. Most of the details governing the actual operation of PERS are 

delegated to the PERS Board which will be responsible for establishing the rules and 
regulations governing the System. These rules and regulations will presumably address the 

many specific details involved in the operation of a public pension system, such as the 
collection of contributions, investment options, benefit payment methods, domestic relations 
orders, beneficiary designations, etc. It also appears that most of the new System's investment 

and administrative functions will be handled by third-party administrators contracted by the 

Board to provide the necessary services. 

The bill as amended is unclear on how the administrative expenses ofPERS are to be funded. 
Under section 7105(f), the PERS Board will be required to submit an annual budget to the 

General Assembly for the administrative expenses of the System. The approved expenses are 
to be paid "in whole or in part" from member "nonvested forfeitures" (a term which is not 

defined) in PERS, and reference is also made to the payment of directed commissions by the 

board. Section 7108 states that, "all other expenses arising from the administration of the 
system," are to be paid from the individual retirement accounts of active members of the 

System. 

The creation of a large governmental institution such as PERS will be costly. Because PERS 
will initially have no assets and few members, it seems likely that the current funding process 

provided for in the bill as amended will prove insufficient, at least in the early years of 
operation. It appears likely that appropriations, either from the Commonwealth General Fund 

or some other source identified and authorized by the General Assembly, will be necessary to 
meet the initial and ongoing annual administrative funding requirements of PERS. 

Coverage, Benefits and Contributions 

Section 7101 sets forth the intent of the proposal in the bill as amended, which is to preserve 
the long-term fiscal stability of the Commonwealth and "school districts" by replacing the 

defined benefit plans provided through PSERS and SERS, with a single, unified, tax-qualified, 
defined contribution retirement system for all employees of the Commonwealth and "school 
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districts." Although the bill as amended makes specific reference to the employees of school 
districts, section 7102 defines the terms "public employee," "state employee," "school employee," 

and "public school" more broadly. Together, these new definitions function to encompass the 
employees and officials of nearly all school employers including state· owned educational 

institutions, community colleges and the Pennsylvania State University. Nearly all 
Commonwealth employers, including the General Assembly, the judiciary and many 

independent or quasi-independent governmental employers are included as well. Membership 

in PERS would be mandatory for all such employees newly entering service. 

The treatment of former members of SERS andPSERS (vestees, inactive members and 
annuitants) who return to public service following a break in service is not clear. Section 

7115(d) seems to indicate that membership in PERS would be mandatory only for those 
employees who enter into public service, "for the first time after July 1, 2011." Likewise, 

section 7117(1) indicates that PERS membership would not be mandatory for any employee 

who is employed prior to July 1, 2011. However, section 7117(2) of the bill as amended 
contains the contradictory and confusing requirement that this chapter, "shall apply to any 

person who is a public school employee or state employee before July 1, 2011, and who is not 
a public employee on July 1, 2011, but reenters public service after July 1, 2011." 

There is also a conflict with respect to the effective dates applicable to mandatory membership 

in PERS. In section· 7102 under the definition of "public employee," membership in PERS 

would be mandatory after November 30, 2011. However, throughout the bill, an effective date 
beginning after July 1, 2011, is also used. For the purposes of the Commission's discussion, 

it has been assumed that the November 30,2011, date is a drafting oversight and that the date 

of after July 1, 2011, is the effective date intended by the sponsors of the proposal. 

Clearly, by mandating participation in PERS for new hires only, it is the intent of the sponsors 
of the bill as amended to avoid impairing the retirement benefit rights of current PSERS & 

SERS members. It has been well-established that in the Commonwealth, public employee 

retirement benefits are recognized as deferred compensation for work already performed, 
which confers upon public employees certain contractual rights protected by the Pennsylvania 

Constitution (Article I, section 17). Police Officers of Hatboro v. Borough of Hatboro, 559 A.2d 
113 (pa. Cmwlth 1989); McKenna v. State Employees' Retirement Board, 495 Pa. 324, 433 A.2d 

871 (1981); Catania v. State Employees' Retirement Board, 498 Pa. 684, 450 A.2d (1982). These 
contractual pension rights become fixed upon the employee's entry into the retirement System 

and cannot be unilaterally diminished or adversely affected, regardless of whether (1) the 
member is vested; or (2) the devaluation is necessary for actuarial soundness. Association of 

Pa. State College and University Faculties v. State System of Higher Education, 505 Pa. 369, 
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479 A.2d 962 (1984). See also Hughes v. Public School Employees' Retirement Board, 662 A.2d 

701 (pa. Cmwlth. 1995), alloc. denied, 542 Pa. 678, 668A.2d 1139 (1995) (member has property 
interest in pension benefit). 

The PERS plan is a defined contribution pension plan. The language in the bill as amended 
is unclear as to whether member contributions to the plan are mandatory or voluntary. Section 

7111 seems to indicate that member contributions are mandatory by stating that "regular 

active member contributions shall be made to the System on behalf of each active member," 
and that the employer "shall cause active member contributions for current service to be 

made." However, later in the section it is stated that active members "may elect to contribute 
to the system on their behalf." Members may make contributions to PERS on their own behalf 
to the extent permitted by law, with a dollar-for-dollar employer-matching contribution of up 

to 6% of the member's "pensionable earnings," as that term is defined in section 7102 (which 
excludes overtime compensation and bonuses). Mandatory participation in a defined 

contribution pension plan normally involves a minimum employee contribution requirement. 
The bill as amended does not set a minimum participant contribution rate for either the 

member or the employer, which could mean that members may choose to contribute nothing, 
and likewise, the employer would also make no contributions toward the member's retirement 

plan. The purpose of mandating participation in a pension plan when no minimum 
contribution to the plan is required is not apparent. Further, there may be serious tax

qualification issues involved with such an approach. Based on the Commission's understand
ing of the IRC tax-qualification rules, employee contributions to a defined contribution plan 

sponsored by a governmental entity can only be made on a pre-tax basis if plan membership 

is mandatory or there is a one-time irrevocable salary reduction agreement in place. Finally, 
the apparently optional nature of plan participation is contradicted in section 7106(d) which 

mandates a default investment option provision applicable to members who do not elect one 
and requiring that "the active member contribution in the default investment option shall be 
6% of the active member's pensionable earnings." 

Members of PERS would become fully vested in the employer contribution portion of the plan 
after three years of service. Presumably, non-vestees who terminate service prior to vesting 

would be entitled to a return of their own contributions to the plan, however, there is no 
specific provision for this contingency, beyond a somewhat vague reference to the return of 
"accumulated deductions" (a term which is not defined) in section 7115(f). Section 7113(b)(2) 
requires the forfeiture of the employer contribution portion of a non-vested member's account 
upon the death, "or other termination of public service of the active member," and permit the 

forfeited balance of any such account to be used to defray the administrative expenses ofPERS 
under section 7105(f). 
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Under current law, "school employees" (employees of the Pennsylvania State System of High 
Education (PASSHE) institutions, most employees of the Pennsylvania State University, and 

community college employees) are eligible to choose coverage in an employer-approved, defined 
contribution "alternative retirement program" as an alternative option to membership in either 

the State Employees' Retirement System (SERS) or the Public School Employees' Retirement 

System (PSERS). 

The purpose is to permit eligible employees the option of participating in a defined contribution 
plan similar to those commonly available to other college and university employees throughout 
the U.S. Section 5301(a)(12) of the SERS Code allows employers to contribute up to 9.29% of 

pay into the independent retirement program, and all affected employers currently contribute 

at that rate. The maximum employer contribution rate of9.29% for an independent retirement 

program was selected so that the value of the benefits provided by it would be comparable to 
the value of the benefits provided by SERS to the average state employee over the course of 

that employee's career in public service. The Teachers' Insurance and Annuity Association of 
America - College Retirement Equities Fund (TIAA-CREF) is the best known, oldest, and 

largest of the defined contribution plans in the field of education, and from 1982 until 2001, 
was the only vendor permitted to be approved by the affected employers as an alternative 

retirement plan. With the passage of Act 35 of 2001, the number of potential, alternative 
retirement program vendors available to higher education institution employees was expanded 

to include insurance companies and mutual fund companies with investment options meeting 
the requirements of a tax-qualified plan under the Internal Revenue Code. As of October 1, 

2008, the following vendors were approved as qualified alternative retirement plans for 
PASSHE employees: TIAA-CREF, AIG Retirement, ING and Fidelity; with all but a small 

minority of employees electing TIAA-CREF as their alternative retirement program vendor. 

With the passage of the bill as amended, it appears that new employees of these educational 

institutions would no longer have the option to select membership in an alternative retirement 
program such as TIAA-CREF. Beyond reducing employer costs associated with active member 

benefits, the rationale for mandating replacement of a well-established defined contribution 

plan (such as TIAA-CREF) with a new defined contribution plan providing a benefit of lesser 
value is unclear. Because the maximum employer contribution on behalf of active members 

would be limited to 6% under PERS, members ofPERS will be entitled to a retirement benefit 
of lesser value relative to their colleagues who are members of an alternative retirement 
program such as TIAA-CREF. The reduced benefits available to new employees would create 
a retirement benefit disparity between similarly situated educational employees who are 

required to become members ofPERS and those employees still covered by TIAA-CREF and 

other authorized alternative retirement program vendors. 
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Within SERS, there are a number of special membership classes entitled to enhanced 

retirement benefits, reduced superannuation requirements or both. These include all members 
of the judiciary, members of the General Assembly, certain enforcement officers and 

Pennsylvania State Police Officers. Additionally, certain highly compensated employees would 

be entitled to enhanced retirement benefits by virtue of their higher than normal final average 

salary calculations. Under the bill as amended, there would be no special benefit provisions 
for these groups of employees. 

In 1974, an attempt was made to reform and make uniform the benefit provisions ofthe SERS 

Code. This attempt at reform prompted a series of lawsuits brought by members of the 
judiciary challenging the benefit changes as applied to members of the judicial branch. These 
court cases ultimately resulted in the preservation of the judiciary's entitlement to special 

membership status and enhanced benefits. The most salient of these cases were the 

"Goodheart" Supreme Court decisions (See Goodheart v. Casey, 521 Pa. 316 (1989); 523 Pa.188 
(1989), and Klein v. State Employees' Retirement System, 521 Pa. 330, 555 A.2d 1216, 1221 

(1989». Essentially, the Supreme Court of Pennsylvania ruled that the 1974 amendments to 
the Code, which eliminated the option to elect special class membership, were unconstitutional 
as applied to members of the judiciary. The Supreme Court ruled that, in order to preserve an 

independent judiciary, judges must be adequately compensated, pension benefits are part of 
compensation, and all members of a single-level court performing similar functions and 

exercising similar authority must be compensated at the same rate. As a result, all individuals 

who became members ofthe judiciary following the 1974 amendments to the SERS Code must 
be permitted to elect special class (Class E-1 or E-2) membership, make the required higher 

member contributions, and receive the higher pension benefit attributable to their membership 
class. 

Based upon the independent status of the judiciary in Pennsylvania and the case law regarding 

the special status of its members, if enacted, the bill as amended would almost certainly be 
challenged in the courts. 

Both the PSERS and SERS Codes include provisions exempting the use of collective bargaining 
agreements or arbitration awards between the C9mmonwealth and its employees pertaining 
to pension or retirement benefit rights of employees. The bill as amended includes no provision 
precluding the use of collective bargaining agreements or arbitration awards for the purpose 
of providing employee pension benefits. The bill's sponsors may wish to consider the effect that 

the absence of such a provision may have on PERS, when the intent of creating a new reduced 
benefit DC plan is apparently to control retirement benefit costs. 
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SERS members who are Pennsylvania State Police Officers now are granted special retirement 

rights and benefits such as superannuation at an earlier age with fewer mandatory years of 

service. The retirement age for most public safety employees is age 50, primarily due to the 
hazardous nature and physical demands of public safety work. In PERS, there are no special 

benefit provisions for public safety employees. By election of the Commonwealth, State Police 
Officers do not participate in Social Security old-age or disability benefits, and are subject to 

a mandatory retirement age of age 60 with 20 years of service (§205 ofthe Administrative code 
of1929). Ifthe bill as amended is enacted, the Commonwealth may find difficulty in recruiting 

and retaining State Police members, particularly when those members will be earning benefits 
that are less than other PERS members. 

The bill as amended contains disability benefit provisions that are unclear. First, no standard 
of disability has been established (permanent or temporary). The employer is to continue 

matching contributions in the event of disability at the same rate that was provided before the 
disability occurred (Section 7112(b». Additionally, contributions are to continue until the 

member attains age 65. There is no provision to cease the contribution prior to age 65 if the 
member is no longer disabled. If contributions are to cease, a provision for monitoring the 

status of disabled members through periodic medical review would need to be established. 
There is also no provision for a Workers' Compensation offset in the case of a member who is 

injured on the job. 

Beyond payment of the member's account balance to the designated beneficiary upon the death 

of an active member, there are no special death benefit provisions to provide for the surviving 
spouse or children of a PERS member. The bill's sponsors may wish to consider whether the 

absence of any special disability benefits for members ofPERS could interfere with recruiting 
and retaining employees, particularly hazardous duty personnel who may be exposed to a 
higher risk of injury in service. 

Under PERS, the maximum employer contribution is 6% of compensation. Currently, the 

employer normal cost rate for both PSERS and SERS is greater than 6% of compensation. 
Therefore, the value of the employer-provided benefits to the new PERS members will 

generally be lower than the employer-provided benefits provided to current PSERS and SERS 
members. 
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Members of PERS will be provided with a variety of investment options, including lifestyle 

funds that are based upon age and projected retirement date. PERS will also make available 
investment options that represent a broad cross· section of asset classes and risk profiles, 

including low-cost investment alternatives. A composite fund may also be offered to 
participants which represents the entire portfolio return under management within PSERS 

or SERS. If an active member does not select a specific investment option, PERS will provide 
a default investment option that will be the lifestyle fund which most closely represents the 

current demographic of the active member and the projected retirement date of the active 

member. 

The PERS Board will designate a third-party administrator to run the daily operations of the 

new retirement system. The third-party administrator will be responsible for providing 
investment guidance to members in accordance with pension industry standards, along with 
online administration and daily valuations of the member's account. 

The PERS Board will not be held responsible for any investment losses incurred by members 
in the System or for the failure of any investment to earn a specific or expected return. The 

board will bear the expenses arising from allowing public employee participation in the System 
and for contribution deductions to the fund managers. All other expenses from the 

administration of the System will be assessed against the accounts created on behalf of active 
members, either by the fund managers or by the board. 

Because PERS will be a governmental plan, not subject to the Employee Retirement Income 

) Security Act (ERISA), there is no fiduciary standard to which PERS or the third-party 
) administrator can be held. This may unduly jeopardize the retirement security of members 

subject to PERS. 

Ancillary Issues 

Retired Employee Health Program. The Retired Employee Health program (REHP) is 
administered jointly by the Governor's Office of Administration and SERS. The REHP 
provides for Commonwealth-subsidized post-retirement healthcare benefits to employees of 

most Co=onwealth agencies. Eligibility for these benefits is tied to an employee's years of 
credited service in SERS and an employee's age at retirement. It is unclear how or if REHP 
participation would be incorporated into the PERS plan. 
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Pension Forfeiture Act. Under Act 140 of 1978, known as the Public Employee Pension 

Forfeiture Act (43 p.s. §§ 1311-1315), a public official or public employee who is convicted or 

pleads guilty or no defense to a crime related to public office or public employment is 
disqualified to receive a retirement or other benefit or payment of any kind except a return 

without interest of the contributions paid into a retirement system. 

Because ownership of the funds vests immediately with the employee at the time of 
:.\ contribution under a defmed contribution plan, it is unclear to what extent the Public 

1 Employee Pension Forfeiture Act would apply to the individual retirement accounts ofPERS 

members. 

Closure of PSERS and SERS to New Members 

As noted previously, membership in PSERS and SERS would be closed to public employees 

hiredby school or State employers within the Commonwealth after July 1, 2011. However, 
both retirement Systems will retain their current active and annuitant populations and 

funding for the retirement benefits of those members will continue for many decades. In 

actuarial terms, the funding dynamics of such "closed groups" differ significantly from an open 

group in which there is a continuous influx of new active members. Closed groups present 
funding challenges that will need to be addressed in the future through modification of the 
Systems' respective statutory funding provisions. 

When the population of a retirement system is an open group, with a continuous influx of new 

active members, payroll generally increases and the level-dollar amortization represents a 
decreasing percentage of payrolL However, in a closed group, the payroll will begin shrinking 

in the future and the level-dollar payments will represent an increasingly larger percentage 

of payroll. Each System currently has a large unfunded actuarial accrued liability that will 
need to be covered by future contributions. The liabilities ofPSERS and SERS are not unlike 

a home mortgage or other long-term debt. The debt must be paid (amortized), with interest, 
over a certain span of time. In the event PSERS and SERS are closed to new members, the 

period over which these liabilities will need to be amortized will be no more than 30 years on 
a level· dollar basis. The fixed-dollar cost of paying down these liabilities will result in large 
increases in amortization payments as a percentage of payrolls and may become excessively 

burdensome for the remaining active member employers. 

Currently, changes in the unfunded accrued liability, except those due to legislative action, are 

amortized on a level-dollar basis over a 3D-year period. Changes due to legislative action are 
to be amortized over aID-year period. As the active membership declines within each System, 
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it may not be reasonable to assume that future changes in the unfunded accrued liability 

should be amortized over 30 years. A ten-year period may also be unreasonable for future 

legislative changes. Consideration should also be given to the appropriate period over which 
future plan experience should be amortized. 

Section 8328 ofthe PSERS Code and Section 5508 ofthe SERS Code specify methods to be used 
by the actuaries of the respective Systems to determine the "employer normal contribution 

rate" or employer normal cost and the total employer contribution rate, which consists of both 
the normal cost and the contributions required to fund the accrued liabilities of each plan, plus 

any amortization contribution requirement. 

Both the PSERS and SERS Codes require the normal cost to be determined using " ... a level 

percentage of the compensation of the average new active member .... " However, the Systems 
apply different interpretations to the language. Using the SERS interpretation, the average 
new member, or entrant, to the System currently earns a benefit at the 2.5% annual accrual 

rate (Class AA members). The traditional method would be to develop the normal cost rate 
based upon current active members and the benefits to which each member is entitled. This 

method would be based upon a blending of accrual rates attributable to all active members, 

rather than new entrants only, and would result in a normal cost calculation that more closely 
approximates the normal costs of the Systems. According to the Commission's consulting 
actuary, PSERS is currently using the traditional normal cost method. 

If the bill as amended is enacted, there would no longer be new members entering PSERS or 

SERS on which to determine the normal cost rate. The estimated actuarial cost for SERS for 
this actuarial note was determined assuming the normal cost rate would remain at the current 

level employing a "virtual" active member population. The Commission's consulting actuary 

believes that the SERS' method is reasonable. The Commission's consulting actuary has also 
indicated that the PSERS' method would be the preferred approach for determining the normal 

cost. Whichever method is chosen, it will require separate legislation and should be applied 
uniformly. 

Once active membership in PSERS and SERS has significantly declined and retired members 
are the majority of each System's total membership, the Systems may also need to consider 
revising their investment policies. Due to the need to ensure sufficient liquidity to provide for 

the payment of benefits, both PSERS and SERS may be compelled to invest assets in a more. 
conservative manner resulting in a lower discount rate. This revision would result in a lower 

valuation interest rate, which would result in higher actuarial accrued liabilities, requiring 
larger employer contributions as a percentage of payroll. 
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The Commission's consulting actuary has reviewed the bill as amended and the actuarial cost 

estimates provided to the Commission by the consulting actuaries for both PSERS and SERS. 

The results of these analyses are summarized in the following tables. 

Table 1 shows the employer contribution rate and the employer contribution amount for school 
employers for FY 2011 to FY 2042 under (1) current law and (2) if the proposal in the bill as 

amended were enacted with a declining amortization period beginning in FY 2014. The 
appropriation payroll applicable to PSERS and PERS and the employer contribution change 

due to the bill as amended is also shown. Table 2 shows the employer contribution rate and 

the employer contribution amount for state (non-school) employers for FY 2011 to FY 2042 
under (1) current law and (2) if the bill as amended were enacted with a declining amortization 
period beginning in FY 2012. The appropriation payroll applicable to SERS and PERS and the 

employer contribution change due to this amended bill is also shown. 

As shown in Tables 1 and 2, the anticipated spike in the employer contribution rate in FY 2013 

'
I :~~l~:t~~:~::eift:h:~~ :e:::~~e:n::;::n~~~~, ~:::: o;o~~ p::je:t~:~:::;e::;;o~:~ 

contribution requirement beginning in FY 2019 for PSERS employers and in FY 2012 for SERS 
employers. 

Some of the reasons that SERS employers would realize immediate savings whereas PSERS 
employers would have additional short-term costs is the delay between the valuation date and 

the fiscal year for which the valuation determines contributions, the basis for the normal cost 
rate, the value of the benefits the normal cost rate represents, and when the bill as amended 

wOl.\ld be reflected in the System's valuation. 

For SERS, the December 31, 2010, valuation is the basis for the FY 2011-2012 employer 
contribution. The SERS cost estimate reflects that the bill as amended would be reflected in 

the December 31,2010, valuation through a reduced appropriation payroll for FY 2011-2012. 
The normal cost rate for the FY 2011-12 is for members accruing benefits during this period. 

Therefore, a reduction in the benefits earned during this period would result in a reduction in 
the costs for this period. 
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SUMMARY OF ACTUARIAL COST IMPACT (CONT'D) 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

For PSERS, the June 30, 2010, valuation is the basis for the FY 2011-2012 contribution. The 

normal cost rate paid in FY 2011-2012 is for members who are expected to accrue benefits 
between July 1, 2010, and June 30, 2011. Effectively, the value of benefits earned in this 
upcoming period is paid for one year later. Therefore, changing the value of benefits earned 

after June 30, 2011, would not impact the dollar amount of the contribution. Under the bill 
as amended, PSERS would be closed to new hires after July 1, 2011, so any change in the 

normal cost would not be reflected until the June 30, 2012, valuation, which determines the 
FY 2013-2014 employer contribution. However the DC plan contributions would begin in FY 

2011-2012, resulting in higher short-term costs for school employers. 

It should also be noted that PSERS has a lower employer normal cost rate than SERS so it 

takes longer for the savings of the DC plan to present themselves under PSERS than SERS. 
These projections assume each of the System's assets would earn 8% each year of the 
projection. As membership in SERS and PSERS becomes increasingly inactive in nature, a 

lower valuation interest rate may be more appropriate as the investment allocation may 
become more conservative. 
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Fiscal 
Year 

Ending 
June 30 

2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
2031 
2032 
2033 
2034 
2035 
2036 
2037 
2038 
2039 
2040 
2041 
2042 

Total: 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

SUMMARY OF ACTUARIAL COST IMPACT (CONT'D) 

TABLE 1 

Public School Employees' Retirement System (PSERS) and 
Potential Public Employees' Retirement System (PERS) 

Projected Employer Contribution Rates and Amounts for School Employers for Fiscal Year 2011 to 2042 
($ amounts in millions) 

Total 
Approp

riation 

$13,510.0 
13,920.9 
14,345.3 
14,797.7 
15,280.1 
15,794.5 
16,341.3 
16,926.7 
17,557.7 
18,232.1 
18,948.0 
19,703.2 
20,493.7 
21,321.5 
22,185.0 
23,081.8 
24,006.8 
24,958.6 
25,937.5 
26,944.0 
27,978.1 
29,041.5 
30,136.5 
31,268.4 
32,446.3 
33,675.8 
34,956.6 
36,292.1 
37,690.6 
39,153.0 
40,680.0 
42,266.6 

Current Law 

PSERS 

Employer 
Contribution 

Rate Amount 

Appropr

iation 

Payroll 

8.22% 
10.59% 
29.22% 
32.09% 

33.60% 

33.27% 

32.74% 

32.06% 
31.27% 

30.42% 

29.56% 
28.75% 

27.95% 

27.18% 

26.44% 
25.74% 
25.05% 

24.40% 
23.78% 

23.19% 
22.63% 

22.10% 
19.46% 
18.16% 
16.82% 
15.65% 

14.33% 
13.88% 

14.64% 
14.47% 

13.15% 
12.18% 

$1,110.5 $13,510.0 
1,474.2 
4,191.7 
4,748.6 
5,134.1 
5,254.8 
5,350.1 
5,426.7 
5,490.3 
5,546.2 
5,601.0 
5,664.7 
5,728.0 
5,795.2 
5,865.7 
5,941.3 
6,013.7 
6,089.9 
6,167.9 
6,248.3 
6,331.4 
6,418.2 
5,864.6 
5,678.3 
5,457.5 
5,270.3 
5,009.3 
5,037.3 
5,517.9 
5,665.4 
5,349.4 
5,148.1 

$169,590.6 

13,920.9 
14,345.3 
14,089.4 
13,874.8 
13,698.8 
13,540.6 
13,409.7 
13,332.0 
13,285.9 
13,248.8 
13,213.2 
13,161.3 
13,104.1 
13,032.4 
12,935.0 
12,797.3 
12,608.9 
12,374.4 
12,092.3 
11,761.0 
11,374.7 
10,926.3 
10,429.2 

9,892.8 
9,326.5 
8,723.2 
8,080.4 
7,416.6 
6,721.6 
5,999.7 
5,268.1 

Senate Bill 566 as amended by A08034 

PSERS 

Employer 
Contribution 

Rate Amount 

8.22% 

10.59% 

29.22% 

33.28% 

36.18% 

37.11% 
37.83% 

38.34% 

38.60% 

38.72% 

38.79% 

38.88% 

39.00% 

39.12% 

39.29% 

39.53% 

39.86% 

40.'33% 

40.93% 

41.69% 

42.63% 

43.80% 

39.37% 

38.23% 

36.67% 

35.38% 

33.07% 

34.06% 
41.37% 

45.26% 

42.39% 

40.92% 
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$1,110.5 
1,474.2 
4,191.7 
4,688.9 
5,019.9 
5,083.6 
5,122.4 
5,141.3 
5,146.1 
5,144.3 
5,139.2 
5,137.3 
5,132.9 
5,126.3 
5,120.4 
5,113.2 
5,101.0 
5,085.2 
5,064.8 
5,041.3 
5,013.7 
4,982.1 
4,301.7 
3,987.1 
3,627,7 
3,299.7 
2,884.7 
2,752.2 
3,068.3 
3,042.2 
2,543.3 
2,155.7 

$134,842.9 

Appropr
iation 

Payroll 

N/A 
$708.3 
1,405.3 
2,095.7 
2,800.6 
3,517.0 
4,225.7 
4,946.2 
5,699.3 
6,490.0 
7,332.4 
8,217.4 
9,152.6 

10,146.9 
11,209.5 
12,349.7 
13,563.0 
14,851.7 
16,217.0 
17,666.8 
19,210.2 
20,839.2 
22,553.5 
24,349.3 
26,233.4 
28,211.7 
30,274.0 
32,431.4 
34,680.3 
36,998.6 
39,444.9 
42,025.7 

PERS 

Employer 
Contribution 

Rate Amount 

N/A 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

N/A 
$42.5 

84.3 
125.7 
168.0 
211.0 
253.5 
296.8 
342.0 
389.4 
439.9 
493.0 
549.2 
608.8 
672.6 
741.0 
813.8 
891.1 
973.0 

1,060.0 
1,152.6 
1,250.4 
1,353.2 
1,461.0 
1,574.0 
1,692.7 
1,816.4 
1,945.9 
2,080.8 
2,219.9 
2,366.7 
2,521.5 

Increase! 

Total (Decrease) 
Employer Employer 

Contribution Contribution 

$1,110.5 
1,516.7 
4,276.0 
4,814.6 
5,187.9 
5,294.6 
0,375.9 
5,438.1 
5,488.1 
5,533.7 
5,579.1 
5,630.3 
5,682.1 
5,735.1 
5,793.0 
5,804.2 
0,914.8 
5,976.3 
6,037.8 
6,101.3 
6,166.3 
6,232.0 
5,604.9 
5,448.1 
5,201.7 
4,992.4 
4,701.1 
4,698.1 
5,149.1 
0,262.1 
4,910.0 
4,677.2 

$0.0 
42.0 
84.3 
66.0 
03.8 
39.8 
20.8 
11.4 
(2.2) 

(12.5) 
(21.9) 
(34.4) 
(40.9) 
(60.1) 
(72.7) 
(87.1) 
(98.9) 

(113.6) 
(130.1) 
(147.0) 
(165.1) 
(185.7) 
(209.7) 
(230.2) 
(255.8) 
(277.9) 
(308.2) 
(339.2) 
(368.8) 
(403.3) 
(439.4) 
(470.9) 

$30,590.7 $165,433.6 ($4,157.0) 



ID f( A F f ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

SUMMARY OF ACTUARIAL COST IMPACT (CONT'D) 

TABLE 2 

State Employees' Retirement System (SERS) and 

Potential Public Employees' Retirement System (PERS) 
Projected Employer Contribution Rates and Amounts for State (non-school) Employers for Fiscal Year 2011 to 2042 

($ amounts in millions) 

Current Law Senate Bill 566 as amended by ADB034 

SERS SERS PERS 

Fiscal Total Increasel 

Year Appropr- Employer Appropr- Employer Appropr- Employer Total (Decrease) 

Ending latian Contribution iatian Contribution latian Contribution Employer Employer 

June 30 Payroll Rate Amount Payroll Rate Amount Payroll Rate Amount Contribution Contribution 

2011 $5,936.0 5.64% $335.0 $5,936.0 5.64% $335.0 N/A N/A N/A $335.0 $0.0 
2012 6,131.9 7.98% 489.0 6,024.3 7.95% 478.8 $107.5 6.00% $6.5 485.3 (3.7) 
2013 6,334.2 26.66% 1,688.4 5,941.2 27.79% 1,651.2 393.0 6.00% 23.6 1,674.8 (13.6) 
2014 6,543.3 29.22% 1,911.7 5,829.9 31.66% 1,845.6 713.3 6.00% 42.8 1,888.4 (23.3) 
2015 6,759.2 27.72% 1,873.5 5,705.1 31.06% 1,771.9 1,054.1 6.00% 63.2 1,835.1 (38.4) 
2016 6,982.2 27.46% 1,917.0 5,565.9 31.96% 1,778.8 1,416.3 6.00% 85.0 1,863.8 (53.2) 
2017 7,212.7 27.09% 1,953.9 5,406.8 32.85% 1,776.0 1,805.8 6.00% 108.3 1,884.3 (69.6) 
2018 7,450.7 26.64% 1,985.2 5,240.5 33.70% 1,765.9 2,210.2 6.00% 132.6 1,898.5 (86.7) 
2019 7,696:5 26.16% 2,013.4 5,068.2 34.55% 1,751.1 2,628.3 6.00% 157.7 1,908.8 (104.6) 
2020 7,950.5 25.69% 2,042.1 4,892.4 35.47% 1,735.5 3,058.1 6.00% 183.5 1,919.0 (123.1) 
2021 8,212.9 25.22% 2,071.2 4,715.9 36.46% 1,719.3 3,497.0 6.00% 209.8 1,929.1 (142.1) 
2022 8,483.9 24.76% 2,100.9 4,532.2 37.55% 1,702.0 3,951.7 6.00% 237.1 1,939.1 (161.8) 
2023 8,763.9 24.32% 2,131.5 4,344.6 38.77% 1,684.2 4,419.3 6.00% 265.2 1,949.4 (182.1) 
2024 9,053.1 23.89% 2,163.0 4,151.7 40.13% 1,665,9 4,901.4 6.00% 294.1 1,960.0 (203.0) 
2025 9,351.8 23.48% 2,195.5 3,953.3 41.66% 1,647.0 5,398.5 6.00% 323.9 1,970.9 (224.6) 
2026 9,660.5 23.07% 2,229.1 3,753.5 43.37% 1,628.0 5,906.9 6.00% 354.4 1,982.4 (246.7) 
2027 9,979.3 22.69% 2,263.9 3,554.6 45.27% 1,609.0 6,424.6 6.00% 385.5 1,994.5 (269.4) 
2028 10,308.6 22.31% 2,299.7 3,351.5 47.43% 1,589.7 6,957.1 6.00% 417.4 2,007.1 (292.6) 
2029 10,648.8 21.94% 2,336.7 3,148.9 49.87% 1,570.4 7,499.9 6.00% 450.0 2,020.4 (316.3) 
2030 11,000.2 21.59% 2,375.0 2,945.5 52.66% 1,551.0 8,054.7 6.00% 483.3 2,034.3 (340.7) 
2031 11,363.2 21.25% 2,414.5 2,741.8 55.86% 1,531.6 8,621.3 6.00% 517.3 2,048.9 (365.6) 
2032 11,738.2 20.92% 2,455.3 2,536.2 59.62% 1,512.0 9,201.9 6.00% 552.1 2,064.1 (391.2) 
2033 12,125.5 18.83% 2,283.7 2,333.4 54.81% 1,278.9 9,792.1 6.00% 587.5 1,866.4 (417.3) 
2034 12,525.7 17.83% 2,233.3 2,132.3 54.67% 1,165.8 10,393.4 6.00% 623.6 1,789.4 (443.9) 
2035 12,939.0 17.37% 2,247.8 1,942.3 57.52% 1,117.2 10,996.7 6.00% 659.8 1,777.0 (470.8) 
2036 13,366.0 15.87% 2,121.2 1,760.7 52.64% 926.8 11,605.3 6.00% 696.3 1,623.1 (498.1) 
2037 13,807.1 15.39% 2,125.1 1,587.2 54.58% 866.2 12,219.9 6.00% 733.2 1,599.4 (525.7) 
2038 14,262.7 15.46% 2,205.1 1,420.4 62.00% 880.7 12,842.3 6.00% 770.5 1,651.2 (553.9) 
2039 14,733.4 16.43% 2,420.5 1,260.8 8t.67% 1,029.7 13,472.5 6.00% 808.4 1,838.1 (582.4) 
2040 15,219.6 14.92% 2,270.8 1,105.8 73.45% 812.3 14,113.8 6.00% 846.8 1,659.1 (611.7) 
2.041 15,721.8 14.14% 2,223.0 954.8 72.83% 695.4 14,767.0 6.00% 886.0 1,581.4 (641.6) 
2042 16,240.6 13.21% 2,144.7 809.0 9.53% 77.1 15,431.7 6.00% 925.9 1,003.0 (1,141.7) 

Total: $65,520.7 $43,150.0 $12,831.3 $55,981.3 $(9,539.4) 
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DIRAWT 
POLICY CONSIDERATIONS 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

In reviewing the bill as amended, the Commission identified the following policy consider

ations. 

Creation of a New Public Pension Bureaucracy. () The bill as amended would create 

an entirely new public employee retirement system bureaucracy, which, in time, would 

eventually replace both PSERS and SERS. As with the creation of any new, large 
governmental entity, the establishment of PERS will be an expensive and complex 

undertaking. If it is the intent of Commonwealth policy makers to replace the two 
existing, statewide, defined benefit pension systems with a single defined contribution 

system for public employees, it may be more efficient and cost effective to do so by 
adding one or more defmed contribution benefit tiers to PSERS and SERS. Both 

PSERS and SERS already possess the physical infrastructure, systems, personnel and 
expertise to successfully administer such a retirement benefit plan. 

Closure ofPSERS and SERS. () Under the bill as amended, PSERS and SERS would 
be closed to new members. Both retirement Systems will retain their current active 

and annuitant populations and funding for the retirement benefits of those members 
will continue for many decades. In actuarial terms, the funding dynamics of such 
"closed groups" differ significantly from an open group in which there is a continuous 

influx of new active members, and present funding challenges that will need to be 

addressed in the future through modification of the Systems' respective retirement 

statutes. 

Benefit Value and Security. () While a detailed benefit comparison was beyond the 
scope of the Commission's actuarial note, the DC plan proposed in the bill as amended 

would provide future employees with a retirement income that is likely to be less 
valuable, predictable and secure than PSERS' or SERS' traditional DB plans. During 

the past decade, defined contribution plan participants have endured two major market 

down-turns that have negatively affected the investment performance of their 
retirement accounts; the first during the period from roughly 2001-2003, and most 

recently in 2008. In view ofthese past market fluctuations, retirement planning based 
on projected DC account balances is likely to be less predictable and involve greater 
individual attention to risk management than participation in a traditional DB plan. 

The General Assembly and the Governor must determine the appropriateness of such 
a change in the Commonwealth's public pension policy. 
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POLICY CONSIDERATIONS (CONT'D) 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

Appropriate Delegation of Legislative Authority. () The bill as amended empowers the 

PERS Board to develop the details of major plan design elements and administrative 
details by rule or regulation. The General Assembly and the Governor must determine 

if the broad powers afforded the PERS Board constitutes an appropriate delegation of 

legislative authority. 

Special Membership Classes. () Under the SERS Code, there are a number of special 
categories of public employees entitled to enhanced benefits, reduced superannuation 
requirements, or both. These include members of the General Assembly, the judiciary, 

Pennsylvania State Police Officers and certain other hazardous duty personneL Under 
the bill as amended, there are no special benefit provisions for these groups of 

employees. The uniform benefit level under PERS would result in a major reduction 
in the value of employer-provided benefits for these groups of employees in the future 

and would result in significant benefit disparities between similarly situated employees. 

Judicial Benefits. () The Supreme Court of the Commonwealth has ruled that, in 

order to preserve an independent judiciary, judges must be adequately compensated, 
pension benefits are part of compensation, and all members of a single-level court 
performing similar functions and exercising similar authority must be compensated at 

the same rate. As drafted, the bill as amended ignores the special status of judicial 
benefits. Based upon the independent status of the judiciary in Pennsylvania and the 

case law regarding the special status of its members, if enacted, the bill as amended 

would almost certainly be challenged in the courts. The lack of a severability clause in 
the bill could result in it being entirely voided. 

Treatment of Educational Employees. () Under current law, "school employees" 

(employees of PASSHE institutions, most employees of the Pennsylvania State 
University, and community college employees) are eligible to choose coverage in an 
employer-approved, defined contribution "alternative retirement program" as an 

alternative option to membership in either PSERS or SERS. Under the bill as 

amended, it appears that new employees of these educational institutions would no 
longer have the option to select membership in an alternative retirement program such 
as TlAA-CREF. Beyond reducing employer costs associated with active member 

benefits, the rationale for mandating replacement of a well-established defined 
contribution plan (such as TIAA-CREF) with a new defined contribution providing a 
benefit of lesser value is unclear. 
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DRAft 
POLICY CONSIDERATIONS (CONT'D) 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

Adequacy of Disability and Death Benefits for Hazardous Duty Personnel. ( ) 

Historically, it has been the practice of the Commonwealth to provide special disability 

and death benefits to public safety employees due to the hazardous nature of such 

employment. The bill as amended represents a major departure from past practice by 

providing no such special benefits for hazardous duty personnel. 

Disparate Treatment. () The Commonwealth has elected to exclude members of the 
State Police from Social Security coverage. Therefore, those employees would receive 

lesser benefits than other PERS members. 

Collective Bargaining and Arbitration. (-) Both the PSERS and SERS Codes currently 

contain specific provisions prohibiting the use of collective bargaining agreements or 
arbitration awards between public employers and employees to award benefits. These 

provisions were included partly in reaction to cases in which enhanced benefits had in 
the past been awarded to certain groups of employees. The amended bill as written 

includes no specific provision prohibiting the use of collective bargaining agreements 
or arbitration awards to award additional employee pension benefits, which could lead 
to the use of such methods to award supplementary or enhanced benefits not provided 

underPERS. 

Potential Liability Exposure. (-) As drafted, the bill as amended contains numerous 

plan design deficiencies and ambiguities. If left unaddressed, these deficiencies may 

expose the PERS Board, the Commonwealth, and other public employers to litigation 
brought by employees over retirement benefit entitlement issues. 

Tax Qualification. (-) The bill as amended states that PERS shall be administered as 
a tax-qualified plan under the IRC. However, this declaration alone may prove 

insufficient to ensure the tax-qualified treatment ofPERS. Based on the Commission's 

understanding of the IRC tax-qualification rules, employee contributions to a DC plan 
sponsored by a governmental entity can only be made on a pre-tax basis if plan 

membership is mandatory or there is a one-time irrevocable salary reduction agreement 
in place. The bill as amended should be reviewed by qualified legal counsel specializing 
in tax-qualification issues to ensure IRC compliance. 

-19-



D~Af1 

POLICY CONSIDERATIONS (CONT'D) 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

Retired Employee Health Program. () The Retired Employee Health Program (REHP) 
provides for Commonwealth-subsidized post-retirement healthcare benefits to 

employees of most Commonwealth agencies. Eligibility for these benefits is tied to an 

employee's years of credited service in SERS and the employee's age at retirement. It 
is unclear how or ifREHP participation would be incorporated into the PERS plan. 

Pension Forfeiture Act. () It is unlikely that the Public Employee Pension Forfeiture 
Act, 1978, July 8, P. L. 752, No 176, as amended, would apply to the new defined 

contribution plan, since the employee's share of the funds vests immediately with the 
employee at the time of contribution. 

Inadequate Technical Provisions. (-) In reviewing the bill as amended, the Commission 
staff noted numerous deficiencies in the areas of plan design, drafting ambiguities, 

drafting inconsistencies, the use of undefined terms, and the use of apparently 
contradictory language. The bill should be thoroughly reviewed and revised to correct 
these deficiencies prior to enactment. Following are the more significant issues noted 
by the staff. 

Funding of Administrative Expenses. The bill as amended is unclear on how the 

administrative expenses ofPERS are to be funded. Under section 7105(f), the 

PERS Board will be required to submit an annual budget to the General 
Assembly for the administrative expenses of the System. The approved 

expenses are to be paid "in whole or in part" from member "nonvested forfei
tures" (a term which is not defined) in PERS, and reference is also made to the 
payment of directed commissions by the board. Section 7108 states that, "all 

other expenses arising from the administration of the System," are to be paid 
from the individual retirement accounts of active members of the System. The 

creation of a large governmental institution such as PERS will be costly. 

Because PERS will initially have no assets and few members, it seems likely 
that the current funding process provided for in the bill as amended will prove 

insufficient, at least in the early years of operation. It appears likely that 
appropriations, either from the Commonwealth General Fund or some other 
source identified and authorized by the General Assembly, will be necessary to 
meet the initial and ongoing annual administrative funding requirements of 
PERS. 
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POLICY CONSIDERATIONS (CONT'D) 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

Disability Provisions. The disability retirement provisions contained in the bill 
as amended are unclear. The bill as amended indicates that the employer is to 

continue to make matching contributions in the event of disability at the same 

rate that was provided for before the disability occurred (section 7112(b)). 

However, there is no provision in place to determine what qualifies as a 
disability and if that disability is permanent or temporary. In addition, the 
contributions are to continue until age 65. There is no provision to cease the 

contribution prior to age 65 if the member is no longer disabled. If contributions 
are to cease, a provision for monitoring the status of disabled members through 

a periodic medical review would need to be added. The bill as amended provides 

no guidance as to the ongoing contributions if a disabled member withdraws 
part or all of the account balance. Since the employer contribution is a match 

of the member contribution, up to 6% of payroll, the potential exists for the 

disability benefit to be zero. 

Inconsistent Effective Dates. The definition of public employee in section 7102 

of the bill as amended refers to employees that begin public service after 
November 30, 2011. However, other sections make repeated references to an 

effective date of after July 1, 2011. 

Vesting and Treatment of Non-Vested Members. The vesting provisions require 

clarification. Members of PERS would become fully-vested in the employer 
contribution portion of the plan after three years of service. Presumably, 

employees who terminate service prior to vesting would be entitled to a return 
of their own contributions to the plan, however, there is no specific provision for 

this contingency, beyond a reference to the return of "accumulated deductions" 

(a term which is not defined) in section 7115(f). The bill as amended should 
clearly indicate that the account balance derived from employee contributions 

adjusted for earnings and expenses is always 100% vested. Also, the bill as 
amended provides that a part-time member "shall only be vested if the member 

is compensated for at least 1,000 hours per year" (section 7113(a)). This 
provision should be clarified to indicate that three years of at least 1,000 hours 
per year is required to be vested in the account balance due to employer 
contributions, Section 7113(b)(2) requires the forfeiture of the employer 

contribution portion of a non-vested member's account upon the death, "or other 
termination of public service of the active member," and would permit the 

balance of any such account to be used to defray the administrative expenses of 

PERS under section n05(f). 
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POLICY CONSIDERATIONS (CONT'D) 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

Status of Members Returning to Service. The treatment of former active 

members of SERS and PSERS (vestees, inactive members and annuitants) who 
return to employment following a break in service is not clear. Section 7115(d) 

seems to indicate that membership in PERS would be mandatory only for those 
employees who enter into public service, "for the frrst time after July 1, 2011." 

Likewise, section 7117(1) indicates that PERS membership would not be 
mandatory for any employee who is employed prior to July 1, 2011. However, 

section 7117(2) of the bill as amended contains the contradictory and confusing 
requirement that PERS membership, "shall apply to any person who is a public 

school employee or state employee before July 1, 2011, and who is not a public 

employee on July 1, 2011, but reenters public service after July 1, 2011." 

Superannuation Age. Section 7115(f) refers to superannuation age. However, 

superannuation age is not defrned in the bill as amended, and superannuation 
age is generally not relevant for members in a DC plan. 

Optional or Mandatory Nature of Membership. The nature of membership in 

PERS requires clarifIcation. As written, membership in PERS is mandatory, yet 

contributions appear to be voluntary. Mandatory participation in a defrned 
contribution pension plan normally involves a minimum contribution require· 

ment. The bill as amended does not set a minimum participant contribution 
rate for either the member or the employer, which could mean that members 

may choose to contribute nothing, and likewise, the employer would also make 
no contributions toward the member's retirement plan. The purpose of 

mandating participation in a defrned contribution pension plan when no 
minimum contribution to the plan is required is not apparent. Further, there 

may be serious tax· qualifIcation issues involved with such an approach. Based 

on the Commission's understanding of the IRC tax·qualifrcation rules, employee 
contributions to a defrned contribution plan sponsored by a governmental entity 
can only be made on a pre·tax basis if plan membership is mandatory or there 

is a one-time irrevocable salary reduction agreement in place. Finally, the 
apparently optional nature of plan participation is contradicted in section 
7106(d) which mandates a default investment option provision applicable to 
members who do not elect one and requiring that "the active member contribu

tion in the default investment option shall be 6% of the active member's 
pensionable earnings." It is also unclear how often or if a member may change 

the rate of contribution to the plan. 
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POLICY CONSIDERATIONS (CONT'D) 

ACTUARIAL NOTE TRANSMITTAL 
Senate Bill No. 566, P. N. 577, as 
amended by Amendment No. 08034 

Service Credit. Section 7114(b) refers to credited service. However, credited 

service is not defined in the bill as amended and is generally not relevant for 

members in a DC plan. 

Municipal Employees. Section 7117(1) refers to municipal employees. Since 

municipal employees are not covered by PERS'this reference should be deleted 
prior to enactment. 

Board Membership. The bill as amended does not include municipal employees 
in PERS, but the chairman of the Pennsylvania Municipal Retirement System 

(PMRS) is a member ofthe PERS Board (Section 7104(b)). 

COMMISSION RECOMMENDATION 

The Commission voted to attach the actuarial note to the bill as amended, recommending that 
the General Assembly and the Governor consider the policy issues identified above. 

ATTACHMENTS 

Actuarial note provided by Katherine A. Warren and Timothy J. Nugent of Milliman, Inc. 

Actuarial cost estimate provided by Buck Consultants, consulting actuary for the Public School 

Employees' Retirement System. 

Actuarial cost estimate provided by the Hay Group, consulting actuary for the State 
Employees' Retirement System. 

Senate Bill Number 566, Printer's Number 577. 

Amendment Number 08034. 
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August 30, 2010 

Mr. James L. McAneny 
Executive Director 
Public Employee Retirement Commission 
P.O. Box 1429 
Harrisburg, PA 17105-1429 

1550 Liberty Ridge Drive 
Suite 200 
Wayne, PA 19087-5572 

Tel +1610687.5644 
Fax +1611).687.4236 

www.milliman.com 

Re: Senate Bill 566, Printer's Number 577, as amended by Amendment A08034 

Dear Mr. McAneny: 

As you requested, we have prepared an actuarial note on Senate Bill 566, Printer's 
Number 577, as amended by Amendment A08034. 

Summary of the amended Bill 

Senate Bill 566, Printer's Number 577, as amended, would establish a new mandatory 
retirement system applicable to all public employees hired by state or school employers 
within the Commonwealth after July 1, 2011. This new retirement system, known as the 
Public Employees' Retirement System (PERS), would be a defined contribution (DC) 
plan. 

Under the amended Bill, any public employees hired by state or school employers within 
the Commonwealth after July 1, 2011 would become a member of PERS. A PERS 
member would be entitled to an employer matching contribution of up to 6% of a 
member's pensionable earnings. Employer contributions to the DC account would be 
100% vested after three years of service. 

In the event an active member becomes disabled, the employer shall continue to make 
employer contributions in the same amount as the employer's previous contribution 
(prior to the disability), if any, until the active member has attained age 65. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
may not be appropriate for other purposes. Milliman does not intend to benefit and assumes no duty or 
liability to other parties who receive this work. 
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Discussion of the amended Bill 

PERS Coverage 

Under the amended Bill, any public employee hired by state or school employers within 
the Commonwealth after July 1, 2011 would become a mandatory member of PERS (in 
lieu of coverage in the State Employees' Retirement System (SERS), th.e Public School 
Employees' Retirement System (PSERS), or an alternative plan such as TIAA-CREF): 
This mandatory membership raises some questions, such as: 

• How would educational employers that already have access to a DC plan through 
TIAA-CREF be handled? Would future employees be entitled to a choice going 
forward? 

• Can employers opt out of providing retirement benefits through PERS as was past 
practice for employers eligible for SERS and PSERS? 

• Currently postretirement health benefits are provided to certain retirees of SERS 
and PSERS. Will the postretirement health benefits be provided to PERS 
members? If so, what benefits will be provided and how will retirement be defined? 

• Are any other ancillary benefits impacted? 

PERS 8enefitAdequacy 

The amended Bill indicates that member contributions are voluntary and therefore 
members may elect not to contribute to the System. Employers are required to match 
employee contributions dollar for dollar up to 6% of pensionable compensation. 
Because there is no employer minimum contribution made on behalf of members, there 
may be members who will have not accumulated an adequate source of retirement 
income. This may increase the need for other welfare type benefits provided by the 
Commonwealth. 

The DC plan arrangement provides for a maximum employer contribution of 6% of 
compensation. The current employer normal cost rate for both SERS and PSERS is 
more than 6% of compensation. Therefore, the value of the employer-provided benefits 
to the new PERSmembers will generally be lower than the employer-provided benefits 
provided to current SERS and PSERS members. It was beyond the scope of our 
assignment to provide a comparison of the two benefit designs and the value to 
members. Consideration should be given to having such an analysis prepared prior to 
any revision in benefits. In addition, if the pension benefits are reduced, there may be 
pressure to increase other compensation to provide for the same total compensation as 
before. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
may not be appropriate for other purposes. Milliman does not intend to benefit and assumes no duty or 
liability to other parties who receive this work. 
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There are no special membership classes in PERS for state police, hazardous duty 
members, judges, or legislators. These special membership classes receive higher 
benefits under SERS. Therefore, these members would receive a larger reduction in 
employer-provided benefits. Consideration may need to be given to provide enhanced 
benefits (e.g. upon in-service death or disability or upon retirement) to certain special 
membership classes, such as state police and hazardous duty members,· in addition to 
the continued contributions while on disability. 

In addition, state police members in SERS receive a higher benefit through an 
arbitration award. How will this award impact state police members who become 
members of PERS? 

In the past, cost-of-living adjustments (COLAs) have been provided to retired SERS and 
PSERS members and early retirement windows with enhanced pension benefits have 
been offered to SERS and PSERS members. It is difficult to provide these special 
benefits in a DC plan arrangement. 

PERS Tax Qualification 

Based on our understanding of the tax qualification rules, employee contributions to a 
DC plan sponsored by a governmental entity can only be made on a pre-tax basis if 
plan membership is mandatory or there is a one-time irrevocable salary reduction 
agreement in place. Because we are not attorneys, we strongly recommend review of 
this amended Bill prior to enactment by legal counsel specializing in tax qualification 
issues to ensure compliance. 

Drafting Ambiguities and Outstanding Questions 

As the amended Bill is drafted, there are many drafting ambiguities and outstanding 
questions that may need to be corrected prior to enactment. They include, but are not 
limited to, the following: 

• The definition of public employee in Section 7102 refers to employees that begin 
public service after November 30, 2011. However later parts of the amended Bill 
have an effective date of after July 1, 2011. 

• The amended Bill provides that employees hired after July 1, 2011 would be 
covered under the new system. It does not say "on or after July 1, 2011". Most 
changes are effective at the beginning of a month, not the second day. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
may not be appropriate for other purposes. Milliman does not intend to benefit and assumes no duty or 
liability to other parties who receive this work. 
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• The amended Bill should indicate that the account balance derived from 
employee contributions adjusted for earnings and expenses is always 100% 
vested. 

• Because no municipal employees are covered by PERS, should the chairman of 
the Pennsylvania Municipal Retirement System remain on the PERS' board 
(Section 7104(b))? 

• The default investment option provision (for members who do not elect one) 
indicates that "the active member contribution in the default investment option 
shall be 6% of the active member's pensionable earnings" (Section 7106(d)). We 
do not understand the purpose of this sentence. 

• The amended Bill provides that a part-time member "shall only be vested if the 
member is compensated for at least 1 ,000 hours per year" (Section 7113(a)). 
This provision may need to be clarified to indicate that three years of at least 
1 ,000 hours per year is required to be vested in the account balance due to 
employer contributions. 

• Section 7114(b) refers to credited service. However, credited service is not 
defined in the amended Bill. In addition, credited service is generally not relevant 
for members in a DC plan. It may be necessary for other benefits such as 
postretirement health benefits. 

• Section 7115(f) refers to superannuation age. However, superannuation age is 
not defined in the amended Bill. In addition, superannuation age is generally not 
relevant for members in a DC plan. It may be necessary for other benefits such 
as postretirement health benefits. 

• Section 7117(1) refers to municipal employee. As municipal employees would 
not be covered by PERS, this reference should be deleted prior to enactment. 

• The amended Bill indicates that the employer is to continue matching 
contributions in the event of disability at the same rate that was provided for 
before the disability occurred (Section 7112(b)). However, there is no provision 
in place to determine what qualifies as a disability. In addition, the contributions 
are to continue until age 65. There is no provision to cease the contribution prior 
to age 65 if the member is no longer disabled. If contributions are to cease, a 
provision for monitoring the status of disabled members through a periodic 
medical review would need to be added. What happens to the ongoing 
contributions if a disabled member withdraws part or all of the account balance? 

• As the amended Bill is drafted, the PERS' Board is responsible for drafting the 
rules and regulations of the System. These rules and regulations should cover 
items such as the payment method(s) of the account balance upon termination of 
service and the beneficiary designation in the event of death. We are uncertain 
if any of these provisions should be covered in the statute instead of rules and 
regulations. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
may not be appropriate for other purposes. Milliman does not intend to benefit and assumes no duty or 
liability to other parties who receive this work. 
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• How will the start-up costs of PERS be paid? There does not appear to be an 
extra appropriation for these costs. Annual administrative expenses are to be 
deducted from members' accounts. How will non-recurring expenses be paid? It 
may be desirable to have an annual expense appropriation to reduce the 
amounts deducted from members' accounts. 

Future Funding Considerations for SERS and PSERS 

Although not specifically stated in the amended Bill, membership in SERS and PSERS 
would be closed to public employees hired by state or school employers within the 
Commonwealth after July 1, 2011. The amended Bill does not address the funding of 
SERS and PSERS with the advent of PERS. This oversight should be corrected prior to 
enactment of this amended Bill. 

Funding of the two Systems is currently based on the determination of employer normal 
cost and an amortization charge attributable to unfunded liabilities. The employer 
contribution is expressed as a percentage of active member payroll (Le. appropriation 
payroll) and charged to the various employers. There are two fundamental questions 
that need to be addressed with respect to future funding of the Systems: 

1. What is a reasonable and appropriate method for determining the required 
employer contribution for a system that is closed to new members? 

2. And who is going to pay for it? 

Current employer contributions to SERS and PSERS are a function of appropriation 
payroll. As the active membership in SERS and PSERS would decline if this amended 
Bill is enacted, the appropriation payroll for funding these Systems would decline and 
eventually reach $0 many years in the future. Each system currently has a large 
unfunded actuarial accrued liability that will need to be covered by future contributions. 
As the active membership in each System declines, the amortization charge due to the 
unfunded liability as a percentage of appropriation payroll will also grow unbounded. It 
may be inequitable to charge the remaining employers with small active membership a 
disproportionate share of the required contribution that is attributable mostly to inactive 
members. Consideration should be given to the source of future funding of the two 
Systems. 

Currently, changes in the unfunded accrued liability, except those due to legislative 
action, are amortized on a level dollar basis over a 30 year period. Changes due to 
legislative action are to be amortized over a 10-year period. As the active membership 
declines within each System, it may not be reasonable to assume that future changes in 
the unfunded accrued liability will be amortized over 30 years. A ten-year period may 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
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also be unreasonable for future legislative changes. Consideration should be given to 
the period over which future changes should be amortized. 

Additionally, under current law governing PSERS and SERS, the normal cost of the 
system is to reflect the cost of benefits provided to the average new member of the 
retirement system. However, the systems have interpreted the statute differently. 

Under the PSERS interpretation, the normal cost rate reflects the average cost as a 
percentage of pay from entry into the system reflecting the actual Class of membership 
of each active member. This is the traditional way to calculate the normal cost under 
the entry age cost method. We understand that PSERS' actuary develops a normal 
cost rate based on current active members and the benefits to which each member is 
entitled. Thus, the PSERS normal cost rate is based on a blend of the 2.0% and 2.5% 
benefit accrual rates and member contribution rates of 5.25%, 6.25%, 6.5%, and 7.5%, 
depending on each member's date of hire and class of service. 

If this amended Bill is enacted, PSERS has indicated that their main objective is to have 
a fully funded System once the last active member retires. PSERS' position is that the 
current methodology for determining the employer normal cost is reasonable and can 
continue in the event of a closed System. Under a closed System, we believe the 
traditional method of determining the normal cost under the entry age normal cost 
method will continue to be a reasonable approach. 

If the amended Bill is enacted, PSERS has indicated that the preferable method for 
amortizing unfunded liabilities would be to utilize a declining amortization period over 
the remaining average working lifetime of active members. We also believe that the use 
of a declining amortization period is a reasonable approach to handling future unfunded 
liabilities. However, additional consideration should be given to how the various 
employers will be responsible for paying the required amortization charge for the 
unfunded liability once there is very small active membership or none at all. In the 
event of no active membership, who would be responsible for funding the System in the 
event that experience losses leave the System in an unfunded position? 

SERS' actuary bases the normal cost calculation on new members entering Class 
AA(60) only. Under a System open to new members, we believe that this approach is a 
reasonable interpretation of the SERS Code, although we do not necessarily believe it 
is the preferable method for determining costs under a tiered benefit system. 

If this amended Bill is enacted, SERS (via The Hay Group) has indicated that the future 
normal cost rate would be based on a virtual new member population. This virtual new 
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member population would have the same characteristics of the last new member 
population before SERS was closed. Under this method, the future normal cost rate 
would remain unchanged as long as there were no changes in assumptions or 
provisions. In the event of a change in assumptions or provisions, the changes would 
also be carried through to the virtual new entrant population and the normal cost rate 
would be modified accordingly. SERS' actuary would be responsible for making 
appropriate modifications to the virtual new member population to appropriately reflect 
the characteristics of the closed active members. The Hay Group indicates that this 
method has been used by the Civil Service Retirement System for many years under a 
closed program. Based on our understanding of this method, it would be a reasonable 
approach for determining future normal cost rates. 

SERS did not specifically address the amortization period to be used for unfunded 
liabilities. However, for purposes of this amended Bill, SERS provided projections using 
a similar declining amortization as PSERS. We believe that the approach proposed by 
PSERS to amortize liabilities over average expected working lifetime would be 
reasonable. Some minimum period should also be considered once there are no or 
very little active members. 

The Hay Group provided commentary on August 25, 2010 on the inequity that would 
arise due to declining member payroll and large amortization charges. We believe that 
the altematives identified by The Hay Group have merit and should be considered by 
the legislature for funding future unfunded liabilities. 

If this amended Bill is enacted, the Systems' actuaries will need to be careful when 
developing future proposed actuarial assumptions as the entry age normal cost reflects 
the costs during the member's entire working career. For example, 10 years from the 
effective date of the amended Bill, there would be no experience on the withdrawal 
rates for members within the first 10 years of employment and 20 years from the 
effective date of the amended Bill, all members retiring would have at least 20 years of 
service. 

Lastly, once active membership in SERS and PSERS has significantly declined and 
retired members are the majority of each System's total membership, the Systems' 
should consider revising their investment policy. Each System may be inclined to invest 
assets in a more conservative manner resulting in a lower discount rate than current 
levels. This revision would result in a lower valuation interest rate, which would result in 
higher actuarial accrued liabilities. 

In addition, GASB has recently issued a Preliminary Views document which may 
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drastically impact the accounting methodology for govemmental plans. The Preliminary 
Views indicate that the method for determining normal cost must be based on an entry 
age cost method. SERS and PSERS use different variations of the entry age normal 
cost method. However, the Preliminary Views do not specify which approach should be 
used or if the differing approaches are acceptable. Furthermore, the State's auditors 
would need to opine of the appropriateness of using a virtual new entrant group to 
determine the normal cost rate under GASB 25 if the amended Bill is enacted. We 
encourage SERS to discuss this situation with their auditors and both systems to 
carefully monitor the GASB views on this issue. 

Estimated Actuarial Cost 

You provided us with a copy of the June 30, 2010 estimate by Buck Consultants for 
PSERS with the projected impact of this amended Bill. This estimate contained multi
year projections of the employer contribution rate under current law and if this amended 
Bill is enacted. This estimate shows the projected appropriation payroll, the 
components of the employer contribution rate, and the projected employer contribution. 
These projections are based on the 2009 actuarial valuation and assume that future 
experience will exactly match the actuarial assumptions used to prepare the valuation. 
If the amended Bill is enacted, this estimate assumes that future changes in the 
unfunded actuarial accrued liability would be amortized over a declining amortization 
period beginning in FY 2014. The amortization period is 30 years in FY2014 and 
declines by 1 year for each. new amortization base established for future changes. In 
FY 2043 and thereafter, future changes would be immediately recognized. We have 
reviewed these multi-year projections and found that they appear to be reasonable with 
the exception of the appropriation payroll and employer contribution rate for PSERS for 
FY 2012 and FY 2013 if the amended Bill is enacted. As shown on Exhibit 1, the 
appropriation payroll, employer contribution rate, and employer contribution amount for 
PSERS is the same for FY 2012 and 2013 under current law and if the amended Bill is 
enacted. If the amended Bill is enacted, the appropriation payroll for PSERS for FY 
2012 and 2013 should be reduced to reflect the anticipated payroll that will be in PERS, 
not PSERS. Based on our understanding of PSERS' funding calculations, using a lower 
appropriation payroll would result in a higher employer contribution rate but the same 
employer contribution amount. Because the employer contribution amount would 
remain the same, we have not adjusted the estimated payroll or employer contribution 
rates shown on the attached Exhibit 1. 

You also provided us with a copy of the June 30, 2010 estimate by Hay Group for SERS 
with the projected impact of this amended Bill. This estimate contained multi-year 
projections of the employer contribution rate if this Bill were enacted with and without a 
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change in the amortization period. The estimates show the projected appropriation 
payroll, the employer contribution rate, and the projected employer contribution. These 
projections are based on the 2009 actuarial valuation and assume that future 
experience will exactly match the demographic assumptions used to prepare the 
valuation. If the amended Bill is enacted, one of the projections assumes that future 
changes in the unfunded actuarial accrued liability will be amortized over a declining 
amortization period beginning in FY 2012. The amortization period is 30 years in 
FY2012 and declines by 1 year for each new amortization base established for future 
changes. In FY 2041 and thereafter, future changes would be immediately recognized. 
For purposes of the projection, the employer normal cost rate was assumed to remain 
at the current level. We have reviewed these multi-year projections and found that they 
appear to be reasonable. 

For the projected employer contributions to PERS, the actuaries of both systems 
estimated the PERS employer contribution equal to 6% of the estimated PERS payroll. 
The estimated PERS payroll was determined by the difference between the projected 
appropriation payroll under current law and the projected appropriation payroll for the 
closed membership of SERS or PSERS, respectively. The actual cost of this amended 
Bill will depend on the actual PERS payroll, which could be higher or lower than 
projected, and on the actual level of employer contributions, which could be less than 
6%. Due to time constraints, it was beyond the scope of our assignment to determine 
any potential changes for varying employer contribution rates or PERS payroll. 
Assuming the maximum employer contribution is the conservative approach for 
purposes of this assignment. 

The attached Exhibit 1 shows the employer contribution rate and the employer 
contribution amount for school employers for FY 2011 to FY 2042 under (1) current law 
and (2) if this amended Bill were enacted with a declining amortization period beginning 
in FY 2014. The appropriation payroll applicable to PSERS and PERS and the 
employer contribution change due to this amended Bill is also shown. Please see 
discussion above about the appropriation payroll and employer contribution rate for 
PSERS for FY 2012 and 2013 if the amended Bill is enacted. 

Exhibit 2 shows the employer contribution rate and the employer contribution amount for 
state (non-school) employers for FY 2011 to FY 2042 under (1) current law and (2) if 
this amended Bill were enacted with a declining amortization period beginning in FY 
2012. The appropriation payroll applicable to SERS and PERS and the employer 
contribution change due to this amended Bill is also shown. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
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As indicated in Exhibits 1 and 2, the anticipated spike in the employer contribution rate 
in FY 2013 under current law would still be anticipated if this amended Bill is enacted. 
Based on the projections provided by the systems' actuaries, under this amended Bill, 
the lower contributions for new members into PERS would result in lower employer 
contribution amounts starting in FY 2019 for PSERS employers and in FY 2012 for 
SERS employers. 

Some of the reasons that SERS' employers would realize immediate savings whereas 
PSERS' employers would have additional short term costs is the delay between the 
valuation date and the fiscal year for which the valuation determines contributions, the 
basis for the normal cost rate, what benefits the normal cost rate represents, and when 
the amended Bill would be reflected in the valuation. 

For SERS, the December 31, 2010 valuation is the basis for the FY 2011-2012 
contribution. SERS' cost estimate reflects that the amended Bill, if enacted, would be 
reflected in the December 31, 2010 valuation through a reduced appropriation payroll 
for FY 2011-2012. It is our understanding that the normal cost rate for the FY 2011-12 
is for members accruing benefits during this period. Therefore, a reduction in the 
benefits earned during this period would result in a reduction in the costs for this period. 

For PSERS, the June 30, 2010 valuation is the basis for the FY 2011-2012 contribution. 
The normal cost rate paid in FY 2011-2012 is for members who are expected to accrue 
benefits between July 1, 2010 and June 30, 2011. Effectively, the value of benefits 
earned in this upcoming period is paid for one year later. Therefore, changing the value 
of benefits earned after June 30, 2011 would not impact the dollar amount of the 
contribution. Under the amended Bill, PSERS would be closed to new hires after July 1, 
2011 and therefore any change in the normal cost would not be reflected until the June 
30,2012 valuation, which determines the FY 2013-2014 contribution. In the meantime, 
the DC plan contributions would start in FY 2011-2012 - resulting in higher short term 
costs for PSERS' employers. 

Also note that PSERS has a lower employer normal cost rate than SERS so it takes 
longer for the savings of the DC plan to present themselves under PSERS than SERS. 

These projections assume each of the system's assets would earn 8% each year of the 
projection. To the extent adverse (favorable) investment returns are experienced, the 
contribution rates would be higher (lower). In addition, as membership in SERS and 
PSERS becomes increasingly inactive in nature, a lower valuation interest rate may be 
more appropriate as the investment allocation may become more conservative. Due to 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
may not be appropriate for other purposes. Milliman does not intend to benefit and assumes no duty or 
liability to other parties who receive this work. 

Milliman 



Mr. James L. McAneny 
August 30,2010 
Page 11 

time and budget constraints, it was beyond the scope of our assignment to estimate the 
impact of changes in the valuation interest rates. 

Basis for Analysis 

In performing this analysis, we have relied on the information provided by the 
Commission, PSERS, SERS, Hay Group, and Buck Consultants. We have not audited 
or verified this data and other information. If the data or information is inaccurate or 
incomplete, the results of this analysis may likewise be inaccurate or incomplete. 

We performed a limited review of the projections prepared by Buck Consultants and 
Hay Group as provided by the Commission, PSERS, and SERS for reasonableness and 
consistency and have not found material defects. If there are material defects, it is 
possible that they would be uncovered by a detailed, systematic review and comparison 
to search for values that are questionable or for relationships that are materially 
inconsistent. Such a review was beyond the scope of our assignment. 

Future actuarial measurements may differ significantly from the current measurements 
presented in this analysis due to actual plan experience deviating from the actuarial 
assumptions, the natural operation of the plan's actuarial cost method, and changes in 
plan provisions, actuarial assumptions, actuarial methods, and applicable law. An 
assessment of the potential range and cost effect of such differences is beyond the 
scope of this analysis. 

Milliman's work is prepared solely for the internal business use of the Pennsylvania 
Public Employee Retirement Commission. To the extent that Milliman's work is not 
subject to disclosure under applicable public records laws, Milliman's work may not be 
provided to third parties without Milliman's prior written consent. Milliman does not 
intend to benefit or create a legal duty to any third party recipient of its work product. 
Milliman's consent to release its work product to any third party may be conditioned on 
the third party signing a Release, subject to the following exception: 

• The Commission may provide a copy of Milliman's work, in its entirety, to the 
Commission's professional service advisors who are subject to a duty of 
confidentiality and who agree to not use Milliman's work for any purpose other 
than to benefit the Commission. 

No third party recipient of Milliman's work product should rely upon Milliman's work 
product. Such recipients should engage qualified professionals for advice appropriate to 
their own specific needs. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
may not be appropriate for other purposes. Milliman does not intend to benefit and assumes no duty or 
liability to other parties who receive this work. 

Milliman 
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The consultants who worked on this assignment are pension actuaries. We have not 
explored any legal issues with respect to the proposed plan changes. We are not 
attomeys and cannot give legal advice on such issues. We suggest that you review this 
proposal with counsel. 

We are members of the American Academy of Actuaries and meet its Qualification 
Standards to render this actuarial opinion. 

Please let us know if we can provide any additional information regarding this amended 
Bill. 

Sincerely, 

?~/~ 
Timothy J. Nugent 

Katherine A. Warren 

T IN:KAWhs\78RSC01-66 
g:\corr10\rsc\ltr08_S8566_DCPlan.doc 

Enclosures 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and 
may not be appropriate for other purposes. Milliman does not intend to benefit and assumes no duty or 
liability to other parties who receive this work. 

Milliman 



EXHIBIT 1 

Public School Employees' Retirement System (PSERS) and potential Public Employees' Retirement System (PERS) 

Projected Employer Contribution Rates and Amounts for School Employers for Fiscal Year 2011 to 2042 

($ amounts in millions) 

Current Law Senate Bill 566 as amended by A08Q34 Increase / 

Fiscal Year Total PSERS PSERS PERS Total (Decrease) 

Year Ending Appropriation Employer Contribution Appropriation Employer Contribution Appropriation Employer Contribution Employer Employer 

June 30 Payroll Rate Amount Payroll Rate Amount Payroll Rate Amount Contribution Contribution 

2011 $13,510.0 8.22% $1,110.5 $13,510.0 8.22% $1,110.5 NfA NfA NfA $1,110.5 $0.0 

2012 13,920.9 10.59% 1,474.2 13,920.9 10.59% 1,474.2 $708.3 6.00% $42.5 1,516.7 42.5 

2013 14,345.3 29.22% 4,191.7 14,345.3 29.22% 4,191.7 1,405.3 6.00% 84.3 4,276.0 84.3 
2014 14,797.7 32.09% 4,748.6 14,089.4 33.28% 4,688.9 2,09~.7 6.00% 125.7 4,814.6 66.0 
2015 15,280.1 33.60% 5,134.1 13,874.8 36.18% 5,019.9 2,800.6 6.00% 168.0 5,187.9 53.8 
2016 15,794.5 33.27% 5,254.8 13,698.8 37.11% 5,083.6 3,517.0 6.00% 211.0 5,294.6 39.8 

2017 16,341.3 32.74% 5,350.1 13,540.6 37.83% 5,122.4 4,225.7 6.00% 253.5 5,375.9 25.8 
2018 16,926.7 32.06% 5,426.7 13,409.7 38.34% 5,141.3 4,946.2 6.00% 296.8 5,438.1 11.4 
2019 17,557.7 31.27% 5,490.3 13,332.0 38.60% 5,146.1 5,699.3 6.00% 342.0 5,488.1 (2.2) 

2020 18,232.1 30.42% 5,546.2 13,285.9 38.72% 5,144.3 6,490.0 6.00% 389.4 5,533.7 (12.5) 

2021 18,948.0 29.56% 5,601.0 13,248.8 38.79% 5,139.2 7,332.4 6.00% 439.9 5,579.1 (21.9) 

2022 19,703.2 28.75% 5,664.7 13,213.2 38.88% 5,137.3 8,217.4 6.00% 493.0 5,630.3 (34.4) 

2023 20,493.7 27.95% 5,728.0 13,161.3 39.00% 5,132.9 9,152.6 6.000/0, 549.2 5,682.1 (45.9) 

2024 21,321.5 27.18% 5,795.2 13,104.1 39.12% 5,126.3 10,146.9 6.00% 608.8 5,735.1 (60.1) 

2025 22,185.0 26.44% 5,865.7 13,032.4 39.29% 5,120.4 11,209.5 6.00% 672.6 5,793.0 (72.7) 

2026 23,081.8 25.74% 5,941.3 12,935.0 39.53% 5,113.2 12,349.7 6,00% 741.0' 5,854.2 (87.1) 

2027 24,006.8 25.05% 6,013.7 12,797.3 39.86% 5,101.0 13,563.0 6.00% 813.8 5,914.8 (98.9) 

2028 24,958.6 24.40% 6,089.9 12,608.9 40.33% 5,085.2 14,851.7 6.00% 891.1 5,976.3 (113.6) 

2029 25,937.5 23.78% 6,167.9 12,374.4 40.93% 5,064.8 16,217.0 6.00% 973.0 6,037.8 (130.1) 

2030 26,944.0 23.19% 6,248.3 12,092.3 41.69% 5,041.3 17,666.8 6.00% 1,060.0 6,101.3 (147.0) 

2031 27,978.1 22.63% 6,331.4 11,761.0 42.63% 5,013.7 19,210.2 6.00% 1,152.6 6,166.3 (165.1) 

2032 29,04,15 22.10% 6,418.2 11,374.7 43.80% 4,982.1 20,839.2 6.00% 1,250.4 6,232.5 (185.7) 

2033 30,136.5 19.46% 5,864.6 10,926.3 39.37% 4,301.7 22,553.5 6.00% 1,353.2 5,654.9 (209.7) 

2034 31,268.4 18.16% 5,678.3 10,429.2 38.23% 3,987.1 24,349.3 6.00% 1,461.0 5,448.1 (230.2) 

2035 32,446.3 16.82% 5,457.5 9,892.8 36.67% 3,627.7 26,233.4 6.00% 1,574.0 5,201.7 (255.8) 

2036 33,675.8 15.65% 5,270.3 9,326.5 35.38% 3,299.7 28,211.7 6.00% 1,69.2.7 4,992.4 (277.9) 

2037 34,956.6 14.33% 5,009.3 8,723.2 33.07% 2,884.7 30,274.0 6.00% 1,816.4 4,701.1 (308.2) 

2038 36,292.1 13.88% 5,037.3 8,080.4 34.06% 2,752.2 32,431.4 6.00% 1,945.9 4;698.1 (339.2) 

2039 37,690.6 14.64% 5,517.9 7,416.6 41.37% 3,068.3 34,680.3 6.00% 2,080.8 5,149.1 (368.8) 

2040 39,153.0 14.47% 5,665.4 6,721.6 45.26% 3,042.2 36,998.6 6.00% 2,219.9 5,262.1 (403.3) 

2041 40,680.0 13.15% 5,349.4 5,999.7 42.39% 2,543.3 39,444.9 6.00% 2,366.7 4,910.0 (439.4) 

2042 42,266.6 12.18% 5,148.1 5,268.1 40.92% 2,155.7 42,025.7 6.00% 2,521.5 4,677.2 (470.9) 

Total: $169,590,6 $134,842.9 $30,590.7 $165,433.6 ($4,157.0) 

Based on projections prepared by Buck Consultants as provided by the Commission and PSERS. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and may not be appropriate for other purposes. 
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. 

Milliman 



EXHIBIT 2 

State Employees' Retirement System (SERS) and potential Public Employees' Retirement System (PERS) 
Projected Employer Contribution Rates and Amounts for State (non-school) Employers for Fiscal Year 2011 to 2042 

($ amounts in millions) 

Current Law Senate Bill 566 as amended by AOB034 Increase / 

Fiscal Year Total SERS SERS PERS Total (Decrease) 
Year Ending Appropriation Employer Contribution Approprlation Employer Contribution Appropriation Employer Contribution Employer Employer 

June 30 Payroll Rate Amount Pavroll Rate Al:n2.Y..o! Payroll Rate Amount Contribution Contribution 

2011 $5,936.0 5.64% $335.0 $5,936.0 5.64% $335.0 NfA NfA NfA $335.0 $0.0 

2012 6,131.9 7.98% 489.0 6,024.3 7.95% 478.8 $107.5 6.00% $6.5 485.3 (3.7) 
2013 6,334.2 26.66% 1,688.4 5,941.2 27.79% 1,651.2 393.0 6.00% 23.6 1,674.8 (13.6) 

2014 6,543.3 29.22% 1,911.7 5,829.9 31.66% 1,845.6 713.3 6.00% 42.8 1,888.4 (23.3) 

2015 6,759.2 27.72% 1,873.5 5,705.1 31.06% 1,771.9 1,054.1 6.00% 63.2 1,835.1 (38.4) 

2016 6,982.2 27.46% 1,917.0 5,565.9 31.96% 1,778.8 1,416.3 6.00% 85.0 1,863.8 (53.2) 

2017 7,212.7 27.09% 1,953.9 5,406.8 32.85% 1,776.0 1,805.8 6.00% 108.3 1,884.3 (69.6) 

2018 7,450.7 26.64% 1,985.2 5,240.5 33.70% 1,765.9 2,210.2 6.00% 132.6 1,898.'5 (86.7) 

2019 7,696.5 26.16% 2,013.4 5,068.2 34.55% 1,751.1 2,628.3 6.00% 157.7 1,908.8 (104.6) 

2020 7,950.5 25.69% 2,042.1 4,892.4 35.47% 1,7355 3,058.1 6.00% 183.5 1,919.0 (123.1) 

2021 8,212.9 25.22% 2,071.2 4,715.9 36.46% 1,719.3 3,497.0 6.00% 209.8 1,929.1 (142.1) 

2022 8,483.9 24.76% 2,100.9 4,532.2 3755% 1,702.0 3,951.7 6.00% 237.1 1,939.1 (161.8) 

2023 8,763.9 24.32% 2,1315 4,344.6 38.77% 1,684.2 4,419.3 6.00% 265.2 1,949.4 (182.1) 
2024 9,053.1 23.89% 2,163.0 4,151.7 40.13% 1,665.9 4,901.4 6.00% 294.1 1,960.0 (203.0) 

2025 9,351.8 23.48% 2,1955 3,953.3 41.66% 1,647.0 5,398.5 6.00% 323.9 1,970.9 (224.6) 
2026 9,660.5 23.07% 2,229.1 3,753.5 43.37% 1,628.0 5,906.9 6.00% 354.4 1,982.4 (246.7) 

2027 9,979.3 22.69% 2,263.9 3,554.6 45.27% 1,609.0 6,424.6 6.00% 385.5 1,994.5 (269.4) 

2028 10,308.6 22.31% 2,299.7 3,351.5 47.43% 1,589.7 6,957.1 6.00% 417.4 2,007.1 (292.6) 

2029 10,648.8 21.94% 2,336.7 3,148.9 49.87% 1,570.4 7,499.9 6.00% 450.0 2,020.4 (316.3) 

2030 11,000.2 21.59% 2,375.0 2,945.5 52.66% 1,551.0 8,054.7 6.00% 483.3 2,034.3 (340.7) 

2031 11,363.2 21.25% 2,414.5 2,741.8 55.86% 1,531.6 8,621.3 6.00% 517.3 2,048.9 (365.6) 

2032 11,738.2 20.92% 2,455.3 2,536.2 59.62% 1,512.0 9,201.9 6.00% 552.1 2,064.1 (391.2) 

2033 12,1255 18.83% 2,283.7 2,333.4 54.81% 1,278.9 9,792.1 6.00% 587.5 1,866.4 (417.3) 

2034 12,525.7 17.83% 2,233.3 2,132.3 54.67% 1,165.8 10,393.4 6.00% 623.6 1,789.4 (443.9) 

2035 12,939.0 17.37% 2,247.8 1,942.3 57.52% 1,117.2 10,996.7 6.00% 659.8 1,777.0 (470.8) 

2036 13,366.0 15.87% 2,121.2 1,760.7 52.64% 926.8 11,605.3 6.00% 696.3 1,623.1 (498.1) 

2037 13,807.1 15.39% 2,125.1 1,587.2 54.58% 866.2 12,219.9 6.00% 733.2 1,599.4 (525.7) 

2038 14,262.7 15.46% 2,205.1 1,420.4 62.00% 880.7 12,842.3 6.00% 770.5 1,651.2 (553.9) 

2039 14,733.4 16.43% 2,4205 1,260.8 81.67% 1,029.7 13,472.5 6.00% 808.4 1,838.1 (582.4) 

2040 15,219.6 14.92% 2,270.8 1,105.8 73.45% 812.3 14,113.8 6.00% 846.8 1,659.1 (611.7) 

2041 15,721.8 14.14% 2,223.0 954.8 72.83% 695.4 14,767.0 6.00% 886.0 1,581.4 (641.6) 

2042 16,240.6 13.21% 2,144.7 809.0 9.53% 77.1 15,431.7 6.00% 925.9 1,003.0 (1,141.7) 

Total: $65,520.7 $43,150.0 $12,831.3 $55,981.3 ($9,539.4) 

Based on projections prepared by Hay Group as provided by the Commission and SERS. 

This analysis was prepared solely for the Pennsylvania Public Employee Retirement Commission and may not be appropriate for other purposes. 
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. 

Milliman 



buckconsultants 

June 30, 2010 

Mr. Jeff Clay 
Executive Director 
Pennsylvania Public School Employees' Retirement System 
5 North 5th. Street 
Harrisburg, PA 17101 

Re: Senate Bill 566, as Amended, Printers Number 577 

Dear Jeff: 

A Xerox Company 

As requested, we are writing with regard to Senate Bill 566, Printers Number 577, as amended, 
which would close the Pennsylvania Public School Employees' Retirement System (PSERS) to 
employees hired after July 1, 2011. Members hired after July 1, 2011 would be enrolled in a 
defined contribution (DC) plan. 

The potential financial impact of Senate Bill 566, as amended, is presented in the attached table. 

Please note the following: 

o According to the amendment to Senate Bill 566, the defined contribution plan is' effective 
for members hired after July 1, 2011. Note that it does not say "on or after July 1, 2011". 
In addition, on page 4, line 30, "public employees" is defined as "Any of the following 
employees that begin public service after November 30, 2011." This cost note assumes 
the DC plan is effective for employees hired after July 1, 2011. There would be no 
difference in the results if Senate Bill 566 were effective for employees hired on or after 
July 1, 2011. 

• Lines 27 to 28 should be deleted since the amendment to Senate Bill 566 deletes all of the 
references to the Municipal System. The rest of that section should be renumbered. 

o We have assumed a 6% employer matching contribution in our calculations. 
o The reference to superannuation age on page 24 is not relevant to a DC plan. 
o Our calculations assume the current funding methodology except with regard to the 

amortization period for gains and losses. Currently, gains and losses are amortized over a 
level 30 year period. It does not seem reasonable to assume a 30 year amortization 
period when the DB plan is closed to new members. Therefore, for this cost note, we have 
assumed a 30 year amortization period for the June 30, 2012 valuation i.e., fiscal year 
2014, and each year thereafter the amortization period will decrease by one year. This will 
increase the likelihood that the unfunded liability will be paid plf\l\lhen the la~t employee 
retires. At this point the only gains and losses will be due to assets and mortality. In 
FY2043 and thereafter the amortization period will be one year. In other words, the 
contribution will be equal to the unfunded liability, if any, and a normal contribution 
attributable to any remaining active members. These contributions will be paid for by the 
State/liable employers. The amortization period should be stated in SB 566. 

o It is our understanding that the funding provisions of HB 2497 would amortize gains and 
losses over 30 years as a level percent of pay. As noted above, it would not be 
reasonable to assume a 30 year level percent of pay amortization when the DB plan is 
closed to new members. If both SB 566 and HB 2497 were to pass, then HB 2497 should 
be amended to modify the amortization of gains and losses to be similar to what is noted 
above. 

500 Plaza Drive • Secaucus, NJ 07096-1533 
201.902.2300 • 201.902.2450 fax 



Mr. Jeff Clay 
June 30, 2010 
Page 2 

• We assumed that members in the DC plan would not be eligible for the health insurance 
premium assistance program. 

The calculations are based on the data, methods and assumptions used in the June 30, 2009 
actuarial valuation of PSERS, including an 8% interest rate, except for the amortization period as 
noted above. 

Please let me know if you have any questions. 

Very truly yours, 

.

•• ~ .................... . r- .-
Janet H. Cranna, FSA, MAAA, EA, FCA 
Principal, Consulting Actuary 
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FIscal Year 
Ending 
june 30 

2011 
2012 
2013 
2014 
2015 

2016 
2017 
2018 
2019 
2020 

2021 
2022 
2023 
2024 
2025 

2026 
2027 
2028 
2029 
2030 

2031 
2032 
2033 
2034 
2035 

2036 
2037 
2038 
2039 
2040 

2041 
2042 

Appropriation 

$ 

PayroW· 

13,510.0 
13,920.9 
14,345.3 
14,797.7 
15,280.1 

15,794.5 
16,34~.3 

16,926.7 ' 
17,557.7 
18,232.1 

18,948.0 
19,703.2 
20,493.7 
21,321.5 
22,185.0 

23,081.8 
24,006.8 
24,958.6 
25,937.5 
26,944.0 

27,978.1 
29,041.5 
30,136.5 
31,268.4 
32,446.3 

33,675.8 
34,956.6 
36,292.1 
37,690.6 
39,153.0 

40,680.0 
42,266.6 

Normal Cost 

8.08% 
8.02% 
8.00% 
7.96% 
7.93% 

7.91% 
7.89% 
7.87% 
7.85% 
7.84% 

7.82% 
7.81% 
7.79% 
7.78% 
7.77% 

7.77% 
7.75% 
7.74% 
7.73% 
7.72% 

7.71% 
7.70% 
7.69% 
7.68% 
7.66% 

7.64% 
7.63% 
7.62~..p 

7.60% 
7.59% 

7.57% 
7.56% 

Current Plan 

Unfunded 
Accrued 
Uablltly 

-0.50% 
1.85% 

20.50% 
23.42% 
24.97% 

24.68% 
24.18% 
23.54% 
22.78% 
21.97% 

21.15% 
20.35% 
19.57% 
18.81% 
18.08% 

17.38% 
16.71% 
16.07% 
15.46% 
14.88% 

14.33% 
13.81% 
11.18% 
9.89% 
8.57% 

7.42% 
6.11% 
5.67% 
6.45% 
6.29% 

4.99% 
4.03% 

Health Care 
ContrIbutIon 

0.64% 
0.72% 
0.72% 
0.71% 
0.70% 

0.68% 
0.67% 
0.65% 
0.64% 
0.61% 

0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

0.59% 
0.59% 

Total Employer 
ContrIbution 

Rates 

8.22% 
10.59% 
29.22% 
32.09% 
33.60% 

33.27% 
32.74% 
32.06% 
31.27% 
30.42% 

29.56% 
28.75% 
27.95% 
27.18% 
26.44% 

25.74% 
25.05% 
24.40% 
23.78% 
23.19% 

22.63% 
22.10% 
19.46% 
18.16% 
16.82% 

15.65% 
14.33% 
13.88% 
14.64% 
14.47% 

13.15% 
12.18% 

o Contribution rates are based on the appropriation payroll of each respective plan. 
o. As of the fiscal year end. 
# As of the valuation date (i.e .. two years prior to the fiscal year end). 

Public School EmpJoyees' Retirement System of Pennsylvania 
Potential Impact of the Amended Senate Bill No. 566, Printer's No. 577 

Projection of Employer Contributions* 
(Dollar amounts are $1 ,000,000) 

Senate Bill No. 566 
A ro riatlon Payroll DB Em 10 er Contribution Rates 

Projected New Members 

Employer Enrolled In DC 

ContrIbutIon After 6/30/11 ~ 

$ 1,110.5 
1,474.2 $ 
4, 191.7 
4,748.6 
5,134.1 

5,254.8 
5,350.1 
5,426.7 
5,490.3 
5,546.2 

5,601.0 
5,664.7 
5,728.0 
5,795.2 
5,865.7 

5,941.3 
6,013.7 
6,089.9 
6,167.9 
6,248.3 

6,331.4 
6,418.2 
5,864.6 
5,678.3 
5,457.5 

5,270.3 
5,009.3 
5,037.3 
5,517.9 
5,665.4 

5,349.4 
5,148.1 

708.3 
1,405.3 
2,095.7 
2,800.6 

3,517.0 
4,225.7 
4,946.2 
5,699.3 
6,490.0 

7,332.4 
8,217.4 
9,152.6 

10,146.9 
11,209.5 

12,349.7 
13,563.0 
14,851.7 
16,217.0 
17,666.8 

19,210.2 
20,839.2 
22,553.5 
24,349.3 
26,233.4 

28,211.7 
30,274.0 
32,431.4 
34,680.3 
36,998.6 

39,444.9 
42,025.7 

Members 
Enrolled In the 

$ 

DB plan·· 

13,510.0 
13,920.9 
14,345.3 
14,089.4 
13,874.8 

13,698.8 
13,540.6 
13,409.7 
13,332.0 
13,285.9 

13,248.8 
13,213.2 
13,161.3 
13,104.1 
13,P32.4 

12,935.0 
12,797.3 
12,608.9 
12,374.4 
12,092.3 

11,761.0 
11,374.7 
10,926.3 
10,429.2 

9,892.8 

9,326.5 
8,723.2 
8,080.4 
7,416.6 
6,721.6 

5,999.7 
5,268.1 

DC Employer 
ContrIbutIon 

Rates 

6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.QO% 
6.00% 

Normal Cost 

8.08% 
8.02% 
aOO% 
7.97% 
7.95% 

7.94% 
7.92% 
7.91% 
7.89% 
7.89% 

7.87% 
7.87% 
7.86% 
7.85% 
7.85% 

7.85% 
7.85% 
7.85% 
7.84% 
7.85% 

7.85% 
7.86% 
7.86% 
7.87% 
7.86% 

7.87% 
7.87% 
7.87% 
7.86% 
7.85% 

7.82% 
7.81% 

Unfunded 
Accrued 
Liabiltiy 

-0.50% 
1.85% 

20.50% 
24.60% 
27.53% 

28.49% 
29.24% 
29.78% 
30.07% 
30.22% 

30.33% 
30.42% 
30.55% 
30.68% 
30.85% 

31.09% 
31.42% 
31.89% 
32.50% 
33.25% 

34.19% 
35.35% 
30.92% 
29.77% 
28.22% 

26.92% 
24.61% 
25.60% 
32.92% 
36.82% 

33.98% 
32.52% 

Health Care 
Contribution 

0.64% 
0.72% 
0.72% 
0.71% 
0.70% 

0.68% 
0.67% 
0.65% 
0.64% 
0.61% 

0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

. 0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

0.59% 
0.59% 
0.59% 
0.59% 
0.59% 

0.59% 
0.59% 

Total Employer 
Contribution 

Rates 

8.22% 
10.59% 
29.22% 
33.28% 
36.18% 

37.11% 
37.83% 
38.34% 
38.60% 
38.72% 

38.79% 
38.88% 
39.00% 
39.12% 
39.29% 

39.53% 
39.86% 
40.33% 
40.93% 
41.69% 

42.63% 
43.80% 
39.37% 
38.23% 
36.67% 

35.38% 
33.07% 
34.06% 
41.37% 
45.26% 

42.39% 
40.92% 

Pro'ected Em 10 er Contribution 

Change In 
Projected 
Employer DC DB Total 

Contribution 

$ 42.5 
84.3 

125.7 
168.0 

211.0 
253.5 
296.8 
342.0 
389.4 

439.9 
493.0 
549.2 
608.8 
672.6 

741.0 
813.8 
891.1 
973.0 

1,060.0 

1,152.6 
1,250.4 
1,353.2 
1,461.0 
1,574.0 

1,692.7 
1,816.4 
1,945.9 
2,080.8 
2,219.9 

2,366.7 
2,521.5 

$ 1,110.5 $ 
1,474.2 
4,191.7 
4,688.9 
5,019.9 

5,083.6 
5,122.4 
5,141.3 
5,146.1 
5,144.3 

5,139.2 
5,137.3 
5,132.9 
5,126.3 
5,120.4 

5,113.2 
5,101.0 
5,085.2 
5,064.8 
5,041.3 

5,013.7 
4,982.1 
4,301.7 
3,987.1 
3,627.7 

3,299.7 
2,884.7 
2,752.2 
3,068.3 
3,042.2 

2,543.3 
2,155.7 

1,110.5 $ 
1,516.7 
4,276.0 
4,814.6 
5,187.9 

5,294.6 
5,375.9 
5,438.1 
5,488.1 
5,533.7 

5,579.1 
5,630.3 
5,682.1 
5,735.1 
5,793.0 

5,854.2 
5,914.8 
5,976.3 
6,037.8 
6,101.3 

6,166.3 
6,232.5 
5,654.9 
5,448.1 
5,201.7 

4,992.4 
4,701.1 
4,698.1 
5,149.1 
5,262.1 

4,910.0 
4,677.2 

buckconsultants 

0.0 
42.5 
84.3 
66.0 
53.8 

39.8 
25.8 
11.4 
(2.2) 

(12.5) 

(21.9) 
(34.4) 
(45.9) 
(60.1) 
(72.7) 

(87.1) 
(9B.9) 

(113.6) 
(130.1) 
(147.0) 

(165.1) 
(185.7) 
(209.7) 
(230.2J 
(255.8) 

(277.9) 
(308.2) 
(339.2) 
(368.8J 
(403.3) 

(439.4) 
(470.9) 



Hay Group Commentary on Senate Bill 566 
And Follow-Up Information for Milliman 

Senate Bill 566 proposes creating a new defined contribution retirement system, the Public 
Employees' Retirement System (PERS), for new entrants. Under this bill both the State 
Employees' Retirement System (SERS) and the Public School Employees' Retirement System 
(PSERS) would be closed to all new entrants. 

In our discussions with representatives from the Public Employee Retirement Commission 
(PERC) and their actuaries from Milliman, Hay Group agreed to follow-up with more 
information on how the Normal Cost would be determined under a closed system and agreed to 
provide input on the future funding of the closed system. 

Normal Cost Determination - Defining Average New Active Member 

Under the State Employees' Retirement Code (SERC), the Normal Cost is to be determined 
based on " ... the average new active member. .. ". Hay Groupinterprets this to be the Normal 
Cost for all AAO members (i.e., Class AA members with a superannuation age of 60, which 
includes about 75 percent of each year's new active members) who entered during the calendar 
year and were still participants on the last day of the calendar year. If SERS is closed to new 
entrants, then there would not be any new members upon which to base the Normal Cost 
calculation. 

In our projections, we valued future Normal Costs using a virtual new member population. We 
assumed that the virtual new member population would have the same characteristics as the 
most recent actual new member population (the 2009 AAO members) that we valued. By 
maintaining the same characteristics, the future Normal Costs would remain unchanged as long 
as there were no changes in plan assumptions or provisions. If changes in assumptions and/or 
provisions occurred, Hay Group would apply these changes to the virtual new member 
population to determine a new Normal Cost. Any change in the Normal Cost would then be 
carried through to the Unfunded Actuarial Accrued Liability (UAL) determinations. 

A similar approach to valuing the Normal Cost using a virtual new member population is used 
by the Office of Personnel Management (OPM) actuaries to determine the Normal Cost for the 
Civil Service Retirement System (CSRS), which is a closed retirement system. CSRS generally 
covers Federal employees who entered service before 1984. Currently CSRS covers almost 
500,000 active employees and over 2.2 million retirees and survivors. Federal law requires that 
the Normal Cost be determined using a typical group of new employees, even though there are 
no new entrants. OPM is using a virtual population to meet the legal requirement. 

If SB 566 were to become law, we believe that the use of a virtual new member population for 
SERS (as described above) would provide continuity in employer funding. This would allow 
SERS to continue to charge the different employers based on the level of benefit that their 
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covered employees receive. Changing to an entirely new system may prove to be burdensome 
and may lack the equity of the current funding method. 

Hay Group would review the virtual new member population as part of its ongoing monitoring 
of SERS experience. If the characteristics of the remaining active population varied materially 
from the virtual population, Hay Group would make appropriate modifications to the virtual 
population. One example might be gender statistics. If the virtual population were now 50% 
male and 50% female and the future data became 90% female and 10% male, then we would 
make appropriate adjustments to refresh the characteristics of the virtual population. 

Current Funding - Who Is Responsible for Funding the Current Unfunded Accrued Liability 

As of December 31, 2009, the UAL was $5.6 billion on an Actuarial Value of Assets basis, 
which smoothes investment gains and losses. However, the UAL was $11.1 billion on a 
Market Value of Assets basis, which reflects the investment gains and losses immediately. In 
general, the $11.1 billion shortfall will be funded through a series of level dollar payments that 
span 30 years from the point the payment is established. When a population is an open group, 
payroll generally increases and the level dollar amortization represents a decreasing percentage 
of payroll. However, in a closed group, the payroll will begin shrinking in the future and the 
level dollar payments will represent an increasing percentage of payroll. 

As an example, for the fiscal year (FY) ending June 30, 2039, Hay Group projects the total cost 
to be $2.4 billion, or 16.4% of total payroll, if the DB plan continues and $1.0 billion, or 81.0% 
of the closed group payroll, if the DB plan is closed. The fixed dollar cost of paying down the 
UAL leads to the large disparity as a percent of payroll. When the fixed dollar cost is paid, 
then there is a large change in the required contribution. As another example, the projected 
contribution as a percentage of payroll drops from 81.0% in FY 2039 to 16.5% in FY 2044 for 
the closed group. 

Even though there are large swings in the contribution as a percentage of payroll for the closed 
group, there is far more stability if the DB and DC costs are combined and spread over the total 
payroll. Therefore, the legislature could consider either allocating costs based on total DB and 
DC payroll or separately appropriating funds to cover the payments on the UAL and making 
this cost independent of the employer budgets. Note that allocating costs based on total payroll 
may have some potential limitations. The legislature should attempt to ensure that the funding 
mechanism does not cause any employer to be either advantaged or disadvantaged due the 
special circumstances of its population. 

Future Funding - Who Is Responsible for Future Gains and Losses 

Another issue that should be considered is the future funding of net losses (due to actual plan 
experience or changes in actuarial assumptions). Under the current funding arrangement, the 
employers with active employees in SERScover the cost associated with the Normal Cost and 
a portion of the UAL, including a share of the 30-year amortization of net gains/losses in 
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proportion to each employer's covered compensation. As the active population becomes very 
small, the UAL cost may become disproportionately burdensome for the remaining active 
employers. 

As an example, 50 years from now, there may be one employer with one employee covered by 
the plan. If the interest rate were lowered or if the mortality rates were improved, then there 
would be a loss that would impact the large retiree population. If this increased costs by $100 
million, which would probably be a relatively small percentage of the total liability, then the 
one remaining employer would be responsible for funding the entire $100 million cost, or some 
portion thereof, as long as that [mal employee remains actively employed. 

The bill should address the future funding of net losses (i) in order to avoid this potential issue 
and (ii) in recognition of the fact that, if SERS were closed, the current 30-year gain/loss 
amortization period would need to be replaced by a shorter period, ultimately one that reflects 
the remaining future lifetimes of SERS annuitants. 

One alternative to addressing the first issue would be for the Commonwealth to eventually 
assume responsibility for funding all future gains and losses and make direct contributions to 
the Trust according to a schedule that ensures there are adequate assets to fund benefit 
payments. 

Another alternative would be to link the funding of PERS to both SERS and PSERS. PERS 
allows for a 100% employer match on a 6% employee contribution. All matches vest after the 
employee completes three years of service. Even though the DC plan could cost the 
Commonwealth 6% of payroll, not everyone will contribute 6% and get the full match. The 
Commonwealth should consider budgeting for the entire 6% match in all years and transferring 
any excess budgeted amount to the SERS and PSERS. Also, any non-vested forfeitures could 
be used to meet required matches, which would free up additional funds to transfer to the SERS 
andPSERS. 

In the near future, this transfer of funds would have little impact on the funded status of SERS 
and PSERS. However, when the PERS active population becomes very large and the SERS 
and PSERS active populations become very small, the transfer of funds would potentially offset 
losses in SERS and PSERS and act as a stabilizer to the active employer contribution 
requirements. 

Please let us know if you have any questions on this. 

Hay Group, Inc. 
August 25, 2010 
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Actuarial Cost Note Regarding Senate Bill 566, 
A Proposal to Prospectively Change From a 

Defined Benefit Plan to a Defined Contribution Plan 

Senate Bill Number 566 (SB 566), if enacted, would introduce a new "unified retirement 
system" to cover Commonwealth employees hired after July 1,2011 (who, absent this new 
system, would have otherwise been covered by SERS or PSERS). This change would result in 
SERS and PSERS both being closed to new participants effective July 1,2011. SB 566 states 
that, under the new defined contribution retirement system, the employer shall make 
contributions on behalf of the active member that match dollar for dollar the contribution made 
by the active member, but shall not exceed 6 percent of the member's pensionable earnings. 

As requested, we have performed cost projections to approximate (i) the impact on the future 
funding ofSERS and (ii) the future (July 1,2011 and after) employer costs required to fund the 
new defined contribution retirement system, should SB 566 become law. SB 566 would not 
alter in any manner (i) the current benefit provisions applicable to SERS (for either current 
participants or prospective participants who join by July 1,2011) or (ii) the current funding 
methodology applicable to SERS. 

To assess the impact ofSB 566 on the future funding ofSERS, Hay Group has used the results 
of our December 31, 2009 actuarial valuation (based upon the census data, asset data, actuarial 
assumptions/methods including an assumed investment return of 8.0 percent per year, 
compounded annually, and SERS benefit provisions as of December 31, 2009) and anticipated 
that, effective July 1, 2011, SERS will be closed to new entrants. Following this approach, we 
have projected the results of our future valuations for the next 41 years to provide estimates of 
the impact on future funding of the proposed July 1,2011 "closure" of SERS. 

To assess the future (July 1,2011 and after) employer costs required to fund the new defined 
contribution retirement system should SB 566 become law, Hay Group has (i) projected the 
covered payroll (for the population that would otherwise have been covered by SERS, absent 
the new system) for all fiscal years beginning July 1,2011 and after and (ii) assumed a total 
annual employer cost of 6 percent of the projected payroll (the maximum annual employer 
requirement under SB 566) will apply to all fiscal years beginning July 1,2011 and after. 

Schedules Attached to This Cost Note 

We have attached to this note the results of our funding projections and other relevant cost 
information, as follows: 

• Senate Bill 566 vs Current Employer Funding Projection - Based Upon Amortization 
of Future GainslLosses Over 30 Years: This table presents the results of our 41-year 
projection of future (i) SERS (DB) funding and (ii) SB 556 (DC) funding, including a 
year-by-year comparison of the sum of (i) and (ii) relative to the Baseline (our current 
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law projection ofSERS funding results), all based upon the current 30-year 
amortization period for funding future gains and losses. 

• Senate Bill 566 vs Current Employer Funding Projection - Based Upon Amortization 
of Future GainslLosses Over a Decreasing Period (30-Year Amortization in FYI2, 29-
Year Amortization in FY13 ,. . ., 2-Y ear Amortization in FY 40, I-Year Amortization in 
FY 41 and Thereafter): This table presents the results of our 4 I-year projection of 
future (i) SERS (DB) funding and (ii) SB 556 (DC) funding, including a year-by-year 
comparison of the sum of (i) and (ii) relative to the Baseline (our current law projection 
ofSERS funding results), based upon a decreasing amortization period (from 30-years 
to I-year as described above) for funding future gains and losses. 

• April 2010 Board Package: These schedules present the key results of Hay Group's 
December 31, 2009 actuarial valuation, as approved by the SERS Board on April 28, 
2010. 

Important Notes 

Please note the following regarding our handling of the attached funding projections: 

I. Hay Group's past convention of showing results for employer cost projections such as these 
as percentages of payroll to two decimal places may be somewhat misleading. This level of 
precision is not really possible for estimates of this nature. 

2. All of these projections are based upon the expectation that (i) for all years after 2009, the 
actual economic and demographic experience ofSERS will be consistent with the 
underlying actuarial valuation assumptions and (ii) all DB employer contribution amounts 
will, in fact, be contributed. 

3. Two funding projections have been prepared by Hay Group. The first projection is based 
upon continuation of the 30-year amortization period currently used for amortizing future 
gains and losses. The second projection is based upon a gradual decrease (1 year per year) 
in the length of the future gain/loss amortization period from 30 years in FYI2 to I year in 
FY41 and thereafter, which is the methodology underlying PSERS' SB 566 projections. 
In recognition of the closed group that would be covered by SERS if SB 566 were to become 
law, and the gradual change that would occur over future years from funding initially for a 
mixed active and retired population to funding eventually for a predominantly retired 
population, Hay Group believes that the current gainlloss amortization period of 30 years 
will become excessive. We would anticipate that, at some time in the future, a shorter 
amortization period, perhaps in the range of 10 to 15 years, would be adopted. 
Except for about six years in the distant future (roughly FY42 through FY 47), the two 
alternative funding projections presented in the attached schedules provide only slightly 
different projected employer cost results relative to the Baseline. 

Please let us know if you have any questions on any of this. 

Hay Group, Inc. 
June 30, 2010 
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SERS Projected Employer Contributions - Post-5B 566 vs Current 
Assuming All Future Gains and Losses are Amortized Over 30 Years 

(Based Upon December 31,2009 Valuation) 

Projected Expected DB Expected FY Projected DC Expected DC Expected FY Post-SB 566 Total Baseline Total (Reduced) / Excess 
Investment Fiscal DB Percent Plan FY Payroll DB Contribution Percent Plan FY Payroll DC Contribution Employer Cost Employer Cost Cost of Post-SB 566 

Year Return Year Contribution ($ in millions) ($ in millions) Contribution ($ in millions) ($ in millions) ($ in millions) ($ in millions) ($ in millions) 
2008 approx -30% 2009/2010 4.00 5,660.3 226.4 NA 226.4 
2009 approx 9% 2010/2011 5.64 5,936.0 335.0 NA 335.0 
2010 8.00% 2011/2012 7.95 6,024.3 478.8 6.00 107.5 6.5 485.3 489.0 (3.7) 
2011 8.00% 2012/2013 27.76 5,941.2 1,649.6 6.00 393.0 23.6 1,673.2 1,688.4 (15.2) 
2012 8.00% 2013/2014 31.55 5,829.9 1,839.5 6.00 713.3 42.8 1,882.3 1,911.7 (29.4) 

2013 8.00% 2014/2015 30.95 5,705.1 1,765.9 6.00 1,054.1 63.2 1,829.1 1,873.5 (44.4) 
2014 8.00% 2015/2016 31.84 5,565.9 1,771.9 6.00 1,416.3 85.0 1,856.9 1,917.0 (60.1 ) 
2015 8.00% 2016/2017 32.71 5,406.8 1,768.5 6.00 1,805.8 108.3 1,876.8 1,953.9 (77.1 ) 
2016 8.00% 2017/2018 33.55 5,240.5 1,758.1 6.00 2,210.2 132.6 1,890.7 1,985.2 (94.5) 
2017 8.00% 2018/2019 34.39 5,068.2 1,743.1 6.00 2,628.3 157.7 1,900.8 2,013.4 (112.6) 

2018 8.00% 2019/2020 35.31 4,892.4 1,727.4 6.00 3,058.1 183.5 1,910.9 2,042.1 (131.2) 
2019 8.00% 2020/2021 36.28 4,715.9 1,711.1 6.00 3,497.0 209.8 1,920.9 2,071.2 (150.3) 
2020 8.00% 2021/2022 37.37 4,532.2 1,693.8 6.00 3,951.7 231.1 1,930.9 2,100.9 (170.0) 
2021 8.00% 2022/2023 38.58 4,344.6 1,676.0 6.00 4,419.3 265.2 1,941.2 2,131.5 (190.3) 
2022 8.00% 2023/2024 39.93 4,151.7 1,657.7 6.00 4,901.4 294.1 1,951.8 2,163.0 (211.2) 

2023 8.00% 2024/2025 41.45 3,953.3 1,638.8 6.00 5,398.5 323.9 1,962.7 2,195.5 (232.8) 

2024 8.00%) 2025/2026 43.15 3,753.5 1,619.8 6.00 5,906.9 354.4 1,974.2 2,229.1 (254.9) 
2025 8.00% 2026/2027 45.03 3,554.6 1,600.8 6.00 6,424.6 385.5 1,986.3 2,263.9 (277.6) 
2026 8.00% 2027/2028 47.19 3,351.5 1,581.5 6.00 6,957.1 417.4 1,998.9 2,299.7 (300.8) 
2027 8.00% 2028/2029 49.61 3,148.9 1,562.2 6.00 7,499.9 450.0 2,012.2 2,336.7 (324.5) 

2028 8.00% 2029/2030 52.38 2,945.5 1,542.8 6.00 8,054.7 483.3 2,026.1 2,375.0 (348.9) 

2029 8.00% 2030/2031 55.56 2,741.8 1,523.4 6.00 8,621.3 517.3 2,040.7 2,414.5 (373.8) 

2030 8.00% 2031/2032 59.29 2,536.2 1,503.8 6.00 9,201.9 552.1 2,055.9 2,455.3 (399.4) 

2031 8.00% 2032/2033 54.46 2,333.4 1,270.7 6.00 9,792.1 587.5 1,858.2 2,283.7 (425.5) 

2032 8.00% 2033/2034 54.29 2,132.3 1,157.6 6.00 10,393.4 623.6 1,781.2 2,233.3 (452.1 ) 

2033 8.00% 2034/2035 57.10 1,942.3 1,109.0 6.00 10,996.7 659.8 1,768.8 2,247.8 (479.0) 

2034 8.00% 2035/2036 52.17 1,760.7 918.6 6.00 11,605.3 696.3 1,614.9 2,121.2 (506.3) 

2035 8.00% 2036/2037 54.06 1,587.2 858.0 6.00 12,219.9 733.2 1,591.2 2,125.1 (533.9) 

2036 8.00ryo 2037/2038 61.42 1,420.4 872.5 6.00 12,842.3 770.5 1,643.0 2,205.1 (562.1) 

2037 8.00% 2038/2039 81.01 1,260.8 1,021.4 6.00 13,472.5 808.4 1,829.8 2,420.5 (590.7) 

2038 8.00% 2039/2040 72.71 1,105.8 804.0 6.00 14,113.8 846.8 1,650.8 2,270.8 (620.0) 

2039 8.00% 2040/2041 71.96 954.8 687.1 6.00 14,767.0 886.0 1,573.1 2,223.0 (649.9) 

2040 8.0Q% 2041/2042 66.57 809.0 538.5 6.00 15,431.7 925.9 1,464.4 2,144.7 (680.3) 

2041 8.00% 2042/2043 50.82 670.6 340.8 6.00 16,106.0 966.4 1,307.2 2,017.2 (710.0) 

2042 8.00% 2043/2044 16.51 540.4 89.2 6.00 16,789.8 1,007.4 1,096.6 1,835.4 (738.8) 

2043 8.00% 2044/2045 19.01 420.8 80.0 6.00 17,481.3 1,048.9 1,128.9 1,896.9 (768.0) 

2044 8.00% 2045/2046 15.98 319.3 51.0 6.00 18,173.6 1,090.4 1,141.4 1,938.9 (797.5) 

2045 8.00% 2046/2047 13.22 240.5 31.8 6.00 18,862.7 1,131.8 1,163.6 1,990.5 (826.9) 

2046 8.00% 2047/2048 11.45 178.8 20.5 6.00 19,554.7 1,173.3 1,193.8 2,050.4 (856.6) 
2047 8.00% 2048/2049 11.00 132.4 14.6 6.00 20,252.3 1,215.1 1,229.7 2,116.5 (886.8) 

2048 8.00% 2049/2050 10.45 98.0 10.2 6.00 20,959.4 1,257.6 1,267.8 2,185.2 (917.4) 
2049 8.00(Yo 2050/2051 10.09 72.6 7.3 6.00 21,679.8 1,300.8 1,308.1 2,256.8 (948.7) 

2050 8.00% 2051/2052 9.88 53.7 5.3 6.00 22,416.4 1,345.0 1,350.3 2,331.1 (980.8) 



· SERS Projected Employer Contributions - Post-SB 566 vs Current 
Assuming Future Gains and Losses are Amortized Over Decreasing Periods - 30 Years in FY1.2 to 1 Year in FY41 

(Based Upon December 31,2009 Valuation) 

Projected Expected DB Expected FY Projected DC Expected DC Expected FY Post-SB 566 Total Baseline Total (Reduced) / Excess 
Investment Fiscal DB Percent Plan FY Payroll DB Contribution Percent Plan FY Payroll DC Contribution Employer Cost Employer Cost Cost of Post-SB 566 

Year Return Year Contribution ($ in millions) ($ in millions) Contribution ($ in millions) ($ in millions) ($ in millions) ($ in millions) ($ in millions) 
2008 approx _30% 2009/2010 4.00 5,660.3 226.4 NA 226.4 
2009 approx 9% 2010/2011 5.64 5,936.0 335.0 NA 335.0 
2010 8.00% 2011/2012 7.95 6,024.3 478.8 6.00 107.5 6.5 485.3 489.0 (3.7) 
2011 8,aO'Cljo 2012/2013 27.79 5,941.2 1,651.2 6.00 393.0 23.6 1,674.8 1,688.4 (13.6) 
2012 8.00% 2013/2014 31.66 5,829.9 1,845.6 6.00 713.3 42.8 1,888.4 1,911.7 (23.3) 

2013 8.00% 2014/2015 31.06 5,705.1 1,771.9 6.00 1,054.1 63.2 1,835.1 1,873.5 (38.4) 
2014 8.00% 2015/2016 31.96 5,565.9 1,778.8 6.00 1,416.3 85.0 1,863.8 1,917.0 (53.2) 
2015 8.00% 2016/2017 32.85 5,406.8 1,776.0 6.00 1,805.8 108.3 1,884.3 1,953.9 (69.6) 
2016 8.00% 2017/2018 33.70 5,240.5 1,765.9 6.00 2,210.2 132.6 1,898.5 1,985.2 (86.7) 
2017 8.00% 2018/2019 34.55 5,068.2 1,751.1 6.00 2,628.3 157.7 1,908.8 2,013.4 (104.6) 

2018 8.00% 2019/2020 35.47 4,892.4 1,735.5 6.00 3,058.1 183.5 1,919.0 2,042.1 (123.1) 
2019 8.00% 2020/2021 36.46 4,715.9 1,719.3 6.00 3,497.0 209.8 1,929.1 2,071.2 (142.1) 
2020 8.00% 2021/2022 37.55 4,532.2 1,702.0 6.00 3,951.7 237.1 1,939.1 2,100.9 (161.8) 
2021 8.00% 2022/2023 38.77 4,344.6 1,684.2 6.00 4,419.3 265.2 1,949.4 2,131.5 (182.1) 
2022 8.00% 2023/2024 40.13 4,151.7 1,665.9 6.00 4,901.4 294.1 1,960.0 2,163.0 (203.0) 

2023 8.00% 2024/2025 41.66 3,953.3 1,647.0 6.00 5,398.5 323.9 1,970.9 2,195.5 (224.6) 
2024 8.00% 2025/2026 43.37 3,753.5 1,628.0 6.00 5,906.9 354.4 1,982.4 2,229.1 (246.7) 
2025 8.00% 2026/2027 45.27 3,554.6 1,609.0 6.00 6,424.6 385.5 1,994.5 2,263.9 (269.4) 
2026 8.00% 2027/2028 47.43 3,351.5 1,589.7 6.00 6,957.1 417.4 2,007.1 2,299.7 (292.6) 
2027 800% 2028/2029 49.87 3,148.9 1,570.4 6.00 7,499.9 450.0 2,020.4 2,336.7 (316.3) 

2028 8.00% 2029/2030 52.66 2,945.5 1,551.0 6.00 8,054.7 483.3 2,034.3 2,375.0 (340.7) 
2029 8,00%) 2030/2031 55.86 2,741.8 1,531.6 6.00 8,621.3 517.3 2,048.9 2,414.5 (365.6) 
2030 8.00% 2031/2032 59.62 2,536.2 1,512.0 6.00 9,201.9 552.1 2,064.1 2,455.3 (391.2) 
2031 8,00% 2032/2033 54.81 2,333.4 1,278.9 6.00 9,792.1 587.5 1,866.4 2,283.7 (417.3) 
2032 8.00% 2033/2034 54.67 2,132.3 1,165.8 6.00 10,393.4 623.6 1,789.4 2,233.3 (443.9) 

2033 8.00% 2034/2035 57.52 1,942.3 1,117.2 6.00 10,996.7 659.8 1,777.0 2·,247.8 (470.8) 
2034 8.00% 2035/2036 52.64 1,760.7 926.8 6.00 11,605.3 696.3 1,623.1 2,121.2 (498.1) 
2035 8.00% 2036/2037 54.58 1,587.2 866.2 6.00 12,219.9 733.2 1,599.4 2,125.1 (525.7) 
2036 8.00(},0 2037/2038 62.00 1,420.4 880.7 6.00 12,842.3 770.5 1,651.2 2,205.1 (553.9) 
2037 8.00% 2038/2039 81.67 1,260.8 1,029.7 6.00 13,472.5 808.4 1,838.1 2,420.5 (582.4) 

2038 8.00% 2039/2040 73.45 1,105.8 812.3 6.00 14,113.8 846.8 1,659.1 2,270.8 (611.7) 
2039 8.00% 2040/2041 72.83 954.8 695.4 6.00 14,767.0 886.0 1,581.4 2,223.0 (641.6) 
2040 8.00% 2041/2042 9.53 809.0 77.1 6.00 15,431.7 925.9 1,003.0 2,144.7 (1,141.7) 
2041 8.00% 2042/2043 9.53 670.6 63.9 6.00 16,106.0 966.4 1,030.3 2,017.2 (986.9) 
2042 8.00% 2043/2044 9.53 540.4 51.5 6.00 16,789.8 1,007.4 1,058.9 1,835.4 (776.5) 

2043 8.00% 2044/2045 9.53 420.8 40.1 6.00 17,481.3 1,048.9 1,089.0 1,896.9 (807.9) 

2044 8.00% 2045/2046 9.53 319.3 30.4 6.00 18,173.6 1,090.4 1,120.8 1,938.9 (818.1) 
2045 8,00% 2046/2047 9.53 240.5 22.9 6.00 18,862.7 1,131.8 1,154.7 1,990.5 (835.8) 

2046 8.00% 2047/2048 9.53 178.8 17.0 6.00 19,554.7 1,173.3 1,190.3 2,050.4 (860.1) 
2047 8.00% 2048/2049 9.53 132.4 12.6 6.00 20,252.3 1,215.1 1,227.7 2,116.5 (888.8) 

2048 8.00% 2049/2050 9.53 98.0 9.3 6.00 20,959.4 1,257.6 1,266.9 2,185.2 (918.3) 
2049 8.00% 2050/2051 9.53 72.6 6.9 6.00 21,679.8 1,300.8 1,307.7 2,256.8 (949.1) 
2050 8.00% 2051/2052 9.53 53.7 5.1 6.00 22,416.4 1,345.0 1,350.1 2,331.1 (981.0) 




