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Good Morning. Chairman Metcalfe, Chairman Cohen, Members of the House State Government 

Committee, I am Mike Crossey, president of the Pennsylvania State Education Association. On 

behalf of our 180,000 members, I thank you for inviting me here today to express our views on 

the provisions of Senate Bill 1 and retirement security. 

The Senate did not present PSEA or anyone else the opportunity to fully review and offer 

comments on the provision of Senate Bill 1. The bill was fast tracked; it was introduced on 

Friday, May 8 and passed by the Senate with the minimum three days consideration on 

Wednesday, May 13.  It was not even available in print until 4:30 p.m. on the Friday it was 

introduced. 

As you are aware, Senate Bill 1 is a 410-page, highly technical bill that requires thorough 

review. To protect the public from the unintended consequences of hastily passed pension 

legislation, state law and the rules of the House and Senate require an actuarial review be 

conducted before the bill can be brought to a vote.   

An actuarial cost note was issued by the Public Employee Retirement Commission (PERC) on 

May 12. The hasty nature of this review is of great concern. The frustration was quite evident as 

Milliman, PERC’s consulting actuary, noted in their May 11 letter to PERC that they did not 

have the time available to conduct a complete review of all facets of the legislation.  

The actuaries for PSERS and SERS, Buck Consultants and the HayGroup, as well as Milliman, 

all commented on the fact that their multiyear projections were based on what Milliman refers to 

as “a single point scenario assuming that all actuarial assumptions are exactly realized, including 

actual investment returns on the market value of assets of 7.5% each and every year.”  

If there is anything that we know from experience, PSERS and SERS are quite unlikely to earn 

exactly 7.5%. We have years like 2008-09 when PSERS had investment returns of -26.54%, and 

years like 2011 with positive returns of 20.37%.  Returns that substantially deviate from the 

assumed long-term investment rate of return can have huge consequences for the funding of the 

plan.  

A stochastic analysis looking at a range of returns has been advised by Milliman, and I concur 

with them. We might have avoided some of the mistakes of the past if a more complete analysis 

had been done on pension legislation. You need to look no further than the rosy forecasts for Act 

9, when the Governor’s Office in 2001 stated that the legislation was unlikely to cost taxpayers 

an extra dime for at least the next 10 years.  

Buck Consultants also warned that liquidity concerns in future years could cause the PSERS 

Board to make changes in the asset allocation to lower the risk of the portfolio. The result would 

be to lower the discount rate, which would significantly increase liabilities and require an 

increase in employer contributions. Buck, however, stated that “due to time constraints, this 

analysis was not performed for this cost note.”  
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In other words, a bill being sold today as saving $18.3 billion based on what may well be rosy 

forecasts could quickly unravel and leave taxpayers holding the bag. A much more thorough 

analysis of the legislation needs to be done.  

One of the quickest ways the projected savings could unravel would be a constitutional 

challenge. Most of the bill’s savings come from reducing benefits and increasing the 

contributions of current teachers, police, nurses and other state and public school employees.  

In 1934, the Pennsylvania Supreme Court ruled that pension benefits could not be taken away as 

long as workers abide by the rules of employment. In subsequent cases, the PA Supreme Court 

determined that it was unconstitutional to cut levels of benefits even for future years of service or 

to increase the contribution rates paid by existing workers for the same level of benefits.    

So the constitutionality of Senate Bill 1, if passed, will predictably be challenged on the basis 

that the changes for current workers are an impairment of contract. 

It is not just a feature of Pennsylvania law that a promise made should be a promise kept. On 

May 8, the Illinois Supreme Court determined that changes to the benefits of current employees 

were unconstitutional. The court threw out provisions of a state law that was passed in December 

2013. 

A ruling of this nature in Pennsylvania would immediately eliminate $16.8 billion of the 

projected savings. In fact, it would leave us with a bill that would actually cost more than present 

law over the next 30 years, with the level of savings projected to slowly increase at that point 

only if there is no change in the discount rate by PSERS and SERS. 

The main reason Senate Bill 1 will not save any money over the next 30 years is because of costs 

related to funding changes for SERS buried in the legislation. There will be an immediate $3.1 

billion increase in SERS unfunded liability with passage of Senate Bill 1 according to the 

actuarial cost note issued by the Hay Group, SERS actuary. To mask the impact, the sponsors are 

proposing to then refinance all SERS debt over a 30-year period. This will extend payments on 

existing debt by another five years and increase the total cost for employers from $3.1 billion to 

$4.7 billion. The funding changes negate any savings related to the drastic cut in benefits for new 

employees for PSERS and SERS over the same 30-year period.  

Even if the changes for current employees are declared unconstitutional, there will be a 

significant change in benefits for new employees. They will be put into a Cash Balance Tier 

within the existing pension plans, along with a separate DC plan. 

Buck Consultants examined the benefits that new school employees could expect to earn under 

such a plan and compared the level of benefits with what new employees would otherwise earn 

under Act 120. Buck projected that Senate Bill 1 would cut benefits by 70%. This 70% cut 

comes on top of the 20% cut in benefits for most current school employees that was part of Act 

120. 
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The sponsors of the bill gave no consideration to the retirement security of state or public school 

employees. The central mission appeared to be producing cost savings. This was really hard 

since the employer’s normal cost for pension benefits for school employees hired under Act 120 

is already one of the lowest in the nation – only 3% or less. 

We clearly recognize that the purpose of creating the Cash Balance Tier was not to benefit 

employees. It was an artifice created to keep the current DB pension plans “open” and avoid 

some of the closed plan transition costs that stalled consideration of Governor Corbett’s pension 

proposals.  

Employees will be required to contribute 3% to the cash balance plan, with no employer match. 

The money will be comingled with the DB funds and presumably invested based on the 7.5% 

earning assumption used by the pension systems.  

Interest will be credited each year to the accounts at the 30-year Treasury bond rate, subject to a 

4% cap. The Treasury bond rate is currently less than 3%. If the pension system earns 7.5% on 

the employees’ money, any earnings over and above the Treasury Bond rate will be captured by 

the system to help pay down the current pension debt. This is tantamount to a broker charging an 

investor a 60% management fee.  

If the systems earn more than 7.5% the excess interest will be split 50/50 between the employers 

and account holders. The 50% of the excess interest for account holders will then be split again 

with employers based on the balance of funds in the cash balance accounts as a percentage of the 

unfunded liability of the pension system. 

Over the first five years, new employees at SERS will have paid less than $80 million into the 

cash balance plan, while the unfunded liability for SERS will be more than $18 billion, so even if 

the pension systems did earn a significantly higher rate of return than 7.5%, account holders 

would be paid less than one-half of 1% of the half of the excess earnings allocated to the cash 

balance plan participants. 

The cash balance accounts in Senate Bill 1 are little short of public theft. No one in their right 

mind would voluntarily invest in such a scheme. These will be forced contributions from new 

hires with the earnings largely siphoned off and used to pay off the pension debt incurred long 

before the participants in the scheme were even hired. 

The DC accounts would determine the main benefit, and they would work like a typical 401(k) 

account, with mandatory employee contributions of 3%, and for school employees an employer 

contribution rate of 2.59%, and for state employees, including legislators, an employer 

contribution rate of 4%. College and university employees enrolled in a DC plan will continue to 

receive an employer contribution of 9.29%. 

Why only a 2.59% employer contribution for school employees? Well it is likely the only way 

they could produce a cost savings for the new benefit plan for school employees since the 

employer’s normal cost for new employees enrolled in the current PSERS DB benefit is already 

3% or less. State employees will be paid 4%, likely because it is lower than the 5% employer 
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normal cost rate for SERS. It is unclear why the bill spares college and university employees, 

who will continue to receive a 9.29% employer contribution. 

Most of the people I know who are working in private industry will get higher benefits. Under 

Senate Bill 1, employers will not even match the mandatory 3% employee contribution rate for 

the DC plan. 

Let me return for a moment to the proposed contribution rate changes for current employees as 

contained in Senate Bill 1. If anything, I think it will underscore how this bill was thrown 

together with neither rhyme nor reason. 

The General Assembly always maintained an essential parity in the benefits earned by state and 

public school employees. The benefits for both state and school employees are determined by the 

same formula, with a multiplier of 2.0 or 2.5 applied to various groups of state and public school 

employees hired at the same time.  

So you might wonder why state and public school employees are currently paying substantially 

different contribution rates for the same pension benefit.  

This wasn’t always the case. Prior to 1984, state employees paid a basic contribution rate of 5%, 

and public school employees paid 5.25%.  

The Legislature in 1984 increased the contribution rate paid by new state and public school 

employees to 6.25%; new employees in both pension systems were paying the same rates. The 

language contained in the legislation was, however, drafted separately for each system, and state 

employees were required to pay the additional 1.25% until such time as the State Employees’ 

Retirement System became fully funded. The rate for school employees was simply raised to 

6.25%. 

When SERS hit full funding, the contribution rate paid by state employees dropped back to 5%. 

But the rate at PSERS stayed at 6.25% even after PSERS also hit full funding.  

Act 9 then increased the rates by 1.25% uniformly for both state and public school employees 

who opted to take the 2.5 multiplier, and that is why most public school employees today pay 

7.5%, while most state employees pay 6.25%.  

Today’s rate differential is not based on any hidden cost differences in the benefits earned by 

state and public school employees. It is more an accident of history.   

Senate Bill 1 greatly complicates the picture:  

 There are four  different rates ranging from 5% to 7.5% that different employees will 

be charged for the same 2.0 multiplier; with 7 different rates ranging from 6.25% to 

10.5% for a 2.5 multiplier; and, two different rates for a 3.0 multiplier comparing 

judges to state legislators. 
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 School employees will have to pay 10.5% to retain their current 2.5 multiplier, while 

state employees will only have to pay 8.75%; a 3% rate hike for school employees, 

but only a 2.5% hike for state employees. So school employees, for whatever the 

reason, would see the largest increases to maintain the benefits they currently have in 

the DB plan. 

 State legislators will pay 10% to maintain their 3.0 multiplier until re-elected, while 

school employees will have to pay even more, 10.5%, to keep a 2.5 multiplier. 

 

Senate Bill 1 not only continues the disparity between state and public school employees, but 

actually widens the gap by charging school employees even more, without any apparent 

justification.  

The sponsors of Senate Bill 1 appear to be totally unconcerned over the burden they will place 

on PSERS and SERS in administering the legislation. This is, in particular, the case for PSERS 

with almost 800 separate employers. 

I can tell you that it has always been a challenge for PSERS whenever there is a change in the 

employee contribution rate because PSERS then needs to get all these different employers to 

properly reflect any rate changes. A good example of the complexity is the rate change in 1983 

when 1% was added to the contribution rate for new employees. Working for PSEA, I know well 

that PSERS was still finding employees in recent years who had not been assigned the proper 

rate by their employers following this change in law more than 30 years ago. We had complaints 

from a number of school employees who were retroactively assessed the additional 1% for the 

past 30 or more years, plus interest. I assume there were probably a corresponding number of 

school employees who were charged 1% too much, but since they would be getting a refund, 

they would not be as likely to complain. 

So you are now considering a bill that does not have a simple 1% in the rate paid by all new 

hires, but a greatly increased number of different rates for various groups of school employees. 

PSERS will also need to communicate with more than 200,000 members on the various elections 

in Senate Bill 1. They will also need to administer two separate risk-sharing plans with different 

rate bands that will require periodic adjustments to these rates in future years. On top of all this, 

the bill will require them to start up and administer the new cash balance and DC plans. 

I am not sure that any consideration has been given to the headache of administering all the 

complex provisions contained in Senate Bill 1, nor the added cost.   

In addition, the Senate purports to establish a funding mandate requiring the state and other 

employers to pay the actuarially required contribution rate to protect state and school employees 

from a repeat of the employer funding holiday that helped create the current problems over the 

last decade and longer. Let me point out that unless this promise is attached to some national 

standards for funding, the General Assembly can simply sidestep the requirements by changing 
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the actuarially required rate, as was done numerous times starting with passage of Act 9 in 2001. 

This provision in Senate Bill 1 may only offer false hope. 

PSEA and the other public employee unions in 2010 stepped to the plate and agreed to major 

changes in pension benefits that promised over time to substantially reduce the cost to 

employers.  The benefit hikes that were part of Act 9 were essentially repealed for all new 

employees, and the age for retirement was increased. 

The problem that remained was dealing with the debt burden that had built up over years during 

which time Pennsylvania, according to the National Association of State Retirement 

Administrators (NASRA), as well as the Pew Center for the States and the Laura and John 

Arnold Foundation, found that Pennsylvania ranked 49th out of 50 states in meeting its pension 

obligations. The Pew Study clearly identified that the number one reason for the debt was the 

missing employer contributions; public employees made the full amount of their required 

contributions each year. 

Perhaps the most tragic aspect of Senate Bill 1 is that it cuts the retirement benefits of new 

employees by 70% beyond the level of Act 120, stripping them of retirement security. In 

addition, it forces them to make contributions into a cash balance plan and then siphons off most 

of the earnings to pay off debt that was incurred long before they were even hired. To me, this is 

intergenerational theft. I hope that the House gives full consideration to all aspects of Senate Bill 

1 and rejects it. 

 



Pension Debt 
Pension Debt refers to PSERS & SERS unfunded accrued liability.
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