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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE RESOLUTION
No. 2060 >

I NTRODUCED BY NI CKOL, JUNE 21, 2001

| NTRODUCED AS NONCONTROVERSI AL RESCLUTI ON UNDER RULE 35,
JUNE 21, 2001
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A RESOLUTI ON

Directing the Public Enployee Retirenment Conmm ssion to undertake

a study relating to the nature of Pennsylvania's current

defi ned benefit pension plans versus defined contribution

pl ans.

WHEREAS, The Conmonweal th of Pennsyl vani a mai ntai ns two
St at ewi de pension plans, the Public School Enployees' Retirenent
System (PSERS) and the State Enpl oyees' Retirement System
(SERS); and

WHEREAS, Nearly all full-time and part-tinme public school
enpl oyees are required to join PSERS and nost full-time and
part-tine State enployees are required to join SERS; and

WHEREAS, Both systens are financed through enpl oyer and
enpl oyee contri butions and i nvestnment earnings, with the
enpl oyer rate being vari abl e based upon actuarial experience and
i nvestnent returns; and

WHEREAS, The PSERS enpl oyer rate has decreased from 20. 04% of
payroll in 1985-1986 to 1.94% in 2000-2001, the SERS enpl oyer

rate has decreased from 18.09% in 1983 to 1.39% in 1999 and both
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systenms currently have assets in excess of actuarial accrued
liabilities; and

WHEREAS, Nearly all full-time and part-tinme public school and
St at e enpl oyees have the option to participate on a voluntary
basis in either an I RS 457 or 403(b) defined contribution plan;
and

WHEREAS, Defined benefit (DB) plans have been established in
every state, and defined contribution (DC) plans have becone
nore popul ar follow ng the market strength of the last two
decades; and

WHEREAS, The features of DC plans nmake them attractive to
enpl oyers in terns of the avoidance of unfunded liabilities
currently paid off at the taxpayer's expense, nore precise
budgeti ng, fixed enployer costs, a risk shift to the nenber,
i nproved recruiting tools and a potential | oosening of political
pressures for increasing enployer-paid benefits; and

WHEREAS, The features of DC plans nmake them attractive to
enpl oyees in terns of their portability, shorter vesting
periods, nore flexibility and control over investnents, the
potential ability to accunulate wealth to pass on to
beneficiaries, a wide range of distribution options and ease of
under st andi ng; and

WHEREAS, The features of DB plans nmake them attractive to
enployers in terns of retaining ol der, |long-service and skilled
enpl oyees, designing benefits for special target groups,
recogni zi ng past service, the ability to provide early
retirement incentives and the nost efficient use of investnent
tal ent; and

WHEREAS, The features of DB plans nmay nmake them attractive to

enpl oyees in terns of providing a secure, well-defined benefit,
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a benefit payable for life, protection frominflation through
the ability to pay subsequent cost-of-living adjustnents
(COLAs), the existence of death and disability benefits and the
inability to decrease the benefit once the nenber is vested; and

WHEREAS, Since the Congress of the United States created the
first 401(k) plan in 1978, public enployers have taken notice of
the success of individually directed investnents of enpl oyee
retirement contributions, and as a consequence state
| egi sl atures are considering proposals that would create a DC
option; and

WHEREAS, Under DB plans, benefits are not fully portable,
vesting schedul es do not favor short-term enpl oyees,
recordkeeping is conplex for plan adm nistrators, the funding
process is statutorily controlled and can often be politically
charged, enployee benefits do not reflect a nore transient work
force, plan design is relatively inflexible and the enpl oyee
does not directly share in heightened investnent returns except
in cases of periodic benefit enhancenents or COLAs; and

WHEREAS, Under DC pl ans, benefits are indeterm nable,
benefits can decrease with investnent perfornmance, subsequent
COLAs are not granted, the nenber may | ack investnent experience
and the death or disability benefits are limted to the account
bal ance or nonexistent; therefore be it

RESCLVED, That due to the conplexity of issues in offering a
DC plan and the limted information available in the context of
Pennsyl vani a' s pensi on system the House of Representatives
direct the Public Enployee Retirenment Comm ssion to study and
report on the follow ng:

(1) Projections of conparative benefits under the

current DB pl ans versus possi ble DC plans and options using
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vari ous denographic and financial scenarios to show the
positive and negative inpact of each plan option on enpl oyers
and enpl oyees.

(2) Enployer cost considerations given the current fully
funded status of PSERS and SERS and estimated future
contribution rates pursuant to recently enacted |egislation.

(3) National trends and studies on the degree to which
enpl oyees term nating enpl oynment under DC plans |iquidate
their funds instead of nmaintaining themfor retirenent as
well as related DB plan issues including the nunber of
partici pants who enter the PSERS and SERS systens, the nunber
who earn a full benefit, who earn a reduced or partial
benefit and who receive no benefit.

(4) An analysis of the exposure to liability on the part
of the Commonweal th and school enployers arising out of
provi di ng enpl oyees a choi ce between and/or a right to
convert to either a DB or DC plan, including any liability
for poor investnent performance in a DC plan and possible
contract inpairment issues.

(5) An analysis of any changes in the fiduciary
responsi bilities and duties of the Commonweal th and school
enpl oyers that may result frominstituting a DC pl an.

(6) A national review of DC plan inplenentation in the
public sector froma structural standpoint including hybrid
structure sol utions.

(7) Inplenmentation considerations and any other issues
pertinent to the CGeneral Assenbly's consideration, such as
recrui tnment benefits of DC plans and the State's future

enpl oynment needs;

30 and be it further
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RESCLVED, That the Public School Enployees' Retirement System
and the State Enployees' Retirement Systemare directed to
provide all relevant information and staff assistance, in
response to the i ssues above, to the Public Enployee Retirenent
Conmmi ssi on upon request; and be it further

RESCLVED, That the Public Enployee Retirenment Conm ssion
report its findings concerning the provision of a DC option in

Pennsyl vani a' s Statew de pension funds to the General Assenbly
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by Decenber 31, 2002.
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