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Chainnan Metcalfc and hiletnbem ofthe Committee. my name is Brent Mead, and I am 
the State Government Affa~rs Ma~iager for the National Taxpayers Unioii (I'dTU), the nation's 
oldest and largest non-parhsaii advocate for overburdened taxpayers I am honored to tcst~fy 
before you today on behalf of NTU's 17,300 members 111 Pennsylvania, all of whom share a 
belicf in l~mitcd govemn~ent and low taxes. 

T tl~ank you L'or ailowing N'TU the opportunity to participate in t h~s  heartng on penslon 
refonn. Slnce NTU's fountling in 1969, oul members and staff have lea~ned firstlia~d that few 
issues can match the complexity ht controversy of goveinmnen~ e~nployee compensation. It 1s at 
once a matter affectm:: the lrvelihouds of thousands of workers acr-oss the Commonnrealth, t l ~ e  
personnel policics of publ~c aid privatc cntitieq at a11 leuells, the state government's long-term 
finances, and, of course; thc well-bemg of taupayers. 

11. Background 

Before outlining tvl~al NTU belleves should he the s i d ~ n g  principles for refonn, it i s  
vital to note several impclrtant trends. Pennsylvania's largest and most generous public employee 
pensloll plans are severely underfunded and in necd of serious reform. I11 Fiscal Ycars 2009-10, 
Pennsylvania taxpayers pad $843 million toward the Public School Einployees Retirement 
Systenl VSERS) and the State Employees Retirement System (SERS). That number 1~111 jump to 
56.1 billion by 2016- 17; an increase of over 700 percent. For taxpayers, thrs represents a burden 
of allnost $500 per person to meet obhgations in the not-too-distant future. Further~~iore, the 
actual fund~ng ratio for tlte two plans 1s expected to dip to 60.1 percent for SERS and 50.9 
percent for PSERS. Wurse sttll, rhe plans assume unreahst~c rates of return on invesknents of 8 
pet-cent for SERS and 7.5 percent for PSERS. If any Members of the Commttee receivedsimilar 
rates of return over the past five yeas, I would be rnierested in meet~ng your investment advtsor. 



While the recent economic downi~lm exacerbated the strained finances of Pennsylvania's 
pension systems. ~t 1s not the cause of the crisis, Economic diffic~ilties simply exposed 
ftn~da~lental, structural flaws in the system. For too long Pm~sylvania h s  promised overly- 
generous benefit packages to government uworkers fhat are not sustainable m t'he iong run. The 
bill was going to come due eventually; recent events merely shifted tlie timetabIe. 

Further complicating the Funding picture are proactive efforts by the General Asscmbly In 
the past decade that made the situation worse. Starting in 2001-02, Pennsylvania increased tIie 
size of the benefits to employees. most notably by boosting the cost-of-hvmgadjustrnent 
aIlo~vancc to current retirees. Act 40 in 2003 deferred unaffordabIe costs mto the future, with 
"the future" defined as 2012. Finally, Act 120 in 2010 again deferred payments onto future 
generatlolls yving the illusion of plan solvency, without decreas~ng benefits 01- ralsmg taxes. As 
you are well aware. thc game 1s just about up. 

While the state 11za11aged to use smoke and mirrors to h~de  its true obligatiom, local 
entitics have had no such luxury. For example. according a report issued last month, Susquenita 
School D~strict, \%hich serves 1,782 qtudents, will increase PSERS payments fi-om $1 million this 
ycar to 73.3 m~llioil for the 2017-18 school gear. Th~c  rnontl~ ff~e Department of Education 
Issued 197 exernptlons from the school tax referendum requrremenr; 194 of those cxcmptiol~s 
expressly called for lngher taxes w~thout voter approval to meet increased pcnsioi? costs. By 
dollar amount. over half of the approved $159 mlllion in exml~tions will be eannarked for local 
pcnsron contnhutioiis. Taxpayers already face h~gher burdens at the local level due to past policy 
dccisio~~s. Thus, witl~out action this cr~sls will only deepen at both the state and local levels. 

111. PrillcipIes for Rcforn~ 

Government employee compensation and assoc~ated pensloll costs are an~origthemost 
pol~t~cally challetlg~ng Issues 3Iates must dcaI with, but difficulty does not excuse inaclio~i. 
Going folward, Pcnnsylva~~a should adhere to the follow~ng basic gu~dellnes, to both avoid 
rcpcating nllrtakes and ~lnprove the future financ~al sp~bility of the state's major pension 
progranls' 

Create n single, shared defined contribution plan for ALL new public sector hires. 
Pei~nsylvan~a should make real reforms to sustain its government en~ployee retlrcment 
system, such a u~oving to defined-contribution retirerncnt plans. These arrangements 
(ilke a 401(k)) ha3e beconle the vehlcle of choice xn the private sector and have been 
adopted by other state governments, For cxainple, Michigan saved $4 billion thanks to 
refonns passed in the 1990s. Furthennore. Pcnnsyl~ran~a should seriously cons~der the 
idea of consolidat~ng pensions Into a single, unified plan. With over 3,200 local pensroll 
plans in Pennsylvania, any serious attempts at a11 overhaul have become mired in 
complex~iy and are d~f-licult to assess over such a \vide-array of plans More importantly, 
molirng to a single plan creates political unity rather than aeBalkan~zation" of var~ous 
~ n l ~ e s t  groups who seek carve-outs applying only to their members. 

Q Prohibit any attempts to defer required payments, or use of financial gin~miclis such 
as pension obligation bonds. Pennsylvania faces this quandary m part due to the actions 



ofprevious General Assemblies. Spec~tically, Act 10 in 2003 and Act 120 in 2010 
pushed the burden of meehng unfinlded liabilrties onto future generations of taxpayers. 
As NTU tvlo?e at the tiine regarding Act 120: 

HB 2497 (Act 120) merely defers pension payments well into the future. By 
putting off payments, HB 2497 docs not fix the plans' underljrin~ prohle~ns or 
save taxpayers moncy: it only inalces the problem worse. In 14 years, taxpayers 
~ 1 1 1  have to paysubstantmlly more to sustain the system duo to IIB 2497's riqky 
assumptions about plan returns. In short, HE 2947 will force the children and 
gmndchildren of Pennsylvania's current taxpayers to pay for fiscal irreupons~bility 
they did nor cause. 

6 Transparency and good data are key. Designing a sustainable and fair retireinent 
system requnes mole coliiprehensrve cornpailsons w~th the enwe p~ivate sector. not 
inflexible adherence to government-only bcnefil benchmarks. It is critical to incorporate 
tbe best practices and evolutionary expenertce of the private sector m the design of any 
public sector compcnsation package. as ultinlately the private sector workforce shoulders 
a portron of the hurdm. Fu~thermore, state and local plan? must use more realistic ratc-of- 
rctum targets. Tn 2201 I ,  Wjlsliue Axsoc~ates studsed 126 state and local plans. including 
SERS and PSERS, and found that none would meet the~r assulned rates of mturil. I fa  
pnvalc sector coml?a~y used an 8 pcrccnt expected rate ofreturn as SERS does, it could 
face serious peiiaities for financial iiaud. Contlnuiilg to peddle such unrealistic niu-ibers 
in the public sector only perpeluateq a fiaud on taxpayers as well as govemn~enl 
en~ployees, whose benefits w11l he at risk to the plans' financial 111solx ency 

* Modify benefit packages. Pension reform cannot live up to its name without benefit 
r e fo~~n .  A plan that only impacts next h ~ r a  riiay not yield adequatc savings. Absellt 
s t r u ~ t ~ ~ ~ - a l  changes to cumcnt benefit packages, taxpayer contributions to the SERS and 
PSERS plans &ill increase from $1.7 h11lion 111 201 1-2012 to $6.1 billion 111 2016-2017. 
General fund obl~gatlons to the state pcnsion system will Increase from 4 pcrccnt of 
spending to 12 pel-cent ofspendmg, effectively ciowdkg out other priorities No ievcl or 
lefonn ta~geted solely at new lnres can avoid this srtuahon. Thrs Conxmttee i11ust 
u~~dertake the d~fficult task of inoclifq.mg current henelits, especially those regarding early 
ret~remeni suhs~dies, redetining elighle illcolne for penslon calculations, and cudailing 
the abuse of cost-of-livtng adjustlnents. 

1V. Emphasis on select bllls 

With those goals m mind, I will briefly outline NTU's thoughts on thc immediate 
pending legislation. 

rn BfE 418: Broadly speaking, NTL supports tlrc goals ofHB 418. The legidation u*ould 
create a m a n d a t q  401(k) defined contribution plan for state legislators. YTU applauds 
proposals to institute defined contrihut~on planq. T h ~ s  legislation ~vould also help curb 
past abuses sccn in the pension qyyteln where leg~slators qual~fied for defined benefit 



pensions with annual payments exceeding 5250,000. Our reseniatlon 1s that i t  oilly 
applies to a very small group of state enlployees. 

a HB 551: YTU suppQlts transitioning all new employees to defined contribution plans. 
While HB 551 takes a small step toward this goal hy creating a new optional 401jk) - 
style pension for neu PSERS hircs, membership should be mandatory. 

m HB 552: Similarly to HB 551, HB 552 creates an optional dcfined contribution plan for 
new SERS hires. Unfnrtunately. as the plan is voioluntarj: ~t is un11kely to attract the 
necessary enro1Iunent to y~eld s~g~~~frcat l t  savings to the ilate Such plans need to be 
obl~gatory. for the sake ot taxpayers as well as the long-term retirement securityof 
government employees in the Commonwealth. 

iMB% 1676: NTU does not suppol? HB 1476. Thls lcgislafioll would create a new "cash 
balance" schane that would ii~i~ction much in the way the current defined benefit plans 
do. While potentially cheaper than the current sFtem. 11B 1676 contam.; many of the 
same faillngs plaguing SFRS. 

B EIB 1677: YTI :'s conceixs about HB 1477 are simrlar to those surround~ng HB I676 
Both bills effectively crcate the equlvalenf ofmere ledger entrlcs for each einploj~ee's 
benefits, rather .tilan tackle the underlylylng Issues of long-tenn plan solveilcy or provide 
true individual ownwshlp of retircrncnt assets to mcry worker. 

HE 2200: HR 2200 1s an nripl.ovement over KB $18 ln that if cvould require all 
lcglslaiive blanch empluyees, not just clecled Members of the General Assembly, to 
partic~pate in a dcfined cotltr~bution plan. 

V. Conclusion 

Chairman Metcalfe and Mcmbers of the Comm~ttee, Pennsylvarua's taxpayers are 
pafefi~l for your willnngness to explore govcnlrnent retlre~nent Issues. NTU and its 14embers are 
likewise grateful for the f m r i  you haveprowded for my remarks today. This wtll no doubt 
cuntlnue to be an ln~portaut debate inoving fonvard. I stand ready to answer any questions you 
may have 
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