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Good afternoon Mr. Metcalfe, Mr. Benninghoff, members of the committee, staff, and guests, 1 am Dave 
Durbin, executive director of the Pennsylvania State Employees' Retirement System. I am pleased to be 
here today because I think it reflects the on-going relationship that 5ERS has developed with the state's 
policymakers, who have come to value and trust our expertise on pension-related matters. 

I have been invited today to specifically discuss House Bill 2453, introduced by Representative Warren 
Kampf and others. I'd like to  commend Mr. Kampf for the hard work he put into this proposal; 
retirement policy can be exceptionally complex and Mr. Kampf did not shy away from the hard work or 
the details when delving into his proposal. 

I must be cautious, however, to note that -while I have been invited here to discuss House Bill 2453 
specifically - i t  has been SERS longstanding practice not to endorse any specific policy proposal, 
including this one. SERS openly and willingly shares our expertise with policymakers who seek to 

explore or refine retirement-related proposals that impact state employees. We played a significant 
role, for example, in developing the recent: Act 120 reforms and we helped Mr. Boyd flesh out the details 
of the cash balance proposal you are also considering today. In addition to  our work with members of 
this chamber, we are currently sharing information with Senate leaders and the administration, both of 
wham are also seeking to address the current pension funding issue. 

There are pros and cons to  any retirement system. I t  is up to you and to  the Governor to determine the 
system and level of benefits provided to state employees. SERS views our role as technical specialists to 
assist you in the process by helping to ensure that your proposals are based on sound, Pennsylvania- 
specific data and grounded in reality. 

That being said, the toughest reality in the current debate is  this: The rise in pension costs is not being 
driven by the current cost of benefits. It is being driven by the legacy debt that has already been 
incurred. Changing the level or system of benefits going forward wilt not change the level of debt 
already incurred. 
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The SERS board will select investment options, which may inciude a life annuity option and an option 
that conforms to Pennsylvania's terror-free investment parameters. Employees, then, choose which 
options they will participate in and how much they will allocate to each. The board will establish a 
default option for employees who do not make an affirmative election. The commonwealth, the board, 
and employers are not responsible for adverse investment results. 

Because of the nature of the defined contribution system, there will no longer be an option to "purchase 
service" as there is with the current defined benefit plan. 

Employer and employee contributions vest immediately. Loans are not allowed. And distributions will 
be made by lump sum or any other scenario as approved by the SERS board. 

There are no disability annuities. Death benefits will be a lump sum payout of the balance of the 
employee's individual account. 

With a few exceptions for emergencies, if an employee returns to service after they've retired, any 
payout of their retirement benefit ceases-whether it is from the defined benefit system of the defined 
contribution plan-while they're actively employed. 

As I indicated before, under the current provisions of House Bill 2453, employer contributions for the 
new defined contribution plan will be 4% for new employees and 7% for employees who elect to leave 
the defined benefit system in favor of the new plan. Also, as I indicated before, most higher education 
employees will be required to participate in their employer's independently provided plan, which has a 

current statutory contribution of 9.29%. In addition, employers witl s t i l l  pay a rate-which will be set 
annually and subject to the Act 120 collars-to fund the prospectively accrued benefits for employees 
covered by the defined benefit system. 

The funding rates above do not eliminate or significantly reduce the existing unfunded accrued liability 
or take into account impacts of winding down the current defined benefit plan, with fewer employee 
and employer contributions resulting from the lack of new participants. To address those issues, there 
witl be an unfunded liability contribution rate surcharge assessed to employers who have employees in 
the defined contribution or higher education plans. Again, to the best of my knowledge, an actuarial 
assessment has yet to be performed on these provisions. 

Other fiscal provisions of note in House Bill 2453 include resetting the amortization period of the current 
unfunded liability to 30 years in 2015 and changing the actuarial method from level dollars to level 
percent of compensation. These may result in lower employer contribution rates than under current 
law in the early years but will increase the total dollars paid by employers overall. 

With that general overview, I feel that it is appropriate to share a few concerns about House Bill 2453, as 
i t  is currently drafted. 

There may be negative tax implications resulting from the possible voluntary reduction of most 
employees' contributions from the current 6.25% in the defined benefit plan to the 4% in the defined 
contribution plan for employees who elect to switch plans. 

A general fund appropriation may be needed to pay for expenses associated with the design and start- 
up of the defined contribution plan. While the legislation does provide a participant fee-based funding 
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mechanism over the long run, that mechanism will not be sufficient until there is  a critical mass of 
participants and assets. Federal tax law severely restricts the ability of these costs to be funded by the 
legacy defined benefit system. 

Because of the way defined contribution participation and eligibility are determined, it will become 
unnecessary to track service credit or eligibiiity points and for SERS to distribute annuity checks. These 
facts may have significant implications on the management of the commonwealth's retiree health 
benefits. 

Again, thank you for the opportunity to appear today. SERS stands ready to assist you as you seek 

solutions to the current revenue shortfall. I am prepared to take any questions you may Rave with 
regard to this specific proposal. 
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