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Chairman Harper and members of the House Local Government Committee:  

   

 Good morning. My name is Elam M. Herr and I am the assistant executive director for the 

Pennsylvania State Association of Township Supervisors. Today I am speaking on behalf of not only 

PSATS, but also the Pennsylvania Municipal League, the Pennsylvania State Association of Township 

Commissioners, and the Pennsylvania State Association of Boroughs. Together we represent all the 

municipalities in Pennsylvania. Thank you for the opportunity to testify today on an issue that would 

impact many municipalities. 

 

HB 1708 (PN 2391) would amend Act 205 of 1984, the Municipal Pension Plan Funding Standard 

and Recovery Act, to authorize the General Assembly to appropriate up to 0.25 percent of the General 

Municipal Pension System State Aid Fund to the Public Employee Retirement Commission to pay for the 

costs and expenses of the commission that relate to the commission’s duties under Act 205. While HB 

1708 contains several provisions relating to local government pension plans with which we have no 

objection, the focus of our comments today will be on the provision relating to PERC’s funding and we 

must respectfully object to this proposed redirection of restricted funding that is currently used to help  

municipal pension plans as an unfunded mandate. 

 

PERC was established in 1981 by the General Assembly to review legislation affecting public 

employee pension and retirement plans and to study public employee pension and retirement policy as 

implemented at the state and local levels, the interrelationships of the various pension systems, and their 

actuarial soundness and cost.   

 

When the General Assembly enacted the Municipal Pension Plan Funding Standard and Recovery 

Act in 1984, PERC was given more responsibility. Act 205 gave PERC a regulatory role in certifying 

municipal pension costs through the collection and review of municipal actuarial valuation reports. At that 

time, the General Assembly made a fundamental policy decision that it was in the best interest of the 

Commonwealth to require PERC to collect data on municipal pensions and provided the funding for this 

service. To change this funding formula after 30 years to a fee-for-service would undermine the original 

intent of PERC and the Commonwealth’s responsibilities under Act 205.  

 

Through Act 205, the Commonwealth requires municipal pensions to be sufficiently funded to 

cover their annual actuarial funding requirements.  Act 205 provided for a revised General Municipal 

Pension System State Aid Program and set out a new distribution formula for the state monies allocated to 

municipal pensions.  Historically, the state has contributed to municipal pensions through a 2 percent tax 

collected on the premiums of out-of-state insurance companies that sell fire and casualty insurance. In 

2013, the amount distributed was $246 million.   

 

The annual distribution of state aid is determined by the Auditor General. It is based on the 

amount of revenue available and the number of eligible employees. This is called the unit value. The unit 

value is then multiplied by the number of employee units in each municipality.   Police and firefighters 

equal two units each, while all other employees represent one unit each.  In 2013, the unit value was 

$3,884.36.    

 

House Bill 1708’s proposal to divert revenue from the state aid fund to pay for PERC will reduce 

the amount each municipality receives in state aid. While those in support of this proposal will argue that 

this offset is small, every penny of the funding currently goes to fund pension plans according to the rules 
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established by the General Assembly for adequate funding. Keep in mind that the General Assembly 

requires generous mandatory benefits for municipal police and fire pensions, some of which have 

enhanced benefits due to arbitration awards, and many municipalities struggle to adequately fund pension 

plans for their uniformed employees. This is one reason why police and fire receive two units each in aid 

and any diversion from these funds will impact these plans disproportionately. 

 

 This proposal creates an unfunded mandate by requiring municipalities to pay for a portion of 

PERC’s services, which the General Assembly has mandated. Instead, PERC’s regulatory and legislative 

functions work to directly benefit the Commonwealth and the General Assembly, and points to its 

continued funding at the state level. One of these functions is legislative analyses for the General 

Assembly on bills impacting pension plans. While many other legislative service agencies provide 

analyses that are strictly pros and cons, without adding opinions and commentary, opinions of PERC do 

not fit this mold, even when including actuarial analyses. Quite often this commentary runs contrary to 

the opinions of the impacted municipalities. 

 

Requiring municipalities to pay for the work a state agency is tasked with carrying out sets a 

precedent for the state to turn to municipalities anytime it needs help with its budget.  If this provision of 

House Bill 1708 is allowed to stand, the Auditor General could be the next state agency to argue for its 

share of the state aid funds.  Furthermore, there is nothing to stop the General Assembly from increasing 

the percentage of state aid diverted from municipal pension plans until PERC is entirely funded through 

the state aid program.   

 

Keep in mind that PERC performs other work than just its mandated duties under Act 205 for 

municipal pension plans. PERC does work for the State Employees Retirement Systems and Public 

School Employees Retirement System. Yet the proposal does not ask these much larger funds to provide a 

proportional share of PERC’s funding. In addition, we want to point out that for fiscal year 2013-2014, 

the state allocated $1,017,000,000 for contributions to PSERS, which makes the state aid for municipal 

pensions pale in comparison. In addition, counties file biannual pension plan reports with PERC and 

PERC also performs analyses on legislation that would affect county plans. However, counties do not 

receive Act 205 funds and would not be asked to contribute.   

 

It is estimated that if PERC were to receive .25 percent of the state aid for municipal pensions in 

addition to its 2013-2014 line item, that the agency would receive an additional appropriation of  more 

than $500,000, for a total appropriation $1.38 million, or an 80 percent increase over its 2013-2014 

budget. This bloated funding request would come at the expense of municipalities and their pension 

recipients. We do not see the justification for such a steep increase, at the cost of municipal pension plans.  

 

We also question, based on the other work that PERC is doing, how it estimated that 50 percent of 

its time is spent on municipal pension plans? Or is this just time spent working on municipal pension plan 

issues, including analysis of legislative proposals and testimony at hearings? 

 

In the budgets provided by PERC, one of the major expenses and justifications for diverting Act 

205 funds is to convert PERC’s systems so that the municipal reports can be received electronically. We 

question whether PERC has considered partnering with a state agency that currently has this capability to 

see if this functionality could be achieved between departments at a substantially lesser cost. For example, 

all municipalities must file annual audit reports with the Department of Community and Economic 

Development, which is phasing in mandatory electronic filing. In addition, the Department of 
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Transportation currently encourages electronic filing of its mandatory reports. Perhaps such a partnership 

would provide PERC with greater capability and reduce operating costs. 

 

In closing, our Associations believe that the Commonwealth and local government are partners in 

providing services for our mutual residents. As such, any proposal to charge local governments for 

Commonwealth services runs contrary to this concept. 

 

Thank you for the opportunity to appear before you today. We would be happy to answer any 

questions that you may have. 

 

 

 

 

  

 

 

 

 


