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Good morning and thank you for the invitation to testify concerning our position on municipal 

pension reform legislation, specifically House Bill 32 and House Bill 974. I am Rick Schuettler, 

Executive Director of the PA Municipal League (PML) and the PA State Association of Township 

Commissioners (PSATC). 

The PA Municipal League represents a wide-range of cities, boroughs and townships all with 

common interests centered on the full-service municipality. The PA State Association of 

Township Commissioners represents the state's first class townships, also full-service 

communities. Our members are typically the anchors of their respective regions; and as such, they 

employ fulltime police and fire personnel and provide pension benefits paid primarily by tax 

revenue. 

Refonn of Pennsylvania's outdated municipal pension system is a legislative priority for both PML 

and PSA TC; one that we have been pursuing vigorously since 2010. Our goal is to provide public 

safety personnel with fair pension benefits that can be anticipated and sustained by their 

employer. Meaningful reform will address an ever-growing problem among full-service 

conununities. The cost of providing the traditional defined benefit pension plan is negatively 

impacting the delivery of all municipal services, not just public safety. As more and more of the 

municipal budget is directed toward pension costs the only choice is to cut services or increase 

taxes. 

Naturally, every citizen and every public official wants to live in a community that is safe and 

adequately staffed with police and fire personnel. There is a balance, however. Today, municipal 

pension plans in Pennsylvania (excluding Philadelphia) carry about $2 billion in unfunded liability. 

Which, incidentally, is split equally among cities ($1 billion), boroughs and townships {$1 billion). 
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This is a fiscal reality that will continue to get worse if structural changes are not made to contain 

and control costs. 

Although not the subject of today's hearing, House Bill 316, sponsored by Representatives Greiner 

and Grove, encapsulates the reform measures we support and believe will bring about the true 

reform that is needed to correct the fiscal instability caused by uncontrolled pension costs 

throughout the Commonwealth. 

From our perspective, we cannot support changes to municipal pension laws if those changes do 

not include a prospective shift to more stable and affordable benefits. This will not only help to 

improve the fiscal picture of the full-service community, but will also protect public safety 

personnel and the benefits they have rightfully earned. Our reform efforts should not be taken as 

an attack on public safety workers. They have our respect and our sincere concern for the future 

of their pension benefits. 

For the sake of background, today's municipal pension benefits are primarily set out in two statutes 

- the Third Class City Code and the Municipal Police Pension Law, Act 600 of 1955. Act 600 

provides the benefit structure for full time police departments in boroughs and townships with three 

or more officers. The Third Class City Code provides the structure for fulltime police and fire 

personnel in our 53 third class cities. These statutes are from a bygone era when retirement plans 

compensated for low pay and defined benefit pensions were commonplace. The statutes mandate 

a defined benefit equal to at least 50% of a member's final average salary with retirement at age 

50 or 55 with 20 or 25 years of service. Additional and oftentimes unanticipated benefits can be 

bargained or awarded through the Act 111 process. Such benefit enhancements impact pension 

costs for many years into the future. 
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PML and PSA TC are advocating to move to a middle ground with House Bill 316, a cash balance 

plan for new hires. Pensions plans would still be administered locally and new hires would receive 

a universal defined benefit that is slightly less than their currently employed counterparts. As 

stated earlier, a more affordable and predictable benefit is the only way to accomplish meaningful 

reform. House Bill 316 also seeks to devote excess interest earnings to paying down the unfunded 

liability carried by many plans. 

As you know, House Bill 32 provides one set of pension benefits for new police officers in all 

municipalities, except Philadelphia and Pittsburgh. It establishes a statewide plan within the 

Pennsylvania Municipal Retirement System (PMRS). House Bill 32 also allows current plans the 

option of joining the statewide plan after meeting certain criteria. 

You may not realize, however, that the proposed benefits under House Bill 32 are a bold increase 

over what is currently provided. In our opinion, House Bill 32 is not real reform and will actually 

cost employers much more. PERC's September 2015 advisory note reports there will be an 

increase in employer normal costs, or the costs to fund the benefit, from an average of 13.26% to 

l 5.26% of compensation. House Bill 32's failure to reduce costs through structural change is the 

primary reason we oppose the bill . 

The Benefit and Cost Increases in House Bill 32 

Basis of Benefit and Overtime 

House Bill 32 bases an employee's final monthly pension benefit on the average of all 

compensation over the final 3 years of work. The current benefit is based on the final average 

salary in the last 3 or 5 years. Courts have ruled that the term salary means base salary and does 

not include other compensation, such as overtime, sick leave and lump sum payments for accrued 
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leave. Utilizing the term all compensation will broaden the basis of the monthly pension benefit 

and ultimately increase the final benefit paid out. Furthermore, House Bill 32 places a cap on the 

amount of overtime at 30% of base salary and lump sum accrued leave. This cap, while stated as 

a maximum, will quickly become the norm. PML and PSATC support a pension benefit 

calculation on base salary with overtime limited to 10% of base salary as found in House Bill 316. 

There is recent precedent from the Allegheny County pension reform legislation in 2013 for 

limiting overtime to 10%. 

Benefit Formula 

House Bill 32 establishes a new benefit scale and a new formula that will increase the pension 

benefit from 50% of final average salary up to 65% depending on the number of years over 20 that 

an officer serves. Apart from being a benefit increase for new hires, this provision could negatively 

impact municipalities if current plans opt-into the statewide plan. For example, current officers 

with 25 years of service would receive a 62.5% benefit instead of the planned 50% benefit. Unless 

this increased cost is paid up front, a pension liability will be created on day one. As an alternative, 

House Bill 316 bases the monthly pension payout on mandatory contributions from the employer 

and employee which are based on a percentage of salary, plus an additional employer interest credit 

of up to 4.5%. At retirement, the balance in the employee's account is available as a lump sum 

distribution or as an annuity. 

House Bill 32 also reduces the age and years of service needed for retirement to age 50 with 20 

years of service. This results in an earlier and longer pension payout for the employer. It is 

unsustainable to pay pension benefits longer than an employee works and pays into a system. 
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House Bill 316 increases retirement eligibility to 5 5 years and 25 years of service providing 5 

additional years of contributions into the system before the potential 30 plus years of benefit 

payments begin. 

Work Related Disability Benefits 

House Bill 32 also increases the disability pension in cases where an employee is unable to return 

to gainful employment. The current disability benefit is 50% of final average salary. This would 

increase to 75% under House Bill 32. Furthermore, the bill removes the current offset of Workers' 

Compensation and Social Security payments. Because most disability pensions occur after 

workers' compensation benefits have been granted, the removal of the offset will be a significant 

cost factor for the employer. House Bill 316 reduces disability costs by providing a disabled 

employee with his vested pension benefit offset by any Workers' Compensation or Social Security 

payments. 

Deferred Retirement Option Plans (DROPs) 

House Bill 32 provides employees with an immediate option to receive a DROP benefit. Act 44 

of 2009 authorized DROP benefits; House Bill 32 mandates them as an employee election. Under 

a DROP, retirement eligible employees may elect to continue working for a specified period of 

time while their monthly pension benefit is set aside for future lump sum disbursement. When 

DROPs are not at the employer's discretion, they are costly, require administration, and are 

unlikely to meet their original purpose - to keep experienced, retirement eligible employees on for 

the benefit of the employer. House Bill 316 eliminates the availability of DROPs for new hires. 
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Opt-in to Statewide System 

House Bill 32 would allow current plans to transfer into the statewide plan administered by PMRS. 

Inappropriately, the bill takes the decision out of hands of the municipal governing body and 

requires only an affirmative vote by the members of the plan. The ultimate decision to transfer 

an existing plan into the statewide plan must be at the discretion of the governing body, followed 

by the assent of the plan members. This will insure there are appropriate funds to cover any 

unfunded liability, not to mention the new, increased benefits the employees will receive in the 

enhanced statewide plan. 

Removing Pensions from Act 111 Collective Bargaining 

The collective bargaining process under Act 111 adds tremendously to the legacy costs of 

municipal pensions. In order to create predictable pension costs we must have a clearly defined 

set of benefits outside the scope of Act 111 and not subject to local contract negotiations or 

arbitration awards. Without question, this stability will support and improve the fiscal health of 

full-service municipalities. 

House Bill 32 takes pensions out of collective bargaining for employees in the new statewide plan. 

While, PML and PSATC support this aspect of the bill, it does not go far enough. It is imperative 

that current employee pension benefits are frozen at existing levels and removed from collective 

bargaining, as well. If the status quo is allowed to continue for current employees, their benefits 

and associated costs will continue a steady increase via Act 111, as will any unfunded liability. 

House Bill 316 removes both current and future employee pensions from Act 111. It also freezes 

the benefits of the current employee. This will stop the hemorrhaging of the existing plans, reduce 

the benefits for new hires, and allow employers to predict and plan for future costs. 

7 



Statewide Nature of Plan 

Perhaps to justify the increased costs of the plan, House Bill 32 seeks a consolidation of plan 

management into one statewide plan. The advocates argue there will be administrative savings for 

all municipalities by having their new hires in a plan managed at the state level. 

We are willing to acknowledge the potential for future administrative savings under House Bill 

32, but these savings will not be immediate as compared to the costs. We are not willing to agree 

that the savings will be enough to offset the higher benefit levels provided in the plan. It will 

talce many years for there to be a realization of consolidation savings because the plan will need 

time to establish a base of employees and assets. Furthennore, costs will continue to escalate 

locally, as the current plans continue to operate under the influence of Act 111. Alternatively, 

House Bill 316 achieves savings through benefit reductions, removing Act 111 influence over the 

pensions of current and future employees, and applying interest earnings to paying down the 

unfunded liability. 

House Bill 974 

Turning to House Bill 974, this legislation creates a new recovery program for severely distressed 

pension plans within Act 205. Municipalities with distressed plans would be required to develop 

a 10 year plan to bring their severely distressed plan up to a level of moderate distress. Trusteeship 

under the Auditor General is the ultimate penalty for non-compliance. 

The advisory note issued by PERC lays out a number of issues for consideration including the 

bill's contradiction with the recovery program already in place under Act 205 and several technical 

program design flaws. All indicate a need to re-consider the proposed language. As written, we 
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cannot the support the legislation based on the considerations laid out in the PERC note and the 

overall intent to initiate a recovery program without the tools to control pension costs. 

If the goal of the bill is to provide a path for pension plan recovery, it must also provide protections 

to keep a plan from sliding backward once strides have been made toward such recovery. In order 

to control costs, pensions must be removed from Act 111 collective bargaining. Furthermore, 

while in the recovery program and until a plan reaches a 90% funding level, enhanced benefits 

must be prohibited. Finally, a new and reduced benefit structure for new hires is a must. 

In conclusion 

While we appreciate the opportunity to have another conversation about how to reform municipal 

pensions, PML and PSA TC cannot support House Bill 32 or House Bill 974. Neither bill embodies 

the measures our members are looking for to achieve real and long·term reform. Again, 

predictable and affordable pensions are our goal. This requires a reduction in costs along with 

structural change going forward. This goal will continue to be a high priority for PML and PSATC 

throughout this fall session and we welcome your consideration and support of the cash balance 

plan, House Bill 316. 

Thank you again for the invitation to testify. I will be happy to answer any questions you have 

today or in the future. 
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Social Security Coverage for Police and Fire Fighters 

The federal Social Security Act was established in 1935. It was not until 1994 that police 
officers and fire fighters were allowed to be covered under social security- unless their 
employer did not provide a pension plan. 

The Act specifically excluded police and fire personnel because they were typically covered 
under a "qualified benefit plan." When established, social security was not Intended for those 
with pension benefits. Additionally, the original Act did not cover state and local government 
employees because of questions regarding federal authority to tax states. 

A 1950 amendment to the Act extended coverage to state and local employees without pension 
benefits via agreements under Section 218 of the Act, commonly known as Section 218 
Agreements. These are voluntary agreements between the federal and state governments and 
then between state and local governments. 

In 1994, the Act was amended further giving all states the option to extend benefits to police 
and fire personnel. Again, this was a voluntary provision that required each state choosing to 
provide coverage to actively change its Section 218 Agreement with the federal government. In 
turn, each locality would then have to actively change Its Section 218 Agreement with the state. 

A referendum procedure Is used to Implement the change locally. An ordinance must be 
passed by the governing body. Notice is then given to the police and fire fighters about their 
choice to receive coverage. The employees then vote individually to elect social security 
coverage or to decline coverage. There can be tax implications/penalties for accepting 
coverage. If accepted by one employee, all new hires much take the coverage. Social Security 
coverage cannot be rescinded once accepted. Approximately 30 municipalities in PA have 
actively changed their Section 218 Agreements and authorized an employee referendum. 

This Information was complied by PML from state and federal websites and a discussion with PA's Social Security 
Administrator. 

Addltlonal Points: 

• Even it not receiving Social Security, most police and fire fighters receive a defined 
benefit plan under state law; 

• Income not directed to Social Security is available to the employee immediately for 
private retirement investment; 

• It can be argued that private investment yields a better return than Social Security; 
• The national FOP website states that the FOP, "vehemently opposes legislation which 

would mandate participation In Social Security for current or newly hired public 
employees who participate in their own retirement systems and do not pay into Social 
Security." 




