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AN ACT
Amrending Titles 24 (Education) and 71 (State Governnent) of the

Pennsyl vani a Consol i dated Statutes, further providing for

partial advance funding of future supplenental annuities and

anortization paynents for liabilities arising out of future
suppl enental annuities.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. Section 8328(a) and (d) of Title 24 of the
Pennsyl vani a Consol i dated Statutes are anmended and the section
i s amended by addi ng a subsection to read:

§ 8328. Actuarial cost nethod.

(a) Enployer contribution rate on behalf of active
nmenbers. - - The anmount of the total enpl oyer contributions on
behal f of all active nenbers shall be conputed by the actuary as

a percentage of the total conpensation of all active nenbers

during the period for which the amount is determ ned and shal
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be so certified by the board. The total contribution rate on
behal f of all active nenbers shall consist of the nornal
contribution rate as defined in subsection (b) [and], the
accrued liability contribution rate as defined in subsection (c)

and the suppl enmental annuity advance fundi ng contri bution rate

as defined in subsection (g). The total contribution rate shal

be nodified by the experience adjustnent factors as cal cul at ed
in subsection (e) but in no case shall it be less than zero.

* %

(d) Supplenental annuity contribution rate.--Contributions
fromthe Commonweal th and ot her enployers required to provide
for the paynment of the supplenmental annuities provided for in
sections 8348, 8348.1 and 8348.2 shall be paid over a period of
20 years fromJuly 1, 1991. The anount of each annua
suppl enental annuities contribution shall be 5% greater than the
anount of such contribution for the previous fiscal year. In the
event that supplenmental annuities are increased by |egislation

enact ed subsequent to July 1, 1991, and before January 1, 2001,

the additional liability for the increased benefits shall be
funded in annual installnments increasing by 5% each year over a
period of 20 years fromthe July 1, coincident with or next
following the effective date of such |egislation.

Not wi t hst andi ng the precedi ng, the funding for the suppl enental
annui ties comrencing 1994 provided for in section 8348.3 shal

be as provided in section 8348.3(f)[.] and the funding for the

suppl enental annuities comrenci ng 1998 provided for in section

8348.5 (relating to suppl enental annuities comrenci ng 1998)

shall be as provided in section 8348.5(f). Notw t hstandi ng the

preceding, in the event that suppl enental annuities are

i ncreased by | egi sl ati on enacted after Decenber 31, 2000, the
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addi ti onal unfunded actuarial accrued liability to be anprti zed

shal|l be cal cul ated under section 8510(d) (relating to parti al

advance fundi ng of future suppl enental annuities) and funded in

annual |level dollar install nents over a period of ten years from

the first July 1 occurring 360 or nore days after the effective

date of the | eqgislation.

* * %

(d) Suppl enental annuity advance fundi ng contri buti on

rate.--For the fiscal year beginning July 1, 2001, the total

contribution rate as cal cul ated annually according to this

section shall include as a separate conponent the rate certified

by the board as necessary to partially advance fund future

suppl enental annuities in accordance with secti on 8510

notw t hst andi ng any other provision of this section.

Section 2. Section 8502(k) of Title 24 is anmended to read:
§ 8502. Administrative duties of board.

* %k

(k) Certification of enployer contributions.--The board
shall, each year in addition to the item zed budget required
under section 8330 (relating to appropriations by the
Commonweal th), certify to the enployers and the Commonweal th t he
enpl oyer contribution rate expressed as a percentage of nenbers’
payrol |l necessary for the funding of prospective annuities for
active nmenbers and the annuities of annuitants, and certify the
rates and anmounts of the normal contributions as detern ned
pursuant to section 8328(b) (relating to actuarial cost method),
accrued liability contributions as determ ned pursuant to
section 8328(c), supplenental annuities contribution rate as
determ ned pursuant to section 8328(d) [and], the experience

adj ustment factor as determ ned pursuant to section 8328(e)
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[and], prem um assi stance contributions as determ ned pursuant

to section 8328(f) and suppl enental annuity advance funding

contribution rate as determ ned pursuant to section 8328(q),

whi ch shall be paid to the fund and credited to the appropriate
accounts. These certifications shall be regarded as final and
not subject to nodification by the Budget Secretary.

Section 3. Title 24 is anended by adding a section to read:

8§ 8510. Parti al advance fundi ng of future suppl enent al

annui ti es.

(a) Programfor partial advance fundi ng of future

suppl enental annuities established.--Beginning with fiscal year

2001- 2002, the annual certification of the enpl oyers'

contribution rate by the board pursuant to section 8502(k)

(relating to adm ni strative duties of board) shall include a

speci fi ed suppl enental annuity advance fundi ng contri bution rate

as a separate conponent. The contri butions resulting fromthe

application of the suppl enental annuity advance fundi ng

contribution rate to the total conpensation of all active

menbers during each applicable period shall be credited to the

suppl enental annuity advance fundi ng account together with the

actual investnment earnings thereon. The bal ance in the

suppl enental annuity advance fundi ng account shall be

transferred to the annuity reserve account on the first July 1

that occurs 360 or nore days after the effecti ve date of each

i nstance of future |eqislation providing suppl enental annuities

and shall be applied to reduce the unfunded actuari al accrued

liability to be anortized as a result of the enacted

suppl enental annuiti es.

(b)Y Initial supplenmentary annuity advance fundi ng

20010H0028B0436 - 4 -
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contribution rate.--For the fiscal year 2001-2002, and each

fiscal year thereafter until changed by the board as provided in

subsection (c), the suppl emental annuity advance fundi ng

contribution rate established in section 8328(g) (relating to

actuari al cost nethod) shall be 0.3%

(c) Subsequent suppl enental annuity advance fundi ng

contribution rate.--In nmaking the annual val uati on under section

8502(j) as of the first July 1 that occurs 360 or nore days

after the effective date of | egislation increasing suppl enent al

annuiti es enacted after Decenber 31, 2000, the actuary shal

certify a new suppl enental annuity advance fundi ng contri bution

rate cal cul ated as being sufficient to accunul ate an anount

equal to 25% of the actuarial accrued liability of the increased

suppl enental annuities under the | eqgislation over the subsequent

five-year period using the established interest and sal ary

assunptions utilized for the conduct of the annual actuari al

val uati on under section 8502(j). The board shall certify the

rate cal cul ated by the actuary as the suppl enental annuity

advance fundi ng contri bution rate pursuant to subsection (a) and

section 8502(Kk).

(d) Calculation of unfunded actuarial accrued liability to

be anorti zed.--The actuary shall cal cul ate the unfunded

actuarial accrued liability for the i ncreased suppl enent al

annui ti es under |eqislation enacted after Decenber 31, 2000, to

be anorti zed under section 8328(g), as the difference resulting

fromsubtracti ng the bal ance in the suppl emental annuity advance

fundi ng account transferable to the annuity reserve account

under section 8526.1(c) (relating to suppl enental annuity

advance fundi ng account) fromthe actuarial accrued liability of

t he suppl emental annuities being i npl enented, with the account

20010H0028B0436 - 5 -
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bal ance and actuarial accrued liability both cal cul ated as of

the first July 1 occurring 360 or nore days after the effective

date of the | eqgislation.

Section 4. Sections 8524 and 8525 of Title 24 are anended to
read:

§ 8524. State accunul ati on account.

The State accumul ati on account shall be the |edger account to
whi ch shall be credited all contributions of the Comobnweal th
and ot her enployers as well as the earnings of the fund, except
t he prem um assi stance contributions and earnings thereon in the

heal th i nsurance account and the suppl enental annuity advance

fundi ng contri buti ons and earni ngs thereon in the suppl enent al

annui ty advance fundi ng account. Valuation interest shall be

al l oned on the total ampunt of such account |ess any earnings of
the fund credited during the year. The reserves necessary for

t he paynment of annuities and death benefits as approved by the
board and as provided in Chapter 83 (relating to nenbership,
contributions and benefits) shall be transferred fromthe State
accurul ati on account to the annuity reserve account. At the end
of each year the required interest shall be transferred fromthe
State accunul ati on account to the credit of the nmenbers' savings
account and the annuity reserve account. The adm nistrative
expenses of the board shall be charged to the State accunul ation
account .

§ 8525. Annuity reserve account.

(a) Credits and charges to account.--The annuity reserve
account shall be the | edger account to which shall be credited
the reserves held for the paynment of annuities and death
benefits on account of all annuitants and the contributions from

t he Commonweal th and ot her enployers as determ ned in accordance

20010H0028B0436 - 6 -
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with section 8328 (relating to actuarial cost nethod) for the
paynent of the supplenental annuities provided in sections 8348
(relating to supplenmental annuities), 8348.1 (relating to
addi ti onal supplenmental annuities) and 8348.2 (relating to
further additional supplenental annuities), 8348.3 (relating to
suppl enental annuities commenci ng 1994), 8348.4 (relating to
speci al suppl enmental postretirenment adjustnment) and 8348.5
(relating to suppl enmental annuities comrencing 1998). The
annuity reserve account shall be credited with val uation
interest. After the transfers provided in sections 8523
(relating to nmenbers' savings account) [and], 8524 (relating to

State accunul ati on account) and 8526.1(c) (relating to

suppl enental annuity advance funding account), all annuity and

deat h benefit paynments shall be charged to the annuity reserve
account and paid fromthe fund.

(b) Transfers fromaccount.--Should an annuitant be
subsequently restored to active service, the present val ue of
his menber's annuity at the tinme of reentry into school service
shall be transferred fromthe annuity reserve account and pl aced
to his individual credit in the nenbers' savings account. In
addition, the actuarial reserve for his annuity |ess the anount
transferred to the nenbers' savings account shall be transferred
fromthe annuity reserve account to the State accunul ation
account .

Section 5. Title 24 is anended by adding a section to read:

8 8526.1. Suppl emental annuity advance fundi ng account.

(a) Purpose of account.--The suppl emental annuity advance

fundi ng account shall be a | edger account to which shall be

credited the reserves held to offset actuarial accrued

liabilities incurred in the provision of future suppl enent al

20010H0028B0436 - 7 -
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annui ti es.

(b)) Credits to account.--The suppl emental annuity advance

fundi ng account shall be credited with the contributi ons from

the Commonweal th and ot her enpl oyers as deternined i n accordance

with section 8510 (relating to partial advance fundi ng of future

suppl enental annuities) and contributed in accordance w th

section 8328(q) (relating to actuarial cost nethod). The actual

i nvestnent earnings attri butable to the bal ance of the

suppl enental annuity advance fundi ng account shall be credited

to the account.

(c) Transfers fromaccount.--In the event that suppl enental

annuities are provided by | egislation enacted after Decenber 31,

2000, the bal ance in the suppl enental annuity advance fundi ng

account shall be transferred to the annuity reserve account on

the first July 1 occurring 360 or nore days after the effective

date of the | eqgislation.

Section 6. Section 5508(a) and (e) of Title 71 are anmended
and the section is amended by addi ng a subsection to read:
§ 5508. Actuarial cost method.

(a) Enployer contribution rate on behalf of active
menbers. - - The anmount of the Comonweal th and ot her enpl oyer
contributions on behalf of all active nenbers shall be conputed
by the actuary as a percentage of the total conpensation of al
active nmenbers during the period for which the anmount is
determ ned and shall be so certified by the board. The total
enpl oyer contribution rate on behalf of all active nmenbers shal
consi st of the enployer normal contribution rate, as defined in
subsection (b), [and] the accrued liability contribution rate as

defined in subsection (c) and the supplenental annuity advance

fundi ng contri bution rate as defined in subsection (h). The

20010H0028B0436 - 8 -



1 total enployer contribution rate shall be nodified by the

2 experience adjustnment factor as calculated in subsection (f) but
3 in no case shall it be less than zero.

4 * x *

5 (e) Supplenental annuity contribution rate.--Contributions
6 fromthe Conmonwealth required to provide for the paynent of

7 supplenmental annuities as provided in sections 5708, 5708.1 and
8 5708.2 shall be paid over a period of 20 years fromJuly 1,

9 1991. The anount of each annual suppl enental annuities

10 contribution shall be 5% greater than the anmount of such

11 contribution for the previous fiscal year. In the event that

12 supplenental annuities are increased by | egislation enacted

13 subsequent to July 1, 1991, and before January 1, 2001, the

14 additional liability for the increase in benefits shall be

15 funded in annual installnments increasing by 5% each year over a
16 period of 20 years fromthe July first, coincident with or next
17 following the effective date of such |egislation.

18 Notwi thstanding the preceding, the funding for the suppl enental
19 annuities comrenci ng 1994 provided for in section 5708.3 shal
20 be as provided in section 5708.3(f)[.] and the funding for the
21 supplenental annuities conmencing 1998 provided for in section
22 5708.5 (relating to supplenental annuities commencing 1998)
23 shall be as provided in section 5708.5(f). Notw thstanding the
24 preceding, in the event that supplenental annuities are
25 increased by legislation enacted after Decenber 31, 2000, the
26 additional unfunded actuarial accrued liability to be anortized
27 shall be calcul ated under section 5909(d) (relating to partial
28 advance funding of future supplenental annuities) and funded in
29 annual level dollar installnents over a period of ten years from

30 the first July 1 occurring 360 or nore days after the effective

20010H0028B0436 - 9 -
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date of the | eqgislation.

* * %

(h) Suppl enental annuity advance fundi ng contri buti on

rate.--For the fiscal year beginning July 1, 2001, the total

contribution rate as cal cul ated annually according to this

section shall include as a separate conponent the rate certified

by the board as necessary to partially advance fund future

suppl enental annuities in accordance with secti on 5909

notw t hst andi ng any other provision of this section.

Section 7. Section 5902(k) of Title 71 is amended to read:
§ 5902. Administrative duties of the board.

* %k

(k) Certification of enployer contributions.--The board
shall, each year in addition to the item zed budget required
under section 5509 (relating to appropriations and assessnents
by the Conmonwealth), certify, as a percentage of the nenbers’
payrol |, the enployers' contributions as determ ned pursuant to
section 5508 (relating to actuarial cost nethod) necessary for
the fundi ng of prospective annuities for active nmenbers and the
annuities of annuitants and certify the rates and anpbunts of the
enpl oyers' nornmal contributions as determ ned pursuant to
section 5508(b), accrued liability contributions as determ ned
pursuant to section 5508(c), supplenental annuities contribution
rate as determ ned pursuant to section 5508(e) [and], the
experience adjustnment factor as determ ned pursuant to section

5508(f) and the suppl enental annuity advance funding

contribution rate as determ ned pursuant to secti on 5508(h),

whi ch shall be paid to the fund and credited to the appropriate
accounts. These certifications shall be regarded as final and

not subject to nodification by the Budget Secretary.

20010H0028B0436 - 10 -
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* * %

Section 8. Title 71 is anended by adding a section to read:

8 5909. Parti al advance fundi ng of future suppl enment al

annui ti es.

(a) Programfor partial advance fundi ng of future

suppl enental annuities established.--Beginning with fiscal year

2001- 2002, the annual certification of the enpl oyers'

contribution rate by the board pursuant to section 5902( k)

(relating to adm ni strative duties of the board) shall include a

speci fi ed suppl enental annuity advance fundi ng contri bution rate

as a separate conponent. The contri butions resulting fromthe

application of the suppl enental annuity advance fundi ng

contribution rate to the total conpensation of all active

menbers during each applicable period shall be credited to the

suppl enental annuity advance fundi ng account together with the

actual investnment earnings thereon. The bal ance in the

suppl enental annuity advance fundi ng account shall be

transferred to the annuity reserve account on the first July 1

that occurs 360 or nore days after the effecti ve date of each

i nstance of future |eqislation providing suppl enental annuities

and shall be applied to reduce the unfunded actuari al accrued

liability to be anortized as a result of the enacted

suppl enental annuiti es.

(b)Y Initial supplenmentary annuity advance fundi ng

contribution rate.--For the fiscal year 2001-2002, and each

fiscal year thereafter until changed by the board as provided in

subsection (c), the suppl emental annuity advance fundi ng

contribution rate established in section 5508(h) (relating to

actuari al cost nethod) shall be 0.3%

(c) Subsegquent suppl enental annuity funding contribution

20010H0028B0436 - 11 -
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rate.--1n maki ng the annual val uati on under section 5902(j),

that cal cul ates the anorti zati on contri bution to be nade under

section 5508(h) as of the first July 1 that occurs 360 or nore

days after the effective date of |eqislation increasing the

suppl enental annuities enacted after Decenber 31, 2000, the

actuary shall certify a new suppl enental annuity advance fundi ng

contribution rate cal cul ated as sufficient to accunmul ate an

anount equal to 25% of the actuarial accrued liability of the

i ncreased suppl enental annuities over the subsequent five-year

peri od using the established i nterest and sal ary assunpti ons

utilized for the conduct of the annual actuarial val uati on under

section 5902(j). The board shall certify the rate cal cul ated by

the actuary as the suppl enental annuity advance fundi ng

contribution rate pursuant to subsection (a) and section

5902(K) .

(d) Calculation of unfunded actuarial accrued liability to

be anorti zed.--The actuary shall cal cul ate the unfunded

actuarial accrued liability of the increased suppl enent al

annui ti es under |eqislation enacted after Decenber 31, 2000, to

be anorti zed under section 5508(h), as the difference resulting

fromsubtracti ng the bal ance in the suppl emental annuity advance

fundi ng account transferable to the annuity reserve account

under section 5939.1 (relating to suppl enental annuity advance

fundi ng account) fromthe actuarial accrued liability of the

suppl enental liabilities being i npl enented, with the account

bal ance and the actuarial accrued liability both cal cul ated as

of the first July 1 occurring 360 or nore days after the

effective date of the | eqi sl ation.

Section 9. Sections 5934 and 5935(a) of Title 71 are anmended

to read:

20010H0028B0436 - 12 -



§ 5934. State accunul ati on account.

The State accumul ati on account shall be the |edger account to
whi ch shall be credited all contributions of the Commonweal th or
ot her enpl oyers whose enpl oyees are nenbers of the system and
made in accordance with the provisions of section 5507(a)
(relating to contributions by the Comonweal th and ot her
enpl oyers) except that the anmounts received under the provisions
of the act of May 12, 1943 (P.L.259, No.120), [and] the amounts
recei ved under the provisions of the Liquor Code, act of Apri

12, 1951 (P.L.90, No.21), and section 5508(h) (relating to

actuari al cost nethod) shall be credited to the State Police

benefit account [or], the enforcenent officers' benefit account

or the suppl emental annuity advance fundi ng account as the case

may be. Al amounts transferred to the fund by county retirenent
systenms or pension plans in accordance with the provisions of
section 5507(c) also shall be credited to the State accunul ati on
account. The State accunul ati on account shall be credited with
val uation interest. The reserves necessary for the paynent of
annuities and death benefits as approved by the board and as
provided in Chapter 57 (relating to benefits) shall be
transferred fromthe State accumnul ati on account to the annuity
reserve account provided for in section 5935 (relating to
annuity reserve account), except that the reserves necessary on
account of a nmenber who is an officer of the Pennsylvania State
Police or an enforcenment officer shall be transferred fromthe
State accumnul ati on account to the State Police benefit account
provided for in section 5936 (relating to State Police benefit
account) or to the enforcenent officers' benefit account as
provided for in section 5937 (relating to enforcenent officers’

benefit account) as the case may be.
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§ 5935. Annuity reserve account.

(a) Credits and charges to account.--The annuity reserve
account shall be the | edger account to which shall be credited
the reserves held for paynent of annuities and death benefits on
account of all annuitants except in the case of nmenbers who are
of ficers of the Pennsylvania State Police or enforcenent
of ficers. The annuity reserve account shall be credited with
val uation interest. After the transfers provided in sections
5933 (relating to nmenbers' savings account), 5934 (relating to
State accunul ati on account) [and], 5938 (relating to

suppl enental annuity account) and 5939.1 (relating to

suppl enental annuity advance funding account), all annuity and

deat h benefit paynments except those payable to any nenber who
retires as an officer of the Pennsylvania State Police or an
enforcenent officer shall be charged to the annuity reserve
account and paid fromthe fund.

* x *

Section 10. Title 71 is anmended by adding a section to read:

8 5939.1. Suppl emental annuity advance fundi ng account.

(a) Purpose of account.--The suppl emental annuity advance

fundi ng account shall be a | edger account to which shall be

credited the reserves held to offset actuarial accrued

liabilities incurred in the provision of future suppl enent al

annui ti es.

(b)) Credits to account.--The suppl emental annuity advance

fundi ng account shall be credited with the contributi ons from

the Commonweal th and ot her enpl oyers as deternined i n accordance

with section 5909 (relating to partial advance fundi ng of future

suppl enental annuities) and contributed in accordance w th

section 5508(h) (relating to actuarial cost nethod). The actual
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1 investnent earnings attributable to the balance of the
2 supplenental annuity advance funding account shall be credited
3 to the account.
4 (c) Transfers fromaccount.--In the event that suppl enental
5 annuities are increased by legislation enacted after Decenber
6 31, 2000, the balance in the supplenental annuity advance
7 funding account shall be transferred to the annuity reserve
8 account on the first July 1 occurring 360 or nore days after the
9 effective date of the |egqgislation.
10 Section 11. 1In the event that supplenental annuities under
11 the Public School Enployees' Retirenment Code and the State
12 Enpl oyees' Retirement Code are increased by |egislation enacted
13 after Decenber 31, 2000, the Public Enpl oyee Retirenent
14 Conmi ssion shall review the prefunding target percentage and
15 overall operation of the advance fundi ng mechani sm and report
16 its findings and recomendations to the General Assenbly and the
17 Governor no later than one year after the July 1 on which the
18 new suppl enental annuity advance funding contribution rates are
19 inpl enent ed.
20 Section 12. This act applies to fiscal years commencing July
21 1, 2001, and thereafter.
22 Section 13. This act shall take effect imredi ately.
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