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House Republican Policy Committee 
The House of Representatives is currently considering legislation that will have a future impact on 

Pennsylvania’s State Employee Retirement System.  There appears to be some misinformation regarding 

just what the potential impact of that legislation on current H‐1 members, as well as all Commonwealth 

Employees, will be being propagated among the membership.   

The legislation will not, as noted in the information below regarding the legislation, have any adverse 

affect on current Commonwealth Employees. 

Addressing Pennsylvania’s Pension Crisis 
The House of Representatives recognizes the pension crisis Pennsylvania faces will have a 
crippling effect on the economy if not addressed by the Legislature and Governor.   

There is no single reason for the systems’ growing unfunded liabilities: the downturn in the 
investment markets from 2000 to 2002 and the global economic crisis of 2008 which plunged 
the nation’s economy into the worst recession since the Great Depression are two main 
reasons. Increasing benefits and a COLA for retired employees also are factors.  

As a result, the state and local school districts – in other words, taxpayers – will need to pay 
skyrocketing costs to shore up the retirement systems. 

House Bill 2497 and the accompanying amendment propose language which is two-fold:  

 It will mitigate the skyrocketing employer contribution costs faced by the state and school 
districts in 2012 through changes to the systems’ funding methodologies.  

 It reduces benefits for future state and school employees to allow for greater financial 
stability in the systems.  

The state’s retirement systems are the Public School Employees Retirement System (PSERS) 
and the State Employees Retirement System (SERS). PSERS serves all public school 
employees. All state employees, legislative staff, and elected officials* are served by SERS.  

The following information was received today from our lobbyists, the Winter Group, and is being sent out 
for our membership’s information.  We ask that you share this information will all members of H-1. 
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Both systems are in financial jeopardy in that their shortfalls (or unfunded liabilities) far exceed 
what taxpayers can afford to pay under the current economic conditions. SERS, for example, 
will have an unfunded liability of $10.6 billion in 2011, which means for fiscal year 2012/13 the 
state’s costs under the current laws would increase from $489 million to $1.68 billion, or more 
than 245 percent. This is referred to as the “spike.” 

House Bill 2497 is an attempt to mitigate the spike by stretching the costs out over several 
years. Under the plan, increased costs to the state and school districts would be capped by a 
set percentage that increases each year for four years up to 4.5 percent. The increase for 
subsequent years would remain at 4.5 percent until such a time as the increased costs borne by 
the state and school districts are less than what is required. 

Once that level of payment is reached, neither the state nor the school districts would be 
permitted to contribute less than the “normal cost” to maintain benefits as determined by 
actuaries.  (The normal cost is defined as the percentage of payroll required from the state and 
school districts to fund the benefits earned by the active members for that year. For fiscal year 
2010/11, the normal cost is 8.08% for PSERS and 9.53% for SERS.)  

 The limits, as a percentage of payrolls, are: 

         1 percent in 10/11;  

         3 percent in 11/12;   

         3.5 percent in 12/13;  

         4.5 percent in 13/14; and  

         4.5 percent thereafter until the increased state and school district costs are less than 
the current rate limit or cap. At that point, the state and school districts are prohibited 
from paying less than the normal cost to maintain benefits. 

Amendment A07493 to House Bill 2497 sets new rules for employees who join the retirement 
systems after July 1, 2011 for PSERS or January 1, 2011 for SERS. (The new rules take effect 
for legislators 30 days earlier or December 1, 2010). The United States and Pennsylvania 
constitutions prohibit changes for current retirement system members. The amendment has five 
key components. 

1.    Flexible 2010/11 PSERS Employer Contribution Rate: Although the language in 
House Bill 2497 would set the contribution rate for PSERS at 5.64 percent for the 10/11 
budget, the amendment provides some leeway for budget negotiators. Thus, the 
percentage in 2010/11 could go as high as 8.22 percent depending on the outcome of 
budget negotiations. The three percent limit to the increase for 2011/12, however, is 
based on a contribution rate of 5.64 percent.  

 



3 
 

2.    Vesting Period Increased: Under current law, employees who enter the retirement 
systems are vested after five years.  This vesting period will increase to 10 years for 
new employees. 

3.    The Retirement Age is increased to age 65 for members of both retirement systems.  
For PSERS, this is an increase of three years from the current age 62. For most SERS 
members, this change equates to an increase of five years from the current age 60. For 
those members of SERS currently eligible to retire at age 50, the new retirement age 
will be 55.  

4.    Employee Contributions:  Act 9 of 2001 established new rates for employee 
contributions and for calculating the benefits for retirees from both systems; the 
amendment changes those rates for new employees. 

PSERS – Under current law, the contribution rate for public school 
employees is 7.5 percent of their pay. Upon retirement, the multiplier used 
to calculate a public school employee’s pension is 2.5 percent. This 
remains the same for public school employees currently in the system. 

 
Under the proposed amendment, NEW PUBLIC SCHOOL 
EMPLOYEES will contribute 7.5 percent of their pay to their 
pension. Upon retirement, the multiplier used to calculate a 
school employee’s pension will be two percent instead of 
2.5%. (Note: new public school employees who want the 
higher multiplier of 2.5 percent can elect to have that as an 
option, but would need to contribute 10.3 percent of their pay 
to the pension.) 

SERS – Under current law, the contribution rate for state employees is 6.25 
percent of their pay.  Upon retirement, the multiplier used to calculate a public 
employee’s pension is 2.5 percent. (The exception is legislators who can 
contribute 7.25 percent and receive a three percent multiplier.) 

Under the proposed amendment, NEW STATE EMPLOYEES would 
contribute 6.25 percent of their pay to their pension.  Upon 
retirement, the multiplier used to calculate an employee’s pension 
will be two percent instead of 2.5%. New legislators also will 
contribute 6.25 percent and have a two percent multiplier.  (Note:  
new members of SERS may elect to receive the higher multiplier of 
2.5 percent with a required employee contribution rate of 9.3% of 
their pay.) 

5.     Withdrawals Eliminated: Under the proposed amendment, new state and school 
employees will not be permitted to withdraw their contributions plus interest earned when 
they retire.  Current employees have this ability. 

Additionally, the amendment affects both PSERS and SERS in the following ways: 
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1. Under the amendment, the vesting periods for disability benefits will remain the same, 
five years for both PSERS and SERS, except that State Troopers and enforcement 
officers remain eligible for disability benefits upon beginning service.  

2. Current employees are not permitted to opt-in to the new benefits classes.  

3. State and school employees who have made retirement contributions and/or have been 
eligible for benefits in either retirement system prior to the effective date of these 
changes will not be placed in the new classes of service for either PSERS or SERS. 
Former employees who return to the system do so under the terms of their original 
employment.  

4. New employees subject to the provisions in this amendment who terminate service prior 
to vesting in either system, remain eligible to have their employee contributions plus four 
percent returned to them.  

 

 

 

 


