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MAJOR pROVtStONS OF SENATE BILL 472, P. N . 1789

ACT 3t, 1974

Amendments to the Stote Employees Retirement Code

Reduction in benefit ond contribution rotes for legislotors, iudges ond iustices of the peoce

ond removol of sol freeze for a

nsron effective Jonuo 1 , 1973, for I is lotors,

fludges, future elected execu tive officers ond cobinet members.

Legisloton -- The benefit rote for legislotive pensions is reduced ro 3.462 percent ond

opplied to o finol overoge solory bosed on the octuol cgmpensotion ($15,600) received. This

results in the some bosic dollor benefit per yeor of Closs D-3 service ($540) os provided by exist-

ing low; hoarever, the bill provides for o guoronteed minimum benefit equivolent to the benefit,

including ony cost-of-living supplements, to which o legislotor would be entitled os o member of

the Generol Assembly who retired November 30, 1970. The existing 7.5 percent benefit rote on

odditionol compensotion received os on officer of the Generol Assembly is continued to December l,

1974. Thereofter, the benefit rote opplied to regulor compensotion will ok6 be oppl,ied to the

odditionol compensotion. Any limits on pensions ottributoble to Closs D-3 service ore retoined

in the event the member tronsfers to onother closs of service.

ln oddition, the difference between o legislotor's solory ond the Sociol Securify woge

bose of $13,200 provides o Sociol Security lnfegrotion benefit of $48 per yeor for which he con-

iributes $120.
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Jdgs: - The benefit rote for [udiciol pensions is reduced to 3 percent for

eoch of the first I0 yeors of service qnd to 2.25 percent for eoch subsequent yeor

opplied to o finol overoge solory bqsed on the octuol compensotion received. For

the moiority of iudges this provides the some dollor benefif per yeor of service os

is provided by existing low. Agoin, the increoses in solory would be reflected

in the Sociol Security lntegrotion benefits ond contribufions.

Justices of thi Peoce - The benefit rote for iustices of the peoce is reduced

to 2.25 percent os controsted wifh 3 percent under existing low.

Future Elected Executive Officers ond Cobinet Members - For future elected

executive officers ond cobinet members who ore rnemben of the system, the benefit

rote of 2 percent will be opplied to their finol overoge solory bosed on the qctuol

compensotion received .

2. Reduction from five to three in the number of yeors on which finol overoge solory is

bosed -

ln 1972 tlre Stote Police negotioted under Act I I I to hove their finol overoge

sqlories bosecl on three yeors, Subsequently, other employe groups ond unions repre-

senting them hove indicoted interest in ottempting to obtoin such q liberolizotion by

collective borgoining. The Federol Government ond 14 other stotes currently bose

finol overoge solories for pensions on three-yeor colculotions. ln order to further the

uniformity of benefits, the time bosis used in colculoting the finql overoge solory

for oll employes is reduced to three yeors. The odditionol cost ottributoble to this

chonge is estimoted to be opproximotely $9 million per yeor initiolly.

tl ,'.
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3. lnclusion of employes of the Susquehonno River Bosin Commission in the retirement

jyttem -

Seven employes of the cornmission were former stote employes ond retoined

their memberships in the retirement system. An odditionol l7 persons hove been

employed by the commission, ond the commission wishes to hove these employes

included in the stote system rother thon purchose retirement benefits for them in

some other monner. There is little or no cost involved to the Comrnonweolth,

since the employer (i.e., the commission) is to poy the employer's contribution.

The commission operotes on on onnuol budget of $6001000, equolly distributed

omong Pennsylvonio, New York, Morylond ond the Federol Government.

4. Optionol membership for certoin teochers in onother opproved retirement system.

Some teochers in community colleges, stote colleges, etc,, who hove credit

in notionol teochers' retirement systenr--such os TIAA--wish to continue their

memberships in these systems rother thon ioin the stote system. There is no cost

to this provision since the bill provides thot the Commonweolth would poy no rnore

on occount of such membership thon would be poid were the teschers to become

members in the stote system.

5. Extension of purchose rig hts for multiple-ervice members.

This provision mokes it possible to purchose previous creditoble service in

the stote sptem while on octive member in the school retirement s;atem. This

provision is included in onticipotion of o reciprocol omendment to the school

retirement code. The cost is estimoted to be minimol . '
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6. Purchose of credit for militory service.

Under this provision, oll stote employes--regordless of when they served in the

ormed forces-rrould be etigible to purchose up to five yeors of credit for militory

service, provided they hove of leost three yeors of stote service. The cost would

be bosed upon o person's overoge solory over the first three yeors of employment ond

would include interest to the dote of purchose. The cost is estimoted to be opproximotely

,05 percent of poyroll or $7001000 the first yeor.

7. Eliminotion of future closs distinctions by permitting only Closs A membership for oll

future employes.

Under this provision, oll future legislotors, iudges, iustices of the peoce, etc.,

would be on the some contribution ond benefit level os regulor stote employes. The

moior odvontoge of this proposol is the removol of the inequities of the present system

of differenfiol benefifs ond the possibility of substontiol future cost sovings.

lnitiolly, sovings would be insignificonf (on estimoted .Ol8 percent of poyroll

or $2611000 the first yeor). Preliminory estimotes by the octuory serving the

Stote Employes'Refirement Sptem indicote substontiol onnuol sovings ofter l0 yeors.

8 . Eliminotion of disti nction between voluntory ond i nvo luntory withdrowo ls .

Currently, members with l0 or more yeors of credited service who leove stote

employment ore entitled to receive o portion of the Commonweolthts contribution

to their retirement pensions if they retire involuntorily or if they orronge to be

dismissed-t very comrnon occurrence. A member leoving voluntorily receives only

o refurn of his own contributions plus interest of 4 percent. This provision
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would remove this ortificiol distinction, ond the cost is estimoted to be .03 percent

of poyroll .

9, Terminotion of future Sociol Securi ty, lntegrotion coveroge.

The election of Sociol Security lntegrotion is closed to otl new entronts in the

retirement system. Significont cost sovings will occrue os the number of new entronts

becomes substontiol , The first yeor the sovings would be smoll, on estimoted

.07 percent of poyroll .

10. Terminotion of Sociol Securi ty lntegrotion when o member's onnuity reoches his

octuol solory.

This omendment generolly offects only those members with relotively high

solories in relotion to the federol Sociol Security woge bose. The effect would

be to stop Sociol Security lntegrofion contributions ond the occruot of odditionol

Sociol Security lntegrotion benefits for o relotivety few persons wifh tong service ot

o high benefit roter principolly existing members of the iudiciory. A smotl onnuol

sovings will result.

I I . Colculotion of retiremerrt-fund liqbilities on on cssum ption of o 5.5 percent interest

rote rother thon o 4.0 rcent rote.

A 5.5 percent rote is more reolistic in light of the current eorni ngs rote on the

fundrs ossets (opproximotely 7.0 percent) ond the probobility thot inferest rqtes well

obove 4 percentwill persist for some yeors. A higher rote reduces the colculoted

future tiobitities of the retirement system.
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I2. Limitotion of Pension poyments to ony future onnuiton t to the highest onnuol solory

he received.

This is on omendment to the retirement system which hos been recommended by mony.

legislofors ond newsPoPer writers. However, the impoct upon pension costs is minimol.

13. Reduction of superonnuotion oge to 50 for correction offi cers ond psychiotric

security oides.

Approximotel Y 21000 members ore in this group. A preliminory estimote of the

cost of this provision is .057 percent of poyroll.

14, Eosi the limitotions on eorni of disobi li onnuitonts.

Under current lcnv, eornings permitted o disobility onnuitont before his onnuity

is reduced ore limited to $5r000 or his sotory ot the time of disobility. This provision

oPPlies o costrcf-living odiusfment to the solories ot the time of disobility so fhot the

member need not give up port of his disobitity pension if his eoming power hos

increosed no more thon the increose in the costrcf -living since his retirement. The

provision olso stipulotes thot o disobitity onnuitqnt over oge 50 need not report ony

eornings ond would, therefore, receive no reduction in his onnuity becouse of

eornings' The cost of this omendment is negligible since the number of disobitity

onnuitonts who hove their onnuities reduced becouse of eornings is veqr smoll--only

three in the post yeor.

15. Provision of su ementol disobi li ty nts for members wi th servi ce-connected

disobi lities.

Under existing lorr, no distinction is mode between service qnd non-eryice

l' ,'.
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connected disobilities for purposes of colculoting disobility onnuities. Severol

employe unions hove negotioted for o service-connected disobility onnuity of not less

thon 70 percent of finol cveroge solory tess ony Workmen's Compensotion ond Sociot

Security poyments received. The cost of this provision connot be estimoted becouse

of the prior lock of distinction between service ond non-ervice connected disobilities.

However, it is not considered to be veqy torge.

15. Exponsion of Option 4 to permit o member to receive port of his retirement benefits

in o lump-um poyment.

This provision would permit o retired employe to toke port of his benefits,

limited to the omount of his occumutoted deductions, os o lump sum ond receive the

remoinder os on onnuity. This provision gives the retired employe on odditionol

choice of options, ond the only cost to the Commonweolth is o slight reduction in

the eornings of the fund due to the foct thot morket interest rqtes ore higher thon

the 4 percent stotutory rote used to colculote benefits. Troditionotly, the fund's

octuories hove opposed lump-um poyments but hove ogreed thot this provision, which

limits the omount of such poyments, constifutes no disodvontoge to the fund.

17. Eliminofion of the reduction or loss of benefits becouse of deqth prior to superonnuotion

oge.

Under current low, the deoth benefit of o person who hos more thon l0 yeors of

service ond is either o vestee or o working member ore lower thon the benefits fo

which the person would be entitled were he to retire. lt is deemed to be inequitoble

to continue this penolizotion, which wos originolly inserted m6ny yeors ogo os o
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cost-oving provision. The estirnoted cost of this liberolizqtion of the deoth-benefif

provision is opproximotely .12 percent of pcyroll or $1.7 million the first yeor.

18. Provision of o one-hot costrcf-livi ng increqse.

This provision would increose the onnuities of persons who retired prior to Ju ly | ,

1967 by 30 percent ond for persons who refired eoch yeor between lg67 ond 1972

by on omount decreosing from 25 percent to 5 percentrrespectively. The lost similor

costrcf-living increose wos enocted in 1967. The cost of this proposot--the most

costly of oll the provisions under considerotion--is obout $8 mitlion, terminoting in

obout 20 yeors.

19. Btoblishmenf of sn i ndependent retirement boord ond increosing the boord membership

from five to seven ,

Under this provision, the retiremenf boord woutd be removed from its stotus os o

deportmentol boord in the Deportment of Stote ond mode odministrotively independent.

The bill provides thot six of the members of the boord be oppointed by the Govemor

ond confirmed by the Senote. The proponents of this chonge view this os increosing

the flexibility of the boord both in odministrotion ond composition ond guoronteeing

odequote representotion on the boord vio the Senote confirmotion .

20. R the retirement boord to submit on onnuol et to the Generol Assembl
aatn

Currently, the retirement boqrd finonces its odministrotive expenditures from

eornings of the fund in excess of stotutory interest ond does not receive on oppropriotion

from the Generol Asembl y for these expenses. This provision, 
.by reguiring the

boord to submit o budget ond receive direcf opprovol for its expenditures through

l.

a
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on oppropriotion oct, would give the Generol Assembly greoter knowledge ond

direction over the independent boord's operotions thqn it now hos over the boord

os o deportmentol component of the Deportment of Stote. ln oddition to the

odvontoge of greoter legislotive supervision, this provision is considered to be

necessory to implement the constitutionol requirement thot oll public expenditures

be included in the Governor's budget submitted to the Generol Assembly.

21. Actuoriol determinotions of employer contribution rotes to be considered os finol

ln the post, octuoriol recommendotions os to the oppropriote employer contri-

bution rote hove oftcn been reduced by the Governor's budget officiols, resulting

in lower oppropriotions to the retirement fund thon the octuory deemed necessory.

The proposed chonge should tend to reduce such deficit-increosing proctices in

the future.

22. Assignment of rights to certoin credit unions.

These rights ore provided for in current low but were eliminoted in the originol

droft of Senote Bill 472 os being burdensome to the retiremenf boord ond creoting o

smoll odditionol cost to the Commonweolth. The rights were resfored by the Senote

Finonce Committee since mony stqte employes felt thot this privilege should be

conti nued .

23. Restriction of future collective borgoini ng by stote empl oye unions for retirement

benefits.

Without this omendment, the proctice of vorious employe unions borgoining

for odditionol retirement benefits could be expected to grow, with the possibility

tt
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of o serious long-ferm impoct upon the solvency of the fund os hos been the

experience in other stotes.

24. Discontinuonce of speciol retirement benefits for iudges oge 70 ond over.

This proposol removes from existing low the provision which permits iudges oge 70

ond over to "retire" on full solory until the end of their terms. Thereofter, they

moy receive regulor retirement benefits occording to their service records. Since

the constitutionol omendments of I968 prohibit iudges from serving post the oge

of 70, this provision is not only controdictory but obsolete. The chonge does not

offect iudges who hove olreody chosen this benefit.

25. lnvestments

This omendment provides thot the ollowoble book volue investment in bommon

stock be increosed from l0 percent to 25 percent of the tofol ossets of the fund. lt

deletes the restriction thot the totol omount invested in comlnon stocks ot ony time

sholl not exceed 50 percent of the totol omount of the fund invested in mortgoge

loons on reol estote locoted in the Commonweolth of Pennsylvqnio which ore insured

by the Federol Housing Administrotion or the Veterons' Administrotion .

********* *** *

Cost estimotes in the obove discussion reflect the onticipoted poyroll in 1974-

1975 ($1.45 billion). Some of the eorlier estimqtes were bosed on the 1972-1973

poyroll ($t billion), ond the originol cost estimote for the purchose of militory credit

wos bosed on the l97l -1972 poyrol I ($840 mi I I ion ) .

,.
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