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PSERS’ Overview

TThe Public Schoeoel Employees’ SERS manages
Retirement System (PSERS) Is a ssets proximately $46.0
governmental, (non ERISA), i eptember 30, 2009
mandatoery, multi-employer,
defined benefit pension plan for
Pennsylvania school employees

PSERS was established on; July 18,
1917 and thus, Is one of the oldest
public pension plans;in the United
States
s PSERS principal plan decument”is
the Public Scheel Empleyes’

Retirement Code, 24 Pa.C.S. 88101
et. seq.

PSERS iIs governed by a 15 person
Board! of Trustees, andihas a
complement off 310 employees

= 2009- Changes in legislatoers and

State Treasurer whoiserve on =
PSERS board f@

a‘ “ers for Your FUfy

PSERS serves over 547,000
members




PSERS Sources of Funding
Ten Year History (2000 to 2009)

PSERS” Overview.
PSERS Is funded Member

Contributions

by three sources: 26%
= Employee $7.6 Billion
Contributions, |
nvestment

Employer Earnings

Conitributions, 59%

17.3 Billion Employer
and ¥ Contributions

Investment: 4.4 ilor
Earnings

investmenit
earnings have
peen the primary.
source of funding
for PSERS
penefits,
dwarfing the

contributions Over the last 25 years, 202 of
from both school PSERS’ funding/ has come from
employers and scheoel employers. Anether 15%6
PSERS active has come from PSERS” active
members members. All the rest — 65% — has
come from Investment earnings
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PSERS’ Net Plan Assets as of:

June 30, 2002
March 3, 2003

June 30, 2003
June 30, 2004

June 30, 2005
June 30, 2006

June 30, 2007
June 30, 2008

September 30, 2008
December 3d., 2008
June 30, 2009

$43.6 Billion (audited)
$38.3 Billion (unaudited)

$42.5 Billion (audited)
$48.5 Billion (audited)

$52.1 Billion (audited)
$57.0 Billion (audited)

$67.5 Billion (audited)
$62.7 Billion (audited)

$54.7 Billion (Uunaudited)
$45.4 billion (Unaudited)
$43.2 billion (audited)

September 30, 2009 $46.0 billion (unaudited)




PSERS’ Investment Rates of Return as of:

EY 199972000 - 11.9%6

EY 200072001 - (7.4)% Below PSERS!
FY 2001/2002 - (5.3);> St
FY 2002/2003 - 2.7% gringg

FY 2003/2004 - 19.67%
FY 2004/2005 - 12.87%
FY 2005/2006 - 15.26%
FY2006/2007 - 22.93%
FY 2007/2008 — (2.82)%
FY 2008/2009 — (26.54)09
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assumption
therefore
resulting 1n an
actuarial'loss

Over the past 25
years the Fund
earned an
annualized rate of
return of 9.23%6
which Is above the
Fund’s actuarial rate
of return for the
same period




Current Employer
Contrbution Rate

0y 93667 B
B
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Employer Contribution Rate

Employer contribution rate for the current fiscal year
200972010 - ends June 30, 2010

= The FY 200972010 rate is 4.78%%0

m  [he 4.78% rate IS coampesed of a 0.78% rate for health
InsuUrance premiumi assistance and a pension rate of 4.00%

N ggﬁ\_ool payroll for FY 2009-204.0!is estimated to be $12.9
ion
Employer contribution rate for the next fiscal year
201072011 - begins on July 1, 2010

Oni December 11, 2009, PSERS Board certified the employer
contribution rate fior EY 204.0-201 1

ihe rate for Y 2010-2011 Is 8.22% (0.64% for health
Insurance premium assistance and 7.58% fior the pension
rate)

School payroll for FY 201.0-2011 Is estimated to be $13.5
billion
The Commonwealth reimburses school employers for not
less than 5090 ofi the employer contribution rate

m Statewide average Is 55/45% split with the Commonwealth
paying 55%




Employer Contribution Rate

The pension component off the emploeyer
contribution rate has been|below the

emploeyer nermal cost for 13 years

TThe “emploeyer normal cest™ Is the amount necded
from the schoeol employers to fund the benefits

earned by the active members for that year

Iit can be theught of as the minimum payment that
would be made by school emploeyers if the System’s
actual experience perfectly mateched! Itsiecenomic and
demographic eperating assumptions

PSERS® funded! status IS 79.2%6 as of June

30, 2009, down from 86.0%6 as oifif June 30,
2008
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History of PSERS' Contribution Rates as a Percent of Payroll

Average Member Rate = = Employer Contribution Rate Employer Normal Cost Rate

O 1 1 1 1
1980 1984 1988 1992 1996 2000 2004 2008
Year
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SCHOOL TOTAL EMPLOYER AVG. EMPLOYEE
YEAR CONTRIBUTION CONTRIBUTION
ENDED RATE RATE

20.040%

a 19.900%

V)

History of 19.540%
19.680%

0

the Emploeyer 19.100%
C t -b t- 14.240%
13.170%

ontribution
11.720%

Rate from
8.760%

0

the peak rate ¢ o100
1.940%

2 1.090%
1.150%

IN 1986
4.230%

4.690%

6.460%

7.130%

4.760%

4.780%
8.22%
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Projected Employer
Contribution Rate Spike
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Public School Employees' Retirement System of Pennsylvania
Projection of Contribution Rates and Funded Ratios As of June 30, 2009

(The Board of div Jonuory X0 meeating odopied io reduce the interes role Fow £ 5% o 8 25% for the Jwae 30, 2008 valmation and o 800% ther cafter. )

Projected

Fiscal Total Unfunded
Year | Appropriation | Fiscal Year | Pension Employee | Employer | Unfunded | Preliminary Healith  |Toial Employer] Employer Accrued

Emding Payrall Market Rate Rate Contribwtion] Normal Liahility Employer Care Contribution | Contribution Funded Linhility
June {thousands) of Return Floor Rate Cost Rate Pension Rate | Contribution Hate {thousands) Ratin 1% Millions)
2008 £ 11,881,244 (2.82) % 400 % 125 % 668 % (0.24) % add % el % T3 % &0 5 9.023.0
2O 12,500,000 | (26.54) 4.00 129 6.68 (3.37) 3.3 0.75 476 T9.2 15,739.2
2000 12, 300, D 8.00 4.00 1.32 7.35 (3.72) 363 0.78 4178 § 618572 T34 20,5086
F0 | 13,570,y 8.00 4.00 T34 KO8 {050 .58 il Bl «— 1,110,522 66.8 17,0499
22 13,920 859 &.00 4.00 137 02 L85 QT omn 1059 1474219 S8.3 35,2134
23 14,345 321 8.00 4.00 .38 B.00 20,50 2850 0mn NI 4191703 54.2 40,138.3
24 14,707 564 8.00 4.00 T.A4D 7.94 2342 3138 0T 3104 4, T48 570 551 40,7328
23 15,280,148 E.00 4.00 742 7.93 4497 320 070 3360 3,134,130 567 40, 743.0
e 15,794,512 800 4.00 743 M 2468 JL5 0&f EENI 5,254,834 SE.5 4044390
27 16,341,270 &.00 4.00 T44 T.89 2418 o 0.&7 3274 5,350,132 60,5 M ERAS
28 16,926,733 8.00 4.00 1435 187 2354 34 T35 32.06 5426711 626 20,149.0
G 17,557,664 8.00 4.00 Tda T.85 78 63 0.6 nm 5,400,282 6.7 M M2E
200 18,232 07a B.00 4.00 Tda T84 .9 .81 061 3042 5,546,198 66.8 37,3882
2021 18, Cel8 04 &.00 4.00 147 782 21.15 oy 0.59 20,56 5,601,041 680 36,3782
R 19,703,172 8.00 4.00 147 T.81 2035 Hia 0.59 2875 5,664,662 T1.0 35,2822
2023 20,403,701 &.00 4.00 T.48 79 19.57 IM3a 0.59 17095 5,777,989 T30 34,0063
2024 21,321,539 &.00 4.00 T.48 1.78 18.81 26,59 0.59 T8 4,795,194 T5.0 J2E14.5
2025 22 185,011 8.00 4.00 T.48 m 18.08 25.85 0.59 Jadd 5885717 7.0 34206
202a 23,081,835 8.00 4.00 T.48 m 17.38 25.135 0.59 2574 5,041,264 TO.0 0.033.6
2027 24,006,797 E.00 4.00 T4 175 16T .45 0.59 25.05 6,013,703 E0.9 283178
2028 24,058, 500 8.00 4.00 T49 774 16.07 1381 0.59 24.40 6,080,308 8138 26,5728
202G 25,037 A5a &.00 4.00 T4 773 15.45 319 0.59 2378 6,167,827 B4 24 6881
2030 26,043,052 8.00 4.00 T4 172 14.88 X260 0.59 RERL 6,248 305 865 I a5le
203 27,978,003 E.00 4.00 T4 m 14.33 m 0.59 163 6,331,442 BE.2 20,4542
2032 20,041,527 B.00 4.00 T4 770 1381 2151 0.59 7210 6418177 o0.0 18,080.0
2033 30,136,493 E.00 4.00 T4 T.69 1L18 1887 0.59 19.46 4,884,562 0.4 16,1581
2034 31,268,441 8.00 4.00 T49 T.68 089 17.57 0.59 1816 5,678,340 oy 14,3571
20335 31448271 800 4.00 .50 T.66 &8.57 1523 0.59 16.82 5,457 463 038 12,7247
2034 33,675,824 B.00 4.00 T.50 T.64 T.42 15.06 0.59 15.65 5,770,266 o4y 11,2426
2037 34,056,565 8.00 4.00 T.50 7.63 611 13.74 0.59 14.533 5,000,776 Q5.5 10, O
2038 36,200 078 B.00 4.00 T.50 762 567 13,29 0.59 1388 5,067,540 062 B7489
2030 7,600,635 800 4.00 .50 760 6.45 14.05 (.59 14.64 3,317,900 o7 Ty

buckcorsutar

5 A




Genesis of Rate Spike
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Employer Contribution Rate Spike

TThe projected sharp rise in PSERS’
emploeyer contribution rate from 10.59%
i EY 201 1-2012 te an estimated 29.22%
N EY. 2012/201.3 Is primarily the result of:

s [he unftndedliapiliities primarily/
createdi by

The FYs'2001-2003, 2008-2009 down
Investment markets

Assumption andi cost method changes
Increase

Act 2001-9 multiplier Increase
The Act 2002-38 phased COLA

s [he actuarali funding changes made: by
Acts 2002-38 and 2003-40
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Employer Contribution Rate Spike

Witheut geing Inte details about the funding
changes off Act 38 and Act 40, each had the
effiect of pushing off liability, te the future te
previde fiscal relief te both the
Commonwealth and Schoelf Employers
dUring recessionary. times
a Of the two, Act: 40 had the greatest iImpact as it
created a mismatch ofi the amortization off PSERS?

actuarial gains andlesses for 10 years ending
Wiith the start off EY 2012-2013

TFhis technigue lewered the employer
contribution rate below the employer nermal
cost netwithstanding the existence off unfunded
1211ty

This artificial suppression has alse resulted: in
additienal unfunded liability for PSERS
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History of PSERS” Employer Contribution
Rate Spike in EY 2012-2013

35.00%:
30.00%:
; 0 22.52%
20.00%
15.00%
10.00%
5.00%:;
0.00%

29.22%
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spike

WWW.PSErs.state.pa.us

D)
=)
q
—
¢b)
1o
|
<b)
=
@
v .
<b)
o
@)
=
0p)
-
O
|
L
O

December 11, 2009




Options

Eundamentally, there are eonly.
three ways to address the
funding/Issues at the Pension
EURG

s Increase the funding of the System

s Decrease/cut the costs/liabilities
ofi the System
a Defer the liabilities of the System
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Options
Increase Funding to the System:

s Increased employer contributions

Emploeyer rate are already prejected to Increase
significanitly i EY 2012-2013 and are expected to continue
well into the future beyond EY 2012-201.3

Unlikely the Commoenwealthiand Schoeol Employers can
afferd these Increased costs Without significant and

perhaps proehibitive tax Increases at the State and/or Local
[SV/E S

» lncreased employee contributions

Can only eccur prespectively for new employees
due te constitutional Impalrment off contract
ISSUES, therefore not a significant Impact on
currentunfunded lianpiities

x Significant Icreased investmenit returns
Unlikely, under current market conditions
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Options

Seek another seurce ofi iunding:

s Use of Federal stimulus funds

Unclear ifi these funds can legally e directly used to fund
pPeRsion contributions
Obtain a formal Federal baillout of public pension fiunds

s Little or no discussieon of this eption Isieccurring

s Use the proceeds of a pension obligation bend
(R1@)=))

POB’s are debt Instruments Issued by a gevernmenital
entity to fiund all or a portion of the Unifunded Actuarially:
Accrued! Liabilities for pension and/or Other Post
Employment Benefits

Significant risk involved to the Plan Sponsor/Bond Issuer: I
the pension plan’s Investment returns are less than the
debt costs

Potential legal issue whether the Commoenwealth can
ISsue a POB
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Options

Decrease/cut the costs or liabilities of
the System to potentially solve funding
ISSUES

s Convert PSERS to a Defined Contribution
or Hybrid plan

A Hybrid plan typically is a combination of boeth
DC and DB components

s Propoesed By PSBA
x Maintain the existing Defined Benefilt plan
Wiith benefit moedifications/cuts, e.g..:
Reduce multiplher/repeal Act 2001-9
Change terms ofi retirement
Return te a 10-year vesting period

Prohibrt the withdrawal of a member’s
contribution
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Options
Each ofi these would have limited impact on

current funding|Issues ecause It couldionly
pe done prespectively for new employees

= Any such changes would have to e prospective
only; (meaning Impacting new’nires after the
effective date of the change), te aveid the PA
Constitutionrs prolibpition against the impairmeni
of a contract (Article I, Section 1.7)
TThe courts have ruled that PSERS” pension benefits are
contracts with the existing members of the System,

regardless of vesting, and thus subject to the
constitutional Impalrment of contract prohibition

s See e.q. Pennsylvaria Feaeration orf eacliers V. School PDIStict: o1
Phnaaelpriga, 484 -A.2d 754 (Pa. 1984) and American Feaeratior) o
State, county. and Viuniclpal Employees, AFL-CIO, V.
Commonwealti, 479rA.2d 962 (Pa. 1984

a Each, hoewever, would reduce the long term

lIability off the System and thus reduce the rate
plateau
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Options

Detfer liabilities at the System, into the
future ter marginally/ pestpene the Impact
of funding Issues at the System

a EUrther adjust the actuanal funding metheds
at the System
N@ single or combination| off changes reselves the rate

Spike

a [The Goevernoer's Eunding propoesal

Uses legislatively prescribed emploeyer contribution
rate collars and fleors that are tied to the funding
status of the System

a A copy of the propesal Is availakle at the
fellowing link:
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Conclusions




Conclusions
Ihere Is no silver bullet to resolve PSERS?

funding| ISsUes

s Selutien will likely be a combination off several
approeaches and will enly, smoeoeth euit the rate
plateau and lewer the peak

Under all eptions; hoewever, there willibe a
need for significant additienal fiunding te

the System

IIncreases in the employer contrbution rate
Wil eccur before EY 201.2-201.3

x The EY 2010-2041 rate will be 8.22%6 comparead
10 4.78% for EY 2009-201.0

s The FY 2011-2012 rate Is projected to exceed
the FY 2010-2011 rate
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Conclusions

Converting the System te a DC or Hybrid
planwill net effect the current liabilities
Or reselve the Immediate iunding
CONCENrNS

xR fact It may aggravate the
Commoenwealth’s'and Schoeol Employer’s cash
How proklems as they will be suppoerting tWwoe
pension plans

Politically, seme prospective benefit cuts
are proekably inevitanle; even it enly,
symibelic in nature with respect to
reselving the rate spike

Similarly, poelitically, benetit _
enhancements are not likely now: or 1n
the near future

December 11, 2009 WW\WW. PSEers.state.pa.us




Conclusions

Einally; this issue pesits the fundamental
guestion/dilemma of what level of benefits and
emploeyer contripution rate are afferdable for
the Commonwealthrand Schoeel Employers
Versus what IS an adeguate level of retirement
ber_lef(ijts for school employees, both active and
retire

x Is a plan with anfannuall empleyer noermal cost of
8%6+/- afiferdanle?

s What impact will pessible structural changes have
on the attraction and retention ofi school
employees?

s Wil structural changes create a larger problem; by,
substituting Inadeguate and unsecured retirement
options that may ultimately cause future retirees to
rely on oether government programs, each with
thelr own funding Issues?
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Conclusions

As such;, the reselution effthe current
funding Issues; confironting PSERS IS a vital
Imperative for the Agency and represents
the greatest challenge the Agency has
faced in Its history

TTherefore PSERS Is committed to providing

all' availablerassistance to the GeVvernor,
General Assembly and Schoeol Empleyers to
splve the rate spike and fiuture funding
ISSuUes, ASAP

s PSERS will continue to he very public with the ISsue: in an
attempit tol raise awareness

s Will'keep you apprised of developments in the coaming
year
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QuUEestiens?
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Rate Projection Assumptions

TThe employer rate projections contained in this
presentation are simply, that; preojections hased
O Certain assumptions

TTherefore the projected rates can change

TThe rates may decrease with investment
perfermance ever PSERS® 8.0% actuarial
assumpitieon and vice versa

Alse the projected employer rates and relatead
data are impacted by actual experience that
varies frem the mortality, salary growith, and
other econemic and demoegraphic assumptions
of the System

Benefit enhancements will alse impact the rate
projections
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