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I. INTRODUCTION

A. Audit Authority and Purpose

This audit of the Public Employee Retirement Study Commis-
sion (PERSC) was conducted pursuant to the Public Employee Re-
tirement Study Commission Act, 43 P.S. §1401 et seq., (Act
1981-66, as amended) and the Sunset Act, 71 P.S. §1795.1 et
seq. (Act 1981-142, as amended). -

Pursuant to the provisions of the Sunset Act, the Legisla-
tive Budget and Finance Committee is to conduct a performance
audit of each agency scheduled for sunset termination. Written
reports on the audits, which are to be completed by March 1 of
the termination year, are presented to the appropriate standing
committees of the General Assembly.

The LB&FC's audits are intended to determine whether agen-
cies are operating in the public interest, suggest ways in which
their efficiency and effectiveness can be enhanced, and aid the
General Assembly in determining whether the agency should be
continued, terminated, or modified/restructured.

The scheduled sunset termination date for the Public Employ-
ee Retirement Study Commission is December 31, 1991. Appendix A
contains overview information on the sunset review and termina-
tion/continuation timetable which will apply to the Commission.

B. Audit Objectives

The objectives of this audit incorporate the specific sunset
criteria which are set forth in Act 1981-142. The objectives
are as follows:

1. To determine if the activities of the Commission are
consistent with the objectives intended by the General
Assembly.

2. To determine if the activities of the Commission are
being conducted in a faithful, efficient, economical,
and effective manner.

3. To determine whether termination of the Commission would
significantly harm or endanger the public health, safe-
ty, or welfare.

4. To determine if there is an overlap or duplication by
other agencies that would permit termination of the
Commission.



5. To determine if the Commission's operation has been in
the public interest and whether there is a demonstrated
need, based on service to the public, for its continuing
existence.

6. To determine if the Commission has encouraged public
input and participation in its deliberations and deci-
sion-making processes.

7. To determine if the Commission's services may be provid-
ed in an alternate, less restrictive manner.

During this audit, the sunset criteria incorporated in the
above objectives were also applied by LB&FC staff in examining
the operations of the Commission's two advisory committees, the
Municipal Pension Advisory Committee and the Municipal Employee
Pension Advisory Committee. (See part C below for further expla-
nation.)

C. Audit Scope and Methodology

This audit covers the operation and performance of both the
Public Employee Retirement Study Commission (PERSC) and its two
statutory advisory committees, the Municipal Pension Advisory
Committee (MPAC), and the Municipal Employee Pension Advisory
Committee (MEPAC).

The MPAC was created by the Public Employee Retirement Study
Commission's enabling legislation (Act 1981-66) and is, there-
fore, also subject to the sunset review process and the PERSC's
scheduled sunset termination date of December 31, 1991. The
MEPAC was established by Act 1982-221. Under the ten-year sun-
set review and termination date provided for in the Sunset Act,
71 P.S. §1795.8, the MEPAC has a scheduled termination date of
December 31, 1992.

A close statutory and operational relationship exists be-
tween the PERSC and its two advisory committees. Because of
this relationship and because the scheduled termination date for
the MEPAC is only one year later than that of the Commission and
the MPAC, audit activities were conducted for the MEPAC as part
of the PERSC sunset audit. The results of LB&FC staff audit work
related to the MEPAC are reported in this sunset audit report.

The operations and performance of the Public Employee Retire-
ment Study Commission and its two advisory committees were
reviewed primarily for the period January 1986 through January
1990, with an emphasis on fiscal years 1987-88, 1988-89, and the
first half of 1989-90. The audit was conducted in accordance
with generally accepted government auditing standards and
included:



1. Review of applicable statutes and regulations.
2. Interviews with PERSC staff.
3. Attendance at PERSC and advisory committee meetings.

4. Receipt of information and input (through survey ques-
tionnaires and interviews) from Commission members,
advisory committee members, legislative staff, actuaries
who are involved with the PERSC, state and municipal
pension administrators, and other interested organiza-
tions and individuals.

5. Review of PERSC study reports, policy research docu-
ments, and other published materials.

6. Identification and testing of PERSC's management control
systems.

7. Examination and testing of PERSC files pertaining to the
development of actuarial notes, monitorship of state and
municipal pension systems, and other Commission func-
tions.

8. Contacts with Pennsylvania state agencies which are
involved with the PERSC, pension commissions in selected
other states and pertinent state and national organiza-
tions (e.g., the Pension Commission Clearinghouse).

The above activities were carried out during the period
November 1989 through May 1990. No information has been omitted
from this report because it is deemed privileged or confidential.

D. Report Structure and Acknowledgements

This audit report consists of four sections: Section I,
Introduction, contains information on audit authority and pur-
pose, objectives and scope and methodology; Section II presents
the audit findings and recommendations; Section III provides
background descriptive information on the Public Employee Retire-
ment Study Commission and its functions; and Section IV, Appendi-
ces, sets forth various supplemental information related to the
sunset review process and the Commission.

The audit staff expresses appreciation to the members of the
Public Employee Retirement Study Commission and to the Commis-
sion staff for the cooperation and assistance they provided
during this audit. Special thanks are extended to Commission
Chairman Dale D. Stone and Executive Director Anthony W.
Salomone, who served as audit liaison to the LB&FC staff.



Also acknowledged is input which was received from members
of the Commission's advisory committees, state and municipal
pension administrators, legislative staff, staff of selected
Pennsylvania state agencies, consulting actuaries and others who
have involvement with the Commission.

The LB&FC staff involved in the sunset performance audit of
the Public Employee Retirement Study Commission was under the
direction of the LB&FC Executive Director Philip R. Durgin and
Chief Analyst John H. Rowe. The audit team leader was Senior
Analyst George A. Franklin, Jr. Joan E. Hellmann and Deborah A.
Reihart, Analysts, worked on the audit on a full-time basis and
Jonathan P. Nase, Counsel, and Krista L. Williard, Paralegal,
also assisted in the audit effort. Secretarial support was
provided by Beverly L. Brown, B. Anne Gange, Donna R. Kerrigan,
and Shannon M. Opperman. Additional staff assistance was pro-
vided by Michael G. McKenna and Charles V. Saia.

IMPORTANT NOTE:

This report contains information developed by the Legisla-
tive Budget and Finance Committee (LB&FC) staff. The release of
this report should not be construed as an indication that Mem-
bers of the LB&FC necessarily concur with all of the information
contained in the report. The LB&FC as a body, however, supports
the publication of the information and believes it will be of
use to the Members of the General Assembly by promoting improved
understanding of the issues.

Any questions or comments regarding the contents of this
report should be directed to Philip R. Durgin, Executive Direc-
tor, Legislative Budget and Finance Committee, P.0. Box 8737,
Harrisburg, Pennsylvania, 17105-8737.



II. AUDIT FINDINGS AND RECOMMENDATIONS

A. RELATIONSHIP TO PUBLIC HEALTH, SAFETY, AND WELFARE

The operation of public employee retirement plans is an
important govermmental function. Public pensions constitute a
significant element of employee compensation for both state and
local governments and require the commitment of billions of
dollars of public revenue for extended periods of time. The
Public Employee Retirement Study Commission (PERSC) was created
in 1981 in response to growing unfunded pension liabilities and
potential insolvencies in many of the Commonwealth's public
pension plans. By statute, the Commission is responsible for
reviewing proposed pension legislation, studying public pension
issues, coordinating policy development, and monitoring the
fiscal stability and costs of Pennsylvania's estimated 2,600
public pension systems. The Commission also has responsibili-
ties which relate to the annual allocation of more than S$139
million in state aid to municipal pension systems. Public pen-
sion reforms and improvements in pension management, funding,
and benefit practices have occurred in Pennsylvania in recent
years. The municipal unfunded liability situation also appears
to have been stabilized. The Commission has played a direct
role in these developments, and its operations and performance
have been in the public interest. Termination of the Commission
without the continuation of most or all of its functions by
another agency or agencies could significantly harm the public
welfare by jeopardizing pension benefits for many Commonwealth
citizens and potentially increasing taxpayer costs for public
pensions.

DISCUSSION:

1. Commission Overview

The Public Employee Retirement Study Commission (PERSC) is a
nine-member body which was created by Act 1981-66, 43 P.S. §1401
et seq., to provide an ongoing mechanism to monitor public
employee retirement plans and to assure their actuarial viabili-
ty by reviewing proposed changes to relevant Commonwealth stat-
utes.

The Commission has several specific statutory responsibili-
ties which are intended to achieve this objective. Among these
are:

- Reviewing proposed legislation affecting public employee
pension and retirement plans.

- Studying, on a continuing basis, public employee retire-
ment policy, the interrelationships among the several
systems, and the actuarial soundness of such systems.
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- Administering an actuarial valuation reporting program for
municipal retirement systems.

- Monitoring and enforcing compliance with statutorily man-
dated actuarial funding standards for municipal retirement
systems.

- Certifying municipal pension cost data used in allocating
state assistance to municipal pension systems.

The Commission meets in Harrisburg, usually on a monthly
basis, and is supported by a full-time staff of seven employees
and three consulting actuarial firms. Input and advice are to
be provided to the Commission by two advisory committees, the
Municipal Pension Advisory Committee and the Municipal Employee
Pension Advisory Committee. The Commission's operating appropri-
ation for fiscal year 1989-90 was $500,000. (Additional back-
ground information on the Commission is contained in Section III
of this report.)

2. Conditions Which Led to the Creation of the Commission

Nationally, increasing attention and concerns were directed
to public pension matters during the 1970s. One outgrowth of
these concerns was an increasing movement in the states to estab-
lish state pension oversight units. Developments in Pennsylva-
nia generally paralleled the national trend as funding crises
developed in many public pension plans and the need for addition-
al state regulation and reform of state and local retirement
systems became evident.

As was reported by the Advisory Commission on Inter-
governmental Relations (ACIR) in 1980, the subject of public
employee pensions, for many years, "lay dormant in the field of
public finance." The ACIR also noted, however, that during the
decade of the seventies public pensions emerged from obscurity
and became a subject of increasing interest and concern:

The uncontrollable nature of pension costs, combined
with the fact that many state and local governments
had accumulated sizable pension debt in the form of
unfunded liabilities of retirement systems, caused
some observers to identify state and local retirement
systems as potential fiscal time bombs. Public inter-
est in pensions therefore initially was focused on the
funding issue as public employees, taxpayers, and
public officials sought to place pension funding on a
more sound actuarial basis than previously . . . .

As early as 1967, a report issued by the State Division of
the Pennsylvania Economy League (PEL) recommended that the Gener-
al Assembly establish procedures to provide for the actuarial
evaluation of all proposed retirement laws and amendments. The



PEL also proposed that local retirement systems be required to
submit annual reports to the Department of Community Affairs on
pension plan membership and financial condition.

Several years later, in 1972, the Commonwealth Compensation
Commission (a special commission created to study the compensa-
tion of the Governor, the Lieutenant Governor, cabinet members,
judges, and state legislators) also recommended the creation in
law of a permanent retirement study commission in the Common-
wealth. As was recommended by the Governor's Review of Govern-
ment Management, Inc., in the same year and again in 1975, the
Commonwealth Compensation Commission proposal called for the
creation of a commission to study all state and local government
retirement laws and systems, review proposals for new retirement
legislation, and prescribe funding methods to make the programs
actuarially sound.

In 1977, the PEL again called for the creation of a perma-
nent retirement study commission. At that time a League study
found "enormous unfunded liability" in the Public School Em-
ployes' Retirement System. This same study indicated that the
high cost of Commonwealth retirement systems resulted partially
from the Legislature's "failure to develop and enforce a policy
governing retirement of public employees and its failure to
examine proposed pension changes for long-range costs.”

Additionally, reports issued by the Governor's Special Task
Force on State Pension Reform (1974), the Special Senate Commit-
tee on Municipal Retirement Systems (1980), and the Auditor
General's Office (in a 1973 audit report on the SERS Board)
similarly called for the creation of a retirement oversight body.

During this same period reports issued by the Department of
Community Affairs indicated the existence of "considerable seri-
ous and growing unfunded liabilities in local government pension
funds." The initial data published in 1975 showed that munici-
pal pension plans had accumulated $1.0 billion in unfunded actu-
arial accrued liabilities. By 1978, this fiqgure had reached
$1.7 billion and was continuing to grow.

In short, the following conditions, as identified by the
Pennsylvania Economy League, characterized the public employee
pension environment in the Commonwealth immediately prior to the
creation of the Commission:

- Large and increasing unfunded liabilities in the state's
systems.

- Bankruptcy threats for certain cities.
- Increasing tax burdens at all levels of government.

- Inequities among groups of public employees and between
them and employees in the private sector.
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A common theme in a number of these studies was that public
pension policy and legislation in Pennsylvania evolved in a
piecemeal fashion without systematic analysis and knowledge of
the ultimate cost and impact of proposed pension benefits, poli-
cies, and funding changes. Other conditions or problems indicat-
ed in these studies and, in particular, in the DCA reports were
the following:

- The absence of legislated actuarial funding standards for
municipal pension plans.

- The technical deficiencies and omissions in the disjointed
structure of statutes governing municipal pension plans.

- The absence of a mechanism to develop and coordinate munic-
ipal pension policy at the state level and the substandard
management of municipal pension plans at the local level.

Another condition which appears to have been instrumental in
the creation of the PERSC was the possibility of federal inter-
vention and regulation of governmental pension plans. Congress
enacted the Employee Retirement Income Security Act of 1974
(ERISA), which regulates and guarantees the actuarial soundness
of private employee pension plans.

A special congressional subcommittee subsequently studied
federal, state, and local public employee retirement plans.
Congress then reportedly withdrew from the need to regulate
state systems in the hope that the states would themselves ad-
dress this issue. During floor debate on a bill which became
Act 1984-205, a legislator indicated that Pennsylvania's re-
sponse to the possibility of federal intervention and the public
pension conditions previously discussed in this section was to
create the PERSC.

1/

3. Public Employee Pension Systems in Pennsylvania

The public pension system structure in Pennsylvania is
large, complex, and fragmented. As of 1989, an estimated 2,600
individual public employee pension plans existed. There are
approximately 425,000 active members in these systems.

At the state level, the State Employes' Retirement System
and the Public School Employes Retirement System have approxi-
mately 310,000 active members.

At the municipal level, Pennsylvania has more than four
times the number of individual public pension systems than any
other state and accounts for 25% to 30% of all public pension

1l/See Finding I in this report for further discussion related
to the public employee pension system structure in Pennsylvania.
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plans in the nation. When taken together, Pennsylvania's 2,600
local government systems reportedly represent one of the na-
tion's largest public employee pension plans. Active membership
in these municipal plans was 115,041 as of 1987.

The current number of public pension plans in Pennsylvania
has increased from 1,600 in 1974. The PERSC projects that the
number of plans will continue to increase, at least in the short
term, with a potential for more than 7,000 plans. (See Appendix
G for information on the assets and actuarial accrued liabili-
ties of these state and municipal systems.)

Contributing to the complex nature of public pensions in
Pennsylvania are the relatively small size of most plans and the
statutory framework which governs the plans. According to the
PERSC, municipal plans range in size from one member to over
5,000, with most (98%) being classified as small (less than 100
active members). State laws which apply to public pensions have
been characterized as a "myriad" of more than 50 disjointed
statutes enacted over the past 60 years.

Financing of public employee pension systems in Pennsylvania
requires a substantial commitment of state and local budgetary
resources. According to the PERSC, annual expenditures by Penn-
sylvania public employers for local government retirement sys-
tems are approximately one-half billion dollars. Additionally,
state expenditures in FY 1989-90 approximated $1.1 billion as
follows:

State Share Contribution to the

State Employes' Retirement System ..... $§ 421,900,000
State Share Contribution to the Public

School Employes Retirement System ..... 551,011,000
State Assistance to Municipal Pension

Systems:

General Municipal Pension System State

Aid (Act 1984-=205) veveernenennnenns 121,700,000

State Supplemental Assistance ......... 17,625,447

Total ..coeeeees tesesesssssesssassasesses $51,112,236,447
4. Commission Performance

Performance audit activities conducted by LB&FC staff indi-
cate that the PERSC is meeting its statutory mandates to review
public employee pension legislation, monitor the actuarial sound-
ness and cost of public pension plans, and study and formulate
state and local public pension policy. In examining Commission
operations, LB&FC staff noted the existence of formal operational

9



policies and procedures, management reporting systems, and inter-
nal written schedules and timetables and the development and use
of performance goals and objectives. These practices are indica-
tive of a sound approach to administration and management of the
Commission.

Specific information on the results of LB&FC staff audit
work which was undertaken to assess Commission performance is
included below. Also, Findings B through N of this report con-
tain additional information on various aspects of Commission
performance and accomplishments and, in some cases, include
recommendations for corrective actions and program/operational
refinements.

a. Review of Proposed Pension Legislation

One of the primary mandates of the PERSC is to provide spe-
cialized technical advice and assistance to the General Assembly
and the Governor regarding proposed pension legislation. This
function requires that an actuarial note be attached to all
bills (or amendments thereto) which propose any changes relative
to a public employee pension or retirement plan. These notes
are to be attached within 25 legislative days after a bill re-
ceives first consideration or within 25 legislative days after
an amendment to a bill has been submitted to the Commission.

The Commission has developed written procedures and internal
goals and objectives for the actuarial note process. An "adviso-
ry note" process has also been established to facilitate the
provision of Commission input to legislative standing committees
prior to the time an actuarial note is statutorily required.

LB&FC staff found that with only a relatively few excep-
tions, the Commission is providing required actuarial input on
pension-related bills and is doing so within the required 25-day
time frame. (See Finding C.) The Commission's actuarial and
advisory note processes are providing for independent study and
analysis of proposed legislation and an indication of related
costs and impacts. This independent review function appears to
be useful to the General Assembly and the Governor's Office.

Input received from legislative and executive branch staff
who are involved in the development and review of pension
legislation characterized the PERSC's actuarial and advisory
notes as being important to the legislative process. In particu-
lar, comments received indicated the belief that the actuarial
information and technical assistance provided by the Commission
has had a beneficial impact on the development of pension
legislation.

An executive director of a legislative standing committee

responsible for public pension legislation stated the following
regarding the Commission's performance in this area:

10



As an advisory body, the PERSC has a significant impact
on the final form of pension legislation being consid-
ered by the General Assembly and, to the best of my
knowledge, this service is not performed elsewhere.

Finally, the public interest is served by the Commis-
sion's willingness to work with the General Assembly in
amending legislation that otherwise would place serious
financial demands on the Commonwealth and consequently
Pennsylvania taxpayers.

LB&FC staff examination of a sample of bills to which PERSC
actuarial notes were attached also indicates that PERSC input
has impact on legislative decision-making regarding public pen-
sion legislation.

As illustrated in the actuarial note impact summaries includ-
ed in Appendix F, policy considerations, cost estimates, and
related recommendations reflected in PERSC actuarial notes can
have a direct bearing on the legislative disposition of proposed
pension bills.

For example, legislation was introduced in 1987 which would
have amended the Public School Employees' Retirement Code to pro-
vide for earlier normal retirement (by reducing from 35 years to
30 years the service required for normal retirement at any
age). The Commission attached an actuarial note to this bill
which expressed a number of concerns (e.g., the possible prece-
dent for similar benefit modifications for other PA public pen-
sion plans) regarding this proposal. The PERSC also estimated
that, if enacted, the proposed legislation would increase the
unfunded actuarial accrued liability of the system by $771 mil-
lion. The bill was not passed by the General Assembly.

In another instance, a 1987 bill proposed authorizing the
establishment and maintenance of retirement plans for volunteer
firefighters. The Commission's actuarial note expressed numer-
ous concerns about this bill, including the potential for sub-
stantial financial liabilities for the Commonwealth. The Commis-
sion noted that the estimated potential statewide cost of this
proposal was $1.6 billion, five to ten times greater than the
dedicated funding source for the proposed benefit. The bill was
not passed by the General Assembly.

Regarding actuarial notes, the PERSC Executive Director
noted that he is reluctant to state that there is a direct cause
and effect relationship between the notes and subsequent legisla-
tive decisions. He pointed out, however, that it has been his
experience that legislators do consider the PERSC's actuarial
cost estimates and policy considerations. According to the
Executive Director, the Commission also impacts on pension
legislation by responding to information requests and conceptual
issues while a bill is being drafted (i.e., prior to the time an
actuarial note is required).

11



b. Administration of the Municipal Pension Plan Funding
Standard and Recovery Act

The PERSC is also involved in monitoring the actuarial sound-
ness and cost of municipal pension plans. As specified in its
enabling legislation, the Commission's initial and priority
objective in 1981 was to recommend legislative reforms to ad-
dress problems and potential insolvencies among Pennsylvania's
municipal pension systems. Specifically, Act 1981-66 required
the PERSC to formulate and recommend passage of legislation to
address the problems in the municipal pension systems within one
year of its initial meeting, to mandate actuarial funding stan-
dards, and establish a recovery program for municipal pension
plans or systems determined to be financially distressed.

The Commission responded to this statutory mandate by adopt-
ing recommendations in December 1982 (one year after its initial
organizational meeting), which were presented in a January 1983
report to the General Assembly and the Governor. This report,
entitled "Recommendation of Actuarial Funding Standards and a
Recovery Program for Municipal Pension Systems," contained pro-
posals to address the municipal pension situation.

Legislation developed by the PERSC to implement these propos-
als was subsequently adopted as Act 1984-205, the Municipal
Pension Plan Funding Standard and Recovery Act.

The PERSC reports that approximately one-third of its staff
time is directed to the administration and enforcement of the
actuarial reporting and minimum funding standards of Act 205.
LB&FC staff reviewed Commission performance in implementing
those provisions of Act 205 for which it is responsible.

As indicated in Finding D of this report, the Commission has
taken a conscientious approach to its Act 205 responsibilities.
While refinements in the Act 205 administration/monitorship
process appear possible, the PERSC has achieved a high degree of
compliance from the municipal systems.

c. Review of State Systems

Another Commission function involves annual reviews of the
actuarial valuation and financial reports of the State Employes'
Retirement System, the Public School Employes' Retirement Sys-
tem, and the Pennsylvania Municipal Retirement System. This
function is performed pursuant to Section 6(a)(g) of Act 1981-66
which requires the Commission "to monitor and evaluate from time
to time all the laws and systems thereunder which relate to
public employee pension and retirement policy in the Common-
wealth."

The Commission's Executive Director also noted that during
the reviews discussions between the Commission's members, staff,
and actuary and the state retirement systems' staff and actuary
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generally center around such areas as changes since the prior
valuation (e.g., in actuarial assumptions) and proposed
legislation that affects the systems.

During these annual reviews, the Commission may also express
its concerns regarding various matters which are noted from the
actuarial valuation and financial reports. For example, during
the review of the State Employes' Retirement System's (SERS)
actuarial valuation report for the year ended December 31, 1986,
the Commission expressed concerns about the economic actuarial
assumptions (i.e., interest assumption and the salary scale)
adopted by the SERS Board. However, according to the Commis-
sion's Executive Director, the SERS Board felt that their econom-
ic actuarial assumptions were valid and no changes were made.
(Unlike the situation with the municipal system under Act 1984-
205, the Commission does not have enforcement powers over the
state systems and cannot require the systems to make changes as
a result of their reviews.)

Discussions with high ranking administrators of these three
systems indicate there is a general consensus that the Commis-
sion's reviews are "useful," "provide insight into the agency
(i.e., system) for the benefit of interested parties . . ." and
that "it is good to have the checks and balances of an indepen-
dent third-party review."

d. Pension-Related Research/Policy Development

The Commission also serves as a specialized resource on
public employee pension topics for the General Assembly, the
Governor's Office, and others (e.g., affected pension plans and
public employee groups). As shown in Appendix C, the Commission
has completed 13 research/policy reports (excluding PERSC annual
reports) since 1983.

These reports have dealt with various policy issues and, in
some cases, have resulted in proposed legislation. Subjects
dealt with in Commission reports have included relief programs
for distressed public pension plans, post -retirement adjustments
for local police and fire pensions, service purchase authoriza-
tions, and the adequacy of public pension benefit coverage in
the Commonwealth. Most recently a report on fiduciary responsi-
bility and liability for local government retirement systems
resulted in the introduction of legislation to institute fiduci-
ary regulation and performance standards at the municipal level.

Planned future publications include special reports on the
structure of local government retirement systems in the Common-
wealth and the need for adjustments in the General Municipal
Pension System State Aid Program (see Findings I and G).
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e. Other Functions

While administering Act 205, preparing actuarial notes,
performing research and formulating policy are major Commission
activities, other functions are also carried out. The Commis-
sion administers Act 1972-293, which requires that every county
file an actuarial valuation report for each of its employee
retirement systems on a periodic basis. Review of PERSC files
and reports indicates that the Commission has achieved full
compliance from the counties in the submission of these actuari-
al reports.

The PERSC also performs informational, clearinghouse, and
instructional functions. For example, Commission staff indicat-
ed that they respond to technical inquiries concerning municipal
pension plan management and, if appropriate, refer inquiries to
appropriate state offices.

The Commission also prepares informational and municipal and
county pension systems status reports. As required by Act 1981-
66, an annual report is also issued to the General Assembly and
the Governor. LB&FC staff found that the Commission issued its
first annual report in September 1983 and has subsequently pre-
pared reports each year thereafter on a timely basis.

5. Overlap and Duplication

While there are several entities within Pennsylvania state
government which have duties and responsibilities related to
public employee pension matters, none appears to unnecessarily
overlap or duplicate those assigned to the PERSC. Among these
entities are the Department of the Auditor General, the Depart-
ment of Community Affairs, the boards and staffs of the state
retirement systems, and various legislative standing committees.

The Department of the Auditor General (in particular the
Bureau of Municipal Pension and Firemen's Relief Association
Audits) and the Commission have shared responsibilities related
to administration of the Municipal Pension Plan Funding Standard
and Recovery Act. In this particular case the PERSC has primary
responsibility for collecting and certifying municipal pension
cost data to the Auditor General for use in allocating General
Municipal Pension System State Aid and Supplemental State Assis-
tance. The Auditor General is responsible for conducting audits
of these monies. Also, the PERSC has requested that the Auditor
General's Office monitor situations in which the PERSC identi-
fies noncompliance with the minimum municipal funding standards.

One of the statutory functions of the Department of Communi-
ty Affairs is to provide technical assistance and consultation
services to local governments. The Municipal Consulting Divi-
sion of the Bureau of Local Government Services is involved in
providing pension-related consultation to local governments on,
for example, benefit setting and plan management.

14



Again, the PERSC's functions appear to complement rather
than duplicate the efforts of the DCA. (As noted elsewhere in
this report, the administration of actuarial reporting require-~
ments under Act 1972-293 was formerly a DCA function which has
been transferred to the PERSC). LB&FC staff additionally noted
that the DCA provides financial data to the Commission that is
used in the Commission's calculation for determining the degree
to which a municipality's pension plan or system is financially
distressed. The DCA also coordinates activities with the Commis-
sion, related to Act 1987-47 (the Financially Distressed Munici-
palities Act).

The boards and staffs of the State Employes' Retirement
System, the Public School Employes' Retirement System, and the
Pennsylvania Municipal Retirement System are also involved in
public pension matters on an ongoing basis. Their efforts,
however, are focused primarily on the fiduciary and management
responsibilities to their individual systems and do not provide
for an independent third party comprehensive review of the sys-
tems or of public pension policy and legislation.

While special congressional subcommittees continue to moni-
tor public employee retirement systems (e.g., the Subcommittee
on Labor Management Relations), there is no comparable agency at
the federal level which would provide for ongoing monitorship
and review of public pension systems and policy development
within the states.

In Pennsylvania, legislative standing committees are also
involved in developing pension legislation and establishing
public pension policy. The standing committees, however, do not
have the specialized database and actuarial experience and ser-
vices available to the Commission. Based on discussions with
legislative staff who have worked with the Commission, PERSC
activities do not appear to duplicate legislative staff efforts
but rather serve as a source of specialized technical assistance.

6. Commission Operations Within the National Context

Nationally, the evolution of state pension oversight bodies
has been associated with efforts to improve state oversight and
requlation of public pension systems. The movement associated
with this concept has resulted in the creation of a combination
of permanent and temporary or interim commissions within the
states as well as arrangements which provide for pension over-
sight by permanent legislative committees.

As of 1969, state pension review or oversight commissions
were reported to be operational in eight states. Surveys con-
ducted by the Pension Commission Clearinghouse indicate that as
of 1988 the number of permanent pension commissions had grown to
21 (including Pennsylvania) and that temporary or interim commis-
sions had recently been operational in eight other states. (See
Appendix H.)
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Other states, including some of the same states which indi-
cated that permanent pension commissions were operational, re-
ported that permanent legislative committees are also involved
in pension oversight activities. Twenty-three states reported
that neither a permanent pension commission nor a permanent
legislative committee arrangement for public pension oversight
existed as of 1988.

Appendix H provides comparative information on public pen-
sion commission activities among the states. As illustrated on
this appendix, the functions of the PERSC are generally similar
to those of other states. However, other state pension commis-
sions generally do not have specific administrative oversight
and enforcement functions such as those assigned to the PERSC
(i.e., related to the state's actuarial reporting standards and
the state's program for financially distressed municipal pension
plans).

7. Current Role and Need for the Commission

As discussed earlier in this section, the public employee
pension structure in Pennsylvania is complex and fragmented.
This structure includes more than 2,600 individual public pen-
sion plans which are governed by more than 50 statutes.

Within this context, the PERSC serves as a specialized re-
source on public employee retirement system design, financing,
and administration and has substantial regulatory functions
related to pension system reporting and minimum funding stan-
dards. The Commission also has responsibilities related to the
administration of the $121 million (in FY 1989-90) General Munic-
ipal Pension System State Aid Program and the Supplemental State
Assistance Program (maximum $35 million annually) for distressed
municipalities.

Prior to the enactment of Act 1984-205, municipal pension
plans were not subject to statutory actuarial funding require-
ments. As a result, in many cases, these plans were funded
without respect to their actuarial requirements and were conse-
quently under-funded. This practice contribug?d to fiscal cri-
ses and growing unfunded accrued liabilities.

The existence of large unfunded accrued liabilities threaten
not only the well-being of the funds and payments to its members
but also potentially jeopardizes the fiscal health of the munici-
palities to which those funds are attached.

2/Unfunded accrued liabilities represent the extent by which
future retirement benefits already earned by members exceed the
accumulated reserve funds (or assets).
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Public retirement systems can have a significant effect on
tax and expenditure patterns and the overall fiscal stability of
state and local governments. 1In a 1978 report, the Congression-
al Pension Task Force on Public Employee Retirement Systems
noted that public employee retirement systems have substantial
economic, social and political influences. The Task Force re-
port stated that the far-reaching influence of the public employ-
ee retirement systems involves a fundamental national interest
affecting the well-being and security of millions of workers and
their families, the operation of the national economy, the reve-
nues of the United States, and the relationships between the
federal government and the state and local governments.

Another factor critical to the need for ongoing oversight
and monitorship of public pensions is the tax burden associated
with pension costs and the need for taxpayer accountability in
the conduct of pension policy. The Commission has facilitated a
comprehensive actuarial reporting and disclosure system for all
locally administered systems and annually monitors the state
systems.

During the late 1970s the potential for federal intervention
in the form of federal pension regulation was a factor in the
creation of state pension commissions. This potential is appar-
ently still present. According to the Counsel for Pensions,
Congressional Subcommittee on Labor Management Relations, consid-
eration was being given as of early 1990 to a congressional
proposal which, if enacted, would establish federally mandated
reporting and fiduciary standards for all states except those
that have already initiated and implemented such standards on
their own initiative (particularly those with pension commis-
sions). This individual also expressed the opinion that this
proposal would have a greater effect on those states that do not
have pension commissions and would "institutionalize" the role
of current and future state pension commissions.

The creation of pension commissions represented an increased
recognition among state legislators of the responsibilities and
increasing liabilities associated with the maintenance of public
pension plans. In addition to other considerations, the Common-
wealth may have a financial interest in ensuring local govern-
ment and public pension stability. The Pension Commission Clear-
inghouse has stated as follows:

While presently the dividing line between state and local
jurisdiction is not at all clear, it may be that the state's
legal responsibility to protect and defend the interest of
its citizens will be found by the courts to extend to provid-
ing promised benefits in the event of local plan insolvency.
While the question of whether the state will be held liable
goes unanswered, there is no doubt that the first recourse

of defaulting systems will be to go to state legislatures

for funds to pay benefits.
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State regulation and reform in public pension matters, in-
cluding the creation of state pension commissions, have been
supported by a variety of organizations, including the National
Conference of State Legislatures (Task Force on Pensions), the
National Governors' Association, the Pension Commission Clearing-
house, and the Advisory Commission on Intergovernmental Rela-
tions. The ACIR has referred to pension commissions as being
"invaluable as a central institution through which states and
local governments can properly address their public employee
pension problems."

While the stabilization of municipal unfunded liabilities
(see Finding D) and other developments indicate that Pennsylva-
nia's public pension environment is improving, it is also appar-
ent that continued monitorship and reforms are warranted. One
public pension commentator who has knowledge of and experience
with Commonwealth public pension plans states as follows regard-
ing Pennsylvania's public pension situation:

Pennsylvania, with its large number of public pension plans,
its weaknesses in municipal plan administration, its fre-
quently uncoordinated approach to pension policy setting
(pensions are a local matter, are bargainable, have minimal
statutory guidance, and are overseen by a number of legisla-
tive committees with jurisdiction over pensions based on the
type of public employee) and its recent involvement in cut-
ting edge pension investment issues (real estate investments,
economic development investments, corporate takeover con-
flicts, and position on state legislation on corporate gov-
ernance), is considered by many public pension commentators
as one of the states with the greatest potential for public
pension disasters. Some portion of the federal Congress, in
promoting greater federal legislative regulation of public
pension plans and benefits, have cited Pennsylvania as an
example of the need for regulation.

Prior to the creation of the PERSC, a need was identified
for a "specialized agency to initiate and coordinate public
pension policy development and to promote independent analysis
of retirement-related issues and legislative proposals." Given
the scope and complex1ty of publlc pension system design, admin-
istration, and funding issues in the Commonwealth, there appears
to be a continuing need for such an agency.

Although it might be possible for the functions of the PERSC
to be carried out solely by an administrative entity, LB&FC staff
believe a continued need exists for maintaining a Commission
structure. Given the scope and complexity of the public pension
issues which come before the Commission and the legislative
interaction on public pension legislation which occurs through
the actuarial rate process, it appears that a governing body
made up of legislators and public representatives experienced in
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the field of public pension system management3/ is conducive
to performing the mandated Commission functions.

8. Current Role and Need for PERSC Advisory Committees

As discussed earlier in this finding, the PERSC has two
statutorily created advisory committees, the Municipal Pension
Advisory Committee (MPAC) a29 the Municipal Employee Pension
Advisory Committee (MEPAC) The existence and activities of
both of these advisory committees appear to be important to the
operations and functioning of the PERSC.

The Municipal Pension Advisory Committee is a six-member
body made up of representatives from six municipal associations
(e.g., the PA State Association of Boroughs and PA League of
Cities). The primary function of the MPAC is to present informa-
tion and make recommendations to the Commission on retirement
issues of interest and concern to their members.

The Municipal Employee Pension Advisory Committee is a five-
member group consisting of representatives of five public employ-
ee associations (e.g., the Fraternal Order of Police and Ameri-
can Federation of State, County and Municipal Employees). Corre-
spondingly, the primary function of the MEPAC is to present the
viewpoint and recommendations of the member associations to the
PERSC on retirement matters and issues.

The Executive Director of the PERSC indicated to LB&FC staff
that it is important to the Commission and its staff to receive,
on a continuing and structured basis, the views, concerns, and
priorities of municipal employees and municipal governments.

The Director further expressed the opinion that the need for
input from these associations is ongoing as the General Assembly
continues to evaluate retirement-related policies and considers
public employee retirement legislation.

Although neither Committee routinely provides written input
and recommendations to the Commission, the PERSC Executive Direc-
tor indicated that valuable insights and perspectives are provid-
ed through dialogue which occurs at advisory committee meetings

3/A presently constituted, the Commission is comprised of nine
members, five of whom are appointed by the Governor and four of
whom are members of the General Assembly. The five gubernatori-
al appointees are to be skilled and knowledgeable in the area of
pension or retirement system management, and one is to be an
active or retired member of a public employee pension or retire-
ment plan.

4/Descr1pt1ve information on these advisory committees is
presented in Section III, Background. Findings, B and E also
relate specifically to the advisory committees.
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(which are attended by PERSC staff) and periodic joint commis-
sion and advisory committee meetings. For example, at these
meetings, the advisory committee members also provide comments
and reaction to the Commission regarding proposed pension
legislation. According to the PERSC's Executive Director, this
input is useful in the preparation of actuarial notes for the
General Assembly.

Both advisory committees also reportedly participated, along
with the PERSC, in the development of Act 1984-205, which estab-
lished an actuarial reporting system and a funding standard for
Pennsylvania's municipal retirement systems, and in the recent
development of proposed legislation to establish uniform stan-
dards for fiduciary activity in these systems.

The operations of the two advisory committees are carried
out at a relatively low cost to the Commonwealth. Advisory
committee members receive reimbursement for expenses. During FY
1988-89, the total cost for advisory committee member expenses
was approximately $2,900.

In summary, the Public Employee Retirement Study Commission
has extensive administrative and oversight responsibilities
which concern the operation of municipal retirement systems.
Continued input and participation from the MPAC and the MEPAC
appear to be important to the administration of these duties.
Termination of these advisory bodies would eliminate a formal
and relatively low-cost mechanism through which pub%}c employees
and employers can advise and assist the Commission.

5/See Finding E for discussion regarding the need to provide
for a broader representation of public employee and employer
organizations on the PERSC's advisory committees.
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B. PUBLIC INPUT AND PARTICIPATION

The membership of the PERSC includes five "public" members
who are appointed by the Governor. This statutory membership
requirement coupled with other provisions such as frequent pub-
lic meetings, the existence of two advisory committees represent-
ing specialized "publics,"™ and solicitation of public comments
on proposed regulations provide opportunities for public input
and participation. While such opportunities are present, steps
could be taken to further enhance public input and participa-
tion.

DISCUSSION:

The statutory composition of the Public Employee Retirement
Study Commission and its two advisory committees provide opportu-
nities for public input and participation. Five of the nine
members of the Commission are public members appointed by the
Governor. Additionally, the existence of two advisory commit-
tees (the Municipal Pension Advisory Committee, MPAC, and the
Municipal Employee Pension Advisory Committee, MEPAC) provides
an avenue for input and participation by specialized "publics"
(i.e., public employee and gublic employer organizations repre-
sented on the committees).1

Public meetings of the Commission occur on a fairly regular
monthly basis. (By law, the Commission must meet at least six
times per year.) Advisory committee meetings occur at varying
frequencies. (By law, the advisory committees are required to
meet with the PERSC at least once a year.) For example the MPAC
met three times in 1988 and once in 1989, while the MEPAC met
five times in 1988 and six times in 1989.

All meetings are held in Harrisburg. According to PERSC
staff, an opportunity is provided at each Commission and adviso-
ry committee meeting for interested public attendees to provide
comments and input to members.

PERSC staff also indicated that a mailing list of interested
persons and organizations is maintained. Persons on this list
are sent advance copies of meeting agendas and other information
developed by the Commission. According to the PERSC Executive
Director, persons who have a particular interest in a matter on
the meeting agenda may call PERSC staff and request time to make
a statement, or they may simply attend the meeting and speak
when public input is solicited.

1/The possible need to expand the membership of these advisory
committees is addressed in Finding E.
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Meetings of the PERSC and its advisory committees are sub-
ject to the provisions of the Sunshine Act. The Sunshine Act
requires covered agencies to give public notice of meetings,
which can be given by publishing the date, time, and place of a
meeting in the local newspaper.

LB&FC staff sampled three PERSC meetings per year for the
years 1988 and 1989 and found that notice was published in a
Harrisburg paper prior to each meeting. In addition, two meet-
ings per year during 1988 and 1989 were sampled for both the
MPAC and the MEPAC. Each committee published prior notice for
three of the four meetings sampled. A notice was not published
for either of the other meetings. Review of PERSC files indi-
cates that Commission staff prepared Sunshine notices and submit-
ted them to the Office of Administration for each of these meet-
ings. However, the notices for the two meetings concerned appar-
ently were not submitted by the Commission in time for publica-
tion prior to the meeting date.

The Sunshine Act also requires a covered agency to keep
written minutes of all open meetings. The six PERSC meetings,
four MEPAC meetings, and four MPAC meetings discussed above were
reviewed for compliance with the minute-keeping requirement.

The MPAC and the MEPAC keep written minutes of meetings, and the
PERSC keeps written minutes of Commission meetings.

sions held immediately prior to monthly Commission meet-
ings) or annual meetings with the advisory committees. While
the Sunshine Act does not specifically require that minutes be
kept of these sessions, such practice would appear to be consis-
tent with the intent of the Act and the PERSC's practice of
advertising and opening these meetings to the public. Also, if
the Commission is considered to be an executive agengy, the
keeping of minutes would be required by regulation.

TB? PERSC, however, does not keep minutes of working ses-
(

2/Working sessions are prearranged meetings of agency members
held immediately prior to a meeting at which official action
will be taken for the purpose of discussing agenda items to be
discussed and decided at the PERSC meeting.

3/The Office of General Counsel has promulgated requlations, 4
Pa. Code §§1.41-1.61 Subchapter C, concerning the application of
the Sunshine Act to executive agencies. Those regqulations pro-
vide for a rebuttable presumption that a meeting is subject to
the regulations (including the minute-keeping requirement) "when-
ever a quorum of an agency meets by prearrangement to discuss
agency business," 4 Pa. Code §1.44. The regulations also pro-
vide criteria for determining whether a meeting must be open
(e.g., the agency anticipates making a decision on agency busi-
ness in the near future, the discussions involve direct or indi-
rect indications of how agency members will vote, or the discus-
sions occur at a prearranged gathering of agency members to
deliberate on agency business). As discussed in Finding N, it
is unclear whether the PERSC is an executive agency for this

purpose, however.
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A review of Commission minutes also indicated that the PERSC
has on some occasions taken official action at meetings attended
by less than half of its members. Of 35 meetings held between
January 1986 and December 1989, the Commission took official
action at four meetings attended by four of nine sitting miybers
and one meeting attended by three of nine sitting members.

Act 1981-66, as amended, does not specify a quorum for PERSC
meetings, but the Commission's bylaws provide that the presence
of five members constitutes a quorum (except in situations in-
volving a vacancy or a long-term disability). The Executive
Director indicated that the Commission construes its bylaws as
meaning that both members and designees of absent legislators
are to be counted toward a quorum (under Commission by-laws, a
designee may attend on behalf of a legislator and may vote in
accordance with written instructions). Under this interpreta-
tion, a quorum was present at each of the 35 PERSC meetings
examined.

The auditors also examined the Commission's compliance with
the public notice and input requirements of the Regulatory Re-
view Act, as amended, 71 P.S. §§745.1-745.15, and other relevant
statutes.

The PERSC promulgated regulations under Act 205 in 1987 (16
Pa. Code Chapters 201-209). The PERSC amended one of those
regulations in 1988 and another in 1989. On each of these three
occasions, the PERSC gave public notice of its intent to promul-
gate or amend rules and solicited public input, as required by
law. No comments were submitted, however.

The PERSC also publishes various reports and public informa-
tion documents. Certain of these, including the "PERSC Annual
Report," a biennial "Status Report on Local Government Pension
Plans" and a summary booklet entitled "Public Employee Retire-
ment Laws for Pennsylvania Local Governments," are outreach-type
materials which serve as 7 source of public information on the
Commission and its work.>

4/In addition, the PERSC took official action at one meeting
attended by four of seven sitting members. The term of one
legislator had expired and no replacement had been appointed,
and the term of one public representative had expired and no
replacement had been appointed and qualified.

5/A complete list of PERSC publications is included as Appen-
dix C to this report.
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IT IS RECOMMENDED THAT:

- The PERSC consider keeping minutes of the "working ses-
sions"™ which are held prior to regular Commission meet-
ings. Keeping such minutes would be consistent with the
Commission's policy of providing notice of such meetings
and opening them to the public. In addition, if the PERSC
is classified as an executive agency (see Finding N),
keeping minutes of such meetings would appear to be re-
quired by regulations promulgated by the Office of General
Counsel. The PERSC should also consider keeping minutes
of annual meetings held with the Municipal Pension Adviso-
ry Committee and the Municipal Employee Pension Advisory
Committee.

- The PERSC consider developing a general statement solicit-
ing public input for inclusion as a permanent feature in
its annual report and other public information documents.
This statement should generally define the role and mis-
sion of the PERSC and should solicit comments, ideas, and
suggestions regarding Commission operations, programs
administered by the Commission, and other public pension
issues. Procedures for contacting the Commission to pro-
vide such input should also be specified.

-~ The PERSC develop a procedure for ensuring that Sunshine
notices are completed and sent to the Office of Administra-
tion in time to permit their publication prior to meetings
of the PERSC, MPAC, and MEPAC. In addition, the PERSC may
wish g? consider posting notice of MPAC and MEPAC meet-
ings.

6/Public notice for a meeting is defined as (1) publication of
notice in a newspaper, (2) posting notice at the agency's office
or the building where the meeting will be held, (3) giving no-
tice to parties, 65 P.S. §273. The PERSC notifies officials in
the Capitol Building to post notice of PERSC meetings, but not
PERSC working sessions, MPAC or MEPAC meetings, or joint ses-
sions of PERSC and its advisory committees.
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C. REQUIRED COMMISSION INPUT IS BEING PROVIDED FOR MOST
RETIREMENT-RELATED LEGISLATION

One of the primary statutory responsibilities of the PERSC
is the review and analysis of proposed public employee pension
legislation. Input resulting from this Commission function is
provided to the Legislature through both actuarial and advisory
notes. By law, a pension bill is not to receive second consider-
ation until an actuarial note has been attached to it by the
PERSC except under certain circumstances (e.g., if the PERSC
fails to meet the statutory actuarial note deadline). LB&FC
staff found that the Commission has established written objec-
tives and procedures to guide this process and is, with only a
relatively few minor exceptions, providing required advice and
input on proposed pension legislation. LB&FC staff also found
that actuarial note preparation is occurring well within the 25
legislative day time frame provided for in law. Although a high
compliance rate is evident, minor refinements in the process may
be advantageous.

DISCUSSION:

A central function of state retirement commissions is to
provide advisory services to the state's legislative body.
Common to all such commissions is a responsibility to review
proposed pension-related legislation and provide advice and
input to the state legislature regarding the potential implica-
tions of proposed pension benefit/system changes.

The Public Employee Retirement Study Commission's responsi-
bilities in this area are clearly established in state law. As
stated in 43 P.S. §1406(a)(2), the PERSC is:

To analyze on its own or upon request from either the
legislative or executive branch any bill relating to
public employee retirement or pension policy and issue
a report thereto in a timely fashion. Such a report
shall be submitted to the General Assembly and the
Governor and shall include an assessment of the actuar-
ial soundness, feasibility and cost of such
legislation.

Another provision requires the Commission to prepare actuar-
ial notes for pension-related legislation. As stated in 43 P.S.
§1407(a), except where the PERSC fails to meet the 25 legisla-
tive day deadline for preparing an actuarial note:

. « . no bill proposing any change relative to a

public employee pension or retirement plan shall be
given second consideration in ether House of the Gener-
al Assembly, until the Commission has attached an
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actuarial note prepared by an enrolled pension actuary
which shall include a reliable estimate of the cost
and actuarial effect of the proposed change in any
such pension or retirement system.

The law stipulates that if the Commission fails to attach
an actuarial note within 25 legislative days of first considera-
tion in either House of the General Assembly the bill may be
further considered in the same manner as if the actuarial note
had been attached to the bill. These provisions also apply to
amendments to public employee pension or retirement-related
legislation.

Both PERSC members and staff devote a considerable degree
of attention to the development of actuarial advice and input.
According to information prepared by the PERSC staff for purpos-
es of this audit, about 50% of the Commission members' time
involves the actuarial note process, while Commission staff
spends 25% of total staff effort to this area and 5% to the
development of related advisory notes.

The Commission has established written procedures as well
as internal goals and objectives related to this function. To
expedite the process, "Legislative Procedures" for the actuarial
note process were adopted in April 1985. These guidelines out-
line actuarial note request and response procedures. The PERSC
staff has additionally developed written goals and objectives
which relate to the process.

The preparation of actuarial notes is a joint activity car-
ried out by PERSC staff and its consulting actuaries. The
PERSC's Research Associate identifies pertinent legislation
through an ongoing manual review of all legislation which is
introduced. This individual then enters information on these
bills into the PERSC computer.

Once activated, the actuarial note process works as follows:

- The staff prepares a summary of the actuarial cost data
received from the consulting actuary and develops an
analysis of each legislative proposal for which an actuar-
ial note is prepared. (The analysis, for use by the
Commission in considering the attachment of the actuarial
note, presents general information and background on the
legislative proposal, identifies and discusses public
pension policy considerations associated with the
legislation and sets forth potential recommendations for
the Commission's consideration.)

- The Commission reviews and considers the actuarial analy-
sis developed by its staff and consulting actuary and
decides whether to approve attachment of the actuarial
note to the bill.

26



- The actuarial note is transmitted to the General Assembly
and the Governor.

As noted earlier, the PERSC also provides input through a
mechanism known as an advisory note. These notes are prepared
primarily by Commission staff with review by a consulting actu-
ary, if necessary. They are distinct from actuarial notes and
are intended to provide legislative committees with an identifi-
cation of the pension policy issues contained in proposed
legislation and, if possible, broad information on the likely
actuarial cost of the proposal prior to the time an actuarial
note is required.

LB&FC staff review of Commission filesl/ indicates that a
total of 316 pension-related bills were identified by the PERSC
staff during the 1987-88 and 1989-90 legislative sessions
(through January 1990). As indicated on Exhibit A, actuarial
notes were attached to a total of 86 of these bills. Analysis
of the remainder of this legislation indicated that:

- Actuarial notes were not needed for 218 or 69% of these
bills. In most cases (173), a note was not needed because
the bills had not been referred from committee, while 32
did not have notes attached because the Commission deter-
mined that no actuarial cost was involved (e.g., an appro-
priations bill or a bill involving investment restric-
tions).

- Actuarial notes were not attached to 5 bills in which the
Legislature included wording exempting them from the actu-
arial note process. Two of these bills (in the 1987-88
legislative session) became acts without having an actuar-
ial note attached. PERSC staff stated that although no
formal note was prepared for these two bills, the Legisla-
ture had received some prior input from the Commission on
them. PERSC staff also indicated that bills exempt from
the actuarial note requirement are generally enacted near
the end of a legislative session or at the end of a fis-
cal year.

- Actuarial notes were not attached to 4 bills which were
on second consideration and 3 amended bills. PERSC staff
reported that although a formal actuarial note was not
used, the Commission had previously provided input on all
of these bills. This actuarial information was reported-
ly provided through notes attached to an original version
of a bill before amendment, through notes attached to
similar bills, through telephone conversations with legis-
lators or legislative staff and/or through advisory notes.

1/A discussion of the use of actuarial notes by the General
Assembly and their impact on pension legislation is included in
Finding A.
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LB&FC staff also examined Commission compliance with the
statutory requirement that actuarial notes be attached within 25
legislative days. Sampling of PERSC actuarial note preparation
during the 1987-88 and 1989-90 legislative sessions indicated
that the Commission is attaching the required notes in a timely
manner. As shown below, 80% of the 25 bills sampled were at-
tached within 15 days or less and none exceeded the 25-day limit.

Number of Days Total

Bills 1-5 6-10 11-15 16-20 21-25 >25 Bills
Number 5 7 8 3 2 0 25

Percentage 20% 28% 32% 12% 8% 0% 100%

The General Assembly is receiving input and advice regard-
ing the formulation of public pension policy that was not avail-
able on a routine basis prior to the creation of the PERSC.

While input is provided on most bills, a relatively small number
of bills are not being examined in final amended form or when ex-
empted by the Legislature. In these particular instances, legis-
lators may not have sufficient information on the actuarial cost
and policy implications of proposed pension legislation which
could potentially have a negative impact on pension funding for
the particular systems to which the legislation applies.

IT IS RECOMMENDED THAT:

- The PERSC contact the Legislative Data Processing Center
to discuss the possibility of entering into a reciprocal
agreement under which the Commission would receive author-
ization to access the LDP's computerized legislative
records system. This linkage would appear to be useful
to the Commission, for example, in reducing the time it
currently takes to identify and manually track proposed
retirement and pension legislation and obtain information
that is pertinent to its actuarial note responsibilities.

- The PERSC review all proposed pension and retirement
legislation which includes a specific exemption from the
actuarial note requirement to determine if there may be
significant unanticipated actuarial and pension system
impacts which should be brought to the attention of the
pertinent legislative standing committees and the Gover-
nor's Office. If determined to be necessary by the Com-
mission, information and advice on such legislation
should be transmitted through the Commission's informal
advisory note process.
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EXHIBIT A

Summary Information on PERSC
Development of Actuarial Notes for Legislation .
Relating to Public Employee Pension/Retirement Matters /

No. of Bills During
Legislative Sessions

Actuarial Note Actions Taken 1987/88 1989/90a/
Bills on which actuarial notes attachedb/.. 52 34
Bills exempted by legislative actionC/..... 5 0

Bills not requiring a note:

Not reported from co?mitteed/............ 80 93
PERSC 9eterminatione cheeecretsecsenennennn 21 11
otherf/ ... ... ... e eeeieeeieaeaeaaan 3 10

Bills on which no note a;tached prior
to second consideration9/........... 0., 3 1

Bills on g?ich no note attached to
amendment™/ ¢ cccceeean ceeesssessssescane e

II—‘
|N

Total pension-related bills .......ccccc...

=
[2)]
(2]
=
v
—

*/State law, Act 1981-66, requires that the PERSC analyze and
report on the actuarial soundness, feasibility, and cost of any
bill relating to public employee retirement or pension policy.
Another provision of the same act requires that the Commission
prepare actuarial notes which shall include a reliable estimate
of the cost and actuarial effect of the proposed legislation.
The latter provision also applies to amendments to such
legislation.

Source: Developed by the LB&FC staff from examination of
PERSC files.

(NOTE: Please see additional footnotes to this exhibit on the
following page.)

29



FOOTNOTES TO EXHIBIT A

a/Through January 1990.

b/According to PERSC records, the Commission authorized the
attachment of a total of 60 actuarial notes to pension
legislation at the request of the General Assembly during 1987,
1988, and 1989. This number differs from the numbers shown on
this exhibit because the figures 52 in 1987-88 and 34 in 1989-90
refer to the number of bills on which actuarial notes were at-
tached, while the number cited above (60) refers to actuarial
notes. In some cases, several actuarial notes may pertain to
the same bill; in other cases, one actuarial note may relate to
several different bills.

c/The Legislature incorporated wording in these bills to exempt
them from the actuarial note requirement of Act 1981-66.

d/These bills had not been reported from committee. The actuar-
ial note process is activated when a bill is reported from com-
mittee and the General Assembly requests that an actuarial note
be prepared by the PERSC. Advisory notes were prepared by the
PERSC for certain bills in this category.

e/The PERSC staff determined that these bills did not require

an actuarial note. In this category are appropriations bills,
bills requiring only employee costs (deferred compensation),
investment restriction bills, and other bills for which PERSC
staff indicate the actuarial cost is not determinable.
f/Generally includes bills referred to committee, reported, and
then sent back to committee.

g/A note is to be attached to a bill within 25 legislative days
after first consideration of the bill and prior to second consid-
eration in either House of the General Assembly.

h/An actuarial note is to be attached to an amendment to pen-
sion/retirement bills within 25 leglslatlve days after the amend-
ment has been submitted to PERSC but prior to consideration by
either House of the General Assembly.
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D. COMMISSION ACTIONS ARE PROMOTING MUNICIPAL COMPLIANCE WITH
PENSION REPORTING AND MINIMUM FUNDING STANDARDS

Act 205 of 1984 mandates actuarial reporting and minimum
funding standards for all municipal pension plans in the Common-
wealth. Responsibility for administration and oversight of
these provisions is assigned to the PERSC. Actions taken by the
Commission have produced a high level of compliance with Act 205
standards. The requirement that actuarial reports be regularly
submitted to the Commission appears to provide for an effective
accountability and monitorship mechanism. Full compliance was
achieved in this area for the most recent reporting year
(1987). There are also indications that the PERSC-administered
actuarial funding requirement has been a major factor in arrest-
ing the rapid growth in the unfunded pension liabilities of
local governments which existed prior to the passage of Act
205. However, not all municipalities are meeting this minimum
funding standard. Additional follow-up by the Commission to
ensure that corrective actions are taken appears to be needed.

DISCUSSION:

Under Act 1984-205, the "Municipal Pension Plan Funding
Standard and Recovery Act," the PERSC has specific administra-
tive and monitoring responsibilities related to pension system
reporting and funding by Pennsylvania local governments. These
responsibilities include:

- Administering an actuarial valuation reporting program for
municipal retirement systems.

- Monitoring and enforcing compliance with the statutorily
mandated actuarial funding standard.

- Annually certifying municipal pension cost data to the
Auditor General for use in allocating General Municipal
Pension System State Aid.

- Administering the Financially Distressed Municipal Pension
Systems Recovery Program that involves the annual determi-
nation and certification of distress data used in allocat-
ing Supplemental State Assistance.

Information on the Commission's performance in these areas
is summarized below:

Act 205 Administration and Enforcement

1. Actuarial Valuation Reporting - Act 205 provides for
the submission of standardized reports on all municipal
pension plans (approximately 2,600) every two years.
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Reports must be filed with the PERSC on or before the
last business day in March following each reporting year
(i.e., 1985, 1987, 1989, etc.). LB&FC staff examined
Commission enforcement of the reporting requirements for
the 1987 municipal pension plan reports (i17., those
with a filing deadline of March 31, 1988). Commis-
sion records indicate that although the use of delinquen-
cy notices was required, only 7 of 2,632 reports were
delinquent one year after the filing deadline and all
were received by June 1989, within the eighteen-month
time frame established as a goal by the PERSC for 100%
compliance.

2. Monitoring/Enforcing Minimum Funding Standard - Act
205 requires that each municipality annually contribute
the full amount of its minimum funding obligation to
each of its retirement systems. For each municipality,
a minimum financial obligation is calculated (referred
to as the minimum municipal obligation, or MMO).

The act specifies a procedure for calculating the MMO
based on the type of retirement plan in effect. The MMO
is calculated using the results of the standardized
actuarial reports submitted to the PERSC. When a munici-
pality contributes less than the MMO, a funding deficien-
cy is created.

The PERSC is responsible for monitoring and enforcing
compliance with this funding standard. Information on
compliance with the standard, which was first effective
in 1986, was available in the 1987 Act 205 actuarial
valuation reports. Analysis of this reported data by
the PERSC indicated that municipalities had failed to
comply with the funding standard in 256 cases.

Because the process was new and unfamiliar to municipal
officials and their consultants, the PERSC chose to take
a "limited enforcement" approach in dealing with instanc-
es of noncompliance. At the same time, the Commission
indicated a "need to effectively communicate the Commis-
sion's intent to ensure strict compliance with the actu-
arial funding standard in the future."

1/The municipalities' biennial actuarial valuation reports for
1989 (i.e., the period ending December 31, 1989) was due to the
PERSC on March 31, 1990. Because of this March filing deadline,
compliance testing could not be done for this reporting period.
Data compiled from these reports will be presented by the PERSC
in the 1991 edition of its "Status Report on Local Government
Pension Plans."
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To identify those municipal pension plans subject to
enforcement proceedings the Commission idenE}fied three
categories based on pension plan fund ratio and the
magnitude of the funding deficiency.

Funding deficiencies in all pension plans with low fund
ratios (50% or less) were examined to determine if they
were "significant." Significance was determined by the
Commission by calculating the funding deficiencies as a
percentage of municipal payroll.

The Commission took the following actions:

- For 13 instances where the funding deficiencies were
significant and the fund ratio was low, the Commission
issued orders to the affected municipalities requiring
the submission of actuarial certifications that the
funding deficiencies have been rectified. The PERSC
also indicated that for any instances of noncompliance
with its orders, legal proceedings would be initiated.

- For 73 instances where the funding deficiencies were
significant and the fund ratio was greater than 50%, the
Commission notified the affected municipalities of the
statutory requirement to remedy the funding deficien-
cies, and requested that the Department of the Auditor
General monitor their compliance.

- For the remaining 170 deficiencies, no action was taken
by the PERSC because the funding deficiencies were con-
sidered to be insignificant.

According to PERSC records, the 13 municipalities which
received compliance orders from the Commission have
complied. No information is available, however, on
remedial actions taken by the 73 municipalities which
received noncompliance notification letters. The Commis-
sion's Municipal Pension Program Manager indicated that,
although written certification of compliance is not
available for these 73 deficiency situations, he feels
confident that corrective actions have been taken.

According to an official of the Auditor General's Bureau
of Municipal Pension and Firemen's Relief Association
Audits, the 73 funding deficiencies communicated by the

2/Fund ratio is defined as assets expressed as a percentage of
the actuarial accrued liability. According to the PERSC, fund
ratios under normal circumstances should range from 50% to 150%.
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PERSC via letter in May 1989, will be examined in con-
junction with that office's Act 205 post-audit func-
tion. Instances of continued noncompliance will be
reported to the Commission.

The Commission did not follow-up on the 170 plans with
insignificant deficiencies. The PERSC Executive Direc-
tor indicated, however, that the Commission will strict-
ly enforce compliance with the actuarial funding stan-
dard beginning in 1990.

3. Certification of Municipal Pension Cost Data to the
Auditor General - Using a database which 1s derived
from the municipal actuarial valuation reports, the
Commission certifies municipal pension cost data to the
Department of the Auditor General on an annual basis.
This data is used by the Auditor General in allocating
General Municipal Pension System State Aid (GMPSSA).

Commission certification of this data appears to be
occurring in an accurate and timely manner. For exam-
ple, LB&FC staff determined that annual certifications
have occurred by the August deadline and that the annual
certifications to the Auditor General have had a less
than 2% error rate.

Officials of the Auditor General's Office also indicated
that the PERSC has made very few errors in certifica-
tions and is very timely in reporting the necessary
GMPSSA certification information to them by the August
15 deadline.

After the initial certification, the PERSC also certi-
fies to the Auditor General pension plan cost data for
delinquent municipal filings. These monthly certifica-
tions occur on a 30 day cycle until all municipalities
maintaining pension plans are determined to be in compli-
ance with Act 205 reporting requirements.

4. Administering Provisions of the Financially Distressed
Municipal Pension System Recovery Program - Act 205
also established a recovery program for financially
distressed municipal pension systems or plans. Depend-
ing upon the extent of financial distress of the system
or plan (i.e., minimally distressed to severely dis-
tressed), there are a number of remedies available, in-
cluding state §}d through the Supplemental State Assis-
tance Program.

3/Act 205 provides for a program of Supplemental State Assis-
tance to be funded by General Fund appropriations not exceeding
$35 million annually. The program began in 1988 and is to con-
tinue for a maximum of 15 years.
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The PER§9 is responsible for determining "distress
scores" for municipalities participating in the
program, transmitting distress determination notices to
involved municipalities, and certifying data to the
Auditor General for payment of Supplemental State Assis-
tance. The Commission also receives annual actuarial
valuation reports from the municipalities and annually
notifies the Governor and the General Assembly of the
appropriation amount needed for the program.

LB&FC staff examination of PERSC files indicated that
the PERSC has fulfilled its legal mandate to determine
financially distressed municipal pension plans and to
administer the Financially Distressed Municipal Pension
System Recovery Program. Deadlines were met in a timely
manner and calculations sampled were found to be accu-
rate.

Impact on Unfunded Liabilities of Municipal Plans

As shown on Exhibit B, the unfunded actuarial accrued liabil-
ities of municipal pension plans totalled approximately $3.0
billion as of 1987. The Commission has concluded that the Act
205 actuarial funding requirement has "arrested the rapid growth
in the unfunded pension liabilities of the Commonwealth's local
governments." While noting that the unfunded actuarial accrued
liabilities of municipal pension plans has continued to in-
crease, the PERSC reported in 1989 that its rate of growth is
declining and that little or no future growth is expected. The
Commission also expects that a decrease in unfunded actuarial
accrued liabilities will begin in the early 1990s.

. . « the annual rate of growth in the unfunded actuar-
ial accrued liabilities of municipal pension plans de-
creased significantly between 1985 and 1987. Prior to
the passage of Act 205, the unfunded actuarial accrued
liabilities had consistently grown at a 10% annual

rate since 1974 when the Commonwealth initiated moni-
toring municipal pension plans. In the two-year peri-
od following the passage of Act 205, the annual growth
rate dropped to approximately 1%.

4/Act 205 establishes a procedure for determining "distress"

in municipal retirement systems. This determination is made by
the PERSC based on a quantified evaluation of both the aggregate
actuarial condition of a municipality's retirement systems and
the general fiscal condition of the municipality. As of April
1990, there were 30 municipalities participating in this program.
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The results of analysis by LB&FC staff of 1985 and 1987
municipal pension plan data is consistent with the above PERSC
observations. The amount and percentage change in unfunded
accrued liability was calculated for the 57 municipalities with
aggregate unfunded liabilities of more than $1 million. (See
Table 1.) Only eight of these municipalities experienced in-
creases of 10% or more between 1985 and 1987 (the annual rate of
growth prior to Act 205), and the unfunded liability declined in
33 municipalities. (See Table 1.)

IT IS RECOMMENDED THAT:

- Because municipal officials and their consulting actuaries
now have experience with the minimum funding obligation
provisions of Act 205, the Commission require that al%
municipalities strictly comply with these provisions. /

In this regard, it is suggested that the Commission:

-- Discontinue the "limited enforcement" policy which
involved classification of municipal funding deficien-
cies as either "significant" or "“insignificant."

-~ Take an aggressive approach to enforcing the minimum
municipal funding provisions, including, for example,
the development of procedures for notifying municipali-
ties of noncompliance, directing them to come into com-
pliance, establishing time frames for municipalities to
come into compliance and specifying acceptable methods
of demonstrating compliance (for example, the Commis-
sion could require written actuarial certification of
compliance). In addition, it is suggested that the
Commission exercise its option to take appropriate
legal action to secure compliance, where necessary.

-- Continue its past practice of notifying the Auditor
General of all instances of municipal noncompliance and
requesting that these funding deficiencies be reviewed
during the municipal audit process.

- The Commission include follow-up information in each of
its biennial local government pension status reports on
corrective actions/legal proceedings instituted to address
instances of municipal noncompliance identified in prior
reports.

5/The importance of such compliance is reflected in the Act

205 provision which states, "any actual or potential failure

by a municipality to comply with the applicable funding standard
established by this act threatens serious injury to the affected
municipal pension plan, to the entire system of public employee
pension plans in the Commonwealth, and to the Commonwealth it-
self,” 53 P.S. §895.306 (emphasis added).
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FOOTNOTES TO TABLE 1

*/This table includes those municipalities with unfunded actu-
arial accrued llablllty of $1 million or more as of 1987. In-
cluded are various types of pension plans, including police,
fire and nonuniformed employee plans.

a/A breakdown of unfunded actuarial accrued liability by plan
type for each municipality is contained in Appendix E.

b/This total accounts for 95% of the total $2,968,321,805
unfunded actuarial accrued liabilities for all Commonwealth
municipalities based upon 1987 municipal pension plan data.

Source: Developed by LB&FC staff from analysis of 1985 and
1987 Public Employee Retirement Study Commission municipal pen-

sion plan data.
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E. NEED TO BROADEN REPRESENTATION ON COMMISSION ADVISORY
COMMITTEES

The PERSC receives advice and input from two statutorily
created advisory committees. Although the Commission's func-
tions relate to all public employee retirement systems in the
Commonwealth, membership of the two advisory groups is generally
limited to representatives of municipal employee and employer
organizations. Through an informal arrangement, representatives
of two non-municipal organizations have been serving as nonvot-
ing members of the advisory committees. Addition of these
groups to the advisory committees and a broader overall represen-
tation of public employee and employer organizations on the
committees is recommended.

DISCUSSION:

Two advisory committees have been established to serve as a
formal source of advice and input for the Public Employee Retire-
ment Study Commission (PERSC). State law provides that these
groups, the Municipal Pension Advisory Committee (MPAC) and the
Municipal Employee Pension Advisory Committee (MEPAC), are to
meet at least once a year with the full Commission to discuss
PERSC activities and to present information and recommendations.

As illustrated on Exhibit C, both advisory groups have a
primarily municipal orientation. The Municipal Pension Advisory
Committee is a six-member group which includes municipal offi-
cials or employees who are nominated by the municipal associa-
tions listed on the exhibit; the five-member Municipal Employee
Pension Advisory Committee is comprised of representatives nomi-
nated by various municipal employee organizations.

The municipal orientation of the advisory committees may be
related to conditions which existed at the time the PERSC was
created. The PERSC Executive Director expressed the opinion
that the main reason that the advisory committees have a munici-
pal orientation is that the pension situation at the municipal
level (i.e., serious and growing unfunded liabilities) was a
primary factor in the creation of the Commission in 1981.

Municipal issues were identified in the PERSC's enabling
legislation as being "first priority." Because the priority was
to address and complete the duties in the Act related to munici-
pal government retirement systems, advisory committees with a
municipal orientation were apparently created to provide input
specific to the Commission's primary mission at that time.
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The Commission's legal mandates and responsibilities relate,
however, to all public employee retirement systems in Pennsylva-
nia. Among these systems are the State Employes' Retirement Sys-
tem and the Public School Employes' Retirement System. Together,
these systems account for approximately 73% of all active members
of the public pension systems in the Commonwealth.

Neither state retirement system nor the Governor's Office of
Administration is presently represented on the PERSC's advisory
committees. The Governor's Deputy Secretary for Employee Rela-
tions expressed the belief that it would be useful for a repre-
sentative of the Office of Administration to be placed on the
committee if there is an expansion of the advisory committees as
a result of the sunset process.

Also not formally represented on the advisory committees are
a number of other public employee/employer groups which have a
direct interest in the formulation of public pension and retire-
ment policy and legislation. While these groups may have access
to the Commission through its public meetings and the meetings
of the MPAC and MEPAC, they are not formally involved in the
PERSC deliberation and decision-making process.

Representatives of several groups contacted by LB&FC staff
stated that they believe that it would be desirable for their
organizations to be formally added to the appropriate advisory
committee. These groups included the PA School Boards Associa-
tion, the Association of PA State College and University Facul-
ties, the PA Federation of Teachers and the PA Social Services
Union.

The Commission's Executive Director indicated that he be-
lieves that it may be helpful to have other public employee/
employer groups represented on the advisory committees. 1In this
regard, two non-municipal organizations, the PA School Boards
Association (PSBA) and the Association of PA State College and
University Faculties (APSCUF), are presently participating on an
informal basis as nonvoting members of the MPAC and MEPAC respec-
tively.

IT IS RECOMMENDED THAT:

The General Assembly consider amending the Public Employee
Retirement Study Commission Act, 43 P.S. §1408, to provide for a
broader representation of public employee and employer organiza-
tions on the PERSC's advisory committees. In relation to this
recommendation it is suggested that:

- The PERSC provide written input to the standing committee

assigned sunset review responsibilities for the Commission
regarding other public employee/employer groups which
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would be appropriate for inclusion on expanded advisory
committees (for example, the PA School Boards Association,
the Association of PA State College and University Facul-
ties, the PA Social Services Union, the PA Federation of
Teachers, a representative of the state retirement sys-
tems, and the Office of Administration).

The existing two advisory committee structure be main-

tained, but the names of the advisory committees be modi-
fied to reflect their expanded membership base.
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EXHIBIT C

Public Employee/Employer Organizations
Currently Represented on PERSC Advisory Committees

Municipal Pension Advisory Committee (6 Members)

The
The
The
The
The

The

Pennsylvania
Pennsylvania
Pennsylvania
Pennsylvania
Pennsylvania

Pennsylvania

League of Cities

State

State

State

State

Association of Boroughs
Association of Township Supervisors
Association of Township Commissioners

Association of County Commissioners

Municipal Authorities Association

Municipal Employee Pension Advisory Committee (5 members)

The
The
The

The

Pennsylvania Chiefs of Police Association

Pennsylvania State Firefighters Association

Pennsylvania State Education Association

American Federation of State, County and Municipal Employees

Pennsylvania Fraternal Order of Police

Source:

Developed by LB&FC staff from pertinent state statutes

and PERSC membership lists.
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F. CERTAIN MUNICIPAL PENSION SYSTEM REPORTS NOT SUBMITTED TO
THE COMMISSION

The PERSC is responsible for administering an actuarial
reporting program for municipal and county retirement systems.
While the Commission has been effective in ensuring the receipt
of the required actuarial valuation reports, it did not in 1986
enforce the mandatory "experience investigation" reporting re-
quirement which applies to certain large municipal pension
plans. These reports were first due in 1986 and are to be filed
every four years. Commission actions to ensure future compli-
ance with this reporting requirement are suggested.

DISCUSSION:

There are two types of actuarial reports which are to be
submitted to the Public Employee Retirement Study Commission
under current state law. Act 205 of 1984, the "Municipal Pen-
sion Plan Funding Standard and Recovery Act," requires that
municipal pension plans submit aiyuarial valuation reports and
experience investigation reports to the PERSC. Additional-
ly, under Act 293 of 1972, the PERSC administers an actuarial
reporting program for county systems.

As discussed in Finding D of this report, all actuarial
valuation reports were received by the PERSC, although a rela-
tively small number were not received until up to 18 months
following the reporting deadline. While the PERSC has been
successful in bringing about a high level of compliance with the
municipal actuarial valuation reporting requirements, problems
were encountered in achieving full compliance with the experi-
ence investigation reporting mandate of the act.

Under the provisions of Act 205, each municipality which
maintains a pension plan for its employees and has an active,
vested inactive, and benefit recipient membership equal to or
greater than 1,000 must prepare an experience investigation
report quadrenially. This requirement applies to the following
four municipal systems: the city of Pittsburgh, the city of
Philadelphia, the Philadelphia Housing Authority, and the city
of Erie. The initial filing of this report was due along with
the systems' first actuarial valuation reports on the last busi-
ness day of March 1986.

1/According to Act 1984-205, 53 P.S. §895.102, an experience
Investigation is a report which furnishes data on the experience
of the pension plan and an analysis which substantiates the
actuarial assumptions on which actuarial valuations are based.
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There are several specific provisions which apply to this
reporting requirement. Specifically, the experience investiga-
tion is to accompany the municipality's actuarial valuation
report and be prepared by an approved actuary (53 P.S. §§895.201
and 203). If the actuarial valuation report or the experience
investigation is not filed in a timely fashion, all financing
which is provided to the municipality by the Commonwealth for
pension plan purposes is to be withheld until both of these
reports are prepared and filed. If the municipality fails to
file an experience investigation, the Commission is to have the
report prepared and the municipality is to reimburse the Commis-
sion for the cost of preparation (53 P.S. §895.204).

Two of the four municipalities, to which these requirements
apply (the Philadelphia Housing Authority and city of Erie), did
not file an experience investigation report. The PERSC did not
attempt to bring about compliance by withholding funding to the
municipal system or by assigning an actuary to prepare the inves-
tigation and billing the system for associated costs. While the
Philadelphia Housing Authority is not eligible to receive munici-
pal pension state aid, Erie has received a total of $12,159,429
in General Municipal Pension System State Aid monies during the
period 1986 through 1989, even though its experience investiga-
tion was never filed.

Because the Commission did not receive experience investiga-
tion reports from these two entities, there is no data available
concerning the accuracy and validity of the actuarial assump-
tions upon which their actuarial valuation reports were based.
In addition, municipal pension aid monies were disbursed which,
according to law, should have been withheld.

Commission staff explained that, when the reports were first
due in 1986, Act 205 was relatively new and the PERSC's Munici-
pal Pension Program Manager at that time left employment with
the Commission. It appears that these factors and the absence
of specific controls related to this aspect of the reporting
program contributed to the PERSC not enforcing compliance in
this area.

IT IS RECOMMENDED THAT:

The Commission take steps to ensure that the experience
investigation reports which were due from the municipal pension
systems on the last business day of March 1990 and every 57ur
years thereafter, are prepared and submitted as required.

2/According to the PERSC's Municipal Pension Program Manager,
all experience investigation reports which were due by the last
business day of March 1990 had been received.
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It is also suggested that in cases of noncompliance, the Commis-
sion take actions provided for in law to:

- Withhold the payment of General Municipal Pension System
State Aid to the municipality until the delinquent report

is filed.

- Have the report prepared for the municipality and bill the
municipality for reimbursement of the actual cost of re-

port preparation.
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G. COMMISSION ASSESSMENT NEEDED OF MUNICIPAL PENSION SYSTEM
STATE AID ALLOCATION FORMULA

In 1985 the General Municipal Pension System State Aid
Program was initiated to assist municipalities in meeting employ-
ee pension costs. The state aid available for allocation under
this program has grown from $62.3 million in 1985 to Si121.7
million in 1989. According to Commission reports, the unantici-
pated increase in state revenues dedicated to this program has
altered its intended effect. As a result, the program now fi-
nances 100% of the employee pension costs of most recipient
municipalities. Consequently, instead of defraying a portion of
municipal pension costs, the aid is actually serving as an in-
ducement for municipalities to increase their employee pension
liabilities. The Commission is encouraged to monitor this situa-
tion and proceed with the planned development of proposals for
corrective changes to the allocation formula.

DISCUSSION:

Act 1984-205 established the General Municipal Pension Sys-
tem State Aid (GMPSSA) Program. Under this program, proceeds
from the Foreign Casualty Insurance Premium Tax and a portion of
the proceeds of the Foreign Fire Insurance Premium Tax are allo-
cated annually to municipalities (other than counties and author-
ities) to assist them in meeting their total pension costs.

State aid allocations under the GMPSSA Program are made on a
formula basis with an upper limit or "cost cap" provision which
limits allocations to 100% of a municipality's annual pension
costs. Calculation of the Act 205 state aid allocation is made
by the Auditor General using municipal pension cost data certi-
fied by the PERSC from its municipal pension plan database. The
PERSC annually certifies data to the Auditor General for this
purpose.

The amount of state aid allocated under this program has
increased substantially since its inception. Since 1985 the
total allocation of GMPSSA to municipalities has increased by
95%. The growth in total annual GMPSSA allocations from 1985 to
1989 is illustrated below:

Year Total Allocation
($ Millions)

1985 teeeecccssccsscsassnsssasoscccssssesses S 62.3
1986 ...... cseeessses s essscssses e e e 78.4
1987 tiececsccssssasescscncsssassssasasnsesnscs 97.1
1988 .t.ieieececenns teesessaeseesessecnssasas 109.0
1989 teveececccsccoscssccsnsanssnssocsessees 121.7
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The substantial increase in state aid available for the GMPSSA
Program can be traced primarily to increases in receipts from
the Foreign Casualty Insurance Premium Tax.

As the Commission has reported, this increase is having a
profound effect on the municipal pension environment. PERSC
data indicates that in 1988 state aid allocations fully funded
the municipal pension obligations of over 93% of the recipient
municipalities.

This development is reportedly changing the orientation of
municipal officials to their employee pension plans. The PERSC
commented on this development in its May 1989 "Status Report on
Local Government Pension Plans":

Because local tax revenues are no longer required to
finance employee pension benefits, municipal officials
are more likely to grant increased pension benefits.

The GMPSSA allocations are now being viewed by many
municipal officials and others as grant monies that can
be increased by raising the employer costs of the pen-
sion plans. The employer pension costs--the total
annual costs less member contributions--can be increased
by granting benefit increases or by reducing or elimi-
nating member contributions. Municipal pension bene-
fits are being increased as an alternative to other
forms of compensation that must be funded by the munici-
pality. The same inducement exists for reducing member
contributions. Whether increasing benefits or reducing
member contributions, the municipalities are incurring
liabilities based on the assumption that the state aid
will fund the increased annual costs.

The continued operation of the GMPSSA program in this manner
is inconsistent with the stated intent of the program and with
sound fiscal and public pension policy.

In its 1983 report entitled "Recommendation of Actuarial
Funding Standards and a Recovery Program for Municipal Pension
Systems," (which subsequently was embodied in Act 205) the PERSC
recommended that "the general municipal pension system state aid
program monies be in the form of a nonrestricted allocation to
offset municipal employer pension costs" (emphasis added).
Additionally, it appears clear that the Legislature intended the
GMPSSA to offset municipal employer pension costs when the mini-
mum funding standards for municipal pension plans were estab-
lished by Act 1984-205.

State aid which fully supports municipal pension obligations
is also not conducive to sound fiscal or public pension policy.
According to the Commission, "there is considerable reason to
doubt that the GMPSSA Program will continue to fund municipal
pension costs to the extent evident in the last few years."
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Therefore, municipalities choosing to incur liabilities
for increased pension benefits may experience future de-
creases in GMPSSA allocations and increased demands on
local tax revenues to fund benefits they may have assumed
would be covered by state aid. Additionally, it is conceiv-
able that a limit on GMPSSA revenues could be implemented
for state budgetary reasons.

In keeping with its responsibility to monitor and evalu-
ate laws related to public employe pension and retirement
policy, the Commission has been monitoring the rate of
growth of the GMPSSA as well as the impact of the GMPSSA
allocation formula. The Commission reports that it plans
to issue a special report on the GMPSSA Program subsequent
to the 1990 allocation. This report and the Commission's
recommendations to address the GMPSSA Program funding situa-
tion are expected to be issued during the spring of 1991.

IT IS RECOMMENDED THAT:

The Commission continue to monitor the need to modify the
General Municipal Pension System State Aid allocation formula
and proceed in as timely a manner as possible to complete a
planned report and proposed recommendations to address this
situation. Updated information on the impact of the allocation
formula and associated Commission proposals for legislative
changes to the formula should be made available to the standing
committee assigned sunset review responsibilities for the Commis-
sion.
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H. ADDITIONAL COORDINATION NEEDED BETWEEN COMMISSION AND OTHER
STATE AGENCIES INVOLVED WITH MUNICIPAL PENSION SYSTEMS

In addition to the PERSC, both the Department of the Auditor
General and the Department of Community Affairs have administra-
tive/program responsibilities related to municipal pension sys-
tems. While dialogue and communication occurs among these agen-
cies on an as needed basis, there is no formal or regularly
scheduled forum for information interchange, planning and coordi-
nation of activities. A number of individuals who responded to
an LB&FC sunset questionnaire survey cited the need for enhanced
coordination, especially regarding policy development, technical
assistance and the provision of advice regarding Act 1984-205
(the Municipal Pension Plan Funding Standard and Recovery Act).
Regular planning/coordination meetings and periodic joint techni-
cal assistance workshops are proposed.

DISCUSSION:

As discussed in other sections of this report (see primarily
Findings A and D), the Public Employee Retirement Study Commis-
sion is responsible for administering the actuarial reporting
and minimum funding standards established for municipal pension
plans by Act 1984-205.

In this capacity, the Commission certifies municipal pension
cost data to the Department of the Auditor General. The Commis-
sion additionally certifies payments to municipalities partici-
pating in the Financially Distressed Municipal Pension System
Recovery Program and notifies the Auditor General of instances
of significant municipal noncompliance with minimum pension
funding standards so that remedial actions can be monitored.

Both the Department of the Auditor General and the Depart-
ment of Community Affairs have related roles and involvement
with municipal pension systems. The Auditor General, for exam-
ple, is responsible under Act 205 for allocating General Munici-
pal Pension System State Aid and Supplemental State Assistance
to municipalities based upon certifications made by the Commis-
sion. The Auditor General is also responsible for conducting
audits of the state aid allocations.

The Department of Community Affairs also has related func-
tions under the Financially Distressed Municipalities Act, 53
P.S. §11701.101 et seqg. Additionally, the Department, through
its Bureau of Local Government Services, provides municipal
training and consulting services that can relate to pension
matters.

Discussions with staff of these agencies indicate that work-
ing relationships and dialogue occur on an as-needed basis.
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Additionally, LB&FC staff noted that the Department of Community
Affairs sponsored training workshops on municipal pension reform
and pension administration at nine locations throughout the

state in 1985. PERSC staff served as instructors for the munici-
pal pension reform workshops.

There are indications, however, that there may be a need to
formalize inter-agency communication and coordination and to
consider additional mechanisms through which training and techni-
cal assistance can be systematically provided to local govern-
ment officials, municipal pension administrators and involved
consulting actuaries.

The following are comments on this general subject which
were submitted to LB&FC staff through a sunset audit question-
naire:

- Pension advice re PERSC/Auditor General interface could be
better.

- . . . There also seems to be little or no coordination of
effort between the Study Commission and the Auditor Gener-
al's Office. I would like to see more authority and con-
trol exercised by the Public Retirement Study Commission
as well as some type of coordination of efforts with the
Auditor General's Office.

- There should be better information on laws and regula-
tions. The Department of Police and Fire Audits does not
give "pre-audit" advice and the Commission says permissi-
ble interpretations of Act 205 et al are up to the audi-
tors. We, as actuaries, must therefore adopt "reasonable"
approaches without good guidance.

- I see little or no coordination of efforts between the two
main agencies involved in the state's administration of
municipal pension plans, namely between the Public Retire-
ment Study Commission and the Auditor General's Office.

- There is little to no overlapping, but there is also no
coordination or direction.

- We have been receiving conflicting reports, information,
and rules between the PERSC and the Auditor General's
Office since 1987.

- The only suggestion that I have is to grant the Commission
more control over pension policy and provide for better
coordination with the Auditor General's Office.

- More written guidance. For example, on acceptable plan
provisions, budget process, compensation definition, etc.
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- But, please don't go as far as the IRS in trying to regu-
late everything.

- It appears that there is some conflict between the two
organizations in their respective understandings of Act
205 and, therefore, the data which is collected by the
Public Employee Retirement Study Commission and used for
the calculations of costs is not necessarily consistent
with the way the Auditor General is applying the data to
determine the state aid.

The Executive Director of the PERSC indicated that while Act
205 is structured in such a way as to force interaction between
the agencies, there remains a need for increased communication.
The Director supports the concept of holding regularly scheduled
meetings. He also stated that it may be useful to reinstitute
periodic training workshops because of turnover which has oc-
curred at the municipal level since sessions were last held in
1985.

Officials of the Department of Auditor General's Bureau of
Municipal Pension and Firemen's Relief Association Audits and
the Bureau of Local Government Services within the Department of
Community Affairs also expressed the belief that regularly sched-
uled periodic meetings with the PERSC, the Auditor General's
Office, and the DCA would be beneficial, as would joint confer-
ences with municipalities to address pension matters.

IT IS RECOMMENDED THAT:

- The Commission take the initiative to establish regularly
scheduled (possibly quarterly) meetings with pertinent
staff of the Department of the Auditor General and Depart-
ment of Community Affairs to exchange information and
ideas and coordinate activities which relate to the admin-
istration of Act 205 and other duties which relate to
their respective rules in providing for state monitorship
of and assistance to municipal pension systems.

- The Commission, together with the Department of Community
Affairs and the Department of the Auditor General, explore
the possibility of conducting periodic joint technical
assistance workshops at various locations through the
state (similar to those last conducted in 1985) to provide
information to municipal officials, public pension adminis-
trators, consulting actuaries and other interested parties
concerning state oversight of municipal pension systems
and the administration and requirements of associated
assistance programs.
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- The Commission take the lead in addressing the possible
need to better define the flow and interchange of informa-
tion among the agencies and explore opportunities for
interagency cross-training in areas of mutual concern.
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I. COMMISSION PROPOSAL NEEDED TO ADDRESS FRAGMENTED STRUCTURE
OF PUBLIC EMPLOYEE PENSION SYSTEMS

Pennsylvania has more individually administered local gov-
ernment pension plans than any other state. With an estimated
2,600 individual public pension plans, the Commonwealth has
between 25% to 30% of such plans in the nation. The PERSC has
reported that this number is continuing to increase and that
Pennsylvania local governments have the potential to establish
more than 7,000 plans. The PERSC has also characterized the
legislation which governs these systems as technically deficient
and outmoded. As identified by the Commission, a fundamental
issue facing the Commonwealth is whether this fragmented struc-
ture of local retirement systems should be maintained. Many
other states have taken steps to consolidate individual local
plans. Although discussed by the PERSC in 1987, a special re-
port and proposal to address this issue has not yet been devel-
oped. Such a report is, however, now scheduled for completion
by the end of 1990 or early 1991.

DISCUSSION:

Pennsylvania's public employee pension system structure is
made up of many plans established by general and special purpose
units of local government. The Commonwealth has over 4,500 such

units. General purpose local governments (such as cities, bor-
oughs, towns and townships) generally establish separate pension
plans for their police, fire, and nonuniformed employees. Spe-

cial purpose units (municipal authorities) and counties usually
establish one pension plan for nonuniformed employees.

As shown below, Penns¥}vania had 2,512 local government
pension plans as of 1987. This is reported to be more than

Local Government Police Fire Nonuniformed Total
County ..cceeeeccccnces 1 0 69 70
CAItY cevvevenoncnnecoens 56 46 54 156
Borough ....ccce eseees 538 24 418 980
Township (lst Class) .. 86 5 88 179
Township (2nd Class) .. 293 3 433 729
Authority ....cceeeeens 0 0 382 382
Council of Government . 11 0 5 16
Total .¢eeeeeeccscnscsnse 985 lg 1,449 2,512

1/This was the latest detailed (by local government unit) data
available from the PERSC as of April 1990.
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four times the number of public employee pension plans in exis-
tence in any other state. Taken together, these individual
public employee retirement systems in the Commonwealth represent
one of the largest public employee pension plans in the nation.

As shown on Exhibit D, the total number of local government
pension plans in Pennsylvania has increased from 1,600 in 1974
to an estimated 2,600 in 1989. The PERSC projects that this
number will continue to increase, at least in the short term.

Also contributing to the complex and fragmented nature of
the public pension structure in Pennsylvania is the relatively
small size of the plans. Data obtained from the PERSC indicates
that municipal plans range in size from one member to over 5,000
members while county plans range from 31 members to over 7,000
members.

The Government Finance Officers Association has reportedly
used 100 active members as a standard to categorize public em-
ployee pension plans as either small or large. Using this stan-
dard, 98% of Pennsylvania's municipal plans and 20% of the
state's county plans which appeared in PERSC's May 1989 "Status

Report" are "small." This is illustrated below:
Municipal Plans County Plans
Number Number Number Number
of Members of Plans of Members of Plans
10 or Fewer .... 1,642 100 or Fewer ... 14
11 to 25 cevenen 450 101 to 200 ..... 12
26 to 50 .. 184 201 to 300 ..... 10
51 to 100 ...... 128 301 to 400 ..... 8
101 or More .... 38 401 to 500 ..... 3
501 or More .... 23
Total «eeveeeees 2,442 -
Total .ceeeeeess 70

The existence of more than 2,500 systems, about two-thirds
of which have fewer than 10 members, creates an unwieldy, com-
plex, and fragmented retirement structure. This situation is
compounded by the fact that these individual systems are gov-
erned by a multiplicity of different statutory provisions. As
described by the PERSC, Pennsylvania has more than 50 disjointed
retirement-related statutes enacted over the last 60 years. On
this subject the Commission has observed that:

Deficiencies in the legislation governing these individ-
ually administered pension plans result in inequities
and inconsistencies in the benefits provided, preclude
the portability of service credits, and inflate the
costs of providing the pension benefits.
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According to the Advisory Committee on Intergovernmental
Relations (ACIR), the consolidation of small retirement systems
has been advocated for many years in both the private and public
sectors. A 1980 report by the ACIR indicated that many states
had brought most of their state and local employees into one or
a few large retirement systems.

The ACIR also developed model legislation in 1980 for the
establishment of a consolidated state-administered pension sys-
tem. In the introductory section of the model legislation, the
ACIR stated that, while problems may be encountered in the con-
solidation process, ". . . there is reason to believe that con-
solidation of retirement systems can enable a state to achieve
economies of scale in administrative costs and in investment
returns."

The Commission has referred to the public employee pension
system structure as Pennsylvania's "fundamental local government
retirement issue" and has recognized the need to address this
issue. In its 1987 "Status Report on Local Government Pension
Plans," the PERSC stated as follows:

If the present structure is to be maintained, the pro-
cess to effect a comprehensive review and revision of
all local government pension statutes must be initiated.
If the present structure is to be replaced, the process
to design and implement the replacement structure of
local government retirement systems must begin.

Although the Commission has previously recognized the need
to address the consolidation issue, a report and/or policy recom-
mendations for the General Assembly had not been completed as of
April 1990. Commission staff indicate that a special Commission
report on this subject should be completed by the end of 1990 or
early 1991.

IT IS RECOMMENDED THAT:

The Commission place a high priority on completion of a
planned report to the General Assembly on possible consolidation
of the Commonwealth's local govermment public employee pension
systems. Information on the status of this report and specific
proposals and alternatives identified by the PERSC for legisla-
tive consideration should be communicated to the standing commit-
tee assigned sunset review responsibilities for the Commission
so that discussion on the Commission's proposals and its role in
implementing them can occur during the sunset hearing and review
process.
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J. COMMISSION GUIDELINES FOR USE OF CONSULTING ACTUARIES
REQUIRE MODIFICATION AND UPDATE

The Commission receives specialized advice and services
through annual contracts with consulting actuaries. Written
guidelines were developed by the Commission in 1982 to govern
the acquisition and provision of these services. These guide-
lines are outdated and incomplete and are in need of revision.

DISCUSSION:

The Public Employee Retirement Study Commission supplements
its staff resources through the use of consulting actuaries.
During FY 1988-89, three separate firms were under contract to
the Commission at a total fiscal year cost of $40,519. Services
provided by these actuaries included the following: (1) the
preparation of actuarial notes for proposed legislation and
possible presentations related to such notes, (2) the peer re-
view of work done by other consulting actuaries to ensure consis-
tency and reliability of the actuarial notes prepared, (3) the
provision of general actuarial consulting services, and (4) the
maintenance of a liaison with the PERSC's Executive Director.

In addition to annual written contracts, the PERSC's use of
consulting actuaries is governed by a set of written guidelines
entitled "Guidelines on Provision of Actuarial Services to Penn-
sylvania Public Employee Retirement Study Commission." These
guidelines were developed by a special internal PERSC subcommit-
tee (the Committee on Actuarial Services) in 1982 shortly after
the creation of the Commissionl/ They have not undergone substan-
tive revision since that time.

Examination of the "Guidelines" indicate that they are out-
of-date and incomplete in many respects. For example,

- The "Scope of Services" section of the "Guidelines" identi-
fies four areas for which actuarial guidance is required.
The services listed relate only to the Commission’'s en-
abling legislation (Act 1981-66) and Act 1972-293. There
is no reference to statutory mandates enacted after 1982
(e.g., Act 1984-205).

1/The "Guidelines" were last updated by PERSC staff to indi-
cate the actuarial rate structure as expressed in actuarial
service contracts for the 1987-88 fiscal year.
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- The "Guidelines" contain "General Principles in Engaging
Reviewing Actuaries."” However:

-— The principle that there be a "regional balance of
location within the Commonwealth" among the selected
actuaries is no longer appropriate.

-— The Board of Reviewing Actuaries cited in the "Guide-
lines" no longer exists.

-~ Although several selection criteria are listed, there
is no explanation of the selection procedure to be fol-
lowed, if a competitive bidding process is to be us§9,
and the frequency of rebidding or contract renewal.

- The "Guidelines" do not specify minimum standards or a
uniform format for actuarial notes which are prepared by
the consulting actuaries (a primary function of the con-
sulting actuaries).

- The "Guidelines" also do not define criteria or perfor-
mance standards against which the performance of the con-
sulting actuaries can be measured (e.g., for use in making
contract renewal decisions).

- While the rate structure for consulting actuaries is ad-
dressed, the "Guidelines" do not require documentation of
the rate determination process.

The absence of current and complete guidelines is inconsis-
tent with sound management practices which require that agencies
develop and utilize guidelines and standards for contracted
services. The Contracting for Services manual published by
the Office of the Budget states that contracts should (1) in-
clude a precise statement of objectives that the agency expects
to achieve through the use of contracted services; (2) detail
the specific tasks to be performed by the contractor in reaching
the agency's objectives; (3) identify the specific deliverables
expected from the performance of each task; (4) include meaning-
ful parameters of measurement for the effort; (5)

2/The Commission retained a new consulting actuarial firm in
1986. Although notices of the intent to retain a firm were sent
by the PERSC to about 20 potential contractors, the PERSC did
not advertise the contract in the Pa. Bulletin as is required

by Management Directive M215.1, "Contracting for Services." (It
should be noted that it is not clear as to whether or not the
PERSC is required to adhere to this directive because of ques-
tions which exist regarding its status as an agency under the
Governor's jurisdiction.)
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identify any specific phases in which the work is to be accom-
plished; and (6) include a description of the reports that the
contractor will be required to make.

Commission staff indicated that they are aware that the
"Guidelines" require attention but that this matter has not been
addressed because of other priorities. The PERSC's Deputy Execu-
tive Director also stated thaE/the PERSC basically follows the
provisions of their contracts with the actuaries, rather than
the "Guidelines," and that perhaps it would be better if the
annual contracts signed with the consulting actuaries were more
specific as to performance standards and duties.

IT IS RECOMMENDED THAT:

- The PERSQ reactivate its internal Committee on Actuarial
Services " to revise and update the "Guidelines on Provi-
sion of Actuarial Services" and that the "“Guidelines" be
periodically reviewed and updated as necessary.

- The Guideline revisions address the specific issues identi-
fied in this finding and that special attention be given
to the addition of a section which defines the procedure
to be used in selecting and retaining consulting actuar-
ies. This procedure should provide for publication of
notice in the Pa. Bulletin as well as conditions and
guidelines for automatic contract renewal.

3/LB&FC staff examination of current contracts indicates that
they contain the approximate total dollar amount to be expended
for the services based on the established rates for personnel
and travel. The contract includes provisions related to allow-
able costs and attachments for contractor integrity provisions,
terms and conditions, and scope of services.

4/This special committee was not operational at the time of

the audit. According to PERSC staff, it is a standing committee
which can be called upon on an as needed basis.
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K. COMMISSION RELIES ON SELF-CERTIFICATION OF QUALIFICATIONS
BY MUNICIPAL ACTUARIES

Act 205 of 1984 requires that every municipality submit a
standardized biennial report to the PERSC on all of its pension
plans. The act further specifies that the required actuarial
data in these reports (e.g., information on the financial posi-
tion of the pension trust fund) be prepared and certified by an
approved actuary with five years experience with public pension
plans. Because of time and staff resource constraints, the
PERSC does not directly verify these credentials. As an alterna-
tive, the PERSC relies on self-certification of qualifications
by the actuaries. While direct verification may be administra-
tively burdensome, initiation of a regular sampling and spot-
checking process by PERSC staff may be advisable.

DISCUSSION:

Act 205 of 1984, the "Municipal Pension Plan Funding Standard
and Recovery Act," requires that municipalities submit standard-
ized reports to the PERSC on all of their individual pension
plans. These reports, which are submitted on a biennial basis,
are prepared for the municipalities by various actuaries and
actuarial firms.

Act 205 also specifies that the municipalities' actuarial
reports are to be prepared and certified by an approved actu-
ary. As defined in the act, 53 P.S. §895.102, an approved actu-
ary is a person who has at least five years of actuarial experi-
ence with public pension plans and who is enrolled either as a
member of the American Academy of Actuaries (AAA) or as an actu-
ary pursuant to the Federal Employee Retirement Income Security
Act of 1974 (ERISA).

The PERSC does not currently carry out direct verification
that actuaries involved in the preparation of the municipal
reports meet the above requirements. Verification of the five-
year experience requirement does not occur nor does PERSC staff
normally verify that the actuaries who prepare and certify the
municipal actuarial valuation report exhibits are approved actu-
aries.

According to the PERSC's Municipal Pension Program Manager,
the 1985 reports, which were the first reports prepared under
Act 205, were checked frequently to determine if they were pre-
pared by an enrolled actuary because the program was new and the
PERSC was unfamiliar with many of the actuaries. The 1987 re-
ports were reportedly checked only when the Commission identi-
fied an unfamiliar name among the participating actuaries. The
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only documentation of these reviews is the initialing of the
municipal reports reviewed by the PERSC's Municipal Pension
Program Manager.

As an alternative to direct verification, the PERSC utilizes
a self-certification process for participating actuaries. This
process involves the use of a check-off block on the actuarial
valuation reports which are submitted to the Commission.
Through responses on this portion of the report the actuary
certifies that he/she has met the Act 205 experience and enroll-
ment requirements.

The PERSC staff explained that there are several reasons for
the current approach to dealing with this mandate. The Commis-
sion reviews approximately 2,600 actuarial valuation reports,
60% of which are received during a three-month period. Because
of the volume of reports received, the associated reporting
deadlines, and the relatively small size of the PERSC staff, the
Commission's Executive Director believes that self-certification
is the most manageable and cost-effective means of addressing
this requirement.

The requirement in law that the reports be completed by an
approved actuary is intended to ensure that the actuarial, demo-
graphic and financial data that is required to be in the actuari-
al reports is prepared by qualified and experienced actuaries.

If prepared by unqualified/inexperienced actuaries, the reports
provided to the Commission on the actuarial status of municipal
pension systems may be inaccurate and/or incomplete.

The importance of ensuring that qualified or enrolled actuar-
ies are used was stated in a 1980 report issued by the PA Spe-
cial Senate Committee on Municipal Retirement Systems. This
report indicated that requiring that an actuary be enrolled may
make certain that the actuary is fully versed in the specifics
of actuarial science in the context of pension plans and assure
that actuarial calculations are properly done.

IT IS RECOMMENDED THAT:

- The PERSC consider supplementing its current process of
self-certification of actuary credentials with a regular
sampling of actuaries and spot-checking of actuarial en-
rollment and experience. A written policy and procedure
statement should be developed to govern this process in-
cluding a provision that the results of all spot-checks be
documented in PERSC files.

- In conjunction with the proposed spot-checking process,
the PERSC consider requiring selected actuaries to submit
evidence of their five-year actuarial experience with
public pension plans and enrollment under the Employee
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Retirement Income Security Act (ERISA) or American Academy
of Actuaries (AAA) along with the actuarial valuation
reports which they prepare.

- The PERSC consider obtaining a listing of ERISA-certified
actuaries for reference purposes.

64



L. INCONSISTENCY IN LAW REGARDING FREQUENCY OF COMMISSION
REPORTING ON MUNICIPAL PENSION SYSTEMS

Act 205 of 1984 mandates that municipalities annually meet a
minimum financial obligation for each of their retirement sys-
tems. The PERSC is responsible for monitoring and reporting on
compliance with this funding standard. Although the act requires
the Commission to issue an annual public report identifying
municipalities which do not comply, such reports are currently
being issued every two years. The issuance of biennial rather
than annual reports results from another Act 205 provision that
requires municipalities to submit pension system reports to
PERSC biennially. Adjustment of this technical inconsistency in
law is recommended.

DISCUSSION:

The "Municipal Pension Plan Funding Standard and Recovery
Act," Act 205 of 1984, establishes a minimum funding standard
for every municipal pension plan and requires municipalities to
submit actuarial reports on their pension plans to the Public
Employee Retirement Study Commission. The act applies to every
borough, city, incorporated town, township, home rule municipali-
ty, municipal authority, and council of governments.

Another of the major provisions of Act 205 relates to the
requirement that each municipality meet a minimum financial
obligation for each of its retirement systems. ?his is referred
to as the minimum municipal obligation, or mMo. 1

Act 205 establishes a procedure for determining the annual
financial requirement or MMO of a municipal retirement system
and assigns related oversight responsibilities to the PERSC.
The PERSC is responsible for monitoring compliance with the MMO
provisions of the Act and reporting on instances of noncompli-
ance.

According to Act 205, 53 P.S. §895.301, in the event that
any municipality or pension plan fails in a material way to
comply with any applicable provision of the minimum funding
standard for municipal pension plans, the Commission shall noti-
fy the Governor and the General Assembly of this noncompliance
through an annual public report.

However, because of a technical inconsistency in Act 205,
PERSC reporting on noncompliance occurs on a biennial rather
than annual basis. Noncompliance is identified by the PERSC
through actuarial reports which are submitted to the Commission

1/See Finding G for a discussion of the Act 205 minimum munici-
pal obligation.
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by the municipalities every two years (annual valuation reports
are only required if the municipality is applying, or has previ-
ously applied, for supplemental state assistance). The require-
ment that these reports generally be submitted to the Commission
biennially is also contained in Act 205, 53 P.S. §895.201.

The PERSC's approach to responding to this Act 205 reporting
mandate is to issue a biennial report to the General Assembly
and the Governor entitled "Status Report on Local Government
Pension Plans." This report identifies municipalities which do
not meet the minimum funding standard and presents a wide range
of other municipal and county pension data. The Municipal Pro-
gram Manager of the PERSC indicated that the report is basically
informational and contains data and analysis which can lead to
various studies by the Commission and possible legislation.

Act 205's provisions concerning the calculation of the mini-
mum funding standards became effective July 1, 1985 and its
provisions concerning payment of the minimum obligation took
effect January 1, 1986. The first actuarial valuations under
the act were to be made as of the plan year occurring in 1985,
and were to be submitted by the last business day of March
1986. To date, two status reports have been issued by the Com-
mission, the first in December 1987 and the second in May 1989.
The next status report is expected to be available in 1991.

Because these reports are prepared every two years there is
an issue of noncompliance with the provision in Act 205 which
requires the PERSC to report annually to the Governor and the
General Assembly. This noncompliance results, however, from an
inconsistent provision in the law.

The PERSC's Municipal Pension Program Manager stated that he
does not believe it is necessary to report this information
annually since the Auditor General's Office conducts annual
audits of municipal pension plans. He also noted that the PERSC
does not have any additional data in the non-filing years and
that it would be time consuming and expensive to implement annu-
al reporting of this type.

IT IS RECOMMENDED THAT:

The Geg7ral Assembly consider amending the pertinent section
of Act 205 to provide for biennial rather than annual public
reporting by the PERSC of instances of municipal noncompliance
with minimum pension funding standards. Such action would bring
the reporting requirement in line with the section of Act 205
which provides for the submission of biennial actuarial reports
to the Commission.

2/This section is 53 P.S. §895.301(b).
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M. COMMISSION NAME NOT FULLY REFLECTIVE OF ITS FUNCTIONS

The PERSC has a statutory mandate to carry out a wide range
of activities which involve administrative, enforcement, and
study functions. The Commission's name focuses on the study
aspects of this mandate. While appropriate in 1981 when the
Commission was created, the name does not accurately convey the
nature and scope of current Commission responsibilities. The
current designation as a study commission may be misleading, and
a revision should be considered during the sunset review process.

DISCUSSION:

Pennsylvania's Public Employee Retirement Study Commission
was created in 1981 in response to a recognition of a need for
ongoing oversight of public retirement systems and the complex
issues associated with such systems. This development was con-
sistent with a national pattern of state pension commission
development which was encouraged by such organizations as the
National Conference on State Legislatures and the Advisory Com-
mission on Intergovernmental Relations.

At that time such commissions were defined as statutory
governmental entities "charged with the task of analyzing and
reporting the complex issues involved in the maintenance of
viable public retirement plans." This definition clearly im-
plied a review and study orientation for the commissions.

Consistent with developments in other states, the PERSC's
enabling legislation, Act 1981-66, provided for a review and
study-oriented mission for the agency. 1In addition to reviewing
retirement~-related legislation, the Commission was "to study on
a continuing basis public employee pension and retirement policy
as implemented at both the state and local level, the interrela-
tionships of the several systems and their actuarial soundness
and cost," 43 P.S. §1404. Many of the specific powers and du-
ties outlined in the enabling legislation relate to this study
function.

Since the creation of the PERSC other statutory mandates
have been assigned to the Commission which expanded the scope
and nature of its functions beyond review and study. The most
notable of these was Act 205 of 1984, the "Municipal Pension
Plan Funding Standard and Recovery Act."

As described in the "Background" section of this report, Act
205 assigns major administrative and enforcement responsibilities
to the PERSC related to monitoring actuarial reporting and estab-
lishing and enforcing minimum funding standards for municipal
pension plans. The Commission is also involved, for example, in
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the allocation of "General Municipal Pension System State Aid"
and the "State Supplemental Assistance Program."

The Executive Director of the PERSC indicated that he be-
lieves the current title of the Commission is not sufficiently
descriptive of the Commission's functions and may be misleading.

According to the Pension Commission Clearinghouse, twenty-
one states have permanent pension commissions. (See Appendix
H.) Of these, three (Ohio, Pennsylvania, and South Carolina)
are designated as "study commissions." Similar commissions in
other states are named, for example, the Pension Management
Oversight Commission (Indiana), the Retirement Law Commission
(Massachusetts), the Retirement System Review Commission (Virgin-
ia), and the Joint Committee on Public Employee Retirement (Mis-
souri).

IT IS RECOMMENDED THAT:

The General Assembly consider changing the name of the
Commission to more accurately reflect the full range of its
current functions. If a decision is made to amend the enabling
legislation to accomplish such a change, it is suggested that
consideration be given to dropping the word "study" from the
Commission's name (e.g., the Public Employee Retirement Commis-
sion) or replacing “study" with a term such as "management"™ or
"review" to better reflect the range of current functions and
activities.
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N. STATUTORY CLASSIFICATION OF THE COMMISSION IS UNCLEAR

The Public Employee Retirement Study Commission (PERSC) is
not clearly designated in law as a legislative, executive, or
independent agency. As a result, the PERSC does not clearly
fall within or without the coverage of certain regulations and
management directives. Both the current and past executive
directors of the Commission believe that the uncertainty concern-
ing the PERSC's classification in law also creates a potential
"perception problem"™ which may negatively affect the Commis-
sion's functioning. According to the Commission's current Execu-
tive Director, this ambiguity also impacts on the ability of the
Commission to retain its own in-house legal counsel. To address
these matters, it is recommended that the General Assembly con-
sider amending the law to clarify the Commission's statutory
classification.

DISCUSSION:

Act 1981-66, which created the Public Employee Retirement
Study Commission, did not indicate whether the PERSC is a legis-
lative, executive, or independent agency. Further, the PERSC is
not listed as either a "departmental administrative board" or an
"independent administrative board" in the Administrative Code,
71 P.S. §§61-63, nor is the PERSC named as an independent agency
in the Commonwealth Attorneys Act, 71 P.S. §732-102.

Four PERSC members are legislators and five are public repre-
sentatives appointed by the Governor with the advice and consent
of the Senate. 1In addition, the PERSC has a statutory role in
the legislative process through its actuarial and advisory notes
and has administrative responsibilities such as implementing Act
1972-293 and certain portions of Act 1984-205.

Because of its uncertain legal status, the PERSC is not
clearly subject to management directives applicable to agencies
under the Governor's jurisdiction (such as Management Directive
M215.1, Contracting for Services--see Finding J) or regulations
applicable to executive agencies (such as the Office of General
Counsel's regulations interpreting the Sunshine Act--see Finding
B). According to the Executive Director, the most significant
problem resulting from the uncertainty surrounding the PERSC's
legal status concerns arrangements for the provision of legal
services to the Commission. Legal services are currently provid-
ed by two attorneys (one from the Office of General Counsel aT9
one from PennDOT) working for the PERSC on a part-time basis.

1/Under the Commonwealth Attorneys Act, the General Counsel's
Office has authority to appoint, supervise, and administer legal
services for each executive agency. Act 1981-66, however,
states that the PERSC has authority to hire legal counsel and
other appropriate staff.
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The Executive Director indicated that the current situation has
resulted in "uneven response times" for the receipt of legal
services. He also indicated that the PERSC's function requires
that it be perceived as being objective, but the lack of a defin-
itive provision in law making the PERSC independent may result

in a perception that the PERSC is unduly influenced by either

the legislative or executive branch. According to the Commis-
sion's former Executive Director, the PERSC has been "captured"
by the executive branch, which can increase friction between the
Commission and the General Assembly.

The Commission's current Executive Director expressed the
opinion that the lack of clarity regarding the status of the
PERSC could be addressed by an amendment to the Commonwealth
Attorneys Act to specifically designate the PERSC as an indepen-
dent agency.

IT IS RECOMMENDED THAT:

The General Assembly consider amending the law to clarify
the legal status of the Commission. This clarification should
address the issue of whether the PERSC is a legislative or admin-
istrative agency, and if the PERSC is to be considered an admin-
istratiE? agency, whether it is an executive or independent
agency.

2/In addressing this matter, it is important to note that the
Pennsylvania courts have invalidated statutes on the ground that
the statutes assigned an executive function to a legislative
agency. For example, in Commonwealth, Department of
Environmental Resources v. Jubelirer,--Pa. Commw.--, 567 A.2d
741 (1989), appeal pending, the Commonwealth Court struck down
sections of the Regulatory Review Act on grounds that a legisla-
tive agency was given powers that interfered with the executive
branch's function of administering the laws.
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III. BACKGROUND DESCRIPTIVE INFORMATION
ABOUT THE PUBLIC EMPLOYEE RETIREMENT STUDY COMMISSION

A. Legal Background

The Public Employee Retirement Study Commission (PERSC) was
created by Act 1981-66. This statute established the Commission
to "provide an ongoing mechanism to monitor public employee
retirement plans and to assure their actuarial viability by
review of proposed changes and reforms in the plans and to re-
view relevant statutes."”

Act 66 further enumerated the specific powers and duties of
the Commission in carrying out this mission. (See Part B of
this section for a listing of the PERSC's current duties and
responsibilities.)

In addition to the basic enabling legislation, five other
statutes impose specific duties and responsibilities on the
Commission. Most notable among these is Act 1984-205, the "Mu-
nicipal Pension Plan Funding Standard and Recovery Act," 53 P.S.
§§895.101 - 895.803. This and other state laws which pertain to
the functions and operation of the PERSC are summarized on Exhib-
it E.

B. Commission Powers and Duties

The powers and duties of the Public Employee Retirement
Study Commission are defined in six separate statutes. These
are as follows:

1. Act 1981-66 - Under Act 1981-66, as amended, 43 P.S.
§1401 et seq., the Public Employee Retirement Study
Commission Act, the Commission has two primary responsi-
bilities. These are:

a. To review proposed legislation affecting public
employee retirement systems.

b. To study, on a continuing basis, public employee
retirement system policy, the interrelationships of
the several systems, and their actuarial soundness
and cost.

As defined in Act 66, the Commission has the following
specific powers and duties:

a. To study generally the subject of retirement, income
after retirement, disability and death benefits, and
the retirement needs of public employees. The PERSC
has the responsibility to formulate principles and
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objectives applicable thereto and to recommend any
new legislation it deems advisable.

To analyze any bill relating to public employee
retirement or pension policy and issue a report to
the Governor and General Assembly in a timely fash-
ion which includes an assessment of the actuarial
soundness, feasibility, and cost of the legislation.

To establish and review plans for actuarial sound-
ness for every public employee retirement plan.

To issue subpoenas to compel testimony or receive
any information which is reasonably necessary.

To cooperate with state and municipal retirement and
pension boards on matters of mutual concern.

To issue an annual public report to the General
Assembly and the Governor including, but not limited
to, its findings, recommendations, and a summary of
its activities.

To hire an executive director and additional staff
such as actuaries, legal counsel, research analysts,
secretarial assistance and contract for consultant
services as may be within the limits of available
appropriations.

To adopt bylaws for the conduct of its official busi-
ness.

To monitor and evaluate from time to time all laws
and systems which relate to public employee pension
and retirement policy in the Commonwealth.

To study the relationship of retirement and pension
policy to other aspects of public personnel policy
and to the effective operation of government general-

1ly.

To examine the interrelationships among public em-
ployee pension and retirement systems throughout the
state.

To recommend to the General Assembly a change in the
process by which public employee pension and retire-
ment legislation is analyzed and acted upon by the
Legislature.

To issue actuarial notes.
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n. To formulate and recommend passage of legislation,
within one year of the initial Commission meeting,
to mandate actuarial funding standards and establish
a recovery program for municipal pension systems
determined to be financially distressed.

o. To perform the functions and duties vested in the
Department of Community Affairs pursuant to Act
1972-293.

Act 1982-221 - This act directed the Commission to
appoint a Municipal Employee Pension Advisory Committee.

Act 1984-205 - Under Act 1984-205, the Municipal Pen-
sion Plan Funding Standard and Recovery Act, the Commis-
sion has the following three additional responsibili-
ties:

a. To administer the actuarial valuation reporting
program for municipal retirement systems, which
entails monitoring and enforcing compliance with the
statutorily mandated actuarial funding standard.

b. To certify annually municipal pension cost data used
in allocating "General Municipal Pension System
State Aid" monies.

c. To administer the Financially Distressed Municipal
Pension Systems Recovery Program that involves the
annual determination and certification of distress
data used in allocating "Supplemental State Assis-
tance" funds of up to $35 million annually.

Act 1972-293 - Responsibilities under this act were
originally vested in the Department of Community Affairs.
They were transferred to the PERSC by Act 1981-66. As a
result, county retirement systems are required to have
actuarial investigations of their funds conducted and
report findings to the PERSC; the PERSC is to periodical-
ly publish information received from the actuaries.

Act 1987-53 - Under this act, the Commission is re-
quired to determine the appropriate amount of employer
contributions to be transferred to the State Employes'
Retirement System by county/municipal pension systems
for certain transfers to state employment.

Act 1987-78 - This statute requires the PERSC to

study, at four-year intervals, the employer contribution
rate established in state law for school employees par-
ticipating in an independent retirement program. The
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PERSC is empowered to recommend a new rate to the Gover-
nor and the General Assembly.

C. Commission Goals and Objectives

As reported by its Executive Director, the objectives of the
Public Employee Retirement Study Commission relate to its two
major statutory responsibilities: the preparation of actuarial
notes mandated under Act 1981-66 and the proper administration
of the reporting requirements of Act 1984-205 and Act 1972-293.
Additionally, the Commission has an objective to study generally
the subject of retirement.

The specific objectives of the Commission in these areas as
reported in response to the LB&FC's "Sunset Pre-audit Survey
Questionnaire" are as follows:

1. Actuarial Note Objectives

a. To develop accurate, concise and timely actuarial
notes.

b. To minimize the response time on all actuarial note
requests without sacrificing completeness.

2. Municipal Reporting Requirement Objectives
a. To ensure that all administrative deadlines estab-

lished by statute or reqgulations for Acts 205 and
293 are met.

b. To facilitate 100% compliance by municipalities with
the actuarial reporting requirements of Acts 205 and
293.
3. Public Employee Retirement Research Objectives

a. To improve public employee retirement policy through
the development of legislative initiatives.

b. To develop research reports to implement public
employee retirement policy initiatives.

D. Member Composition and Functions

By law, 43 P.S. §1405, the Public Employee Retirement Study
Commission is composed of nine members. Five members are
appointed by the Governor with the advice and consent of the Sen-

ate and four are appointed by the leaders of the General Assem-
bly.
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The five members appointed by the Governor are to be repre-
sentatives of the general public who are skilled and knowledge-
able in the area of pension or retirement system management. One
member is to be an active or retired member of a public employee
pension or retirement plan and no more than three shall be of
the same political party. All Gubernatorial appointments are
made with the advice and consent of a majority of the Senate.

Legislative members of the Commission are appointed by House
and Senate leaders. In the Senate, the President pro Tempore,
after consultation with the Minority Leader, appoints two mem-
bers, one from the majority and one from the minority. In the
House of Representatives, the Speaker of the House does likewise
after consultation with the House Minority Leader.

Commission members appointed by the Governor serve six-year
terms. Legislative members serve for the duration of the terms
for which they were elected.

The Commission meets at the call of the Chairman but not
less than six times per year. Nonlegislative members are paid
$50 a day for each day spent in transacting Commission business,
not to exceed $3,000 per year. All members are to be reimbursed
for necessary expenses incurred in connection with their commis-
sion duties.

Based on pre-audit information received from the Commission,
member activities are focused in the five primary "activity
areas" shown on Exhibit G. As shown on the exhibit, 80% of
Commission activities are related to the review and approval of
actuarial notes and the development and issuance of pension-
related policy recommendations.

E. Staff Composition and Functions

The Public Employee Retirement Study Commission has a full-
time staff of seven persons who are headquartered in Harris-
burg. As shown on Exhibit I, the staff complement includes an
Executive Director, a Deputy Executive Director, a Municipal
Pension Program Manager, a Research Associate, a Computer Sys-
tems Analyst, an Administrative Assistant, and a Clerk/Typist.

The "Sunset Pre-Audit Survey Questionnaire" completed by the
Commission indicated that 55% of staff time and effort is devoted
to analysis of proposed pension-related legislation, including
the development of actuarial and advisory notes and the conduct
of related policy research and studies. (See Exhibit H.) Anoth-
er major staff activity, consuming 30% of staff effort, is the
administration of Act 205, the "Municipal Pension Plan Funding
Standard and Recovery Act."
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The remaining 15% of staff time includes drafting proposed
legislation, providing information and technical assistance to
various individuals and organizations, and administering the
biennial actuarial reporting requirement which applies to Penn-
sylvania counties.

The Commission staff receives specialized assistance in its
actuarial note preparation activities from contracted actuaries.
Fiscal services are obtained from the Office of Administration,
and legal services are provided by the Office of General Counsel
and the PA Department of Transportation. The PERSC complement
does not include an in-house fiscal specialist or attorney.

F. Advisory Committees

The PERSC is to receive input from two statutorily created
advisory groups, the Municipal Pension Advisory Committee and
the Municipal Employee Pension Advisory Committee.

The Municipal Pension Advisory Committee (MPAC) is a six-
member group appointed by the Commission pursuant to Act 1981-66.
It is composed of one municipal official or employee nominated
by each of the following municipal associations: Pennsylvania
League of Cities, Pennsylvania State Association of Boroughs,
Pennsylvania State Association of Township Supervisors, Pennsyl-
vania State Association of Township Commissioners, Pennsylvania
State Association of County Commissioners, and Pennsylvania
Municipal Authorities Association.

Persons appointed to the advisory committee may not be mem-
bers of the Commission. The MPAC is required to meet with the
Commission at times designated by the Commission, but not less
than once a year to discuss the activities of the Commission and
present information and make recommendations. The MPAC may also
meet at such other times as it may determine. Committee members
receive reimbursement for expenses.

The Municipal Employee Pension Advisory Committee (MEPAC) is
a five-member group appointed by the Commission as mandated by
Act 1982-221. This advisory committee is composed of representa-
tives nominated by each of the following associations: the Penn-
sylvania Chiefs of Police Association, the Pennsylvania State
Firefighters Association, the Pennsylvania State Education Asso-
ciation, the American Federation of State, County and Municipal
Employees (AFSCME), and the Pennsylvania Fraternal Order of
Police.

Members of this advisory committee may not be members of the
Commission. The advisory committee is required to meet with the
Commission at times fixed by the Commission but at least once a
year, at which time the activities of the Commission are to be
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discussed and information and recommendations presented. The
MEPAC may also meet at such other times as it may determine.
Committee members are reimbursed for expenses.

G. Fiscal Information

The operations of the Public Employee Retirement Study Com-
mission are funded from an appropriation from the State General
Fund. As shown on Table 2, the FY 1988-89 appropriation amount
was $476,000, of which $428,916 was expended. A minor object
breakdown of FY 1988-89 expenditures is presented on Table 3.

The PERSC's fiscal year 1989-90 operating appropriation was

$500,000; the amount requested in the Governor's FY 1990-91
budget for Commission operations was $504,000.
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Public

EXHIBIT E

State Laws Which Pertain to
the Establishment and Operation of the
Employee Retirement Study Commission (PERSC)

Act 1972-293

Act 1981-66

Act 1982-221

Act 1984-205

Act 1987-53 -

Act 1987-78 -

Requires county retirement systems to have
actuarial investigations of their funds conducted
and report findings to the PERSC; the PERSC is to
periodically publish information received from
the actuaries. (These responsibilities were
originally vested in the Department of Community
Affairs. They were transferred to the PERSC by
Act 1981-66.)

Created the Public Employee Retirement Study
Commission to review legislation affecting public
employee pension and retirement plans and to study
on a continuing basis public employee pension and
retirement policy as implemented at both the state
and local level, the interrelationships of the
several systems and their actuarial soundness and
cost.

Amended Act 1981-66 to require the Commission

to appoint a Municipal Employee Pension Advisory
Committee. (A Municipal Pension Advisory Commit-
tee had been established by Act 1981-66.)

Known as the Municipal Pension Plan Funding
Standard and Recovery Act, this statute requires
actuarial reporting by municipal retirement sys-
tems, establishes a minimum funding standard for
every municipal pension plan, provides for alloca-
tion of General Municipal Pension System State
Aid, and establishes a recovery program for finan-
cially distressed municipal retirement systems.
The PERSC is responsible for administering this
Act in conjunction with the Auditor General.

Requires PERSC to determine the appropriate
amount of employer contributions to be trans-
ferred to the State Employees' Retirement System
by county/municipal pension systems for certain
transfers to state employment.

Requires the PERSC to study, at four-year
intervals, the employer contribution rate estab-
lished in state law for school employees partici-
pating in an independent retirement program. The
PERSC is empowered to recommend a new rate to the
Governor and the General Assembly.

Source: Devel
state statutes

oped by the LB&FC staff from review of pertinent
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EXHIBIT F

Summary of Primary Activities Carried Out
by the Public Employee Retirement Study Commission

1. Preparation of Actuarial Notes and Advisory Notes

2. Administration of Act 1984-205

- Administers actuarial reporting requirement

- Enforces mandatory actuarial funding standard

- Determines financially distressed municipal pension plans
- Administers a recovery program for distressed plans

- Calculates/certifies amounts of supplemental state assis-
tance payable to eligible distressed municipalities

- Certifies municipal pension cost data to the Auditor
General for use in calculation of General Municipal
Pension System State Aid

3. Research/Development of Reports and Studies/Policy Recommen-
dations

4. Formulation of Proposed Statutes and Assistance in Drafting
Legislation

5. Retirement Systems Review (SERS, PSERS, PMRS)

6. Provision of Information and Technical Assistance

7. Administration of Act 1972-293

Source: Developed by the LB&FC staff from review of pertinent
statutes.
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TABLE 2

State General Fund Appropriations
to the PERSC and Amounts Expended and Lapsed,
FY 1982-83 through FY 1990-91 (Budget)

Percent of

Appropriation

Fiscal Year Appropriation Expenditures Lapses Lapsed
1982-83 ..ceeeecen $200,000 $195,526 $ 4,474 2.2%
1983-84 ..... ceeen 310,000 268,765 41,235 13.3
1984-85 ... 350,000 289,425 60,575 17.3
1985-86 ..... ceoon 390,000 291,026 98,974 25.4
1986~-87 .eeeeevesns 425,000 362,206 62,794 14.8
1987-88 ...ccec.. 465,000 424,605 40,395 8.7
1988-89 .......... 476,000 428,916 47,0842/ ———
1989-90 (Available) 500,000¢/ 277,588P/ — —

1990-91 (Budget) .. 504,000/ — — -

a/According to the Chief of the Division of Fiscal and Office
Services, Office of Administration, $20,587 of this amount was the
February 28, 1990, "Status of Appropriations Report" available
balance which was in the process of being lapsed as of April 3,
1990. The remaining $26,497 was automatically lapsed June 30, 1989.
b/Represents total expenditures and commitments as of January 31,
1990.

c/As presented in the FY 1990-91 Governor's Executive Budget.

Source: Developed by LB&FC staff from "Status of Appropriations

Reports" prepared by the Office of the Budget and the FY 1990-91
Governor's Executive Budget.
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TABLE 3

Breakdown of FY 1988-89 Public Employee Retirement
Study Commission Expenditures by Minor Object

Object of Expenditure Amount
Salaries ® ® & & & ® O & 8 5 & 5 8 9 P S 5 S 0 S S ST OSSP S S S 0N s $237,149
Consultant Fees ....ccvceeen st eecesesesessesseseensnen 40,519
Retirement Contributions - State Share .......ccc.... 31,125

Social Security - State Share .......ieceeeiecincanns 17,897
Employee Hospital Insurance - State Share ........... 14,805

Printing ....cccceee cesreenas e et ecesteseereseresaanen 9,024
Postage «.c.evceenn I tetesesesse e 8,140
Travel ...cceceeecens ceseseane s e e e s esseessssssessns e 7,954
Office SUPPlies .i.ieereeeeeneenenssoseossnconocnonnsns 7,276
Annual Hospital Insurance - State Share ............. 7,132
State Workman's Insurance Premiums ....cceceececocssscs 6,631
Employee Health and Welfare - State Share ........... 4,658
Purchase EDP Equipment — CP&PR ....cceeiencencannnnns 4,446
Furniture and Furnishings ...... e ssesessesessase e 4,422
WAGES seeveoeecscocsosasssnsssosasosssssssscsnssscnsas 4,150
Contracted Maintenance Services - Office Equipment .. 3,482
Legal Fees ...ceeven cececeenas cecectrescessasecne e 2,996
Rent of Real Estate .....ccc... B 2,516
SUDSCIrIPLiONS teveeeeeereeoseencncesescssosencnnncnns 1,846
PA Telephone Network .ecceeesecccececscccccnonnosonns 1,529
Equipment and Machinery ....... e et ereese e 1,302
Conference EXPEeNnsSesS ..ciccecesocans cereseetestseve e 1,261
EDP Software - Vendor Provided ...ceceeeeeececscscass 1,213
Specialized Services ........ cesssecsssesssseesasenes 1,208
Telephone/Telegraph Monthly Charges ......ccccceuvenn 1,175
Purchase EDP Software .....cceecececcccccscccccnsncns 850
Employee Group Life Insurance - State Share ......... 806
Educational BoOOKS ...ceececenn ceeecetr e Ceeeeeenn 705
Membership DUES .seeeeecerscoccssccccccssssscsncsnsnses 550
Office EqQUipment ....eeeeeeetecescsescssccccssascnsnos 418
Freight Charges ....eceeeeeeececccescsssssscsssnasens 376
Conference Registrations ....... et eccet ettt ann 300
Overtime .....ceeeeee ceceeceeaaaann Cheessaeeaeracenn 251
Out Service TralNiNg .c.eecececsccccscscsssccnccsncss . 245
Contracted REPALLS «eeeceoesecscscssssoscscsscssssenscss 220
Telephone/Telegraph Equipment .........ceieieevncenns 176
Motorized Equipment Rentals .......ccieeeieneennnnnnn 61
Other Equipment Rentals .....ccccc.. e eceereeseeesan 36
Long Distance Toll Charges ..c.eecececccceccns ceeeeen 33
Insurance Surety, Fidelity Bonds ....cceeceeeuenn oo 29

Interest PenaltiesS ceeesecsesscesccccscssscaccnsccsseess 6

TOtal ® e e 8 s 0 s 00 0 ® e 8 0 8 8 80 0 0 0 ® ® 6 0 6 0 8 0 0 00 0 e e e e e s $428,916a/

a/Does not add due to rounding.

Source: Developed by LB&FC staff from ICS Reports XABC6410
(6/30/89) and XBABC643 (9/30/89), obtained from the Office of
Administration.
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APPENDIX A

PA Sunset Review and Termination/Continuation Timetable
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APPENDIX A

PA Sunset Review and Termination/Continuation Timetable

The Pennsylvania sunset cycle timetable as outlined in the
Sunset Act, 71 P.S. §1795.1 et seq., appears below:

1.

January - The Sunset Leadership Committeel’ assigns
responsibility for the review and evaluation of each
agency to an appropriate standing committee of the
House or Senate.

On or before March 1 - The responsible standing
committee shall receive the following information for
each agency that it is reviewing:

a. A performance audit or summary audit from the LB&FC

b. A report on all pertinent statutes from the
Legislative Reference Bureau

On or before the first session day of September - The
standing committee presents to the General Assembly a
report on the committee's determination as to the
future of each agency under sunset review. The report
is to be accompanied by draft legislation to implement
the standing committee's recommendations.

During November - If legislation has not been enacted
by November 1 to reestablish an agency scheduled for
termination, a resolution is to be placed before the
House and Senate to determine the agency's continued
existence. If a majority of the members of each House
approve of its continuation, the agency will continue
to exist until the next ten-year sunset cycle, unless
the General Assembly 57tablishes an earlier termination
date for that agency.

1/The Sunset Act creates a leadership committee, comprised of
the Speaker of the House, the President Pro Tempore of the
Senate, and the House and Senate Majority and Minority Leaders.
2/A Commonwealth Court judge, ruling on a motion for a
preliminary injunction, recently found the reestablishment by
resolution provision unconstitutional. This case is still being
litigated.
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APPENDIX A

PA Sunset Review and Termination/Continuation Timetable
(Continued)

5. On December 313/ ~ Any agency scheduled for termination
that has E?t been specifically reestablished or
continued shall be terminated. Each such agency
shall have until June 30 of the succeeding year to wind
up its affairs.

3/Agencies scheduled for sunset review generally have
termination dates of December 31 of the termination year.
4/The Sunset Act permits the Sunset Leadership Committee to
continue an agency for up to one year. According to a recent
Pennsylvania Supreme Court decision, this provision is
unconstitutional. This case is still being litigated.

Source: Developed by the LB&FC staff from Act 1981-142, as
amended.

89



90



APPENDIX B

Membership of the
Public Employee Retirement Study Commission
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APPENDIX B

Membership of the
Public Employee Retirement Study Commission

Gubernatorial Appointees

Mr. Dale D. Stone, Chairman
Retired Senior Vice President
The Sun Company

Dr. J. Richard Aronson
Vice Chairman
Professor of Economics
Lehigh University

Mr. Paul D. Halliwell
President
Halliwell and Associates, Inc.

Mr. Albert L. Hydeman, Jr.
Director of Economic and
Community Development
City of York

Mr. John Ingram
Retired Director
State Division

PA Economy League

Legislative Appointees

Senator Gibson E. Armstrong
District 13, Lancaster County

Senator Anthony B. Andrezeski
District 49, Erie County

Representative Harold F. Mowery, Jr.
District 87, Cumberland County

Representative Terry E. Van Horne
District 54, Westmoreland County

Source: Public Employee Retirement Study Commission as of

January 1990.
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APPENDIX C

List of Public Employee Retirement
Study Commission Publications and Reports
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10.

11.

12.

13.

14.

APPENDIX C

List of Public Employee Retirement Study Commission
Publications and Reports

. Recommendation of Actuarial Funding Standards and a

Recovery Program for Municipal Pension Systems (January
1983)

. Act 293 Report (March 1984)

. Report of the Public Employee Retirement Study Commission

on Post Retirement Adjustments (March 1984)

. Special Study of Cost-of-Living Post Retirement

Adjustments for Municipal Police Officers and Municipal
Firefighters (October 1984)

Study of Method of Setting Employer Contribution Rates to
Alternate Retirement Programs (March 1987)

. A Comprehensive Study of the Pennsylvania State Employes'

Retirement System (SERS), Public School Employees'
Retirement System (PSERS), and Statewide Public Retirement
Systems in Other States (May 1987)

. A Study of the Total Compensation of Pennsylvania Public

Employees (June 1987)

Status Report on Local Government Pension Plans
(December 1987)

. Public Employee Retirement Laws for Pennsylvania Local

Governments (June 1988)

Fiduciary Responsibility and Liability for Pennsylvania
Local Government Retirement Systems (February 1989)

Status Report on Local Government Pension Plans (May
1989)

Service Purchase Authorizations for Pennsylvania Public
Employee Retirement Systems (June 1989)

Compilation and Analysis of Data on Municipal Pension
Plans

Commission Annual Reports (1983 to 1989)

Source: Public Employee Retirement Study Commission.
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APPENDIX D

Pennsylvania Municipalities With Aggregate Unfunded
Actuarial Accrued Liabilities Greater Than One Million Dollars
(Based on 1987 Municipal Pension Plan Data)
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APPENDIX D

Pennsylvania Municipalities With Aggregate Unfunded
Actuarial Accrued Liabilities Greater than One Million Dollars*/

(Based on 1987 Municipal Pension Plan Data)

a/

Municipality County Accrued Liabilityb/
Philadelphia City ......... Philadelphia $1,798,524,000
Pittsburgh City ...... «+... Allegheny 454,591,684
Erie City ..eeeeeeeeeneenns Erie 100,526,402
Scranton City ..... +ee.s.es. Lackawanna 58,748,170
Allentown City ............ Lehigh 37,668,698
Harrisburg City ........... Dauphin 37,516,375
Reading City ............. . Berks 30,426,827
York City ceceeeeeveeeesess YoOrk 26,588,180
Wilkes Barre City ......... Luzerne 24,597,613
Easton City ..ceeveeennn. .. Northampton 20,417,139
McKeesport City ..¢........ Allegheny 19,816,241
Bethlehem City ...cceeccces Northampton 19,650,882
Altoona City .eeeeecees e+« Blair 17,088,520
Chester City ..iiieeeeeennn. Delaware 15,235,477
New Castle City ...ceeeeees Lawrence 13,682,533
Johnstown City ............ Cambria 13,097,941
Lancaster City ..ccececenan . Lancaster 10,622,924
Williamsport City ......... Lycoming 10,009,332
Hazelton City ......... «+.. Luzerne 9,193,169
Washington City ........ ... Washington 8,903,250
Butler City ....cecceeeee.. Butler 8,740,660
Duquesne City ....ccceee... Allegheny 6,047,955
Lebanon City ...¢.¢e¢ee..... Lebanon 5,551,982
Bradford City ............. McKean 5,379,608
Clairton City ....cecce.... Allegheny 4,319,270
Bensalem Township ...... ... Bucks 3,392,508
New Kensington City ....... Westmoreland 3,120,628
Beaver Falls City ...cece.. Beaver 3,045,003
Monroeville Borough ....... Allegheny 3,006,241
0il City City ..+.eeeees.... Venango 2,928,444
Carbondale City ........... Lackawanna 2,446,245
McKeesport Municipal

Water Authority .......... Allegheny 2,401,367
Franklin City ......c..ce... Venango 2,347,515
Arnold City ..... crencsanes Westmoreland 2,322,771
Westmoreland County

Municipal Authority ..... Westmoreland 2,065,566
Pottsville City ........... Schuykill 2,012,836
Pottstown Borough ......... Montgomery 1,987,843
Sharon City ......... eeeses. Mercer 1,795,935
Greensburg City ........... Westmoreland 1,769,809
Farrell City ...eececeeean.. Mercer 1,620,118
Radnor Township c.eeceeeess Delaware 1,548,045
Aliquippa City ¢¢¢eeeees... Beaver 1,525,870
Penn Hills Township ....... Allegheny 1,449,200
Shamokin City ..eeeeeeeeen Northumberland 1,421,967
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APPENDIX D Continued

Total Unfunded

Municipality®/ County Accrued LiabilityP/
Cumberland-Dauphin-

Harrisburg Transit Auth . Dauphin 1,419,745
Upper Merion Township ..... Montgomery 1,387,953
Shaler Township ........... Allegheny 1,383,411
Monessen City ...¢¢evcee... Westmoreland 1,348,662
Connellsville City ....... . Fayette 1,310,570
Media Borough ....... «++... Delaware 1,304,089
Lehigh/Northampton

Transit Authority ........ Lehigh 1,243,119
Mt. Lebanon Township ...... Allegheny 1,226,132
Titusville City ...... «+«... Crawford 1,065,070
Jeannette City .......... .. Westmoreland 1,063,618
Cheltenham Township ....... Montgomery 1,049,362
Allegheny County

Sanitary Authority ...... Allegheny 1,041,213
Erie Metro Transit Auth ... Erie 1,014,622
TOEAL e e eveeeeenneeeennneeeenns Ceeieeeeee... $2,815,010,309C/

*/As reported by the PERSC, local government pension plans
established by municipalities subject to the reporting
requirements of Act 205 of 1984 are termed "municipal pension
plans." It is these plans which are included in this appendix.
Local government pension plans established by counties that are
subject to actuarial reporting under the provision of Act 293 of
1972 are termed "county pension plans." Information on these
plans is not included above; 1987 data indicates, however, that
two counties, Allegheny ($116,919,379) and Greene ($1,294,724),
had unfunded accrued liability in excess of $1 million from the
1986 database. As of early 1990, the 1987 municipal pension
plan data was the most current information available; 1989
municipal pension plan data was to be submitted to the PERSC by
March 31, 1990, and will be reported by the Commission in the
spring of 1991.

a/It should be noted that in most cases the information shown
on this table relates to more than one individual plan within
the municipality. For example, Philadelphia City includes three
separate plans: police, firefighters, and nonuniformed plans.
b/"Unfunded actuarial accrued liability" is defined as the
excess of actuarial accrued liability over the actuarial value
of assets. In other words, the unfunded actuarial accrued
liability represents the amount of funding required to bring the
fund ratio of a pension plan to 100%.

c/Represents 95% of the total unfunded accrued liabilities of
municipalities based on 1987 data ($2,968,321,805).

Source: Developed by the LB&FC staff from analysis of the
Commission's data for 1987 municipal pension plans and 1986
county pension plans.
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APPENDIX E

Detailed Breakdown of Unfunded Actuarial
Accrued Liability by Municipality and Plan Type
Based on 1985 and 1987 Municipal Pension Plan Data
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APPENDIX F

Analysis of the Impact of Selected PERSC Actuarial Notes™’

1. Bill, Printer's Number and (Session): H.B. 251, P.N. 272
(1987)

System: Second Class A City (Scranton) Nonuniformed System
Subject: Increase in Maximum Benefit

Synopsis of Bill: This bill would have amended the provisions
governing the Scranton nonuniformed employees pension plan to
authorize the city to increase the maximum monthly pension
amount for employees retiring on or after January 1, 1987, from
$250 to $350. The bill also proposed increasing the maximum
member contributions to the plan from $6 to $12 per month.

PERSC Input: The Commission attached an actuarial note and
expressed concern about the ability of the City of Scranton to
undertake the additional cost associated with the proposed
legislation in light of the city's status as a severely dis-
tressed municipality under the Municipal Pension Plan Funding
Standard and Recovery Act. The increase in the unfunded actuari-
al accrued liability was estimated at $346,000.

Final Legislative Disposition: After H.B. 251 was amended, it
passed and became Act 1987-84. According to the Executive Direc-
tor of the PERSC, the actuarial note was basically positive, but
the Commissioners pointed out that the municipality participated
in the recovery program for financially distressed municipal
pension systems and expressed concern about the ability of
Scranton to undertake the additional costs associated with the
proposed legislation. As enacted, the legislation provided that
no increase would become effective unless Scranton passed an
ordinance.

2. Bill, Printer's Number and (Session): H.B. 530, P.N. 580
(1987)

System: Public School Employes Retirement System (PSERS)

*/Note: Developed by LB&FC staff from review of information

on PERSC actuarial notes attached to a sample of pension-related
bills introduced during the 1987 and 1988 legislative sessions;
this analysis involved review of the pertinent pension
legislation and actuarial note summaries, review of PERSC annual
reports, and interviews with PERSC, legislative and Governor's
Office staff.
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Appendix F
(Continued)

Subject: Normal Retirement at Any Age with 30 Years of Service

Synopsis of Bill: This bill would have amended the Public
School Employes Retirement Code (PSERS) to provide for earlier
normal retirement eligibility by reducing from 35 years to 30
years the service required for normal retirement at any age.

PERSC Input: The Commission attached an actuarial note and
expressed concern about (1) the possibility of increased re-
quests for postretirement cost-of-living adjustments (COLAs);
(2) the appropriateness of not basing this provision on any
assessment by individual PSERS employing entities of the need
for encouraging early retirement or the potential benefit of net
salary savings resulting from early retirement; (3) the absence
of a provision which would require an increase in the PSERS
member contribution rate; (4) the possible precedent for similar
benefit modifications for other Pennsylvania public pensions
plans; and (5) the lack of quantifiable data on the potential
for payroll savings. The increase in the unfunded actuarial
accrued liability was estimated to be $771 million.

Final Legislative Disposition: H.B. 530 died in committee.
According to the Executive Director of the PERSC, the Commis-
sion's consulting actuarial firm prepared a paper on public
school employee early retirement, and PSERS also undertook a
study of the potential salary savings from the proposed early
retirement. Each of these analyses was important to the General
Assembly's review of this proposal, according to the PERSC Execu-
tive Director. A legislative staff member familiar with the
bill stated that the policy considerations in this bill made
legislators reluctant to make the "30-and-out" retirement window
permanent. A representative of the Governor's Office also felt
that the actuarial note attached to this bill was helpful and
useful in deliberations.

3. Bill, Printer's Number and (Session): H.B. 508, P.N. 1039
(1987)

System: State Employes' Retirement System (SERS)
Subject: Additional Service Credit Early Retirement Incentive

Synopsis of Bill: This bill would have amended the State
Employes' Retirement Code by adding provisions relating to cred-
ited service as a retirement incentive. This bill also would
have provided, during the period of June 30, 1987, through Sep-
tember 30, 1987, for the crediting of an additional three years
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Appendix F
(Continued)

of Class A service for an active member, other than a judge, jus-
tice, legislator, or other elected official, who had at least

ten eligibility points, had attained age 55, and upon termina-
tion of service had filed an application for retirement. The
additional liability attributable to this bill would have been
funded on a level dollar basis over a five year period from July
1, 1989.

PERSC Input: The Commission attached an actuarial note and
expressed its concern about (1) the likelihood that no permanent
reduction in the workforce would occur to achieve salary savings
to offset the actuarial cost of the proposal; (2) the possible
precedent for similar benefits for other public retirement sys-
tems; (3) the possible additional costs associated with COLAs
and medical coverage; (4) the limited value of offering this
incentive to employees whereby the majority are eligible for
full retirement benefits without this incentive and would retire
without this program; (5) the unclear purpose of the bill; and
(6) the design of the incentive program, which provided for the
largest proportional benefit increase to those with the shortest
Commonwealth careers. The actuary indicated that the most proba-
ble increased annual cost estimate would be $55 million.

Final Legislative Disposition: H.B. 508 died in committee.
According to the Executive Director of the PERSC, the relation-
ship between early retirement cost savings and replacement rati-
os discussed in the actuarial note was important to the General
Assembly's deliberations. A representative of the Governor's
Office also stated that the actuarial note attached to this bill
was used to review and deliberate the issues involved in this
legislation.

4. Bill, Printer's Number and (Session): H.B. 1291, P.N.
2256 (1987)

System: Public School Employes' Retirement System (PSERS)
Subject: Postretirement Medical Coverage

Synopsis of Bill: This bill would have amended the Public
School Employes' Retirement Code to provide for the payment by
the Commonwealth of the cost of medicare supplement, major medi-
cal, and hospitalization insurance coverage for superannuation
annuitants, annuitants with 25 or more years of credited ser-
vice, and disability annuitants.
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PERSC Input: The Commission attached an actuarial note and
expressed concern about (1) the absence of any requirement for
actuarial funding; (2) the lack of coordination with other em-
ployer paid medical coverage that may be provided by individual
school districts; (3) the lack of allocation of any portion of
the cost of the benefit to PSERS members; (4)the absence of
school district participation in the financing of the benefit;
(5) the possible precedent for future requests for expanded
coverage to achieve parity with the postretirement medical cover-
age provided to SERS members; and (6) the presence of what were
considered to be substantial drafting ambiguities in the
legislation. The estimated annual outlay was $45,350,863 on a
pay-as-you-go basis with a projected cost by the year 2006 of
$423,276,000.

Final Legislative Disposition: H.B. 1291 died in Committee.

A staff member of the Governor's Office stated that the bill was
defeated because of the PERSC actuarial note information. Also,
a legislative staff member familiar with the bill stated that
the PERSC's actuarial note was very important to the Legisla-
ture's deliberations since the note revealed the costly nature
of the proposal.

5. Bill, Printer's Number and (Session): S.B. 852, P.N. 1113
(1987)

System: State Employes' Retirement System (SERS)

Subject: Employer Contribution Rate for Members of an Indepen-
dent Retirement System

Synopsis of Bill: This bill would have amended the State
Employes' Retirement Code by establishing the employer contribu-
tion rate for members of independent retirement systems at a
rate of 8.95%. In addition, this bill proposed directing the
Public Employee Retirement Study Commission to study the rate
four years after it was last set and recommend to the Governor
and the General Assembly a rate for the next five years.

PERSC Input: The Commission attached an actuarial note recom-
mending amendments to base further studies on the goal of provid-
ing parity in employer contribution rates rather than parity in
benefits. The bill was based on a recommendation contained in
the Commission's 1987 study entitled "Study of Method of Setting
Employer Contribution Rates to Alternate Retirement Programs."
The note estimated the increase in costs to the Commonwealth
annually at $2.7 million.
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Final Legislative Disposition: S.B. 852 was amended and

signed into law, becoming Act 1987-78. According to the Execu-
tive Director of the PERSC, the recommendations from the Commis-
sion's March 1987 study became the basis for Act 1987-78. The
final legislation reflected the Commission suggestion that pari-
ty of benefits be changed to parity of employer contribution
rates. A representative of the Governor's Office stated that
the actuarial note information with this bill was important in
changing the way the Commonwealth deals with independent retire-
ment systems. According to a legislative staff member familiar
with the legislation, S.B. 852 was enacted largely in accordance
with the recommendations of the PERSC study on contribution
rates.

6. Bill, Printer's Number and (Session): H.B. 1854, P.N.
28647 (1988)

System: Not applicable (proposed a retirement system for
volunteer firefighters)

Subject: Authorizing Establishment of Retirement Plans for
Volunteer Firefighters

Synopsis of Bill: House Bill 1854 would have amended the
Volunteer Firemen's Relief Association Act to authorize volun-
teer fire relief associations to establish and maintain retire-
ment plans for volunteer firefighters. The bill would have
authorized the expenditure of relief association monies to fund
the volunteer firefighter retirement plans.

PERSC Input: The Commission attached an actuarial note ex-
pressing concern about (1) the appropriateness of authorizing
this benefit to be provided on a decentralized, multiple pension
plan basis; (2) the proposed pension benefit design; (3) the
magnitude of the pension benefits and the equity of the benefits
proposed compared to those of the career municipal employee; (4)
the potential liabilities to the Commonwealth because the finan-
cial resources of volunteer fire relief associations may be
insufficient to fund the benefits proposed; (5) the substantial
financial resources needed to fund the prerequisite accidental
death and disability income benefits; (6) the administrative
complexity; (7) the lack of adequate reporting and funding stan-
dards in light of the complexity of the pension plans; and (8)
the presence of what were considered to be numerous technical
and drafting deficiencies in the proposed legislation. The
estimated potential statewide cost of this proposal was $1.6
billion.
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Appendix F
(Continued)

Final Legislative Disposition: H.B. 1854 died in committee.

The Executive Director of the PERSC stated in testimony before
the General Assembly that the annual statewide costs were poten-
tially five to ten times greater than the dedicated funding
source for the proposed benefit. The Commission's actuarial
note reportedly played a key role in legislative consideration
of this bill.

7. Bill, Printer's Number and (Session): H.B. 2571, P.N.
3583 (1988)

System: Municipal Police and Fire
Subject: Ad Hoc Postretirement Adjustment

Synopsis of Bill: The bill would have required all municipali-
ties with retired police officers or paid firefighters to pro-

vide pension benefit increases funded by the municipalities and
reimbursed by the Commonwealth.

PERSC Input: The Commission attached an actuarial note indi-
cating that the legislation addressed a recognized need to pro-
vide more adequate retirement benefits for long retired munici-
pal public safety employees who had not received previous adjust-
ments in a very effective manner. The Commission questioned the
mandated benefit increases and the rationale to distinguish
between municipal public safety employees and other municipal
employees in mandating postretirement benefit increases. The
Commonwealth contributions were to be drawn from funds already
targeted for municipal pension purposes but no new revenue was
provided. The Commonwealth would reimburse the municipalities
annually for 10 years for benefit payments. The first year cost
to the Commonwealth was estimated at $4,930,000. This amount
was expected to decline 5% each year thereafter.

Final Legislative Disposition: H.B. 2571 died in Committee.
The Commission then reportedly worked with the affected public
employee groups, legislative staff and representatives of the
Governor's Office to develop S.B. 941, P.N. 2541, with what was
considered to be a more appropriate benefit design and funding
plan. S.B. 941 became Act 1988-147.

8. Bill, Printer's Number and (Session): S.B. 641, P. N.
2174 (1988)

System: Public School Employes' Retirement System (PSERS) and
State Employes' Retirement System (SERS)
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Appendix F
(Continued)

Subject: Automatic Postretirement Adjustment Mechanism

Synopsis of Bill: Senate Bill 641 proposed amending the Pub-
lic School Employes Retirement Code and the State Employes'
Retirement Code to establish an automatic postretirement adjust-
ment mechanism for the two systems. The bill provided PSERS and
SERS annuitants who had been receiving benefits for at least 24
months with an annual increase based on one-half of the increase
in the federal Consumer Price Index (CPI), with a maximum annual
increase of 3%.

PERSC Input: The Commission attached an actuarial note and
expressed its views concerning the significant cost (a $3.3 to
$7.6 billion increase in the unfunded liability) associated with
it and the possibilities of future requests for ad hoc cost-of-
living adjustments. The Commission also questioned: the appro-
priateness of providing minimal annual adjustments during peri-
ods of negligible inflation; the lack of an adjustment in the
amount of benefit increase when medical coverage is provided by
the employer as a postretirement benefit; the absence of a re-
quirement for additional member contributions by active PSERS
and SERS members to finance a portion of the benefit; and the
appropriateness of the benefit period.

Final Legislative Disposition: S.B. 641 died in Committee,

but an amended version was included in S.B. 1441 that became Act
1988-112. The Commission's actuarial note appears to have had
an impact on the bill not passing. Both legislative staff and
staff of the Governor's Office indicated that subsequent discus-
sions were held with the PERSC regarding provisions for an
automatic cost-of-living adjustment. As a result of these dis-
cussions, the original provisions were amended to provide for an
alternative flat dollar adjustment or increase based on the num-
ber of years of work experience and the number of years retired.
This provision was included in S.B. 1441 which was enacted.
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APPENDIX G

Selected Membership and Actuarial Information
on Pennsylvania Public Employee Pension Systems
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APPENDIX H

Selected Comparative Information on
State Pension Commissions in Pennsylvania and All States
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APPENDIX H

Status of Pension Commission Development Within the States

Permanent Commissions/Committees

Arkansas
Indiana
Louisiana
Massachusetts
Minnesota
Missouri
Nebraska

Recent Temporary or Interim Commission/Committee

Nevada

New York

North Carolina
North Dakota
Ohio
PENNSYLVANIA
South Carolina

Alabama
Arkansas
Indiana

Missouri
Montana
Nevada

Permanent Legislative Committees

South Dakota
Tennessee
Texas
Virginia
Washington
West Virginia
Wisconsin

Oregon
Washington

Arkansas Nevada South Carolina
Georgia New Hampshire South Dakota
Louisiana North Carolina Tennessee
Minnesota North Dakota Texas
Missouri PENNSYLVANIA West Virginia
Nebraska Rhode Island Wisconsin
No Permanent Commission/Committee or Legislative Committee
Alaska Hawaii Maryland
Arizona Idaho Michigan
California Illinois Mississippi
Colorado Iowa New Mexico
Connecticut Kansas Oklahoma
Delaware Kentucky Utah
Florida Maine Vermont
Wyoming
Proposal to Create Permanent Commission
New Jersey
Source: "1988 Report on State Pension Commissions," Pension

Commission Clearinghouse.
Used by permission.

Inc., 1988.
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APPENDIX H

Comparative Information on
Pension Commission Activities, PA and All States
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APPENDIX T

Membership of the Municipal Pension Advisory Committee
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APPENDIX I

Membership of the

Municipal Pension Advisory Committee

Name

Lee Janiczek

Jack Gardner

Jack Garner

B. Kenneth Greider

Douglas E. Hill

William J. Woll

Representing

Springfield Township (Commissioner)

PA State Association of Boroughs (Secretary)

PA League of Cities (Executive Director)

PA State Association of Township Supervisors
(Executive Director)

PA State Association of County Commissioners
(Executive Director)

PA Municipal Authorities Association (Execu-
tive Director)

Source: Public Employee Retirement Study Commission as of

March 1990.
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APPENDIX J

Membership of the Municipal Employee
Pension Advisory Committee
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APPENDIX J

Membership of the

Municipal Employee Pension Advisory Committee

Name

Representing

Francis P. Bascelli

Barry J. Buskey

Annette Palutis

Richard Toth

W. Ronald Smeal

Fraternal Order of Police (State President)

PA State Firefighters Association (Presi-
dent)

PA State Education Association
Bmerican Federation of State, County and

Municipal Employees

PA Chiefs of Police Association

Source: Public Employee Retirement Study Commission as of

March 1990.
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APPENDIX K

Public Employee Retirement Study Commission By-Laws
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BY-LAWS OF THE

PUBLIC EMPLOYEE RETIREMENT STUDY COMMISSION

TiTLE 4. ADMINISTRATION
Parr XII. PusLic EMPLOYEE RETIREMENT STUDY COMMISSION
Section401.1.  Definitions.

Thefollowing words and terms, when used in this part shall have the following meanings, unless the context
clearly indicates otherwise:

Act - the act of July 9, 1981 (P.L. 208, No. 66), known as the “Public Employee Retirement Study Commission
Act.”

Advisory Committee - a mhnicipal pension advisory committee established under the provisions of Section
8 of the Act.

Commission - the Public Employee Retirement Study Commission created under the Act.

Member - a member of the Commission.

Chapter 402. By-Laws
Section 402.1. Meetings

Meetings of the Commission shall be held as necessary at the call of the Chairman, but in no case less than
six times per year. Meeting shall be held on the dates and at the times and locations specified by the Chairman
in the notice of the meeting. Notices of meetings shall contain an itemized agenda in reasonable detail. Notice
of meetings shall be given to all members in writing at least seven days prior thereto; provided that such notice
may be given at least twenty-four hours prior to such meeting where deemed necessary by the Chairman under
the circumstances. The Chairman shall call a meeting upon the réquest in-writing of five or more members.

Section 402.2. Quorum and Voting.

Five members shall constitute a quorum for meetings. The majority vote of the members present at a
meeting or otherwise entitled to vote pursuant to these By-Laws shall constitute official action of the
Commission. In the event that one or more vacancy or long term disability exists four members shall constitute
a quorum. A Commission member who is a member of the Senate or House of Representatives of the
Commonwealth of Pennsylvania may, from time to time, appoint a designee in writing. A designee may cast
a vote for a member on any matter pending before the Commission relating to an agenda item; provided that
the member has set forth in writing with reasonable particularity the position of the member on the agenda item
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Commission may take official action on any matter properly before a meeting whether or not mentioned in the
notice of the meeting.

Section 402.3. Open Meetings.

Meetings of the Commission shall be held and notice thereof shall be given in accordance to Act No. 1986-
84 relating to public meetings, as applicable.

Section 402.4. Minutes.

Minutes shall be kept of all meetings of the Commission and shall be filed in the office of the Commission,
subject to the act of June 21, 1957 (P.L. 390) §§1-4, as amended, (65 P.S. §§66.1 - 66.4) relating to the inspection
and copying of public records, as applicable.

Section 402.5 Officers.

The Commission shall annually elect a Chairman, a Vice Chairman and such other officers as it finds
necessary or desirable at the first meeting of the Commission occurring in each calendar year. All such officers
shall be members and shall serve until the election of a successor. Election shall also occur in the event of a
vacancy in any office. The Chairman shall preside over all meetings of the Commission at which he is present,
or in his absence the Vice Chairman, or in both of their absence a member chosen by the Commission. In the
event that the Chairman is unable to act hereunder for any reason, the Vice Chairman may do so.

Section 402.6 Qffice.
The Commission may establish an office for the use of the Commission in the conduct of its official business.

Section 402.7 Committees.

The Commission may, from time to time, establish such committees as it deems necessary or desirable in
the conduct of its official business. Appointments to committees shall be made by the Chairman. The term of
each committee shall be coterminous with that of the Chairman. For the purposes of this section, any liaison
shall be deemed to be a committee.

Section 402.8 Advisory Committees.

The Commission shall appoint each advisory committee pursuant to the applicable law no latel: than the
third meeting of the Commission occurring in each calendar year. The term of each advisory committee shall
be for one calendar year or until the appointment of a successor, whichever occurs later.

Section 402.9 Budget.

The executive director of the Commission shall annually submit a proposed budget to the Comrr{ission for
approval prior to the submission date under budget guidelines applicable to Commonwealth agencies.

Section 402.10 Miscellaneous.

The Commission may, from time to time, do such other things and take such other actions as it deems
necessary or desirable in the conduct of its official business.
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Section 402.11 Amendment.

The Commission may, from time to time, amend these By-Laws by majority vote of the members present
at a meeting or otherwise entitled to vote pursuant to these By-Laws; provided that notice of the meeting shall
have set forth at least the general nature of the amendment.

Adopted February 17, 1983
Amended March 9, 1983
Amended December 10, 1986
Amended November 17, 1987
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APPENDIX L

Responses to This Report
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COMMONWEALTH OF PENNSYLVANIA
PUBLIC EMPLOYEE RETIREMENT
STUDY COMMISSION
HARRISBURG
17120

June 7, 1990

Mr. Philip R. Durgin

Executive Director

Legislative Budget and Finance Committee
Room 400 Finance Building

Harrisburg, PA 17120

Dear Mr. Durgin:

Thank you for the preliminary report of the sunset performance audit on the
Public Employee Retirement Study Commission, While I do not speak for the entire
Commission, I feel the review of the Legislative Budget and Finance Committee was
thorough, as well as, objective. All of your findings have merit, and while we
might not agree with all of the recommendations, they will be given careful
consideration by the Commission. We welcome your offer of support for those
recommendations requiring legislative action.

Additionally, it might be helpful, since you make reference to it in your
audit report, if you include a copy of the Commission's By-Laws in the appendix.

I appreciate the useful commentary and analysis you have provided to the
Commission.

Sincerely,

AR Ny =P

Dale D. Stone
Chairman

cc: Commission Members
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STD-501, 986

COMMONWEAL TH OF PENNSYL VANIA

DATE: June 8, 1990

supJect: Draft Sunset Performance Audit Report on the
Public Employee Retirement Study Commission

Mr. Philip R. Durgin, Executive Director

To: Legislative Budget and Finance Committee ’afk:57b
£

(Sry
\r'-'.

/
Bruno J. Ch1esa, troller C ZQQ?

We reviewed the draft copy of your sunset performance audit report on the
Public Employee Retirement Study Commission. Our review of this report
did not disclose any questions or comments. We do, however, appreciate
this opportunity to review your report.

FROM:
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