* With a stock market riding high from the 1990s,

the Pennsylvania School Employees’ Retirement System

(PSERS) and State Employees’ Retirement System N

(SERS) were more than 110% funded. Legislators pass

Act 9, which:

o Increases pension benefits by 50% for legislators
and 25% for state and public school employees.

o Relies on pension system surplus to lower what state
government and school districts were required to
contribute to workers’ pensions.

o Makes the new benefit increases retroactive, adding
$8.2 billion in taxpayer debt, an “unfunded liability,”
that will have to be paid back with interest.

o Allows the $8.2 billion shortfall to be paid off like
a loan over 10 years.!
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e Legislators pass Act 38, which increases benefits for already retired workers—adding

another $1.75 billion to the funding shortfall.?
* The PSEA lobbies for 2001 and 2002 benefit increases.?

» After 9/11 and a recession, the stock market drops significantly, creating the first pension
system losses in years. Lawmakers add pension “smoothing” to Act 38, an accounting

gimmick that prevents stock market losses from fully showing up on the books for five years.*
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* The legislature passes Act 40 when stock market losses become too

steep to ignore. This bill;

o Continues to reduce government payments to state pension

systems, even though the surplus has disappeared.

o Continues to pay off the $8.2 billion cost of the 2001 pension

bump—but extends the time from 10 to 30 years.

o Spreads payments for stock market losses—a taxpayer resp
over 30 years, pushing more costs onto our children.®

o Creates a sharp “spike,” or increase, in what taxpayers must

contribute to pensions, quadrupling their annual costs between

2010 and 2012.%
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* Despite a surplus just 13 years ago, Pennsylvania is now stuck with
more than $50 billion in unfunded liabilities between PSERS and SERS.
* The moral: Government pension plans that are “defined benefit”’—
guaranteeing a fixed yearly income—are inherently political and unsafe
for workers in the pension system.

* PSERS and SERS officials determine that the 8% rate of return

assumed from stock market investments is too high, and
lower it to 7.5%.

e The 0.5% downward adjustment alone adds $5.5 billion
to what taxpayers must cover for the state’s pension
funding shortfall.

* Many financial experts think even a 7.5% rate of return is too
optimistic. If stock market investments don’t earn that much,

taxpayers will have to pay more to cover pensions.®
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» Stock markets crash again, even more
severely than in 2002, triggering the
Great Recession.

* The losses make the pension spike
created in Act 40 much worse, as
taxpayers must make up the difference
in stock market losses.

¢ To alleviate the Act 40 spike, the legislature passes

Act 120. This bill:

o Caps taxpayer payments—Ilimiting how much
state government and school districts will have
to pay—and refinances pension costs again.
Instead of a sudden spike, taxpayers have to pay
more for decades.

o Reduces pension benefits for new employees to
what they were before the 2001 increases.”




