
The General Assembly made changes to laws governing the Public School Employees’
Retirement System (PSERS) in 2001, 2002, 2003, and 2010 that provided employers with and
then continued an employer contribution holiday. School districts and the Commonwealth did
not pay their fair share over a 12-year period, making PSERS more vulnerable to economic
downturns. During this holiday, school employees never stopped contributing to PSERS – the
pension fund that provides school employees with their retirement security.

In November 2010, the Legislature passed a pension reform bill law that finally ended the
employer contribution holiday. Now that the holiday is over, employer costs are beginning to
increase significantly. Why? 

Some key points: 

1)On June 30, 2000, PSERS was determined to be 123 percent funded, following five years in
which PSERS investment returns averaged more than 15 percent every year. As a result of the
overfunding, the PSERS pension rate for the 2001-02 school year fell to zero*, effectively elim-
inating one of the largest line items in the state budget. 

From 1960 until 2001, total contributions for PSERS on average were divided almost equally
among the Commonwealth, districts, and school employees. During this period, the employer pen-
sion rate averaged 12.6 percent of payroll, with a high of 20.04 percent in 1985. In 2001-02, the
employer pension rate was zero and in 2002-03, it was only 0.18 percent of payroll. In compari-
son, the employee contribution rate was increased in 2001 by 1.25 percent, and over the following
decade school employees contributed almost twice as much as school districts and the
Commonwealth combined ($7.3 billion to $3.765 billion).

2) The General Assembly passed Act 9 in May 2001, which increased the pension multiplier – a
rate used in the formula to determine pension benefits – from 2 to 2.5 for all public school
employees, and did so for both future service and retroactively for prior years of service as
well. The cost of the benefit moving forward was to be paid in part by a 1.25 percent increase
in the contribution rate paid by school employees. The retroactive portion of the increase
became part of PSERS debt (i.e. unfunded accrued liability) and today accounts for less than 19
percent of the current pension debt. 

3) From 2000-2003, PSERS suffered significant investment losses as a recession hit the nation. As
a result, the PSERS pension rate was set to increase significantly until the Legislature passed
Act 38. This Act capped the pension rate for 2002-03 and also granted a COLA. The one-year
deferral of the rate hike and the cost of the COLA both added to PSERS growing debt. 
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4) The pension rate was set to spike even higher in 2003-04. So the General Assembly passed
Act 40 in 2003, which took all the costs associated with Act 9 and the investment losses
incurred in 2000-01 and 2001-02, and spread out the terms of the payments from 10 to 30
years. The credits associated with investment gains in the 1990s were left on the books to
be amortized over 10 years. This effectively extended the employer contribution holiday,
keeping the rate at an artificially low level until the credits rolled off the books in 2012. 

5) Four years of positive investment returns followed passage of Act 40, providing false hope
to some that PSERS was growing its way out of the problem. In fact, on June 30, 2007,
near the height of the financial markets, the market value of PSERS’ assets was about equal
to liabilities. 

6) The most recent economic downturn hit hard, with PSERS suffering investment losses over
a two-year period, with an actuarial loss of more than $21 billion in 2008-09 alone. This
greatly increased the level of pension debt. 

7) The PSERS employer pension rate was set to increase to 7.58 percent for the 2010-11
school year, but the General Assembly, needing to find additional funding to balance the
budget, rolled back the increase to 5 percent with passage of Act 46 in July 2010. 
By deferring the rate increase, it added to the pension debt.

8) In November 2010, the General Assembly passed the Pension Reform Law (Act 120).
Pension benefits were reduced for new employees (of both public schools and the
Commonwealth), resulting in a projected future cost savings for employers of more than
$33 billion (PSERS and SERS). In addition, the General Assembly committed to ending the
employer contribution holiday and gradually stepping up the pension rate paid by the
Commonwealth and districts to pay off the debt that had accumulated over the previous 12
years.

As a result of two historically bad market downturns from 2000-2003 and 2007-2009, cou-
pled with the employer contribution holiday, and benefit increases granted a decade ago, the
Commonwealth and school districts are facing greatly increased pension contributions to
pay off the debt that has already been incurred.

*Only the pension rate fell to zero for 2001-02. The total employer rate was 1.09 percent in 2001-02 due to
health care alone.

For more information visit www.PSEA.org/pension


