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! 
# Brief history of state and local Social Security and Medicare 

coverage6 
! 1935:  Social Security first became law.  No state and local 

government (public) employees were covered due to concerns 
about the ability of the federal government to tax states, i.e., 
sovereign entities. 

! 1951:  Section 218 of the U.S. Social Security Act was enacted, 
permitting voluntary coverage of public employees if the State 
and Social Security Administration entered into Section 218 
(voluntary) Agreements. 

! Since 1951, numerous changes to federal laws have occurred, 
including “mandatory Medicare” (effective 411986) and 
“mandatory Social Security” (effective 721991).  
# What used to be “voluntary” is now required, yet  “mandatory” 

doesn8t mean it8s required for everyone. 
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! 
! ·“Voluntary” Social Security coverage through a 

Section 218 (§218) Agreement is now 
“mandatory.”  

! ·“Mandatory” Social Security coverage is not 
really mandatory for all state and local 
government employees.   

! ·“Mandatory” Medicare coverage is also not 
really mandatory for all such employees.  
 

Background – contd. 

3 



! 
# In 2007 a significant FICA and public pension system 

compliance problem was discovered in the State of 
Missouri.   

# Resulted in increased scrutiny by Congress, the Internal 
Revenue Service (IRS) and Social Security Administration 
(SSA). 
! The Missouri problem led to a Congressional request for the 

Government Accountability Office (GAO) to study state and 
local governments’ FICA compliance which resulted in a 
report issued in September 2010.   

! In 2009, the IRS initiated a process to identify “other 
Missouri’s.  This “Section 218 Assessment Project” has 
identified 18 critical risk areas for public employers and 
public retirement systems nationwide. 
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! 
# Government Accountability Office report issued in 2010 

documented that all states have at least some state or local 
government employees8 earnings excluded from the Old Age
SurvivorDisability Insurance (OASDI) portion of Social Security. 
 

# Efforts have occurred over the years to put all state and local 
government employees into OASDI.   
! Arguments for universal (mandatory) Social Security used to 

focus on helping the solvency of the Social Security Trust Fund, 
but more recently they have put it in terms of helping public 
workers by providing a safety net for public employees because 
their Defined Benefit plans are at risk. 
# See the Simpson9Bowles ;eficit Reduction Report that was 

issued in 2010 which also mentioned the possibility of a 
“federal bailout” of public retirement systems. 
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! 
#But there is evidence to the contrary, such as: 
!A Segal report issued in 2011 that was 

prepared for the Coalition to Preserve 
Retirement Security identified negative 
implications  for existing public retirement 
plans and public wor?ers if universal 
(mandatory) Social Security coverage of state 
and local workers were enacted by the federal 
government.  

! And . . . 
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! 
#A recent Colorado PERA study found that from 1985 

to 2010 Coloradoans contributed $65 billion more to 
Social Security than they received.   
#That doesn’t occur with most public pension plans 

which provide a mechanism for employees and their 
beneficiaries to withdraw their contributions and even 
get interest or, in some cases, all or a portion of the 
employer’s share of contributions. 
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! 
#Background 

#CoPERA is the largest public pension plan in 
Colorado and a major economic driver. 
! Provides $3.03 billion in annual retirement benefit 

payments to 84,007 Colorado residents. 
! Benefit payments result in $4.31 billion total economic 

output (all goods and services transactions). 
! Sustains 23,399 jobs throughout Colorado. 
! Produces $231.9 million in State and local tax revenue. 

Efforts by Public Pension Plans to Ensure 
Sustainability – For example, the Public 

Employees’ Retirement Association of Colorado 
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! 
# @ ;ivisions6 
# Affer defined benefitB defined contributionB C@DB  CEF(?)B 

and retiree health care programs6 
# Most CoPERA members do not have Social Security 

coverage6 
# Members M beneficiaries as of November 30, 2012 total 

498,663 (including 100,129 benefit recipients). 
# Net position (all plans) as of ;ecember OFB PEFP. 

(unaudited financial statement for calendar year 2012) 
• TOTAL COLORADO PERA = $42,687,941,000 

(excluding CoPERA Health Care Trust Fund and 
Denver Public Schools Health Care Trust Fund) 
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! 
#Averview of pension reform in Colorado6 

#  After the financial downturn in 2008, PERA’s projections 
showed that the system would run out of money as early 
as 2028. In response, the PERA Board of Trustees engaged 
stakeholders throughout Colorado to gather input in the 
development of a comprehensive set of pension reforms.  

# The Colorado General Assembly, with bipartisan 
support, enacted Senate Bill 101, which was the first such 
public pension reform enacted in the nation in response to 
the financial crisis of 2008 and has been a model used by 
other systems. 

Public Employees’ Retirement 
Association of Colorado – contd. 

10 



! 
# Senate Bill 101 made changes that both increased the funding to the 

system and lowered the cost of the benefits paid by the system.  
! Overnight Colorado PERA’s unfunded liabilities were reduced by 

over $9 billion. 
! Costs of future pensions were substantially reduced. 

 
# The most significant changes included: 
! Contribution increases for both employers and employees that phase 

in over time; 
! A decrease in the Cost of Living Adjustment (COLA) paid to all 

members including existing retirees from a fixed 3.5 percent to 2 
percent; 

! Requirements that members work longer before reaching eligibility to 
retire with full benefits; and  

! A reduction in the benefits for members who retire early in the future.  
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! 
# PERA is projected to be fully funded within approximately 30 

years.   
! 90% of the cost of these changes is borne by PERA members 

and retirees. 
# !ustus, et al. vs. ,E.A, et al. lawsuit. 
! Shortly after SB 1 was signed into law, a classaction lawsuit 

was filed in Denver District Court challenging the 
constitutionality of portions of the bill. The plaintiffs allege that 
the provision of SB 1 that modifies the annual increase payable 
to existing Colorado PERA retirees is unconstitutional.  

! Current status of the lawsuit. 
# Parties have appealed a Court of Appeals decision to the Colorado 

Supreme Court, but are awaiting a decision by the Court on 
whether or not to hear the appeal. 
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