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Under the Public School Employees Retirement Act, basic retirement benefitsfor participants
in the defined benefit plan are paid for by “prefunding”, while health benefits are paid on acash basis
eachyear. (Prefunding meansthat the benefits earned in agiven year are funded for thefuturein that
year; cash funding means that the current year’s costs are paid in the current year. Prefunding is
generally more expensive in the short term but allowsfuture cost increasesto be offset by investment
income.)

House Bill 5880 would amend the act to require that health benefits be “prefunded”.
Specifically, the bill would require that the contribution rate for health benefits be computed using
an individual projected benefit entry age normal cost method of valuation.
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