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PERAC LEGISLATION RECEIVES FAVORABLE REPORTS 
Joint Committee on Public Service advances two PERAC bills  

By Michael DeVito
Director of Public Affairs

On April 7, 2011, the Joint 
Committee on Public Service 
conducted a hearing on two bills 

filed by PERAC for the 2011-2012 legis-
lative session: H. 20, an Act Relative to 
Chapter 32, Section 91A Waivers; and 
H. 21, an Act Relative to the Investment 
and Management of Municipal Other 
Post-Employment Benefits Liability 
Trust Funds.

On May 23, 2011, the Joint Committee 
on Public Service reported both bills 
favorably and sent them to the House 
Committee on Ways and Means. Brief 
summaries of these bills follow:

H. 20: An Act Relative to Chapter 
32, Section 91A Waivers

Disability retirees must file a statement 
of earned income and certain tax forms 
with PERAC annually. H. 20 would 
eliminate that filing requirement for 
disability retirees who have been retired 
for more than 20 years and not reported 
any earned income for the previous 10 

years. Such retirees would be required 
to sign an affidavit under the pains and 
penalties of perjury indicating that they 
will contact PERAC upon realizing any 
earned income and resume Section 
91A filings thereafter. PERAC’s Fraud 
Prevention Unit estimates that approxi-
mately 2,000 individuals could benefit 
from this waiver provision. 

SAVE THE DATE FOR THE 2011 FORUM
The Honorable Suzanne M. Bump to speak

Joseph E. Connarton
Executive Director

PERAC will hold its seventh 
Emerging Issues Forum at the 
College of the Holy Cross in 

Worcester, Massachusetts on September 
14, 2011.  This year our focus will be the 
future of the Massachusetts public pen-
sion system.  

PERAC’s first Forum in 2004 focused on 
corporate  governance and public invest-
ments; in 2005, the subject was health 
care and its implications for public plans; 
in 2006 we reviewed ethical dilemmas 
and public stewardship; in  2007, we 
examined financing retirement costs; and 

in 2009 and 2010, public pension reform 
was addressed.  One hundred and eighty-
eight individuals participated in the 2010 
Forum.  Sixty-five retirement boards were 
represented.  We’d be pleased to have the 
turnout even larger this year.  Our topic 
is obviously one of importance to every 
citizen of Massachusetts and the public 
employees and public employers who 
serve them.        

The 2011 Forum schedule includes: 
Suzanne M. Bump, Auditor of 
the Commonwealth and PERAC 
Commissioner, who will present her view 
of the future of our public pension sys-
tem; Barbara Novick, Vice Chairman of 

(Continued on page 2)
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THE EVOLUTION OF HEDGE FUND INVESTING

PERAC LEGISLATION RECEIVES FAVORABLE REPORTS (continued from page 1)

H. 21: An Act Relative to the 
Investment and Management of 
Municipal Other Post-Employment 
Benefits Liability Trust Funds

Chapter 479 of the Acts of 2008 created a 
local option allowing municipalities and 
certain other governmental entities to 
establish other post-employment benefit 
trust funds.  This Act would designate the 
treasurer of a municipality (or designee 
of the board of a municipal light plant) 
as custodian of the fund and empower 
him/her with the sole investment author-
ity under the prudent investor rule of 
Chapter 203C of the General Laws. 

 

H.21 would further legislate such invest-
ments as follows: 

SECTION 1: Currently, the Common-
wealth Health Care Security Trust Board 
may not receive OPEB Fund participating 
shares from non-state governmental 
entities. This change authorizes the Trust 
Board to receive such funds, deposit them 
in the State Retiree Benefits Trust Fund, 
and invest and disburse them thereafter. 

SECTION 2: Essentially allows the 
Commonwealth Health Care Security 
Trust Board to accept participation of the 
OPEB funds from almost all other gov-
ernmental entities in the Commonwealth. 
The current law only allows the Trust 

Board to receive funds from public retire-
ment systems in the Commonwealth.

SECTION 3: Amends the current 
enabling statute applicable to cities and 
towns for the establishment of local 
OPEB trust funds. The enabling law 
limits the management and investment 
of these funds to the respective local 
treasurer. This amendment would allow 
the municipality to choose between such 
treasurer, the respective retirement 
board or the Commonwealth Health 
Care Security Trust Board. Without this 
change, communities would have to 
continue to pursue a special act for other 
investment options.

By Bob Dennis
Investment Director (retired!)

It’s been almost nine years since the 
Commission approved PERAC’s initial 
hedge fund guidelines. The discussions 

leading up to the approval of those guide-
lines as well as to the various revisions 
to them over the years have always been 
lively, with strong opinions on all sides of 
the issues.

Finally, it appears that the debate has 
toned down. Retirement boards no longer 
see hedge funds as the magic bullet that 
will lead them to superior investment 
performance. Commission members are 
now comfortable that investing in hedge 
funds according to PERAC’s guidelines is 
not a speculative activity akin to riverboat 
gambling.

The fact is that numerous studies now 
show that hedge funds in aggregate have 
outperformed both stocks and bonds over 
the past ten years and also over longer 
periods. Furthermore, hedge funds have 
achieved that record with less volatility 
(risk) than stocks.

One half of all state public pension plans 

now invest in hedge funds, with a median 
allocation of 5%. In Massachusetts, 32 of 
the 51 local systems that invest on their 
own participate in hedge funds either 
through their own selection or with PRIT. 
The average allocation of these systems is 
also about 5%.

While aggregate hedge fund performance 
has been very favorable, performance 
remains very manager-specific and diversi-
fication is vitally important. Thus, PERAC 
guidelines have required investment in 
hedge funds of funds that are diversi-
fied both in number of funds and in the 
strategies employed by those funds. The 
guidelines have been essential in helping 
the local systems invest responsibly and 
successfully in hedge funds.

PRIM’s investment in hedge funds has also 
been limited to hedge funds of funds up to 
now but its Board recently approved, and 
the staff has begun to implement, a trial 
program of direct hedge fund investing. 
This program will represent 12.5% ($500 
million) of PRIM’s 8% ($4 billion) alloca-
tion to hedge funds.

Investing in direct hedge funds is generally 
more risky than investing in funds of funds 

but PRIM’s approach to direct hedge fund 
investing appears designed to hopefully 
improve returns while reducing fees and 
to do so without increasing risk. PRIM 
intends that its initial investment in direct 
hedge funds will consist not of a handful of 
such funds (a concentrated approach that 
has proved damaging to some other large 
state funds) but with 20 funds that are well 
diversified by strategy. This number could 
eventually reach 30. Thus, PRIM will still 
be investing in a diversified portfolio of 
hedge funds in its trial program but it will 
be one of its own selection rather than one 
constructed by a fund of funds sponsor. 

PRIM intends to select direct hedge funds 
that are well established (at least $500 
million in assets under management) and 
have a three-year track record as opposed 
to investing in emerging, start-up funds. 
Funds will be conservative in nature and 
focused on one of the major hedge fund 
strategies. No one fund in the direct 
investment program will represent more 
than 10% of the total assets in the direct 
fund portfolio. Liquidity restrictions and 
leverage of the individual funds will both 
be closely monitored. After outreach 
and due diligence by PRIM staff and 
Cliffwater, its hedge fund consultant, 

Page 2 (Continued on page 6)
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ELECTRONIC DOCUMENT EXCHANGE: PILOT PROJECT WITH THE STATE RETIREMENT BOARD

By Paul R. Laliberte
Information Systems Manager 

Over the past nine months, a joint 
team from the State Retirement 
Board (SRB) and PERAC has 

been working on a Document Exchange 
Pilot Project to electronically exchange 
documents related to the disability 
application and transmittal processes. 
The SRB, chaired by Treasurer Steven 
Grossman, initiated the Project upon its 
deployment of a document management 
system and the scanning of all their 
hardcopy disability application docu-
ments.  Having expended significant 
effort and resources to digitize their 
paper files, the Executive Director of the 
SRB Nicola Favorito sought to gain addi-
tional operational efficiencies by sending 
PERAC all of the documents required for 
the disability application and transmit-
tal processes in their electronic format, 
thereby eliminating the need to print and 
or generate hardcopies. Over the past five 
years, the SRB has accounted for 24% of 
all medical panel requests and 25% of all 
disability approvals received by PERAC.   
 
The benefits of exchanging documents 
electronically rather than mailing hard 
copies has been experienced by PERAC 
as well as the SRB. Now PERAC can 
import the SRB’s electronic docu-
ments directly into the Commission’s 
Enterprise Content Management (ECM) 
system, thereby eliminating the docu-
ment preparation process that used to 
be required prior to scanning paper 
documents. Additional benefits have 
included a reduction in paper storage, 
faster delivery/receipt and processing of 
documents, and an additional means of 

backing up documents for recovery in the 
event of a disaster. It has also provided 
enhanced protection of members’ person-
ally identifiable and medical information 
by transmitting data over a secured and 
encrypted connection in compliance with 
federal and state regulations.
 
A number of staff members have partici-
pated in the Project. The key team mem-
bers included Marianne Gebert, Norma 
Toppin-Dove, and Karen Richardson 
from the SRB; and from PERAC: IT 
Project Manager Anthony Tse; Manager 
of Medical Services Kate Hogan, who 
functions as the gatekeeper for the 
medical panel request transmittals; and 
Executive Assistant to the Legal Unit 
Susan Childs, who acts as gatekeeper for 
disability, terminations (Section 10), and 
accidental death benefit (Sections 9 and 
100) transmittals. Monthly meetings are 
being held to coordinate development of 
an electronic document exchange pro-
tocol, review project status and resolve 
issues encountered with each phase of 
the Pilot. 

The electronic document exchange pro-
tocol developed by the team addressed 
acceptable file formats, standard syntax 
for subject line and file attachments, 
document distribution, archiving, 
disposition, security and access control, 
and adjustment to the medical panel and 
disability transmittal workflow processes. 
Several methods for securely exchanging 
documents contained members’ personal 
identifiable and medical information 
were scrutinized by Pilot team members. 
The Commonwealth’s Secure File and 
E-mail Delivery (SFED) system was 
selected because it met all of the team’s 

criteria without involving unduly com-
plex management protocols and could 
be implemented at no additional cost to 
PERAC and the SRB.

The Pilot Project was organized in phases 
to coincide with the various types of 
disability applications and transmittal 
processes, including Section 10 termi-
nations. To date, the SRB is sending 
all medical panel request documents 
via SFED to PERAC’s Disability Unit. 
The SRB is also sending terminations 
(Section 10), accidental death (Sections 
9 and 100), and disability transmittals 
to PERAC’s Legal Unit via SFED. Plans 
are also underway to transmit documents 
pertaining to State Police disability 
applications and transmittals to PERAC’s 
Legal Unit via SFED.

The electronic document exchange proj-
ect with the SRB is viewed by PERAC as 
a pilot project for the electronic exchange 
of documents with all retirement boards.  
We anticipate expanding the use of SFED 
to exchange disability-related documents 
with other interested retirement boards 
before the end of the year. 

We are also finalizing PERAC’s compre-
hensive records security protocol with 
detailed guidelines for the protection of 
relevant records with personal identifi-
able and medical information and the 
acceptable methods for the exchange of 
relevant records between PERAC and any 
third party via SFED. More information 
will be forthcoming in future PERAC 
Pension News editions on the use of 
SFED and other security-related topics.
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BOB DENNIS’ RETIREMENT
PERAC’s Investment Director retires after 12 years at the Agency  

Robert Dennis has retired from 
PERAC after 12 productive years as 
PERAC’s Investment Director. His 

extensive investment background and exper-
tise helped guide PERAC in its formative 
years and later as the agency matured in its 
investment oversight activities.

The hedge fund guidelines that were adopted 
by the Commission in 2002 and updated 
in subsequent years were based on Mr. 
Dennis’ comprehensive research. His back-
ground in investment management helped 
PERAC approve local retirement systems’ 
investments featuring a wide range of new 
strategies such as 130/30, commodities, 
real return, and global alpha. Mr. Dennis 
contributed to many PERAC publications. 
The investment and financial market com-
mentaries that he published periodically (49 
in total) were well-regarded by the invest-
ment community.  His manual, Investment 
Best Practices, covering all phases of invest-

ment management, 
remains among 
PERAC’s most 
frequently requested 
publications.  Bob 
expedited PERAC’s 
investment approval 
processes through 
his unstinting work 
with retirement 
boards, investment 

consultants, and investment managers. He 
also made extensive and valuable contribu-
tions to investment-related investigations 
conducted by the agency. 

Executive Director Joseph E. Connarton 
commented on Bob Dennis’ retirement, 

Bob Dennis was a valued and productive 
member of PERAC’s staff for 12 years. 
During that time, he helped formulate 
the Commission’s investment policies 

and aided in the effective oversight of 
retirement board investments – a criti-
cally important aspect of the agency’s 
regulatory activities. Bob was always a 
willing advisor to the boards who shared 
his investment expertise wherever and 
whenever requested. Bob Dennis will 
be missed at PERAC and I join with 
the Commission and all of his former 
colleagues on the staff in wishing Bob a 
happy and healthy retirement.

Bob is a “renaissance man” - with the many 
varied interests and talents that the phrase 
implies. His spectacular photographs of the 
Maine coast and the sporting world quickly 
come to mind. He is an avid Boston sports 
fan – especially of his beloved Boston Red 
Sox - whom he travels to see in different 
parts of the United States.  And finally, his 
knowledge of rock music is truly encyclope-
dic.  No question, Bob Dennis will be staying 
busy in his retirement.  

Robert Dennis

BlackRock, Inc. who will discuss what 
the pension investment landscape will 
look like ten years from now; Rebecca 
Sielman, Principal and Consulting Actuary 
from Milliman, Inc. and Michael Widmer, 
Executive Director of the Massachusetts 
Taxpayers Association, will participate in a 
panel moderated by Actuary Jim Lamenzo 
on public pension funding; Steve Lemanski, 
Consulting Actuary from Milliman, Inc. will 
bring the audience up to date on the GASB 

preliminary view of pension accounting 
and financial reporting by employers; and  
Jim Lamenzo will provide an update on the 
extension of the funding schedules. 

No one doubts that the nation’s economic 
turmoil has brought public pension sys-
tems to a crossroad.  Which way will 
Massachusetts head?  Are we confronted 
with a challenge that is manageable?  Or do 
we have a crisis on our hands that calls for 

the fundamental redesign of our pension 
system?    

We look forward to seeing retirement board 
members and administrators, legislators, 
attorneys, actuaries, investment experts, 
treasurers and accountants at the Forum. 
We all have roles to play in shaping the 
public pension future.  Please save the date 
so that you can join the discussion about 
that future.  

SAVE THE DATE FOR THE 2011 FORUM (continued from page 1)

PERAC 2011 DISABILITY TRAINING SESSIONS 
Monthly Accounting Presentation Added to the Seminar

The Public Employee Retirement 
Administration Commission has 
initiated its 2011 disability training 

sessions for retirement boards.  This year’s 
training has been expanded to include 
an accounting component on the boards’ 
monthly accounting cycle.

These seminars are targeted toward new 
retirement board staff members; however, 
all are welcome to participate. Seminar 
presenters will include staff members from 
PERAC’s Disability, Fraud Prevention and 
Audit Units.  They will focus on disability 

basics, the 91A earnings process and pension 
accounting basics. The agenda will also fea-
ture discussions about the expedited medical 
panel reports being completed by the PERAC 
appointed physicians and their impact on the 
boards’ disability process. 

The first training session was held at PERAC 
in Somerville on June 22.  Forty retirement 
boards from the greater Boston area were 
invited to attend. The second disability 
seminar of 2011 will also be held at PERAC 
in Somerville on September 21.  A final 
session will be held in the fall in Western 

Massachusetts on a date and specific loca-
tion to be announced. Registration forms 
are mailed to retirement boards in advance 
of the seminars.  Please note, if demand 
exceeds the seating capacity of PERAC’s 
seminar room, additional sessions will be 
scheduled. 

Prospective seminar participants are encour-
aged to note the disability issues that are of 
particular interest to them on their registra-
tion forms. Such information will aid us in 
customizing the seminars to ensure that each 
student’s needs are met.  
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By James Lamenzo
Actuary 

Two charts from the January 1, 2011 actuarial valuation 
report of the State Retirement System (SRS) are pre-
sented on this page.  The bar chart shows the unfunded 

actuarial liability (UAL) for the SRS since 1993.  The UAL 
represents the actuarial accrued liability less the value of plan 
assets.  As of January 1, 2010, the actuarial liability was $26.2 
billion and the actuarial value of plan assets was $21.2 billion.  
The difference of $5.8 billion is the UAL, which represents an 
$888 million reduction from the 2009 valuation.  When there is 
no UAL, the system is said to be fully funded. 
 
It is important to note that plan assets have grown much 
faster than plan liabilities since 1993.  As of January 1, 1993, 
the actuarial accrued liability was approximately $9.4 billion 
and assets $5.1 billion resulting in a $4.3 billion UAL.  Since 
1993, the actuarial liability has grown by 2.8 times while assets 
have grown by 4.2 times.  For this reason, the funded ratio 
represents a better measure of the plan’s funded progress.  The 
funded ratio equals the actuarial value of plan assets divided by 
the actuarial accrued liability.  When the funded ratio reaches 
100%, a system is fully funded.  The funded ratio chart shows 
the significant progress made by the SRS in the past 18 years. 

The 2008 investment loss significantly impacted the UAL and 
funded ratios for the State Retirement System, as it did for 
all systems.  However, despite the 2008 loss, the SRS has an 
average return of approximately 9.7% per year since 1985.  This 
exceeds the 8.25% investment return assumption by 1.45% each 
year.  If you draw a straight line from the 1993 to the 2011 funded 
ratio, the line is moving upward to the right.  This demonstrates 
the funding progress that has been made.  Some argue that the 

2011 STATE VALUATION STUDY

plan was 94.5% funded on January 1, 2000 and 
has moved backward the past decade.  I would 
argue that getting to that level in 2000 was a 
case of getting “too much, too soon.”  The system 
earned about 12.6% per year from 1985 through 
2000.  Under more normal circumstances, the 
funded ratio graph would not have increased so 
steeply in the 1990s.  In fact, if the returns from 
1985 to 2000 had been lower than what actu-
ally happened and the returns since 2000 were 
higher, but the overall return was the same as it 
is currently, most impartial observers would say 
significant funding progress had been made.

Please note: The results presented on this page 
pertain exclusively to the State Retirement 
System. The State Retirement System is one of 
the four components of the Commonwealth of 
Massachusetts pension valuation. The other three 
components are the Massachusetts Teachers’ 
Retirement System, Boston Teachers, and the 
Cost of Living Allowance Reimbursements to 
Local Systems.
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PERAC JOB OPENING

OFFICIAL TITLE:
Auditor

SALARY RANGE:
Negotiable, salary commensurate with 
experience

DUTIES:
 Travel to audit sites and perform detailed 

work in auditing retirement systems in 
the areas of expenditures, assets, liabili-
ties, financial statements, investment 
portfolios, retirement allowances, and 
similar records to comply with set laws 
and regulations.

 Assist the auditor-in-charge with the 
compilation of the Internal Control 
Questionnaire while reviewing minutes 
of meetings, elections of officer, quorums 
at meetings and major changes to assure 
compliance with regulations.

 Assist the auditor-in-charge with the 
preparation of written reports or data 
entry related to the audit examination 
and itemize all findings for review by the 
Chief Auditor for preparation of the final 
audit.

 As needed, assist at PERAC’s office in the 
computation and entry of performance 

data for the pension funds including 
dividends and interest receivables, mar-
ket values, performance calculations and 
verification.

 Enter data as required for related audit 
worksheets and schedules.

 Perform other work-related duties or 
special projects as required by the Chief 
Auditor and Deputy Executive Director.

 
QUALIFICATIONS:
- Working knowledge of the financial 

administration of public retirement plans, 
PERAC Regulations and C. 32.

- Bachelors Degree in accounting or a 
related field.

- Valid MA Drivers License

Send resume to the address noted 
below by July 14, 2011:
Human Resources
Public Employee Retirement Administration 
Commission
5 Middlesex Ave., Suite 304
Somerville, MA  02145

Affirmative Action/Equal Opportunity 
Employer.  Minorities, women, physi-
cally challenged and Vietnam Veterans are 
encouraged to apply.

recommended funds will be presented to 
PRIM’s Investment Committee and Board 
for approval of initial investments. Selected 
funds will be subject to a formal and com-
prehensive monitoring process conducted 
by staff and Cliffwater. Ten funds are 
expected to be recommended for approval 

at each of PRIM’s October and December 
Board meetings and initial capital is 
expected to be invested on January 2, 2012. 

It will be interesting to follow the imple-
mentation and results of PRIM’s program 
of direct hedge fund investing over the 

coming years but it appears that, based on 
the commitment of PRIM’s staff and their 
hedge fund consultant to the effort and to 
the good diversification, strong controls, 
and other strict disciplines that are in the 
implementation plan, the program has a 
very good chance of being successful. 
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INTERNAL REVENUE 
SERVICE ISSUE

By Barbara Phillips
General Counsel

At the most recent meeting of 
the Public Pension Advisory 
Group issues regarding 

inconsistencies in coding entries for 
IRS 1099R Forms were discussed.  In 
order to deal with these issues and to 
ensure consistency, Executive Director 
Joseph E. Connarton authorized the 
Legal Unit to seek a document from 
PERAC’s tax counsel, Ice Miller, that 
can be provided to the boards and 
vendors to the boards in time for the 
next filing period.  

In addition, Executive Director 
Connarton has directed the Legal Unit 
to work with PERAC’s Tax Counsel to 
request a private letter ruling that will 
deal with the status of Massachusetts 
disability and death benefits for 
purposes of federal income taxation.  
We are confident that the product of 
these two initiatives will be of great 
assistance to the boards.

HEARING ON PERAC’S PROPOSED REGULATIONS 

By Joseph I. Martin
Deputy Executive Director

A crowd of about 70 board members, 
staff, attorneys, consultants and 
managers turned out for an invest-

ment regulation hearing on June 6, 2011 held 
by PERAC in conjunction with the recent 
MACRS Spring Conference in Hyannis.  
This hearing was the fifth in a series held 
by PERAC to receive comments on a draft 
containing major revisions in the regulations 
that have governed investment and other 

activities for the last 13 years.  

“The positive response to the scheduling 
of such a hearing at the Conference,” 
noted PERAC Executive Director Joseph 
Connarton, “will hopefully lead to similar 
coordination between the Commission and 
MACRS in the future.”

Mr. Connarton thanked MACRS President 
Denis Devine for his willingness to incorpo-
rate the hearing into the tight Conference 
schedule.

Comments ranged from concerns about 
limits on the length of contracts to ques-
tions about the implementation of the 
procurement provisions included in the draft 
regulations.  At the conclusion of the hearing 
process, the staff will prepare an analysis of 
the comments. The Commission will deliber-
ate the regulation, consider the adoption of 
any necessary changes and if approved will 
submit it to the Legislative Joint Committee 
on Public Service for review.


