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PERAC EMERGING ISSUES FORUM 

By Sarah Kelly 
Communications Director

PERAC held its seventh Emerging 
Issues Forum on September 14, 2011 
at The College of the Holy Cross 

in Worcester, Massachusetts. Retirement 
board members and administrators, 
legislators, attorneys, actuaries, union rep-
resentatives, association and foundation 
leaders, investment experts, treasurers, 
accountants, 
and other local 
elected and 
appointed offi-
cials participated.  

The Honorable 
Timothy 
P. Murray, 
Lieutenant 
Governor of the 
Commonwealth 
delivered the 

opening remarks. Mr. Murray provided an 
update on anticipated pension reforms. He 
also spoke about the respect he has for the 
profession of public service and those who 
practice it.  

The Honorable 
Suzanne 
M. Bump, 
Auditor of the 
Commonwealth 
and PERAC Vice 
Chairman, was 
the Forum’s 
keynote speaker.  
Her focus was 
on building 
confidence in the 
Massachusetts 
public pension 
system. Auditor Bump highlighted her 
recent audit on educational collaboratives.  
In the course of her remarks, Auditor 
Bump reminded everyone that public  

(Continued on Page 2)
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ALAN G. MACDONALD APPOINTED PERAC COMMISSIONER
Named Governor Patrick’s designee to the Commission

By Michael J. DeVito
Director of Strategic Planning, 
Management and Public Affairs  

A lan G. 
Macdonald, 
President 

Emeritus of the 
Massachusetts 
Business 
Roundtable (MBR), 
a not-for-profit 
organization of 
sixty-five leading 
executives of major 
Massachusetts 
enterprises, was appointed as Governor 
Deval Patrick’s designee to the Public 
Employee Retirement Administration 
Commission on September 28, 2011. He 
replaces Gregory R. Mennis in that position. 
Commissioner Mennis has been appointed 
by Governor Patrick as the Investment 
Professional to the Commission. 

Prior to coming to the MBR as its Executive 
Director in 1989, Mr. Macdonald worked for 
ten years with General Electric Company as 
GE’s New England Manager of Government 
Relations. From 1975 to 1979, he held posi-
tions with Gulf Oil Corporation as Manager 
of Government Affairs in New England, 
Pittsburgh and Washington, D. C. From 
1969 to 1975, he was an Assistant Attorney 
General for Massachusetts, working primar-
ily in the areas of environmental law and 
criminal law enforcement.

Macdonald is a graduate of Dartmouth 
College and Boston College Law School. He 
is a Trustee of the Winchester Savings Bank; 
a member of the Massachusetts Inspector 
General’s Council; Corporate Secretary 
of Hallmark Health Corporation; and a 
Director or Trustee of several not-for-profit 
groups.

Mr. Macdonald also has hands-on experi-
ence in both local government and public 

The Honorable 
Suzanne M. Bump

(Continued on Page 3)
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PERAC EMERGING ISSUES FORUM (continued from Page 1)

service is and will always be a public 
trust.  She reaffirmed that corrupt acts 
and mediocrity in public service cannot 
be defended and that the public’s confi-
dence suffers each time a public servant 
fails to honor their obligations to the 
citizens of the Commonwealth.

The Honorable 
John Scibak, 
House Chair 
of the Joint 
Committee on 
Public Service, 
provided the 
“View from 
the House” on 
pension reform.  
The Committee 
he co-chairs 
plays a central 
role in this critically important initiative.  

Steve Lemanski, 
Consulting 
Actuary from 
Milliman, 
discussed the 
Governmental 
Accounting 
Standards 
Board’s (GASB) 
proposed changes 
for pension 
accounting and 
financial report-
ing for public plans. The information he 
imparted will assist Board members, local 
officials and other office holders as they 
grapple with these accounting changes. 
It is important to note that the GASB 
proposal is for accounting purposes  
only – the changes do not apply to  
funding rules.  

Barbara Novick, 
Vice Chairman of 
BlackRock dis-
cussed what the 
pension invest-
ment landscape 
will look like ten 
years from now. 
She brought 
attention to the 
municipal debt, 

the pension reform issues that are creat-
ing headlines, and their impact on bond 
flows and spreads. Ms. Novick questioned 
whether the media attention is warrant-
ed. She pointed out that, “Headlines do 
not tell the whole story.” As noted in her 
slideshow, “When it comes to defaults, 
the popular math does not add up; state 
defaults are remote; local defaults are 
likely to be limited; fiscal flexibility 
should allow state and local governments 
to improve pension funding over the long 
term; and the municipal bond market 
has a history of low defaults.” Ms. Novick 
pointed out that Congress, since February 
of this year, has held at least six oversight 
hearings to evaluate the transparency 
and funding of public pension plans. She 
also provided details about the changes 
to financial accounting and reporting for 
public changes that have been proposed 
by GASB after lengthy deliberation. Ms. 
Novick discussed some potential reform 
measures and described the steps taken 
by several states to implement pension 
change.   
  
Rebecca Sielman, Principal and 
Consulting Actuary from Milliman 
and Michael Widmer, President of the 
Massachusetts Taxpayers Foundation, 
participated in a panel moderated by 
PERAC Actuary Jim Lamenzo on the 
question that was at the core of the 
Forum. Is the future of public pensions a 
manageable challenge? Or are we faced 
with a crisis 
that requires 
a fundamental 
redefinition of 
what our pension 
system can and 
must be? In the 
course of that 
discussion, Mr. 
Widmer focused 
on the challenge 
of financing pub-
lic pensions in an 
era of limited means. He noted that the 
overall challenge of paying for employee 
benefits can be broken down into three 
parts: pensions, employee health care, 
and retiree health care. Mr. Widmer 
asserted that employee benefits are 
consuming ever larger shares of munici-

pal budgets.  “Health care and pension 
benefits grew from 13.5 percent of local 
budgets in 2001 to 20 percent in 2010.  
Left unchecked, employee benefits will 
consume 30 percent of local budgets by 
2020. This does not include the billions 
that communities should be paying each 
year – but are not – to address retiree 
health care liabilities.” He noted further 
that, “only a handful of communities have 
set aside any funding and even fewer 
have definite, long-term plans to fund 
these [retiree health care liabilities].” 
Michael Widmer also emphasized that, 
“the impact of extending the funding 
schedule has serious consequences: 
increases total costs, extends the burden 
on taxpayers, constrains funding for 
schools, public safety, and local services, 
and limits the ability of municipalities to 
address retiree health care liabilities.” In 
his view, pension reform must accom-
pany the funding extension.  

Ms. Sielman ques-
tioned whether the 
sky really is falling 
in her review of 
the funded status 
of public pension 
plans. Ms. Sielman 
shared findings 
from her analysis 
of Massachusetts, 
Connecticut and 
large state-wide 
plan data. She 
examined how well funded Massachusetts 
plans are compared to other public pen-
sion plans and noted that there has been 
“near universal payment of the actuarially 
determined appropriation amount”. She 

Page 2

(Text continued on Page 4)

The Honorable John 
Scibak

Barbara Novick

Rebecca Sielman

Michael Widmer

Steve Lemanski

20

The “Median” Massachusetts Plan Today
January 2010 000s
Market Value of Assets $91,646
Actuarial Value of Assets 104,707
Actuarial Value / Market Value 114%
Accrued Liability 168,427
Funded Ratio 62.2%
Total Normal Cost 4,217
Expected Member Contributions 2,613
Net Normal Cost 1,604
Administrative Expenses 250
Amortization Payment 4,576
Interest 514
FY11 Appropriation 6,944
Annual Benefit Payments 10,043

Median calculations exclude the State 
Employees and State Teachers plans



SENATE PASSES PENSION REFORM BILL
PERAC governance provisions included in major new initiative

By Michael J. DeVito
Director of Strategic Planning, 
Management and Public Affairs 
 

On September 15, 2011, the 
Massachusetts Senate passed a 
major new pension reform initia-

tive: S. 2018, AN ACT PROVIDING FOR 
ADDITIONAL PENSION REFORMS AND 
BENEFITS MODERNIZATION. The bill 
which was based on Governor Patrick’s 
bill, H. 35, includes several significant 
benefit changes for future employees that 
are geared toward the Commonwealth 
realizing savings of $5B (estimated) over 
the next 30 years. 

The Joint Committee on Public Service 
had reported the bill favorably and it was 
subsequently sent to the Senate Floor 
by the Senate Committee on Ways and 
Means Chaired by Senator Stephen M. 
Brewer (D-Barre). Senator Katherine 
Clark (D-Melrose), Chairwoman of the 
Joint Committee on Public Service led 
the floor debate on the bill. It passed 
the Senate on a vote of 24-10 and was 

referred to the House Committee on 
Ways and Means where it remains as of 
this writing.

Among the bill’s provisions are the fol-
lowing:
• Increases the retirement age by two 

years for new employees hired after 
1/1/12.

• Increases the period for averaging 
earnings for purposes of calculating a 
member’s retirement allowance from 
three to five years for new employees 
hired after 1/1/12.

• Increases early retirement penalties for 
new employees hired after 1/1/12.

• Eliminates the Section 10 early retire-

ment for all 
new employees 
hired after 
1/1/12.
• Allows 
members of 
the Higher 
Education 
Optional 
Retirement 
Plan to become 

members of the State Defined Benefit 
plan.

• Adds new pension governance require-
ments for Retirement Boards and Board 
members.

• Increases the amount of post-retire-
ment earnings from public agencies for 
superannuation retirees by $15,000.

• Provides anti-spiking provisions for all 
employees after 1/1/12.

The bill can be accessed through the fol-
lowing web address:

http://www.malegislature.gov/Bills/
BillHtml/17360?generalCourtId=1

SD02101 – 09/21/2011

SENATE . . . . . . . . . . . No. 02018

The Commonwealth of Massachusetts
——————

In the Year Two Thousand Eleven.
——————

An Act providing for additional pension reform and benefits modernization

FORUM SIDEBAR

By Joseph E. Connarton
Executive Director  

In looking back 
on PERAC’s 
2011 Emerging 

Issues Forum, one 
comment from a 
retirement board 
administrator 
was particularly 
gratifying.  

….. the Forum 
successfully 
addressed current changes that will affect 
retirement systems.  There were presen-
tations outlining risks and safeguards 
that will assist Retirement Boards travel-
ing through these economic uncertainties.  

Our challenge was to convey actuarial, 
investment and policy information about the 
Massachusetts pension plan to an audience 
of enlightened experienced hands as well as 
novices. We presented speakers who hold 
different points of view because the public’s 
interests are best served by a vigorous 
discussion.  Indeed, at points, deeply held 
opinions were expressed with intensity. 

The public pension community is obviously 
dealing with serious issues in the face of a 
nearly constant outcry for change. Some 
reforms have merit and others, frankly, 
are ill-considered and destructive. An open 
discussion is the best approach and I am 
pleased we were able to provide it.

The Commission was honored to host Lt. 
Governor Timothy Murray, State Auditor 
Suzanne Bump, and Chairman of the Joint 
Committee on Public Service John Scibak.  
We were very pleased that Massachusetts 
Taxpayers Foundation President Michael 
Widmer accepted our invitation to share his 
views. It was a privilege to welcome Barbara 
Novick, Vice Chairman of BlackRock. I 
am also grateful for the contributions 
made by Principal and Consulting Actuary 
Rebecca Sielman and Consulting Actuary 
Steve Lemanski from Milliman, and the 
Commission’s own James Lamenzo, Actuary 
of the Commonwealth.  

We deeply appreciate the time they took to 
participate in the Forum.  It was their efforts 
that made this day a success.  On behalf of 
the Commission and our staff, we extend 
our thanks.  

ALAN G. MACDONALD 
APPOINTED (continued from Page 1)

pension administration having previously 
served as a member of the Winchester Board 
of Selectmen and importantly as a member 
of the Winchester Retirement Board. Mr. 
Macdonald also served as a member of 
PERAC’s Advisory Committee that recom-
mended governance enhancements to the 
Commission resulting in PERAC’s current 
governance proposal before the Legislature. 

Commission Chairman Domenic J. F. Russo 
welcomed Commissioner Macdonald: 

On behalf of the Commission and 
Executive Director Joseph Connarton, 
we are extremely pleased at Governor 
Patrick’s appointment of Alan 
Macdonald as his designee to the 
Commission. He is one of the most well-
respected members of the Massachusetts 
business community and he lends a 
world of experience and perspective to 
the Commission both from his vantage 
point as a business leader as well as 
someone who previously served both as 
a local selectman and as a Massachusetts 
Retirement Board member. 
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also compared the relationship of fund-
ing to funded ratios, funding methods, 
and actuarial assumptions. Public plans 
in Massachusetts are consistently com-
parable with these other groups. She 
indicated that the investment return 
assumption (typically 8.0%) is reason-
able as it is a long-term assumption. 
One of the slides (Page 2) presented 
by Ms. Sielman showed the “median” 
Massachusetts plan today which shows 
projected progress toward becoming 
fully funded.  
 
For the final 
presenta-
tion of the 
day, PERAC 
Actuary Jim 
Lamenzo 
provided an 
update on the 
extension of 
the funding 
schedules and 
guidance on 
how to manage 
the challenge. Mr. Lamenzo emphasized 
that the best funding strategy is to 
“maintain the budget.”  Although the 
2011 valuations completed to date have 
yielded extremely positive results, Mr. 
Lamenzo cautioned that “things can get 
worse before they get better.” The mind-
set he recommends for 1/12 and 1/13 
valuations is to expect that schedules 
will need to be extended to maintain 
the current appropriation levels. He 
presented a comparison of the length of 
funding schedules for valuations com-
pleted after the 2008 investment losses.  
The following charts compare schedules 
adopted as of September 2010 and 
September 2011.  

 

He examined investment return and 
salary increase assumptions and how 
they work together. Mr. Lamenzo com-
pared four variations in these assump-
tions and their impact on total actuarial 
liability and funded ratio (please see 
chart below). He observed that, “the 
investment return assumption has the 
most impact on plan liabilities and the 
salary scale assumption has the second 
most impact. Any reductions in the 
investment return assumptions should 
be somewhat mitigated by a decrease in 
the salary scale assumption.  The best 
approach is one that is measured.” Mr. 
Lamenzo does not see an immediate 
need to reduce the investment return 
assumption to 7.5% (for example), 

although over time we may find that 
such a reduction is appropriate. He 
indicated that all actuarial assumptions 
are monitored each year. 

Forum Feedback
In 2010, 188 individuals participated 
in the Forum. In 2011, attendance 
increased by 74 to 262. That significant 
increase may be taken as an indica-
tion of how topical the Forum’s core 
question is as well as the respect the 
public pension community has for the 
speakers who made presentations. The 
Forum also afforded audience members, 

many of whom are involved in handling 
pension issues on a daily basis, with an 
opportunity to share their own perspec-
tives.  Many responded to our inquiry 
on Forum Feedback sheets about what 
pension story should be covered by the 
media. Among their suggestions were 
the following:
• the truth that public employees do 

work and are entitled to their pensions 
just like the private sector with their 
Social Security and deferred compen-
sation plans. 

• that defined benefit plans are more 
efficient with the public’s funds than 
defined contribution plans.

• public employees in MA do not have 
Social Security to supplement them 
in retirement.  The public does not 
understand that for the vast majority 
– this pension is it!

• that health care is the real culprit! Go 
after health care providers!

• how we are well funded despite the 
crisis in 2008.

• there is a large unfunded liability but 
it is being managed so be patient and 
don’t panic.

•  how to emulate public pension suc-
cesses.

• the media should conduct a study 
comparing Defined Contribution 
plans and the current Defined Benefit 
Plan.  Maybe the end result would be 
Defined Contribution Plans would not 
INSTANTLY fix the issue and in the 
long run may be more expensive and 
more importantly not a solution – and 
the Defined Benefit Plan would garner 
additional support for its overall suc-
cess. 

 
Audience members also wrote about the 
biggest challenges faced by the public 
pension system:
• the public and private sector business 

perspective that public pensions are 
too generous and unaffordable.

• educating our local officials.
•  maintaining public support.
• media, volatile stock market and 

economy.
• fully funding the system.
• getting through these tough years 

responsibly.
•  implications of Medicaid/Medicare 

costs shifting from the federal govern-
ment to the individual states in 2014.

PERAC EMERGING ISSUES FORUM (continued from Page 2)

Jim Lamenzo

Funding Schedules Adopted
2009 and 2010 Valuations

As of September 2010

3    10

28                  62

Funding Schedules Adopted

29             6

11                  58

2009 and Later Valuations
As of September 2011

Investment Return and Salary 
Increase Assumption Examples
Investment Return           8.0%           7.5%            7.5 %     7.75%
Salary Scale                      Current        Current *              *

Actives             2,800   3,000       2,900       2,790
Retirees                 3,200 3,300 3,300 3,250
Total Actuarial Liability       6,000   6,300             6,200      6,040

Assets          4,000         4,000 4,000 4,000
Unfunded Liability              2,000     2,300            2,200       2,040
Funded Ratio                     66.7%        63.5%           64.5%     66.2%

*current reduced by 1% at all ages



Page 5

By James Lamenzo
Actuary

The Commonwealth Actuarial Valuation Report presents the 
results of the actuarial valuation of the pension benefits that 
are the obligation of the Commonwealth of Massachusetts. 

The Report was approved by PERAC on September 26, 2011. The 
four components of the report are the State Employees’ Retirement 
System, the Massachusetts Teachers’ Retirement System, Boston 
Teachers, and the Cost of Living Allowance reimbursements to 
local systems. The charts from the January 1, 2011 Commonwealth 
Actuarial Valuation Report are presented.

The bar chart shows the unfunded actuarial liability (UAL) since 
1990. The UAL represents the actuarial accrued liability less the 
value of plan assets. As of January 1, 2011, the actuarial liability was 
$64.2 billion and the actuarial value of plan assets was $45.6 billion. 

It is important to note that plan assets have grown much faster 
than plan liabilities since 1990. As of January 1, 1990, the actuarial 
accrued liability was approximately $20.0 billion and assets of $7.8 
billion resulted in a $12.2 billion UAL. Since 1990, the actuarial lia-
bility has grown by a little more than three times while assets have 
grown by a little less than six 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 Commonwealth in the past 20 years, despite 
the 2008 setback. The current funded ratio is 71.1% - up 3.6% from 
2009. However, we expect the unfunded liability to increase in the 
next few years as the remaining 2008 loss is recognized.

The 2011 Commonwealth Actuarial Valuation Report can be 
accessed on PERAC’s website at: 

http://www.mass.gov/perac/valuation/2011commonwealth.pdf

2011 COMMONWEALTH ACTUARIAL VALUATION REPORT APPROVED BY PERAC
Unfunded liability drops after successful investing year



BARBARA PHILLIPS TO RETIRE
Long-time PERA and PERAC general counsel announces her retirement

By Michael J. DeVito
Director of Strategic Planning, Management 
and Public Affairs

Barbara Phillips, who has served 
as General Counsel for the Public 
Employee Retirement Administration 

(PERA) and later for the Public Employee 
Retirement Administration Commission 
(PERAC) for over 25 years has announced 
her intention to retire at the end of October 
2011.  As General Counsel, Ms. Phillips 
provided day-to-day advice to PERAC 
Commissioners, the agency’s Executive 
Director and its Senior Staff.  She partici-
pated in all activities of the PERAC Legal 
Unit: reviewing relevant statutory and 
regulatory enactments, making educational 
presentations at training sessions and sympo-
siums throughout the state, and responding 
to inquiries from Retirement Boards, the 
legal community and the general public.  
Ms. Phillips also provided counsel to the 
Massachusetts General Court on legislative 
matters and all manner of retirement and 
pension-related questions.

Ms. Phillips received her Bachelor of Science 
degree from Washington State University and 
her Juris Doctor from the University of Puget 
Sound (now Seattle University School of 
Law).  She is a member of the International  
 

Foundation for 
Employee Benefit 
Plans and certified as 
a Certified Employee 
Benefit Specialist 
with advanced 
Certificates in Public 
Plan Policy
in Employee 
Pensions and 
Employee Health.  
She is an active 

member of the Massachusetts Bar Assoc-
iation, the Massachusetts Association of 
Public Pension Attorneys and the National 
Association of Public Pension Attorneys.  In 
addition to the Massachusetts Bar, she is 
admitted to the Washington State Bar and 
several Federal District Courts.

Commenting on Ms. Phillips retirement, 
PERAC Chairman and former Massachusetts 
Judge Domenic J. F. Russo noted:

Barbara Phillips has always demonstrated 
the highest legal acumen and provided 
the Commission with outstanding legal 
counsel during my tenure as Commission 
Chairman. The business of PERAC 
depends constantly on legal interpreta-
tion of our governing statute, Chapter 32 
of the Massachusetts General Laws. Few 
individuals in Massachusetts possess the 
expertise and interpretative ability of 

Barbara Phillips in pension and retirement 
matters. She has been an exemplary public 
servant, an outstanding representative of 
the Bar and a great colleague. I know I 
can speak for all the other Commissioners 
in expressing our sorrow at her leaving 
the agency, but also our best wishes for a 
wonderful retirement.

 
Executive Director Joseph E. Connarton also 
commented on Ms. Phillips impending retire-
ment:

Barbara Phillips has played a central and 
vital role at this agency for more than 25 
years. She never failed to meet the highest 
professional standards as she represented 
this agency from its initial years as PERA, 
the transition to PERAC, and our emer-
gence as a mature regulatory agency for 
Massachusetts public pension systems. 
The importance of Barbara’s assistance 
to me over the years during my tenure as 
Executive Director is incalculable.  Barbara 
Phillips has been an indispensible part 
of the PERAC team.  As she embarks on 
a new phase of her life, I know that all of 
our colleagues join with me in wishing the 
very best to her and her family. Thank you, 
Barbara for all the assistance that you have 
provided to me and PERAC during your 
tenure as General Counsel. It is greatly 
appreciated.

2011 PENSION FRAUD PREVENTION CAMPAIGN

PERAC recently launched the agency’s 
seventh campaign against public pen-
sion fraud since 1998. The campaign 

features a poster designed to heighten 
public awareness about pension fraud, and 
promotes a toll-free hot line and an email 
address to report instances of suspected pen-
sion fraud. Any person or entity having rea-
son to believe that public pension fraud may 
have occurred or is about to occur should 
promptly notify PERAC’s Fraud Prevention 
Unit via:   
   Phone:  1-800-445-3266. 
   Email: PensionFraud@per.state.ma.us

All messages are kept confidential.  The Unit 
will review each such report and undertake 
such further investigation as it deems neces-
sary and proper to determine the validity of 
reported violations.   

This year’s campaign poster features stylized 
images of an envelope and a phone with 
the directive to report pension fraud. The 
fraud prevention campaign also includes a 

brochure that provides details about vari-
ous types of pension fraud and a “Referral 
Report of Potential Fraud” that can be used 
by anyone who wishes to make a written 
report of suspected pension fraud.  To ensure 
maximum visibility, PERAC has distributed 
copies of the posters, brochures, and refer-
ral forms to every Massachusetts public 
retirement board, all city and town clerks, 
the Attorney General of Massachusetts, 
the Secretary of the Commonwealth, the 
Department of Revenue, the Massachusetts 
Registry of Motor Vehicles, the Bureau of 
Special Investigations, the Department of 

Transitional Assistance, and the Department 
of Industrial Accidents.  

The PERAC fraud prevention campaign has 
evolved from the agency’s oversight of the 
post-retirement earnings and medical condi-
tion of disabled public retirees throughout 
the state.  Since the agency’s inception, 
PERAC has identified over $22 million paid 
to disabled retirees that have earned more 
income than what is allowed by state law.  
PERAC’s efforts have enabled retirement 
boards and employers to recoup a portion of 
such “excess earnings.”  PERAC also admin-
isters a unique restoration to service program 
which involves the review of the medical 
condition of Massachusetts’ disabled public 
employees to determine if they are physically 
fit to perform the essential duties of their 
former jobs.  Approximately $28 million has 
been saved that would have been paid in pen-
sion benefits to such retirees if they had not 
returned to service.  The figure assumes the 
workers who return to service will stay on the 
job for three years.  

PensionFraud@per.state.ma.us1.800.445.3266
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