
Special Commission to Study the Massachusetts Contributory Retirement Systems 
June 15th, 2009 

Ashburton Place, 9th Floor 
State Comptroller’s Office conference room 

 
3:00-5:00 pm 
 

Minutes 
  

The fourth meeting of the Special Commission to Study the Massachusetts Contributory 
Retirement System was held at 3:00 p.m. on Monday, June 15th, 2009, at Ashburton 
Place.  The following Commission Members were present: 
 
o Alicia Munnell - Director of the Center for Retirement Research at Boston College, 

Chair, by appointment of the Governor 
o Peter Diamond - Professor of Economics, MIT, by appointment of the Governor 
o Representative Robert P. Spellane - Chair, Joint Committee on Public Service; 

Designee, Speaker of the House 
o Senator Kenneth J. Donnelly - Former PERAC Commissioner, Designee, President 

of the Senate 
o Joseph E. Connarton - Executive Director, Public Employee Retirement 

Administration Commission 
o Nicola (Nick) Favorito - Executive Director, State Retirement Board 
o Kate Fitzpatrick - Town Manager, Town of Needham; Member, Massachusetts 

Municipal Association 
o Pam Kocher - Deputy Chief of Staff, Executive Office for Administration and 

Finance; Designee, Secretary of Administration and Finance 
o Joan Schloss -  Executive Director, Massachusetts’ Teachers’ Retirement System 
o Ralph White - President, Retired State, County and Municipal Employees 

Association of Massachusetts 
o Senator Thomas McGee- Senate Chair of the Join Committee of Public Service; 

Designee, President of the Senate.  
o John Parsons - General Counsel, State Auditor’s Office, Designee, Auditor of the 

Commonwealth 
 
Not Present: 
o Representative Michael J. Rodrigues - Vice Chair, Joint Committee on Public 

Service; Designee, Speaker of the House 
o Senator Michael R. Knapik- Designee, Senate Minority Leader 
o Representative Todd M. Smola - Designee, House Minority Leader 
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Ms. Alicia H. Munnell presided as Chair of the meeting and Marisa Puccini recorded the 
minutes. 
 
WELCOME / INTRODUCTIONS 
 
Ms. Munnell called the meeting to order and welcomed everyone present.   
 
PENSION REFORM BILL 
Ms. Munnell congratulated the legislators on the pension reform bill and opened the floor 
to the legislators to speak on any of the things from the bill that they want to emphasize. 
 
Representative Robert Spellane stated that the bill closed the many loopholes and 
potentials for abuse, as well as expanded the role of the pension commission so that it can 
assist in the second phase of pension reform.  Specifically, the commission’s report due 
date was pushed out to September 1st, and the bill codified many of the things the 
commission had been discussing. 
 
Senator Thomas McGee praised all those who were involved in the effort to put together 
such a significant piece of reform legislation. 
 
APPROVAL OF MINUTES 
Ms. Munnell opened the floor to comment and approval of minutes from the 
Commission’s May 18th, 2009 meeting.  Minutes were approved without major comment.  
Any further edits or concerns with the minutes were to be passed on to Mr. Jean-Pierre 
Aubry for inclusion in the final draft of the meeting minutes.  
 
INTERIM COMMISSION DOCUMENT 
Ms. Munnell began outlining the plan for the Commission’s interim document.  She 
emphasized that the document would serve as a background piece to provide a 
framework for future recommendations.   
 
Mr. John Parsons commented that a document at this point in the Commission’s 
deliberations, before the members have had time to flesh out their positions on the issues, 
may not reflect the members’ concerns.    
 
Ms. Munnell tried to reassure the Commission that the goal of the interim document was 
to inform on important issues and set out relevant considerations, but not to make 
recommendations or take positions. 
 
Mr. Nicola Favorito inquired as to what issues would be addressed in the interim report, 
especially in light of the expanded task list of the Commission as dictated in the pension 
reform bill.  He expressed concern with the continued discussion of topics that are not 
charges by the legislature, for example survivor benefits and retiree health insurance 
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Senator Thomas McGee agreed that the group should focus on pension reform.  He felt 
that concentrating on topics that are farther afield would make it more difficult to get 
things done. 
 
 
TERMINATION BENEFITS 
Ms. Munnell presented her understanding of the Section 10 Termination Benefits, both 
before and after the legislation. 
 
Prior legislation: 

 At any age with 20 years of service, employees who are terminated involuntarily 
can apply for a termination benefit. 

 At any age with 30 years of service, employees who are terminated through 
resignation can apply for a termination benefit. 

 The allowance provides a pension benefit equal to at least 1/3 of the highest 3 
consecutive years of salary, plus the employee annuity.  The 1/3 guarantee is the 
real advantage of termination benefits.    

 With 6 years of service, elected officials and those in appointed positions are 
vested, and can apply for normal retirement benefits at age 55. 

New legislation:  
 Employees terminated through failed re-election, or nomination, are no longer 

eligible for termination benefits in any way.   
 Vesting for elected officials and those in appointed positions was increased from 

6 to 10 years. 
  

Ms. Munnell then posed a series of questions to the commission in regards to the efficacy 
of the current Section 10 termination benefits, as well as the rationale for continuing the 
benefit for those not terminated through a failed-election or nomination.    
 

1. If the goal of Section 10 is to compensate for a sudden firing, are there other ways 
employers could respond?  For example, could employees be offered another 
position of comparable salary? 

2. What kind of impact does this law have?  Are there many people getting a 
termination benefit?  Is it expensive? 

3. Are employees who take political jobs, which might be inherently riskier than the 
average job, paid higher wages to compensate for the risk? 

 
Senator Kenneth J. Donnelly stated the termination benefit is in place for those who come 
in at a younger age, accumulate high years of service but, due to their young age, receive 
a paltry level of benefits because the Massachusetts benefit factor is based on age.   
 
Mr. Favorito further explained that Section 10 was introduced before there was the 10-
year retirement option.  At the time, an employee needed 20 years of service to retire and 
had to be 65 years old.  Historically, employees tended to stay longer at their jobs, and it 
was viewed as unfair for those who were terminated early to lose benefits.  He admitted 
that this may not hold true today, when fewer people put in 20 years at a job, and more 
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put in 5 or 10 years at different places and then seek a termination allowance.  We may 
want to look more closely at coverage for these types of beneficiaries. 
 
Ms. Kate Fitzpatrick stated that among Local systems termination benefits are not a 
major issue.  
 
Ms. Joan Schloss of the Massachusetts Teachers Retirement Board contended that 
termination benefits are important for teachers.  The career path for teachers is such that 
many start a young age, and if they are laid off they have limited employment options 
within the school system.  She does not know of an alternative to termination benefits 
that could address this fairly. 
 
Ms. Pam Kocher added that the HR division said Section 10 benefits are often helpful in 
enabling managers to make termination decisions that are warranted, but politically 
unpopular. 
 
Mr. Ralph White made the point that with rare exceptions, people claiming termination 
benefits are vetted carefully.  Sometimes someone games the system and gets more than 
he should, but that is true of any law.  On balance, this is a fair law that people need.  
 
Mr. Joe Connarton added that most Section 10 benefits go to clerical workers, public 
works employees, maintenance workers, teachers, rather than higher-level positions.  The 
intent is to give money to people who lose their job through no fault of their own.  He 
acknowledged that other states use a service-based plan, which Massachusetts could 
adopt, but under the current benefit formula something must be done to compensate 
people. 
 
This prompted Ms. Munnell to ask Mr. Connarton if he could provide the Commission 
with demographic and financial data on termination pensions. 
 
Senator McGee agreed that information on employee type and benefit awards would be 
useful, as well as any information on termination provisions in other states. 
 
Representative Robert Spellane offered to compile a history of Chapter 32, Section 10 
benefits for the next Commission meeting in order that the Commission members can 
asses the legislative intent and hopefully include this information in the interim 
document. 
 
Mr. Peter Diamond inquired into the possibility of distinguishing between outrageous 
examples of termination benefits with the good examples.  Simply, can a line be drawn 
between types of positions in a way that can help curtail abuse?  
 
Mr. Connarton said it may be possible to distinguish them through either salary or 
position. 
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Mr. Peter Diamond addressed Senator Donnelly’s initial comments on termination 
benefits as a form of compensation for the lower benefit factors at early ages.  He said 
that the graded accrual rates are in place for life expectancy reasons, although the 
reductions to early ages are larger than would be actuarially fair.  The assumption is that 
the termination date is also the date the participant begins receiving retirement benefits.  
For an employee who terminates, but defers the retirement benefits until a later age, the 
benefit received is frozen in the nominal dollar amount at the time of the termination.  He 
noted that the UK’s civil service pension (“nuvos”) uses a CPI adjustment to modify the 
benefit levels for a delayed start in benefits for civil service workers.    
 
Representative Spellane expressed interest in receiving more info on the UK pension. 
 
With no further comments on the subject, Ms. Munnell thanked the Commission 
members, and moved on to contribution rates. 
 
CONTRIBUTION RATES 
Ms. Munnell noted that currently, if costs increase, the state initially takes up some slack 
but eventually the additional cost is reflected in higher contributions for new employees. 
An alternative approach in the structure of contribution rates would be a proportional 
sharing of normal cost between the state and employees.  The big question is what the 
proportion of the shared percentages should be.  In order to properly set the percentage 
share, a comparison must be made of total compensation in the public and private sector.   
 
Ms. Munnell provided a basic example based on the presumption that the Commonwealth 
wanted total compensation, including wages and benefits, to be about equal between the 
public and private sectors.  In that case, if public employees were compensated only half 
as well as a private employee, then there’s a strong case that the state should contribute 
100 percent of the normal cost; if public employees make twice as much as private 
employee then maybe the state should contribute nothing to the normal cost.  
 
Senator Donnelly referred to the mandatory minimum employer contribution used in 
Texas as an example Massachusetts may want to follow.  Without a minimum mandatory 
contribution, he worries that plans will never pay off their unfunded liability.  Currently, 
plans cannot pay down their unfunded liability because they often use interest earning to 
reduce appropriations in the budget. 
 
Ms. Munnell suggested that a study that provides a thorough comparison of private and 
public compensation would be extremely useful.  
 
Mr. Diamond agreed that a study is needed because without the comparison there is no 
way to know that we are paying more or less than we need to. 
 
Representative Spellane stated that he was not against recommending a study.   
 
Representative Spellane further noted that any recommendations made by the 
Commission need to be accompanied by an estimated cost, and additionally that the 
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Commission should not feel restricted in its recommendations in order to keep them cost 
neutral.   
 
Commission members expressed concern with the feasibility and time line of the study.  
 
Ms. Munnell explained that the federal government does similar studies and suggested the 
Commission find out who they use. 
 
Ms. Fitzpatrick agreed with the notion of cost sharing, but stresses that the idea has to be 
sustainable.  The first step is to agree on cost sharing, so the costs are not all loaded onto 
the new group.  The second step is the private vs. public study. 
 
Mr. Parsons asked how this relates to classification groups.  
 
Mr. Diamond answered that different classes will pay a proportion of different total 
normal costs. 
 
Representative Spellane noted that there seems to be a lot of support for maintaining the 
defined benefit structure.  
 
Ms. Munnell agreed that neither she nor Mr. Diamond had any interest in moving away 
from a defined benefit structure.  
 
Representative Spellane questioned whether the Commission should vote on that, since it 
is a charge of the legislation.  Then the Commission could move forward.  
 
Ms. Munnell assured Representative Spellane that the interim report could lay out the 
value of the defined benefit system and that all further comments could be made within 
that framework. 
 
Ms. Munnell closed the discussion on contribution rates and moved onto the interim 
document to be produced by the Commission. 
 
Discussion on interim report 
Representative Spellane stated that the interim report seemed to be meeting some 
resistance, and cautioned against moving too quickly without building a consensus.   
 
Ms. Munnell agreed, and then inquired in earnest about any issues the Commission 
members may have in regards to the interim report. 
 
Ms. Kocher suggested that in order to avoid the issue of signing on to a document, the 
Commission re-distribute a packet of summarized meeting minutes and use that as a 
summary of the issues discussed instead of issuing a report.  
 
Ms. Munnell noted the notes do not put the issues in context.  She added that perhaps the 
term “interim report” is too forward.  She suggested naming it a background document.   
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Ms. Fitzpatrick further suggested that after it is issued, the group meet again to discuss it. 
 
Ms. Munnell agreed.  She declared the document to be called a “background document,” 
and asked that no one release the report until the group has had a chance to discuss and 
make edits. 
 
Senator McGee added that using working groups may help to build consensus over each 
issue.  
 
Ms. Munnell agreed and suggested that, following the background document, sub-
committees be formed.   
 
Mr. White impressed upon the Commission the need to consider the impact of reform on 
the older industrial cities.  Drastic changes to the system will be difficult for these towns 
if they have to fully fund, and make up the difference of the old system.   
 
Ms. Munnell agreed to address the issue in the background document and in the interest 
of time directed the group back toward getting through the agenda. 
 
Survivor benefits 
Ms. Munnell began by noting that the discussion of survivor benefits is limited to retired 
workers, not employees who die in service. 
 
Mr. Connarton made clear that survivor benefits were not an issue in the legislative 
mandate and that expanding the scope of the commission may make it difficult to 
complete the final report. 
 
Ms. Munnell noted Mr. Connarton’s point and promised to briefly lay out the issue.  Ms. 
Munnell brought up two main points: 

 New Option: Currently, there are options A, B, and C.  She reported that MOSES 
proposed a New Option that would provide an annuity that pays a level amount to 
the member and the survivor, rather than a reduced benefit for the spouse, or a 
“pop-up” provision for a surviving member.  Option D could be actuarially 
equivalent to the current options, and may be more sensible than the others for 
some beneficiaries. 

 Treatment of the spouse: As it stands now, the surviving spouse does not have any 
say in the option chosen by the member.  They are only provided a notification 
and asked to sign a letter of consent, which if not signed, bears no effect on the 
benefit option chosen.  This differs from the federal law where the spouse must 
agree to the chosen option.   

 
COLA 
Ms. Munnell described the current Massachusetts COLA of up to 3% per year for the first 
$12,000. 
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She then posed four questions for the Commission to consider when thinking about 
COLA:  

1. Should adjustment be automatic and not done by an annual vote? 
2. Should adjustment be applied through a higher dollar limit? 
3. Should the adjustment be able to exceed 3%? 
4. Should the adjustment limit be indexed? 

 
Ms. Munnell noted that in a constant cost environment there is a tradeoff between COLA 
and the initial benefit.  The Commission must think in terms of overall costs and budget 
constraints.  She stated clearly that relaxing constraints on COLA costs money. 
 
Mr. White took the opportunity to describe the history of COLA. 

 In 1975, the legislature set the COLA at the average pension of $5,000.  
 In 1981, Proposition 2 ½ passed and towns did not have to pay COLA.  People 

sold the state on picking up the cost of COLA, which in retrospect was a bad 
move. 

 By 1989, state had large COLA liability. 
 In 1998, towns started picking up COLA again. 
 The new formula was up to 3% CPI per year on the first $.  It was totally in the 

hands of local retirement boards but they still mostly voted for the 3%. 
 
Mr. White contended that the $12k COLA base was not far beneath the average local 
pension benefit, and cautioned that any COLA legislation at this time would be too 
difficult to get through because of the funding schedule.  Although he is in support of 
COLA reform, currently there is just no money to pay for it.  The only way the issue can 
be addressed is through a funding schedule for cities and towns. 
 
Mr. Diamond clarified that the COLA will be a separate issue for new and existing 
employees. 
 
Ms. Fitzpatrick added that that the average pension in Needham is over $12k, and hence 
COLA is a critical component of restructuring in her view. 
 
Ms. Munnell handed out information on COLAs in other states. 
 
Representative Spellane requested that a similar handout be provided separating state 
plans with Social Security coverage and those without, in order to better compare 
Massachusetts to other state plans without social security coverage. 
 
Ms. Munnell stated she would be happy to get that to the Commission members 
immediately after the meeting.   
 
Ms. Munnell inquired if any Commission members would be willing to extend the 
meeting past its set ending time of 5 pm, in order to discuss the benefit formula. A few 
Commission members were unable to stay due to conflicts, however the majority 
remained. 
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BENEFIT FORMULA 
Ms. Munnell opened the floor for Mr. Peter Diamond to present on the benefit formula. 
 
Mr. Diamond promised to be brief in his presentation. 
 
The major point of his presentation centered on the effects of inflation and the 
distribution of benefits among employees of different service lengths, and salary 
trajectories, in a typical DB plan, and among employees of different ages for the 
Massachusetts plans specifically. 
 
Mr. Diamond’s major points to be considered by the Commission are presented below. 
  

1) In a final earnings defined benefit plan, employees with steeper earning 
trajectories receive more for their contributions. 

2) Generally in defined benefit plans the longer service employees pay more for 
more of their benefits than vested shorter service employees. 

3) For any given length of service, employees who leave enter and leave service 
closer to the age of retirement are better off than those with the same service 
who leave earlier. 

4) Massachusetts state plans exacerbate these defined benefits characteristics 
because their accrual rates per year are based on age and do not reflect 
actuarially fair adjustments at younger ages.   

 
Mr. Diamond concluded by commenting that the indexing of earning records and benefits 
is administratively possible, even for long averaging periods.   Computerization and 
electronic communication make this readily doable.  Social Security has a system that 
works tremendously well.  He added that the pro-rating of classifications poses similar 
administrative challenges that may be solved by requiring retirement boards to provide 
annual reports of employee classification.  He acknowledged that a system requiring 
more information would involve significant startup costs. 
 
Ms. Munnell thanked Mr. Diamond for his presentation. 
 
ADJOURNMENT 
 
Ms. Munnell laid out the plan for the upcoming weeks.  She and Mr. Diamond will 
produce a draft of the background document for comment and edit by the Commission 
members.  This document will be distributed prior to the next Commission meeting.  
Commission members will have an opportunity to give comment and discuss the 
document during the meeting, as well as discuss the formation of sub-committees. 
 
Ms. Munnell thanked the Commission members for their patience and constructive 
comments, and declared the meeting adjourned. 


