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Boston, MA 02133

Dear Mr. O' Neill

In accordance with Section 50 of Chapter 7 of the General Laws, I an
filing with you copies of the following new and amended regulations
to be promulgated by this office;

840 CMR 4.00 Standard Methods of Accounting
840 CMR 5.00 Records 8 Reports
840 CMR 10.00 Standard Rules for Disability Retirement
840 CMR 18.00 Statement of Investment Objectives
840 CMR 22.00 Recognition of Gains and Losses on Fixed

Income Investments; Transfers to PRIT Fund
840 CMR 25.00 Standard Rules for the Conduct of Field

Examinations of Contributory Retirement
Systems

Pursuant to the provisions of Section 5 of Chapter 30A of the
General Laws, this Division will be filing copies of these
regulations with the State Secretary. We will advise the Secretary
that these regulations will take effect upon publication which we
anticipate taking place in mid-July, subject to any action the
General Court may take pursuant to said Section 50 of Chapter 7.

This Division held a public hearing regarding these regulations on
January 27, 1987. Notice of that hearing was published in
accordance with the provisions of Chapter 30A, and was individually
sent to each retirement board. Copies of the draft regulation were
available (as indicated in the notice) by contacting,this Division.

At the January 27, 1987 public hearing there was some concern that
interested parties lacked sufficient time and access to the
regulations to prepare appropriate comments. The Division held open
a period for further written comments and re-opened a continuation
of the original hearing on Marcn 24, 1987, again notifying the 106
retirement boards of the additional opportunity to make oral and
written comment.
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The following summarizes the intent of the proposed regulations, the
nature of the comments received through the public hearing process,
and those changes made to the draft as a result of such comments:

840 CMR 4.00 - Standard Methods of Accounting

This regulation includes clarifying language to existing regulations
and a requirement that ledger accounts be maintained consistent with
an Accounting Manual issued by the Division of Public Employee
Retirement Administration. The Accounting Manual was developed witn
extensive retirement system involvement through the Summer and Fall
of 1986. Extensive educational/training sessions were held through
December so that systems would be able to utilize the new accounting
procedures as of January 1, 1987. PERA examiners visited each
system in early 1987 to insure that the systems understood the new
accounting procedures and formats.

Comments regarding this regulation concerned PERA's authority to
prescribe methods of accounting (Chapter 32, section 21 (l)(a):
"The commissioner of public employee retirement shall prescribe and
supervise methods of accounting for each system maintained under the
provisions of this chapter."); complaints that the accounting was
not consistent with "generally accepted accounting principles" (the
principle deviation from which is the Chapter 32 requirement that
fixed income securities be carried in the systems accounts at
amortized book values rather than at market values as would be
required by GAAP); that the cash book pages developed by PHRA are
a"lefthanded format"; and that the ledger accounts established in
the PERA accounting manual have too many/few accounts.

There were no substantative changes made to the original prehearing
draft of tnis regulation.

840 CMR 5.00 - Records and Reports

The intent of this regulation was to require systematic reporting
from the retirement systems to PERA of staffing patterns, annual
statements of financial condition, actuarial information necessary
to establish appropriations, and the level of automation of system
recordkeeping and operations.

At the public hearings there were objections raised to the reporting
of retirement system staffing/cnanges to PERA. No change was made
to this portion of the regulation. PERA feels that the requested
staffing information is a matter of public record and that it is
necessary to monitor staff turnover in retirement systems as a key
indicator of potential administrative difficulty.

The regulation restates the statutory requirement that retirement
boards must file their Annual Statement of Financial Condition by
May Ist of each year. The regula
the Commissioner to grant extensi

ion establishes a procedure for
ns of that reporting deadline for
es tne provisions of an existingjust cause. The regulation restates tne provisions of an existing

regulation (840 CMR 4.04) that systems failing to file their Annua
Statement on receiving an extension may have their waiver from the
"legal list" investment restrictions revoked. Puolic comment on
this provision concerned the linkage between the filing of the
Annual Statement and the investment waiver and requested a hearing
prior to any such revocation. The Division feels strongly that a
system unable to submit its annual statement four months after the
close of the business year lacks adequate internal controls to
justify the broad investment risks attendant to the "legal list"
waiver. The original draft of the regulation has been amended, to
provide a show-cause hearing prior to any waiver revocation.
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Public comment was received regarding the October 15 deadline for
providing the actuarial information necessary to establish tne
annual appropriation for each retirement system. The October 15
deadline in the regulation is that which is established in Chapter
32. No change was made to this section.

The original draft of the regulation included a requirement that no
automation of retirement system recordkeeping be initiated without
the prior approval of P£RA. In response to public comment, this
section nas been amended to require a reporting to PERA identifying
data processing within each retirement system and a prior
notification to PERA (without any required approval) of new or
expanded automation plans.

840 CMR 10.00 - Standard Rules for Disabilitv Retireraent

The changes proposed in this regulation are designed to facilitate
the appointment of regional medical panels to review disability
applications and the verification of outside earnings from the IRS
for disability retirees. The regulation would require that requests
to appoint a medical panel as a result of a stipulation between the
parties to an administrative appeal or as a result of an
administrative adjudication include a copy of the administrative
stipulation or decision. The regulation would require that when an
individual fails (without good cause) to appear at a .scheduled
medical panel examination, the applying party must reimburse the
Commonwealth for the cost of such examination before a new medical
panel will be schduled. The regulation also formalizes an existing
policy whereby PERA will not pay physicians serving on a regional
medical panel until the Division receives a copy of an accepted
medical panel certificate from the retirement board. The regulation
requires the ooard to notify PERA if the medical panel is being
rejected within 60 days of receipt of the completed medical panel
certificate.

The regulation changes the form to be utilized to obtain IRS reports
of the earnings of disability retirees from a form (2848-D) which is
over-inclusive to one (4506) which is more appropriately targeted.

The Division received no public comments regarding these changes.
The final draft nas reduced the period for notification by the
retirement boards to PERA of an unacceptable medical panel from 90
to 60 days.

840 CMR 18.00 - Statement of Investment Objectives

This regulation changes one of the standards utilized in
establishing the rate of return objective for retirement systems
operating with an investment waiver from the "legal list".
Previously, Saloraan Brothers High Grade Long-Term Bond Index was
utilized. It is felt that the Shearson-Lehraan Government/Corporate
Bond Index is more appropriate. The Division received public
comment requesting that a composite index based on each individual
systems asset allocation be utilized. The Division believes that
asset allocation is one of the critical decisions each system must
make but that the overall objective should be standard for ail
systems. To utilize a composit tailored to each system would remove
the effects of the asset allocation decision from the standard
against which the systems investment performance is to be measured.
The Division feels that would be inappropriate.
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840 CMR 22.00 - Recognition of Gains and Losses on Fixed Income
Investments, Transfers to PRT

This regulation seeks to clarify the manner in which gains and
losses on systems transferring assets to PRIT are recognized and to
increase the timeframe against which gains or losses on bond swaps
are amortized (from those swaps taking place in a quarter to those
taking place in a calendar year). The Division received public
comment requesting some manner of "smoothing" in the recognition of
all investment gains and losses of the retirement systems. The
comment was well taken, but it was felt that a regulation that would
accomplish "smoothing" of all gains and losses would be beyond the
scope of the draft submitted for public hearing. The Division will
consider at a later date a regulation that would reduce the impact
of market fluctuations on the annual appropriation process.

840 CMR 25.00 - Standard Rules for the Conduct of Field Examinations
of Contributory Retirement Systems

This regulation was developed to implement the provisions of Chapter
550 of the Acts of 1985 which would allow the Commissioner to accept
an audit done by private accountants hired by a retirement system in
lieu of the examination which PERA is required to conduct every
three years provided the private accountant(s) conduct their audit
in accordance with guidelines established by the Commissioner. The
regulation codifies the procedures utilized by PERA examiners and
allows the Commissioner to accept all or part of any "outside"
audit completed on behalf of any retirement system. At the public
nearing, comments were received regarding the application of
generally accepted auditing and accounting principles, the scope of
the procedures established by the regulation( particularly those
regarding the management and statutory compliance audit), and
particular provisions regarding board duties, county election
procedures, PERA legal opinions and the establishment of creditable
service.

The following, changes were made from the original circulated draft
based on the public hearing and review process:

A listing of retirement board employees, job titles and
salaries was removed from the Notes to the Audit Report
(section 25.63); but such a listing is to be included in
the work papers as part of the Management and Statutory
Compliance Audit in a new item at 25.31(4).

The exception for the county retirement board elections
from the procedures established by PERA regulations (840
CMR 7.01 through 7.11) is now referenced in 25.31(14).

Section 25.32(10) dealing with creditable service has been
modified to inquire what the board practice is without any
connotation of appropriate or inappropriate action.

Sections 25.32(14) and 25.34(8) have been altered
consistent with the change requiring notification to PERA
of automation practices (rather than prior approval).

The formatting of the Audit Schedules (sections
through 25.56) has been changed out the suostan
the same.

The Note regarding the most recent Actuarial Va
(25.64) has been expanded to include more relev
information concerning the systems actuarial ii

n
t

and normal costs
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Tne sequence of the Membership Exhibits and the formatting
of section 25.73 have been changed but the substance
remains the same. An introductory comment has been added
to section 25.70 making membership information for all
years ending after December 31, 1984 a required part of the
Membership Exhibit and allowing membership information
prior to that date to be omitted if it is unobtainable.

Sincerely,

John J. McGlynn
Comraissione r
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Amendments to 840 CMR: 4.00 Standard Methods of Accounting

(I) The title of 840 CMR 4.00 is hereby amended by striking the
words "Standard Methods of Accounting" and inserting in place
thereof the following: Financial Operations/Standard Methods of
Accounting.

(2) Said 840 CMR 4.00 is hereby further amended by striking out
Section 4.01 and inserting in place thereof the following section:

4.01: Ledger Accounts, Cash Book and Journal

Starting January 1, 1987, ledger accounts shall be established,
numbered and maintained in the form prescribed by the Division
of Public Employee Retirement Administration, and a Cash Book,
the pages of which shall be provided by the Commissioner, and a
Journal for adjusting entries shall be maintained.

(3) Section 4.02 of said 840 CMR 4.00 is hereby amended by striking
said section and inserting in place thereof the following section:

4.02: Entries and Posting of Accounts; Trial Balance

(1) Entries shall be entered on a daily basis.

(2) The Cash Book and Journal shall be posted to the ledger
accounts monthly.

(3) A Trial Balance shall be performed monthly.

(4) Section 4.03 of said 840 CMR 4.00 is hereby amended by striking
out paragraph (1) and inserting in place thereof the following
paragraph:

(1) Within four weeks of the close of each month, after all
entries for the month have been posted and a trial balance
performed, the board shall send to the Public Employee
Retirement Administration a photocopy of the following for the
month:

(a) cash book entries
(b) trial balance
(c) journal entries

(5) Said 840 CMR 4.00 is hereby amended by adding after section
4.04, the following new section;

4.05 Accounting Manual

All retirement boards shall maintain their records and
accounts in accordance with the accounting methods
established by the Division of Public Employee Retirement
Administration as described in the "PERA Accounting Manual".

je Commontoealtfj of fflatteadjuaelttf
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Add the following new sections:

840 CMR 5.00 Records and Reports

5.01 General Provisions
5.02 Retirement Board Staff
5.03 Annual Report
5.04 Appropriation Data
5.05 Automation Report

5.01 These are the standard rules for records and reports which
shall be required by the Commissioner of Public Employee
Retirement. Except as otherwise provided by the Commissioner, by
supplementary rules of a particular retirement board approved by the
Commissioner pursuant to 840 CMR 14.02, All records and -reports
shall be required as of the dates outlined in these rules and as
outlined in M.G.L. c. 32.

5.02 Retirement Board Staff

Within ninety (90) days of the effective date of this
regulation, each retirement board shall file with the Commissioner a
report identifying the name and job title of each employee of said
retirement board.

Each retirement board shall file with the Commissioner on a
quarterly basis, a report which identifies any changes in retirement
board staff which have taken place subsequent to the filing of said
report on retirement board staff.

5.03 Annual Report

(1) Each retirement board shall file with the Commissioner on
or before May 1 of each year, an annual report on a form prescribed
by the Division of Public Employee Retirement pursuant to the
provisions of M.G.L. Chapter 32 section 20 (5) (h).

(2) A retirement board may request a filing extension by
submitting to the Commissioner in writing a formal request, prior to
May 1, which outlines the reason(s) for which a filing extension is
necessary. Such request shall specify the number of days by which
the board seeks to extend the filing deadline. The granting of such
an extension shall be at the discretion of the Commissioner.

(3) If a retirement board fails to file an Annual Report by May
1, or by the date of an approved extension request, the Commissioner
may revoke the investment waiver of the retirement board pursuant to
M.G.L. c. 32, 5.23 (2) (g), after providing a 14 day written
notice. Any board so requesting shall be given a hearing before the
Commissioner, or his designee, to show cause as to why the
investment waiver should not be revoked. Such request for a hearing
shall be made within fourteen (14) days of said written notice.

5.04 Appropriation Data

Each retirement system, shall on or before October 15 of each
year, furnish the actuary with such information as is required to
determine the amount to be paid for the pension fund thereof for the
fiscal year commencing on the next July 1. The actuary shall on or
before December IS, determine such amount and specify in a written
notice to said board the amounts so required to be paid. For those
systems who have not submitted the necessary information, the
actuary shall determine appropriation amounts based on conservative
actuarial assumptions.



SENATE -No. 19141987] 9

5.05 Automation Report

Within ninety (90) days of the effective date of this
regulation, each retirement board shall file with the Commissioner a
report identifying all data processing systems utilized to maintain
records and process transactions of the retirement system. Such
report shall be on a form prescribed by the Commissioner.

Each retirement board, thirty days prior to automating any of
its functions, shall submit to the Commissioner a report which
outlines in detail all such automation plans. For any retirement
board which, prior to the effective date of this regulation, has
automated some of its functions, notice of any plans for automation
expansion must also be submitted thirty days in advance to the
Commissioner.

Amendments to 840 CMR 10.00: Standard Rules for Disability
.eti reraent

(1 ] Paragraph (1) of section 10.08 of said 840 CMR 10.00 is hereby
amended by adding the following sentence at the end thereof

If a medical panel is requested by the retirement board as a
result of a decision by the Contributory Retirement Appeal Board
or a stipulated agreement approved by the Contributory
Retirement Appeal Board, a copy of said decision or the
stipulated agreement must be forwarded to the Commissioner along
with the medical panel request form.

[2] Paragraph (I) of section 10.10 of said 840 CMR 10.00 is hereby
amended by adding the following two sentences at the end -thereof;--

If an applicant fails to appear at a scheduled medical panel
without having been granted a request for rescheduling by the
Commissioner as provided herein at least 48 hours prior to the
scheduled medical panel, the applicant shall reimburse the
Commonwealth for the costs of that medical panel before a new
medical panel will be scheduled. If the application is for
involuntary retirement under the provisions of M.G.L. c. 32,
5.16, the employer will be responsible for reimbursement to the
Commonwealth if the employee fails to appear at a scheduled
medical panel. Such reimbursement may be waived by the
Commissioner upon presentation of justifiable reasons for not
appearing.

[3] Paragraph (1) of section 10.11 of said 840 CMR 10.00 is hereby
amended by adding the following three sentences at the end thereof

If the retirement board deems the certificate to be acceptable,
said board shall also forward a copy of the completed medical
panel certificate to PERA within thirty days of receipt by said
board. If the retirement board determines the examination
and/or certificate conducted by the medical panel to be
unacceptable, they shall notify PERA on a form prescribed by
PERA of the circumstance or circumstances making the examination
or certificate of the medical panel unacceptable.

Payment of the regional medical panel physicians will be made by
PERA only after it has received an acceptable certificate from
the retirement board. If the board fails to forward either an
acceptable certificate or a statement of reasons for rejecting
the product of the medical panel within sixty days of receipt by
the board of the completed medical panel certificate, it shall
be presumed that the board has accepted the work, of the regional
medical panel and the physicians will be paid by PERA.
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[4] The first sentence of Paragraph (1) of section 10.14 of said
840 CMR 10.00 is hereby amended by striking out the words "Form
2848-D" and inserting in place thereof the following words:-- Form
4506

[s] The second sentence of Paragraph (1) of section 10.14 of said
840 CMR 10.00 is hereby amended by striking out tne words "Form
2848-D" and inserting in place thereof the following words:-- Form
4506

[6] Paragraph (5) of section 10.14 of said 840 CMR 10.00 is hereby
amended by striking the words:--"Form 2848-D from any such retired
member, send Torm 2848-D to the Internal Revenue Service together
with Form 4506," and inserting in place thereof the following
words:--Form 4506 from any retired member, send Form 4506 to the
Internal Revenue Service,

Amendments to-840 CMR 18.00 Statements of Investment Objectives

(1) Section 18.02 of said 840 CMR 18.00 is hereby amended by
striking out sub-section (4) and inserting in place thereof the
following:

(4) Rate of Return. A statement of the rate of return
objective for the entire portfolio which shall be at least one
per cent (100 basis points) greater than a composite performance
index consisting of thirty per cent of the Standard and Poors
"500" Stock Index and seventy per cent of the Shearson Lehman
Governraent/Corporate Bond Index, cumulated quarterly;

Amendments to 840 CMR 22.00 Recognition of Gains and Losses on Fixed
ncome Investments; Transters to PRIT Fund

(1) Said 840 CMR 22.00 is hereby amended by striking out Section
22.04 and inserting in place thereof the following section;

22.04: Recognition of Gain or Loss on Exchange of Fixed Income
Securities

(1) Amortization of Annual Gains and Losses. Gains and
losses from all exchanges of fixed, income securities during
a calendar year shall be amortized over the average time to
maturity for such exchanges, as determined pursuant to
Section 22.04 (2), or ten years, whichever is less. ;

(2) Average Time to Maturity. The average time to
maturity for exchanges during a calendar year is determined
by a division. The numerator is the sum of the products
for all such exchanges of the market value at the time of
exchange of the security having the shorter time to
maturity and the time to maturity of such security. The
divisor is the sum of the market values of such securities
at the time of exchange.

(21 Said 840 CMR 22.00 is hereby further amended by striking out
Section 22.05 and inserting in place thereof the following section:

22.05 : Recognition of Gain or Loss on Transfer of Assets to
PRIT Fund.

Gains and losses on a transfer of assets to the PRIT fund
shall be combined for all assets transfered. The net gain shall
be realized at the time of the transfer; the net loss shall be
amortized over ten years.
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Add the following new sections;

840 CMR 25.00: The Conduct of Field Examinations of Contributory
.etirement Systems

Section
25.01:
(25.02

Examination of Contributory Retirement Systems
through 25.09: Reserved)

Internal Control Review Questionnaire
Fiscal

25.10:
25.11:

Transfers
Cash

25.12:
25.13:

Receipts25.14:
Disbursements
Investments

25.15:
25.16:

through 25.19; Reserved)(25.17

Accounting Procedure Review and Working Papers
Cash

25.20:
25.21:

Securities25.22:
Trial Balance25.23:
Receipts and Disbursements
Investment Income

25.24:
25.25:

Funds
through 25.29; Reserved)

25.26
(25.27

Management and Statutory Compliance Audit
Board Duties

25. JO
25.31

Membership25.32
Disability Procedures
General Administration

25.33
25.34

through 25.39; Reserved)(2 5.3 5

Audit Report--Opinion Letters
Reports of Board selected examinations

through 25.49; Reserved)
25.40
25.41
(25.42

Audit Schedules25.50
Statement of Ledger Assets25.51
Statement of Changes in Fund Balances
Statement of Income

25.52
25.53

Statement of Disbursements
Statement of Investment Income

25.54
25. S 5

Statement of Allocation of Investments Owned25.56
(Percentages by Category)

through 25.59; Reserved)(25.57

25.60
Note 1: Plan Description25.61
Note 2: Significant Accounting Policies
Note 3; Plan Administration

2 5.62
25.63

Note 4: Actuarial Valuation
through 25.69; Reserved)

25.64
(25.65

Membership Exhibit25.70
25.71 Analysis of Membership for Preceding Ten Years

Analysis of State Reimbursements for Cost of
Living Adjustments and Mandated Benefit Increases
Analysis of Retirements for Preceding Ten Years

72

25.73

25.01 Examinations of Contributory Retirement Systems

Notes
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These are the standard rules for the conduct of field
examinations of contributory retirement systems promulgated by the
Commissioner of Public Employee Retirement pursuant to M.G.L.
c.7,5.50(a) and c.32,5.21(1)(a). Except as otherwise provided by
the Commissioner, by the supplementary rules of a particular
retirement board approved by the Commissioner pursuant to 840 CMR
14.02, or by statute, these rules shall govern any examination of
the financial condition of a contributory retirement system.

Examinations of contributory retirement systems are conducted in
accordance with generally accepted auditing standards to determine
the system's financial condition, to monitor performance under the
terms of its legal, contractual and fiduciary requirements, and to
examine the system's effectiveness in achieving the intended results
established by M.G.L.c. 32.

An examination of each system shall be conducted at intervals
not greater than every three years to ascertain the system's
financial condition, its ability to fulfill its obligations, whether
all parties in interest have complied with the laws applicable
thereto, and whether the transactions of the board have been in
accordance with the rights and equities of those in interest.

The board of any system may have an examination of its financial
condition conducted by a certified public accountant or a public
accountant selected by the board. Immediately upon the employment
of such person or firm, the board shall file said individual's name
and address with the Commissioner. Within ten days of making a
report on the financial condition of the system to the board of such
system, the individual or firm conducting the examination shall file
a certified copy thereof with the Commissioner.

Any such examination conducted in accord with these regulations
shall be deemed upon acceptance by the Commissioner to be the
examination required by M.G.L.c. 32, s.21(l)(a). To be so accepted
by the Commissioner the examination must cover the period beginning
on January first of the year following the completion of the most
recent examination conducted pursuant to said M.G.L.c. 32,
s.21(l)(a), and ending on the most recent December thirty-first.

An examination conducted by a certified public accountant or a
public accountant selected by a retirement board will only be
accepted in lieu of a M.G.L.c. 32, s.21(l)(a) examination if the
individual or firm conducting said examination meets with the
Commissioner within thirty days of the filing of the certified copy
of the report of such examination; provided further, that copies of
all work papers and schedules prepared during the course of the
audit are submitted to the Commissioner at the time of such meeting.

An examination by a certified public accountant or a public
accountant selected by a retirement board which is not conducted
completely in accord with these regulations may ; be deemed by the
Commissioner to be acceptable with qualification as the examination
required by M.G.L.c. 32, Section 2l(l)(a); provided, that the
Commissioner shall cause his agent to conduct a supplemental
examination of the retirement system to satisfy such qualification.
In conducting such a supplemental examination, the Commissioner may
utilize and rely on such portions of the report and supporting
documentation prepared by the board selected auditor as he deems
appropriate.

(25.02 through 25.09; Reserved)
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25.10 Internal Control Review Questionnaire
The audit of a retirement system encompasses the period

beginning with the January Ist immediately following the ending date
of the proceeding M.G.L.c. 32, Section 21(l)(a) audit. An
examination of each intervening year must be conducted as well as a
cursory review of the current year to ensure that the board is
presently operating within the practices and procedures prescribed
by PERA.

This questionnaire is designed to assist in understanding and
evaluating internal controls. It consists of general questions that
apply to all retirement boards, however, it does not purport to
cover all aspects of internal control present at a particular
system. The questionnaire lists basic questions. The examination
should indicate and explain deviations that are required to meet the
individual needs of the specific system being audited.

Simply recording the answers to the questions does not complete
the questionnaire. Answers must be verified and cross-referenced to
the audit working papers; negative responses must be explained.

Upon completion of the internal control review the auditor's
evaluation will reveal inadequate or absent controls. The auditor
should be able to identify errors and irregularities that could
occur and the possible causes; evaluate any weaknesses; determine
the nature and extent of the examination procedures to be applied;
and indicate such additional controls as might be necessary to
provide adequate and reasonable system safeguards.

25.11 FISCAL

(1) Does the system maintain a Journal, a General Ledger, and Cash
Book according to P.E.R.A.'s prescribed methods and procedures?

(2) Does the system maintain a file of invoices and vouchers which
correspond with Cash Book entries?

C 3) Is there adequate documentation to support all Journal entries?

(4) Are all transactions properly recorded, correctly classified and
summarized in the General Ledger?

{s} Are transactions posted to the General Ledger on a timely basis?

(6) If the system is utilizing the services of a custodian bank, is
the system entering the transactions in the Cash Book on a monthly
basis?

(7) If a custodian bank is not used, are transactions being recorded
as funds are received or dispersed by check? If summary totals are
posted in the Cash Book, is detailed documentation available?

ACS) Does the system reconcile subsidiary accounts on a monthly basis
"with the General Ledger control accounts?

(9) Are trial balances prepared monthly?

(10) Is the system submitting copies of Cash Books, Journals, bank
statements, trial balances, and confirmations to PERA on a monthly
basis?

(11) Are the appropriate closing entries made at year's end?
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(12) Was the system's last Annual Statement of Financial Conditionfiled within the required period of time?

25.12 Transfers

(l) Is Investment Income closed to the Annuity Savings Fund, the
Annuity Reserve Fund, and the Special Military Service Credit Fund?

(2) Are excess earnings transferred into the Pension Reserve Fund?
(3) Are gains and losses on investments closed to the Pension Fund?

(4) Have all the accounts of members who have retired during the
last fiscal year been transferred from the Annuity Savings Fund tothe Annuity Reserve Fund?

(5) Are funds transferred from the Military Service Credit account
into the Annuity Reserve account upon a veleran/raember 1 s retirement?
(6) Is the system transferring to the Pension Reserve Fund
accumulated total deductions that have remained unclaimed for at
least 10 years by terminated members or eligible beneficiaries?

(7) Any excess or deficiency found through valuation to exist in the
Annuity Reserve Fund must be transferred to or from the Pension
Reserve Fund as of the next September 30th following written
notification of the results of such valuation by PHRA's Actuary. Is
the system in compliance with this requirement?

(8) Have all appropriations from the governmental units for the
Pension Fund, and the County Expense Fund been certified by P.E.R.A.?

(9) Has the system requested PERA's approval to spend from the
expense fund any amount in excess of that appropriated by the
governmental units? Has this request been approved by PERA?

(10) Has the system sought P.E.R.A.'s approval prior to making any
transfer between the Pension Fund and any other fund (other than for
transfers required by statute)?

25.13 Cash

(1) Are all petty cash expenditures properly authorized and recorded
in the General Ledger?

(2) Is effective control of paid petty cash vouchers maintained
showing account distriout ion, date of reimbursement, check number,
and the signature of the person approving reimbursement?

(3) Is one individual designated as custodian of the petty cash fund
and is access limited to that individual?

(4) Are all bank accounts reconciled by someone other than the
employee! s) who receive or disburse cash?

(S)Do bank reconciliation procedures provide for the following:

(a) Delivery of unopened bank statements and cancelled checks to
the reconciler?

(b) Examination of cancelled checks for suspicious and
irregular features?
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(c) Investigation of long outstanding checks?

(d) Accounting for the sequence of check numbers?

(e) Prompt, monthly bank reconciliations?

(f) Review of bank reconciliations by an accounting officer or
other responsible officer?

(g) Comparision of the reconciled balance with the control
account or checkbook balance?

(6)) Does the system Treasurer or Accountant reconcile cash balances
monthly?

(7) Are beginning and ending check numbers logged and monitored?

(8) Can the system account for all voided checks?

(9) Are all checks pre-numbered?

(10) Are unused checks adequately controlled and safeguarded?

25.14 Receipts

(1) Does the system promptly deposit all checks which are received?

(2) Does the system maintain investment control cards and is income
reconciled to these cards?

(3) Do the governmental units remit members' contributions by the
tenth of each month?

(4) Does the system maintain membership control cards which
correspond to receipts of member contributions from the governmental
units?

(5) Are transfers of member accounts from other systems properly
recorded on the membership control cards?

(6) Has the system requested reimbursement from other retirement
systems for prorated pensions as required by M.G.L.c. 32, Section
3(8)(c)?

(7) Has the system requested reimbursement for post July, 1981
cost-of-living adjustments and statutorily mandated benefit
increases from the State Retirement Board?

25.15 Disbursements

(1) Are refund payments (including member withdrawal, member
transfer to another system, member deceased to beneficiary, and
retiree deceased - Option B payment to beneficiary) calculated
properly and timely and are all refund warrants signed and approved
by the retirement board members?

(2) Do the amounts shown on the system's monthly retirement warrant
agree with retirement allowance confirmation figures issued by
P.E.R.A.? Has the warrant been signed and approved by the
retirement board members?
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(3) Are all administrative expenses approved and authorized by the
retirement board? Is this approval reflected in the minutes of the
retirement board meetings?

(4) Are proper receipts on file for all administrative expenses
incurred?
(5) If actual administrative expense expenditures exceed the amount
appropriated, has authorization for a transfer of additional funds
from the pension fund been issued by P.E.R.A.?

(6) Are board member expenses reimbursed within the limits
stipulated in M.G.L.c. 32, Section 20(4)(c)and (d) (not less than
$2OO nor more than $l5OO for the active administration of the system
by the ex officio meraber--or up to $3OOO in municipalities accepting
M.G.L.c. 32, Section 20(4) (dl/2)?

(7) Has the system reimbursed other retirement systems for prorated
pensions as required by M.G.L.c. 32, Section 3(8)(c.) or Section 7(4J
or (5)?

25.16 Investments

(1) Are the system's investments managed by PRIT, a professional
investment manager, or managed internally?

(2) If the system has been approved for an investment waiver from
the legal list restrictions, which investment manager was included
in the waiver approval?

(3) Does the system have a custodian bank, and if so, which
institution is being used? Is it a master custodian? If not, what
assets are not under this custodian arrangement?

(4) Are the monthly reports from the system's investment manager or
custodian available?

(5) Do these monthly reports provide enough information so that the
system is able to easily perform the required accounting functions?

(6) If the system does not have a custodian bank and is investing

within the M.G.L.c. 32, Section 23(2)(b) legal list restrictions do
the system's brokers promptly remit receipts from income and sales
to the board?

(7) Do retirement board members meet with the system's investment
manager or representatives from the custodian bank at least on a
quarterly basis to review activity?

(8) Does the system adjust to market value any equities held by the
system on September 30th and December 31st? Does the system also
adjust ledger assets at these times?

(9) Does the system amortize annually fixed income securities?

(10) Has the system received authorization from PERA for an
amortization of gauis and losses on exchanges of securities
(Principal Adjustment Account)? Is this amortization done in
accordance with 840 CMR 22.04?

(11) Does the system properly calculate and report interest which
has accrued as of December 31?
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(12) Does the system promptly review and verify for accuracy the
quarterly transaction reports which are issued by PERA? Does the
system review and verify for accuracy the appraisal and performance
reports issued by PERA?

(15) Does the board conduct an annual review of its investment
objectives? Does the board submit a copy pf its established
objectives to PERA on an annual basis?

(25.17 through 25.19; Reserved)

25.20 Accounting Procedure Review and Working Papers

The following accounting procedures must be examined and working
papers corresponding to these procedures should be prepared.

25.21 Cash

(1) Cash on hand must be physically counted

(2) Copies of bank and checking account statements must be obtained
and reconciled

(3) The cash balance must be reconciled to the Treasurer's Books

25.22 Securities

(1) Verify, list and count all securities that are physically present

(2) Request a certified listing of any securities held by a
custodian on behalf of the board and compare it with the records of
the board

(3) Verify the amortized value of bonds

(4) Verify the market value of stocks

(5) Check all brokers confirmations of purchases and sales to board
records

(6) Check the accuracy of the system records for accrued interest

(7) Verify that the system has received all interest and dividends
that it is entitled to receive

(8) Reconcile investment cards to portfolio holdings

(9) Check management fees being charged against earnings (They may
not be in excess of 11 of the first $5,000,000 and 1/21 of amounts
in excess of $5,000,000.)

(10) Check custodial fees and indicate the amounts

(11) Verify amortization schedules and procedures for the Principal
Adjustment Account

(12) Verify that all Cash Book entries are made in accordance wit
PHRA's Accounting Manual
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(13) Review any Pension Investment Advisory Unit critique of
portfolio activity; comments from such critique and system
responses, if any, should be included in the final audit report

25.23 Trial Balance; compile through the end of the period being
audited

25.24 Receipts and Disbursements

(1) Verify and Test Check;

(a) Income from:
(1) Contributions from members

(a) from deductions
(b) transfers
(c) make-up payments

(2) Employer contributions to tne:
(a) Pension Fund
(b) Expense Fund
(c) Special Fund for Military Service Credit
(d) Pension Reserve Fund

(3) Contributions from assessed agencies such as Housing
- Authority, Redevelopment Authority, districts,

hospitals, etc.
(4) Pension Reimbursements from other systems for

prorated pensions pursuant to M.G.L.c. 32
Section 3(8)(C)

(5) Receipts from federal grants (assessed contributions
to be placed in the Pension Reserve Fund)

(6) Investment Income (Net of Accrued Interest Paid on
purchase and Management fees not charged to Expense
Fund)

(7) Refunds for M.G.L.c. 32, Section 91A Pension Adjustments
(8) COLA and other benefit reimbursements from the State
(9) Profits on the sale of securities (including

Principal Adjustment Account Amortization)
(10) Increase in amortized value of bonds
(11) Increase in market value of stocks
(12) Accrued Interest
(13) Accounts Receivable

(a) Contributions due
(b) Contributions due

contributions)

for Military Service Credit
(Accounts receivable for member

(b) isbursements for:
(1) Monthly Payments From Annuity Fund

(a) Superannuation Retirement Allowance
(b) Ordinary Disability Payments
(c) Accidental Disability Payments
(d) Survivor Benefits Paid
Monthly Payments From Pension Fund
(a) Superannuation Retirement Allowance
(b) Ordinary Disability Payments
(c) Accidental Disability Payments
(d) Accidental Death Payments
(e) Payments pursuant to M.G.L.c. 32, Section 101
(f) Survivor Benefits Paid
(g) COLA Paid (portion to be charged to Commonwealth)
(h) Chapter 389 Paid

(3) Refunds from the Annuity Fund
(a) On account of withdrawal
(b) Option B refunds
(c) Accidental Death Payments
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(4) Pension Reimbursements to other systems
pursuant to M.G.L.c. 32, Section 3(8)(C)

(5) Transfer of member accounts to other Systems
(6) Military Service Fund Credits
(7) Administrative Expenses

(a) Staff Salaries
(b) Legal Expenses
(c) Medical Expenses
(d) Travel
(e) Administrative Expenses
(f) Furniture and Equiotment
(g) Management Fees (charged to expense fund)
(h) Custodial Fees

(8) Losses on the sale of securities (including Principal
Adjustment Account Amortization)

(9) Decreases in amortized value of bonds
(10) Decreases in market value of stocks
(11) Accrued Interest (prior year)
(12) Accounts Payable

25.25 Investment Income

has been properly calculated and(1) Verify that Investment Incom
credited to the:

(a) Annuity Savings Fund

(b) Special Fund for Military Service Credit

(c) Annuity Reserve Fund

(d) Pension Reserve Fund

25.26 Funds

(1) Verify changes in fund balances; verify and list all transfers
between funds

(2) Reconcile Annuity Savings Fund members cards to fund balance

(3) Verify Annuity Reserve Fund transfers from Annuity Savings Fund;
list retirees; reconcile retirees annuity cards to fund balance

(4) Reconcile members cards to Military Savings Fund fund balance

(5) Verify contribution by governmental units for Pension Fund
appropriation

(6) Verify contribution by governmental units for. Pension Reserve
Fund appropriation

(7) verify contribution by governmental units for Expense Fund
appropriation

(25.27 through 25.29; Reserved)
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25.30 Management and Statutory Compliance Audit

The complexity of M.G.L.c. 32 coupled with the supervisory
responsibility of P.H.R.A. requires that a comprehensive review of
the statutory duties of the boards be performed. The following
questionnaire focuses on the board functions and responsibilities
which are specified in M.G.L.c. 32 and P.E.R.A. Regulations. The
auditor should discuss these questions with the boards' staff and
obtain reasonable documentation to ensure compliance. Reference to
working papers should be made where applicable.

25.31 Board Duties

(1) Has the board met at least once in each month to transact
such business as may properly come before it?

(2) Are the minutes of each meeting properly recorded? Are the
pages in the minute book numbered? Are pages intentionally left
blank marked "void"? Are the pages in the minute book properly
bound?

(3) Are changes of staff and staff salaries noted in the minutes?

(4) List the Name, Title and Salary of all Retirement Board
employees as of the close of the audit period. Note any staff
changes between the close of the audit period and the date of the
examination.

(5) Is every investment transaction noted in the minutes?

(6) Do retirement board members review a copy of the trial balance
of the accounts of the system's General Ledger each month at the
board meeting?

(7) Does each retirement board member see all mail which is
essential to meet the members fiduciary responsibility as a trustee
of the retirement system? Who is responsible for making this mail
distribution decision? Does the system date stamp all incoming
mail?

(8) Are board members' and appropriate employees bonded? For how
much are they bonded? What percentage of the assets does the
bonding level represent?

(9) Does any board member or employee transact any personal business
with any firm, institution or individual that has a financial
relationship to the retirement system? Could that personal
relationship conflict with retirement board duties and
responsibilities?

(10) Has the retirement board periodically reviewed its records of
executive sessions to determine whether such records must remain
confidential? Has the board noted termination of that status (where
appropriate) in the retirement board's minutes?

(11) Are all of the board's vouchers signed by the two persons whose
specimen signatures are on file with the treasurer-custodian?
Is any voucher drawn without authorization by board vote?

(12) Has the board acted in a timely manner to fill vacancies
created by the resignation of an appointed or ex officio meraoer?
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(13) Has the board held elections in a timely and appropriate
fashion? Has the board urged prompt action where the governmental
entity of a city or town must appoint the third board member (where
the board cannot reach agreement on appointment of the third member
within the specified time frame)?

(14) Have retirement board elections (other than county retirement
board elections pursuant to G.L.c.32, s.20(3)(h)) been in compliance
with PERA Regulations (840 CMR 7.01 through 7.11)?

(IS) Are any of the board members receiving compensation for service
to the board in any capacity other than as a board member?

(16) Do board members exercise their proxy rights?

(17) Is the board following opinions issued by PERA?
(Correspondence should be reviewed and deviatons should be
identified and explained)

(18) Does the board have legal counsel on staff? If not, who does
the board rely on for legal advice?

(19) Has the board retained the services of an actuarial
consultant? If so, indicate the scope and cost of such services.
Submit a copy of any actuarial valuations or reports as an appendix
to the Audit Report.

(20) Has the Annual Statement of Financial Condition for the
retirement system been completed by retirement board members or
system employees or has it been prepared by an "outside accountant"?

25.32 Membership

(1) Have all new members completed an enrollment form and made an
indication about their beneficiary of record? Are these forms
retained by the system?

(2) Does the retirement system coerce new members to elect Option D?
If the system has pursued such an inappropriate policy, what
steps has it taken or will it take to remedy the problem?

(3) Does the system seek to have all new members file a Statement of
Prior Service within one year of joining the system?

(4) If a member has prior service with another retirement system, is
this service verified and is a request made to transfer the members
annuity savings funds? Is this being done within 90 days of the
commencement of new service?

(5) Are members who return to governmental service after receiving a
refund having deductions taken at the current rate? (This should be
verified by an examination of member records.)

(6) What type of reports are generated by the
system?

e

(a) Are all employees listed?

(b) Is there an exception code for those employees without
retirement withholding? (The auditor should sample the
member records of those without deductions to verify
status. )

(c) Is salary for non-regular compensation separated from
regular compensation so that withholdings are made only
from regular compensation? ;
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(d) Is the retirement clerk fully aware of the regulations
concerning the appropriate percentage to be withheld from
new employees and does he/she verify with the payroll
clerk and the data submitted to the retirement board
that the correct percentage is being withheld?

(7) Does the system's working definition of regular compensation
agree with the definition delineated in P.E.R.A's regulations and
M.G.L.c. 32?

(8) Has the board established regulations governing eligibility
and creditable service for various categories of part-time
employees? Are these regulations applied consistently?

(9) For seasonal employees is the board crediting as the equivalent
of one year of service, actual full time service of not less than
seven months of service in any calendar year?

(10) How does the board credit service during which a reserve or
permanent intermittent police officer or reserve, permanent
intermittent or call fire fighter was on a respective list and was
eligible for assignment subsequent to appointment? Is service as a
permanent intermittent or call fire fighter credited only if
individual is later appointed as a permanent member of the fire
department?

(11) Is creditable service afforded members who are on leave of
absence in accordance with M.G.L.c. 32, Section 4(l)(c)?

(12) Are beneficiary-of-record files maintained and updated in an
appropriate manner?

(13) Has the system kept a record of the date of birth of each
member of the system? Does the system notify each member, the head
of his department, and the treasurer of the date when a member will
attain tne maximum age for his group? Is that notice made in
writing not less than 30 days nor more than four months prior to the
maximum age birthday?

(14) Does the system maintain individual member accounts manually or
via computer? If the system has ceased the use of manual methods,
has the automated membership recordkeeping system been reported to
PHRA?

(15) Does the system maintain individual accounts for retired
members posting monthly retirement allowance data? Does the system
understand that this is not necessary if the system retains
retirees' contribution, interest from date of retirement, the
annuity portion of the retirement allowance and the date of
retirement (This would enable a retiement system employee to
calculate any Option B beneficiary benefit)?

(16) Is interest being calculated on the prior year balance: in each
member's account?

(17) Has the system annually, on or before July Ist, furnished to
each member a statement for the previous calendar year relative to
the status of her/his account?

(18) Does the system attempt to send to inactive members a copy of
their annual statement?

(19) Does the system attempt to provide timely notification to
inactive members who have resigned that interest will cease to
accrue two years after the date their resignation becomes effective?
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(20) Does the system transfer to the Pension Reserve Fund on each
December 31st all accounts which have been inactive for at least ten
years?

(21) Does the system, after taking into consideration factors such
as employment, start date, and amount of potential allowance,
monitor refunds to ensure that no member who has attained age 55 and
who is eligible for a retirement allowance is allowed to receive a
refund?

(22) Do eligible members receive their refunds within 60 days after
filing a written request with the board?

(23) Does the system calculate interest on refunds in accordance with
the provisions of M.G.L.c. 32, Section 11(1)?

(24) Has the retirement system notified relevant Group '1 members of
the retirement allowance option (a), (b) and (c) estimates and
procedures for continuing in service after age 70?

(a) Has such notice been given not more than 180 days nor less
than 120 days before the last day of the month in which
the member-in-service attains age 70?

(b) How does the system keep of track those members who are
approaching age 70?

(c) Does the system compel thos
in service after age 70 t
examinations at the membe

members who choose to remain
undergo annual physical

s' own expense?

(d) How does the system select
age 70 examinations?

impartial physicians to perform

(25) Has the system ceased to accep deductions fro regu
compensation of members who continue to work after age 70?

(a) Has the system ensured that no additional creditable
service will accrue although interest will continue to
accrue?

(26) What type of retirement counseling does the system offer
members ?

(a) Is the system distributing any written information
Is it current

(c) Does the system explain the retirement process and assist
members in completing retirement applications?

(d) Does the system give members a full explanation of option
choices and provide them with estimated benefits prior to
their signing the retirement application?

spective retirees sufficient time
on? Is that option selection

(e) Does stem allow p
in which to elect an opt
finalized on or before t
becomes effective?

date a member's allowance

on is filed after the stated datetirement applicat
of retirement, does the date upon which the retirement is
to become effective fall w;,thin 60 days of the date of
resignation?
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(27) Are the members or beneficiaries who are receiving pensions,
retirement allowances, or survivor's allowances annually filing with
the board affidavits containing information about the name, the
address where the recipient is currently residing, and the marital
status and/or dependency status where relevant?

(a) Has the system withheld retirement benefits from any
member or beneficiary who fails to file an .affidavit
within the prescribed time? '

(b) Has the system annually audited a random sample of at
least five percent of the affidavits received?

(28) Are the recalculation of survivors benefits (where that is
necessary) being done accurately by the retirement board?
(29) Are the recalculation of Option C survivor benefits to reflect
cost of living adjustments being done accurately by the retirement
board?

25.33 Disability Procedures

(1) Does the system retain injury reports filed by members and
department heads?

(2) Does the system request that P.E.R.A set up a medical panel in a
timely fashion upon receipt of a completed application?

(3) If a medical panel fails to report its findings and
recommendations to the board within 60 days of the examination, does
the retirement system notify P.E.R.A?

(4) Does the retirement system notify all interested parties of the
medical panel's findings within 30 days of receipt of the medical
panel report? Does it send copies of satisfactory reports to PERA so
that PERA will pay the physicians for their services?

(5) Does the board comply with applicable regulations regarding the
conduct of hearings?

(6) Has a notice of a member's right to appeal been made to parties
within three days of the denial, restoration, or modification of a
disability retirement allowance?

(7) Does the retirement system send copies of its denials of
disability applications to P.E.R.A?

(8) Does the system advise and assist members regarding the
procedures for filing an appeal?

(9) Does the system advise eligible members whose appeals are
pending of their right to apply for and receive superannuation
benefits until the appeal is resolved?

(10) Does the system notify those members whose applications are
initially approved by the retirement board that, pending final
approval by PERA, they will be entitled to receive a disability
allowance?

(11) Does the system make certain that each application is complete
prior to transmitting it to PERA for final approval?

(12) Has the system held any disability applications.beyond the 180
day deadline? (If so, explain the reason for such delays.)
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(13) What action has the board taken on applications which have been
remanded by P.E.R.A.?

(14) Upon receipt of PERA's approval of a disability retirement
allowance does the system promptly notify the members' employer to
halt Chapter 41, Section 111 F or other payroll benefits so that the
disability allowance payments can commence?

(15) Does the system check an applicant's refund history prior to
issuing a disability allowance to ensure that applicants who have
returned within two years to the service of the governmental unit
from which they received a refund are not awarded a disability
allowance until they have repaid into the retirement system any and
all accumulated regular deductions withdrawn by them plus annual
interest to the date their retirement becomes effective?

(16) Has the system enclosed an Annual Statement of Earnings Form
(PERA Form 10-17) and an Internal Revenue Service Form 4506 with the
disability retirement check mailed nearest to January Ist of each
year?

(17) Is the system following through with the IRS and checking a
sampling of disability retirees' actual earnings?

(18) Does the retirement system compile a list of members retired
for disability from whom a completed Annual Statement of earnings
have not been received by the May Ist deadline?

(19) Are subsequent checks for disability retirement allowances
withheld pending receipt of such a statement?

(20) In cases where a disability retiree's income exceeds the
statutory limitation, are members requested to refund the adjusted
pension or retirement allowance for that year or a portion thereof
equal to such excess as the case may be?
(21) What is the established routine for desk reviews and
re-examinations of disabled retirees who are under- the age of
sixty? Is the system using PERA's Desk Review Worksheet (Form
10-24)?

(22) How many desk reviews and reexams has the system conducted
since the last audit?. How many disability retirees under age sixty
receive benefits from the system?

(23) Is the board treating its disability retirees who reside more
than 500 miles from Boston the same as its in-state disability
retirees in conducting M.G.L.c. 32, Section 8 reviews?'

(24) Does the system contact P.E.R.A. to arrange for reexamination
of whose condition appears to have improved?

(25) Has the retirement system discontinued the allowances of those
disability retirees who refuse to be reexamined?
(26) Has the retirement system forwarded to P.E.R.A.'s Commissioner
the names of any disability retirees who might benefit from a
rehabilitation program?

(27) When a disability retiree is restored upon recovery to full
active service does the system transfer from the Annuity Reserve
Fund to the Annuity Savings Fund an amount equal to the member's
individual account in the Annuity Reserve Fund upon the date of
his/her restoration?
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25.34 General Administration

[1) Has the board designated a Custodian of the Records to maintain
custody and control over all records and take all reasonable
precautions to protect the records from fire, theft, etc.?

(2) Has the custodian informed retirement board members and
employees about standard rules for disclosure of information?

(3) Has the custodian developed and implemented an approved plan for
the expungement of obsolete records?

(4) Has the retirement system submitted all the rules under which it
operates to the Commissioner for approval? ;

(5) Has the system notified PHRA in a timely fashion about''changes
in the board and its staffing?

(6) Does the number of employees appear to be sufficient to perform
all of the duties necessary to operate the retirement system? Do
the current employees appear to be technically competent?

(7) Is sufficient space provided for the system's records as well as
its counseling activities?

(8) Has the board given PHRA notice prior to automating any of its
functions?

(9) To what extent has the system automated its data?

(a) Is the retirement system using its own computer system or
does it access a system maintained by another governmental
entity?

(b) What software packages is the board using?

(c) How often does the system perform backup?

(d) What automated output does the retirement system generate?

(10) Does the system have a current copy of M.G.L.c. 32 and the most
recent pocket part? Is it accessible to board members and employees?

(11) Are P.E.R.A.'s Rules and Regulations available rin a complete
form to board members and employees?

(12) Are P.E.R.A.'s Bulletins and Memoranda available in a complete
form to board members and employees?

(13) Does the system retain copies of the confirmation forms from
PERA's Actuarial Staff for the approval of all retirement allowances?

(14) How does the system monitor beneficiaries' eligibility to
continue to receive pension benefits? Does the board notify
dependent spouses and children whose eligibility has ceased, prior
to terminating their benefits?

(15) Has the system certified to the mayor or selectmen, upon
receipt of notice from P.E.R.A., the amounts necessary to be paid
for the fiscal year for the pension fund, the expense fund, and the
special fund for military service credit?
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(a) Has the governmental unit included the amounts so
certified in its appropriations? If it has failed to do
so, has the board attempted to recover such monies in an
action of contract?

(b) Does the governmental unit's published budget reflect such
amounts? " i

(c) Does the assessor's annual rate make-up report include
such budget pension items?

(16) Do non-county systems receive their entire appropriation on
July Ist of the current fiscal year?

(17) Do county systems receive their appropriations in equal
payments on July first and January first of each fiscal year?

(18) Does the system spot check the payroll records of the
governmental units covered by the system to verify that employees
who are not subject to retirement withholding are not entitled to be
members of the system?

(19) Are service buy backs correctly calculated?

(20) Has the system sought to collect from the treasurers of the
other systems the prorated portion of any retirement allowance
attributed to service with such other retirement systems?

(21) When it is impossible or impracticable to consult an original
record to determine the date of birth, length of service, etc. does
the system seek P.E.R.A.'s approval when it uses estimates?

(25.35 through 25.39; Reserved)

25.40 Audit Report--Opinion Letters

The primary purpose of the ordinary examination of the financial
statements and condition of contributory retirement systems is to
enable the auditor to express in writing an informed opinion as to
the fairness of presentation in the financial statements.
Examinations pursuant to M.G.L.c. 32, Section 21(l)(a) also serve to
assist the Commissioner in his responsibility for supervision of the
public employee retirement systems. To that end, the examination is
also intended to allow the auditor to analyze the system's internal
controls, management and statutory compliance and to make
recommendations where improvement is necessary.

The audit report shall include the following:

(1) The retirement system's Financial Statements including,
but not limited to, a Statement of Ledger Assets; a Statement of
Changes in Fund Balances; a Statement of Income; a Statement of
Disbursements; a Statement of Investment Income; and a Statement
of Allocation of Investments Owned (Percentages by Category. The
format for these Financial Statements is defined in section
25.50 through 25.56 of these regulations;
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(2) Notes to the financial statements which disclose
information necessary to make the statements complete. Such
Notes shall include, but not be limited to, a Plan Description;
A Summary of Significant Accounting Policies; a Description of
Plan Administration; and a Summary of the most recent Actuarial
Valuation of Plan Assets and Liabilities. The format for these
Notes is defined in Section 25.60 through 25.64 of these
regulations;

(3) A Membership Exhibit analyzing the census of active and
retired members of the retirement system over the preceding ten
years; and summarizing State reimbursements to the retirement
system for Cost of Living adjustments since July, 1981 and other
state mandated benefit increases since that date. The format
for these Membership Exhibits is defined in Section 23.70
through 25.75 of these regulations;

(4) A Management Letter which details the auditor's
comments and recommendations regarding the system's internal
controls as well as the results of the Management and Statutory
Compliance Audit; and

(5) The auditor's opinion, in which the auditor expresses
his conclusions as to the fairness of the presentation of data
in the financial statements. The auditor shall name the
financial statements that have been examined, state the period
covered by the examination, and represent that the examination
was performed in accordance with generally accepted auditing
standards and included all of the necessary auditing procedures.

(a) If the auditor finds that the financial .statements are
presented fairly in conformity with generally accepted
accounting principles, applied on a consistent basis
with those of prior years, and that all material
disclosures have been made, then the auditor shall
express an unqualified opinion.

(b) If the auditor takes exception to an item in the
financial statements, but such exception is not so
significant as to require the auditor disclaim an
opinion or issue an adverse opinion, then the auditor
shall issue a qualified opinion. The circumstances
resulting in the qualification of the auditor's
opinion, including but not limited to, limitations on
the scope of the examination, unusual uncertainties
which affect the financial statements, lack of
conformity witn generally accepted accounting
principles, inadequate disclosure and/or lack of
consistency in the application of accounting
principles, shall be recited in the auditor's opinion
letter or in the notes accompanying the financial
statements. Where the qualification is based upon
inadequate disclosure, inconsistency or nonconformance
with generally accepted accounting principles, the
auditor should indicate, if possible, what the
financial data would have been if acceptable practices
had been followed.

(c) If, because of a serious limitation on the scope of
the examination or because of unusual uncertainties
about the amount of an item or the outcome of a
matter, the auditor has been unable to examine
sufficient competent evidence to reach an opinion on
the overall fairness of presentation in the financial
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statements, then the auditor shall disclaim an
opinion. In making such a disclaimer the auditor
shall describe fully the nature and extent of the
examination and the limitation on the scope of the
examination or other circumstances which make it
impossible to reach an opinion on the overall fairness
of the financial statements.

(d) If the auditor takes exception to the financial
statements because of inadequate disclosure or failure
to fairly present the condition of the system in
conformity with generally accepted accounting
principles, and if the exception so taken is so
substantial and pervasive in their effect that a
qualified opinion would not be adequate, and where the
auditor has reached an opinion that the financial
statements do not fairly present the financial
position and/or results of operations of the
retirement system, the shall express an
adverse opinion. In expressing an adverse opinion,
the auditor shall clearly indicate the nature of the
exception, its pervasiveness, and the amounts which
are affected, to the extent possible.

25.41 Reports of Board Selected Examinations

After meeting with the certified public accountant or puolic
accountant selected by a retirement board to conduct an examination
of the retirement system, and upon determining that such examination
meets the standards established oy these regulations, the
Commissioner shall send the following certification attached to a
copy of tne Audit Report of such Examination to the Retirement
Board:

"The Division of Public Employee Retirement Administration,
pursuant to Section 21(l)(a) of M.G.L.c. 32 of the Massachusetts
General Laws, has reviewed the audit performed by

Retirement System for the period
and has deemed it to meet the

of the
from to
standards allowing it to serve as the examination required by
that statute (with the following qualifications ,if any).

This audit was conducted in accordance with the Standard Rules
for the Conduct of Field Examinations of Contributory Retirement
Systems established by 840 CMR 25.01 etc.."

If the Commissioner's Certification pursuant to this section
states any qualifications, the Commissioner shall cause his agent to
conduct a supplemental examination of the retirement system to
satisfy such qualifications. In conducting such an examination, the
Commissioner may utilize and rely upon such portions of the report
and supporting documentation prepared by the board selected auditor
as he deems appropriate.

No examination by a board selected certified public accountant
or public accountant resulting in a disclaimed or adverse opinion
shall serve as the examination required by M.G.L.c. 32, Section
21 (1) (a).

(25.42 through 25.49; Reserved)
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25.50 Audit Schedules

Every Audit Report shall include, but not he limited to, Financial
Statements for the retirement system as described in Sections 25.51,
25.52, 25.53, 25.54, 25.55, and 25.56 of these regulations.
Deviations from these Statements as are required to fairly represent
the financial condition of the system may be made by the auditor
provided that the reason for such deviations are explained in a
separate Note.
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(25.57 tnrough 25.59; Reserved)

25.60: Notes

Each Audit Report shall include such Notes to the Financial
Statements as are necessary to provide essential information making
such Statements complete. The Notes should include, but not be
limited to, the items described in Sections 25.61, 25.52, 25.63 and
25.64 of these regulations. Deviations in such items as are
required to meet the needs of the system being examined should be
made by the auditor.

25.61; Note 1: Plan Description

Choose the appropriate first paragraph from the following:

City/Town Boards; The plan is a contributory defined benefit
plan covering all city/town employees deemed eligible by the
retirement board, with the exception of school department
employees who serve in a teaching capacity. The pensions of
such school employees are administered by the Teachers
Retirement Board.

County Boards: The plan is a contributory defined benefit plan
covering all county employees and employees of participating
towns except school department employees who serve in a teaching
capacity. The pensions of such school employees are
administered by the Teachers Retirement Board.

State Board: The plan is a contributory defined benefit plan
covering all state employees deemed eligible by the Retirement
Board.

Teachers Retirement Board: The plan is a contributory defined
benefit plan covering all municipal teachers who are deemed
eligible by the retirement board, with the exception of teachers
who are employed by the City of Boston, and who are consequently
members of the Boston Retirement System. Benefits paid by the
Boston Retirement System for members who are teachers are
reimbursed through the Teachers Retirement Board. All pension
benefits and expenses paid by the Teachers Retirement Board are
funded by the Commonwealth of Massachusetts.

City of Boston: The plan is a contributory defined benefit plan
covering all eligible City of Boston employees. Those employees
who serve in the School Department in a teaching capacity are
members of this system. However, the cost of their pension
benefits to the Boston System is reimbursed by the Teachers
Retirement Board.

Regional School Districts: This plan is a defined benefit plan
covering all regional school district employees with the
exception of those employed in a teaching capacity who are
consequently members of the Teachers Retirement Board.

All Others: This plan is a contributory defined benefit f
covering all employees deemed eligible by the retirement boarc

Instituted in 19 , the System is a member of the Massachus
Contributory Retirement System and is governed by M.G.L.c. 32 of
Massachusetts General Laws. Membership in the plan is mandatory
immediately upon the commencement of employment for all permenent
full-time employees.
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Massachusetts Contributory Retirement System benefits are
uniform from system to system. The system provides for retirement
allowance benefits up to a maximum of 80% of a member's highest
three year average annual rate of regular compensation. Benefit
payments are based upon a member's age, length of creditable
service, level of compensation, and group classification. Members
joining the retirement system after January 1, 1979 are subject to a
cap of $30,000 on the level of compensation upon which their benefit
is calculated.

Members become vested after ten years of creditable service. A
superannuation retirement allowance may be received upon the
completion of twenty years of service or upon reaching the age of 55
with ten years of service. Normal retirement for most employees
occurs at age 65 (for certain hazardous duty and public safety
positions normal retirement is at age 55.)

A retirement allowance consists of two parts: an annuity and a
pension. A member's accumulated total deductions and a portion of
the interest they generate constitute the annuity. The differential
between the total retirement benefit and the annuity is the
pension. The average retirement benefit is approximately 80 - 85%
pension and 15 - 20% annuity.

Active members contribute either 5, 7 or 8% of their gross
regular compensation. The percentage rate is keyed to the date upon
which an employee's membership commences. These deductions are
deposited in the Annuity Savings Fund and earn interest at a rate
determined by PERA's Actuary. When a member's retirement becomes
effective, his/her deductions and related interest are transferred
to the Annuity Reserve Fund. Any cost-of-living adjustment granted
since 1981 and any increase in other benefits imposed by state law
after that year is borne by the state.

The pension portion of any retirement benefit is paid from the
Pension Fund of the System. The governmental unit employing the
member must annually appropriate and contribute the amount of
current year pension payments as determined by PERA's Actuary.
Until recently, retirement systems were paying only the actual
retirement benefits that were due each year. Systems had no
statutory authorization to put aside any money for the future
benefits of employees who are now working. Large unfunded
liabilities resulted from operating upon this pay-as-you-go Basis.
In 1977, legislation authorized local governments to appropriate
funds to meet future pension obligations. In 1983, additional
legislation was passed requiring the transfer of investment earnings
(in excess of the amount credited to member accounts) into tne
Pension Reserve Fund. These initiatives have significantly reduced
the rate of growth of the retirement systems' unfunded liabilities,
and in some systems have actually reduced such liabilitiy.

Administrative expenses are appropriated from the governmental
entities whose employees are members of the system.

Members who become permanently and totally disabled for further
duty may be eligible to receive a disability retirement allowance.
The amount of benefits to be received in such cases is dependent
upon several factors: including whether or not the disability is
work related, the member's age, years of creditable service, level
of compensation, veterans' status, and group classification.

Employees who resign from state service and who are not eligible
to receive a retirement allowance or are under the age of 55 are
entitled to request a refund of their accumulated total deductions.
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In addition, depending upon the number of years of creditable
service, such employees are entitled to receive either zero (01)
percent, fifty C5O %) percent, or one hundred (100%) percent of the
regular interest which has accrued upon those deductions.

Survivor benefits are extended to eligible beneficiaries of
members whose death occurs prior to or following retirement.

25.62: Note 2: Significant Accounting Policies

The accounting records of the System are maintained on a
calendar year basis in accordance with the standards and procedures
established by the Commissioner of Public Employee Retirement
Administration.

The Annuity Savings Fund is the fund in which members'
contributions are deposited. Active members contribute either 5, 7.
or 8t of their gross regular compensation. Voluntary contributions,
redeposits, and transfers to and from other systems, are also
accounted for in this fund. Members' contributions to the fund earn
interest at a rate determined oy PHRA. Interest for some members
who withdraw with less than ten years of service is transferred to
the Pension Reserve Fund. Upon retirement, a members' contributions
and interest are transferred to the Annuity Reserve Fund. Dormant
account balances must be transferred to the Pension Reserve Fund
after a period of ten years of inactivity.

The Annuity Reserve Fund is the fund to which a members account
is transferred upon retirement from the Annuity Savings Fund and
Special Military Service Credit Fund. The annuity portion of the
retirement allowance is paid from this fund. Interest is credited
monthly to this fund at the rate of 3i annually on the previous
months's balance.

The Special Military Service Credit Fund contains contributions
and interest for members while on a military leave for service in
the Armed Forces who will receive creditable service for the period
of that leave.

The Expense Fund contains amounts appropriated oy the
governmental units for the purposes of administering the retirement
system.

The Pension Fund contains the amounts appropriated by the
governmental units as established by PERA to pay the pension portion
of each retirement allowance. Any profit or loss realized on tne
sale or maturity of any investment or on the unrealized gain of a
market valued investment as of the valuation date is credited to the
Pension Fund.

The Pension Reserve Fund contains amounts appropriated by the
governmental units for the purposes of funding future retirement
benefits. Additionally, any investment income in excess of the
amount required to credit interest to the Annuity Savings Fund,
Annuity Reserve Fund, and Special Military Service Credit Fund is
credited to this Reserve account.

The Investment Income Account is credited all income derived
from interest and dividends of invested funds . At the end of the
year the interest credited to the Annuity Savings Fund, Annuity
Reserve Fund, and Special Military Service Credit Fund is
distributed from this account and the remaining balance is
transferred to the Pension Reserve Fund. (Chapter 661 of the Acts
of 1983 allows for calendar year 1984 excess, for two-thirds of
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calendar year 1985 excess, and for one-third o£ calendar year 1986excess, the retirement board--with the concurrence o£ the local
chief executive and the local legislative body--to transfer tneremainder to the Pension Fund to offset the government units
appropriation obligation rather than transfer the remainder to thePension Reserve Fund.)

The Investments of the system are valued as follows;

Bonds are valued at amortized cost which is the original
cost of the investment plus or minus any bond discount or bond
premium calculated ratably to maturity.

Stocks are reflected at their quoted market value.

Investments as of December 31, 19 are summarized as follows

Book Value Market Value
BONDS

US Government
Mortgage Lending Obligations
Railroad
Telephone
Public Service
Industrial
Group Annuity Contracts
Other

STOCKS
Insurance
Bank
Group Annuity Contracts
Other

CASH

25.63: Plan Administration

The System is administered by a three person Board of Retirement
consisting of the (city auditor)(town accountant)(County
Treasurer) (other officer having similar powers and duties) who shall
be a member ex officio, a second member who shall be elected by the
members in or retired from the service of such system, and a third
member chosen by the other two members.

Ex officio Member: Term Expires:
Elected Member: Term Expires:
Appointed Member: Term Expires:

The Board members are required to meet at least once a month.
The Board must keep a record of all of its proceedings. The Board
must annually submit to the appropriate authority an estimate of the
expenses of administration and cost of operation of the system. The
board must annually file a financial statement of condition for the
system with the Commissioner of PERA.

The investment of the systems' funds is the responsibility of the
Board. (With the exception of the Teachers and State Retirement
Systems and those systems which have joined the PRIT Fund.) All
retirement allowances must be approved by the Retirment Board and
are then submitted to the PERA Actuary for verification prior to
payment. All expenses incurred by the System must be approved by at
least two members of the Board.
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The following retirement board members and employees are bonded by
an authorized agent representing a company licensed to do business
in Massachusetts as follows:

Treasurer - Custodian:
Ex Officio Member:
Elected Member:
Appointed Member:
(Employee AAA):
(Etc. )

25.64: Actuarial Valuation

The most recent actuarial valuation of the System was prepared
by as of January 1, 19 .as of January 1, 19

As of that date the total covered employee payroll was $

The actuarial liability for active members was $

The actuarial liability for retired members was $

The total actuarial liability was
System assets as of that date were

$

$'

The unfunded actuarial liability was $

The normal cost for employees on that date was $

( .lot payroll)
The normal cost for the employer was $

( . % of payroll)

The Actuarial present value of accrued benefits as of that date is
as follows:

Vested benefits
Nonvested Benefits

Total Accrued Benefits
Less System Assets

Unfunded actuarial value of total
accrued benefits

The principal actuarial assumptions used in in the valuation are as
follows:

Mortality;

Investment Return

Individual Salary Increase:

Payroll Growth

Cost of Living Adjustments(State Cost)

Employee Turnover;

Rates of Retirement:

Rates of Disability:

Actuarial Cost Method:
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(25.65 through 25.69; Reserved)

25.70: Membership Exhibit

Each Audit Report shall Include, but not be limited to, Membership
Exhibits for the retirement system as described in Section 25.71,
25.72 and 25.75 of these regulations. The Auditor may Include any
other information which will permit those reading the Audit Report
to have a clearer understanding of the system's operation and/or
condition. In completing the exhibit described in regulation 25.73,
the Auditor shall provide the required Information for all years
ending on or after December 31, 1984, and for such prior years as
information is available.
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25.71: ANALYSIS OF MEMBERSHIP POR THE PRECEDING TEN YEARS
(As of December 31)
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