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PERAC GOVERNANCE LEGISLATION PASSES THE 
MASSACHUSETTS SENATE
Senate sends proposals to the House for approval

By Michael DeVito
Director of Public Affairs

With the support of Senators 
Frederick Berry, Bruce 
Tarr, Thomas McGee, and 

Kenneth Donnelly the Massachusetts 
Senate passed PERAC’s comprehen-
sive pension governance bill on two 
occasions over the past few months. 
On April 15, the Senate passed S. 
2377, a bill that included all of 
PERAC’s pension governance reforms 
that had been negotiated with the 
retirement community. In May, the 
Senate again passed virtually all of the 
governance reforms in S. 2470, the 
Senate’s version of the FY’11 Budget. 

Both bills also contained sections spe-
cifically related to the Essex Regional 
Retirement Board.  PERAC has taken 
no formal position on these sections.  

The governance reform sections 
were not included in the final budget 
Conference Committee report.

The governance concepts in S. 2377 
have been thoroughly examined. 
The bill went through a dynamic 
process for several years that involved 
PERAC, the Joint Committee on 
Public Service, the Massachusetts 
Association of Contributory 

(Continued on page 3)
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By Michael DeVito

Director of Public Affairs

The Massachusetts legislature has 

enacted additional pension changes 

in its ongoing effort to reform the 

Massachusetts public pension system. Other 

measures were enacted and signed into 

law by Governor Deval Patrick as part of 

Chapter 131 of the Acts of 2010, the FY11 

budget.

Sections 23-28 and Section 30 apply 

to all public pension systems.

For employees who become members after 

January 1, 2011 (see Section 200), Section 

23 establishes a cap on benefits. Its base is 

64% of the existing $245,000 federal cap 

on the compensation to be used in persion 

calculations. This $156,800 ceiling means 

that the maximum Massachusetts pension 

benefit will be $125,440 (80% of $156,800). 

The federal cap is annually indexed. 

Section 24 requires boards to revise their 

funding schedules after each actuarial valu-

ation to reflect actuarial gains and losses. 

Heretofore, such revision requirements 

were at the descretion of the Actuary. 

Section 25 provides for a 3% rate of 

interest on accumulated total deductions 

for members who enter the system after 

1/1/1984 and voluntarily terminate service 

with less than 120 months of creditable 

service. Previously, the law had provided for 

zero interest for members who voluntarily 

terminate service with between 0 and 60 

months of service and 50% of regular 

interest (based on the average rate paid on 

individual savings accounts by a representa-

tive sample of no less than 10 financial 

institutions) if they have between 60 and 

120 months of service. 

Section 26 sought to amend G.L. c. 32, § 

16(4) by changing procedural requirements 

for appeals to the Contributory Retirement 

Appeal Board. However, the Governor 

returned this section to the Legislature with 

amendments (H. 4831).  G.L. c. 32, § 16(4) 

has not been amended as of the date of this 

writing.

The annual benefit payable to surviving 

spouses of accidental disability retirees who 

were unable to select Option C and who die 

as the result of a condition other than the 

condition for which they retire has been 

limited to $6,000 since 1995. Section 27, 

which applies only to those benefits paid 

after January 1, 2011 (see Section 201), 

provides a local option that allows this ben-

efit to be increased to $9,000. Please note, 

if the local option is not accepted by the 

appropriate “legislative body,” the payable 

benefit remains at $6,000.

PENSION CHANGES IN FY11 BUDGET
Reforms include pension cap; Senate governance reforms deleted

By Robert Dennis
Investment Director

As if the past several years haven’t 
been difficult enough for public pen-
sion funds, they’ve had to confront 

another challenge in recent months: an 
onslaught of media articles claiming that, in 
contrast to their counterparts in corporate 
pension plans, public plan managers have 
been taking an increasing amount of risk in 
their investment decisions. 

First the facts: According to a year-end 
2009 study by Greenwich Associates, the 
largest public plans do have more aggressive 
asset allocations than corporate plans. They 
have about 8% more in stocks, 7% more 
in real estate, 2% more in private equity 
while also having 12% less in fixed income, 
the least volatile of the major asset classes. 
Public plans also have nearly 5% greater 
allocations to hedge funds, an asset class 
that might be considered aggressive by some 
and conservative by others.

In an effort to achieve either greater diversi-
fication and/or higher returns, both 

public and private plans have diversified out 
of stocks in recent years and allocated more 
money to real estate, private equity, and 
hedge funds. However, corporate plans have 
reduced their stock holdings nearly twice as 
much as public plans have and all the incre-
mental divestment has gone into bonds.

Now the explanation: These changes do not 
simply mean that public plans are taking 
inordinate risks and that corporate plans 
have elected to become more conservative. 
The contrast largely reflects the ramifica-
tions of the Pension Protection Act of 2006 
(PPA), under which corporations are less 
able to smooth valuations of assets and 
liabilities, face onerous consequences for 
falling below certain funded status thresh-
olds, and are required to amortize 
any funding shortfalls over a period of seven 
years.

The law forces corporations to focus on the 
annual differential between the return on 
assets and the growth in liabilities and to 
calculate liabilities using “AA” corporate 
bond interest rates as a discount rate. Thus, 
corporations have been increasing exposure 
to long-maturity bonds because the risk/

return profile of these instruments mirrors 
the volatility of pension liabilities much 
more closely than any other asset class.

Since they are not subject to the PPA, public 
plans have much longer periods to amortize 
shortfalls than corporate plans do, enhanc-
ing their ability to bear investment risk.

Thus, while the asset allocations of large 
public and corporate plans had similar risk/
return characteristics back in 2004, the 
recent risk profiles of public plans show 
about 8% more volatility than corporate 
plans (expected standard deviation of 11.8% 
vs. 10.9%). However, it is important to 
note that public plans have not increased 
their risk over the five-year period; they’ve 
actually lowered it as a result of their 
decreased holdings of stocks. Thus, any fair 
conclusions about the riskiness of public 
pension plans, both absolute and relative 
to corporate plans, must take into account 
both the long-term historical comparisons 
as well as the different legal and regulatory 
environment in which public funds operate 
relative to other types of plans. 

PUBLIC PENSION PLANS —A FAIR PERSPECTIVE

(Continued on page 6)
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Retirement Systems (MACRS) and 
representatives of the Massachusetts 
Retirees’ Association. (An earlier ver-
sion of the bill, H. 29 which contained 
only the PERAC governance provi-
sions, also enjoyed the support of the 
Massachusetts Teachers’ Association.)

Each day seems to bring new allega-
tions of “pay to play”, or other unsa-
vory activities in the investment of 
public pension funds across the coun-
try. New York Attorney General Cuomo 
recently indicted several former offi-
cials of the State Comptroller’s office 
as well as so-called placement agents 
and managers for participation in a 
scheme that extracted kickbacks from 
firms seeking to manage assets of the 
New York State Common Retirement 
Fund.  These cases involve sham finder 
or placement agent fees totaling in the 
millions.  Attorney General Cuomo’s 
investigation has expanded to the 
New York City Pension Funds and 
has sparked inquiries in New Mexico, 
California, New Jersey, Texas and 
Connecticut.

With this in mind, S. 2377 now seems 
more relevant than ever. In the area of 
transparency it would:

(1)  Authorize PERAC to debar 
firms from doing business with 
Massachusetts retirement systems 
if the firm been convicted of a 
crime involving public contracts; 
or has been found to supply false 
information in an effort to obtain 
a contract; or has submitted an 

inaccurate disclosure statement to 
PERAC or a retirement board; or 
has failed to disclose to a retire-
ment board or PERAC compensa-
tion provided to any person in 
relation to attempting to obtain a 
public contract;  This would enable 
PERAC to proceed against firms 
which have violated these provi-
sions elsewhere in the country.  For 
the first time, sanctions could be 
applied in circumstances such as 
those uncovered in New York;

(2)  Codify disclosure requirements 
mandating that all vendors annu-
ally inform PERAC  and the retire-
ment board of any compensation 
arrangements to be received or paid 
in relation to the services provided 
as well as to annually disclose any 
conflict of interest that may exist;

(3)  Require vendors to submit a 
sworn statement that a good faith 
proposal has been made without 
collusion or fraud; and

(4)  Establish civil penalties, including 
double damages for violations of 
competitive process and disclosure 
requirements.

In addition several good governance 
practices for retirement boards are set 
forth:

(1)  The establishment of an explicit 
open and competitive procurement 
process to be followed by retire-
ment boards when soliciting invest-

ment, actuarial, legal or accounting 
services;

(2)  Require board members to file 
statements of financial interests;

(3)  Prohibit vendors, contractors, 
employees or others receiving 
remuneration from a retirement 
board or anyone doing business 
with a retirement board from serv-
ing on a retirement board;

(4)  Require board members to submit 
a sworn statement that to the best 
of his or her knowledge any pro-
posal made as part of a competitive 
process is submitted in good faith 
and without collusion and fraud; 
and

(5)  Mandate relevant education for 
board members.

These changes will greatly complement 
the other reforms that the General 
Court has already enacted. PERAC 
urges the Massachusetts House to 
enact S. 2377’s pension governance 
provisions and send the bill to 
Governor Patrick for signing before the 
end of the current legislative session.

S. 2377 can be accessed in its entirety 
at the following web address: 

http://www.mass.gov/legis/bills/
senate/186/st02pdf/st02377.pdf 

PERAC GOVERNANCE LEGISLATION PASSES THE MASSACHUSETTS SENATE (cont’d from page 1)

By Joseph I. Martin
Deputy Executive Director
and

James Lamenzo
Actuary

Over the past ten years public 
defined benefit plans have been 
convenient whipping boys in the 

media and even among some experts in 
the field.  Scores of studies, opinion pieces, 

and articles have portrayed public plans 
in a negative light.  Then the investment 
losses of late 2007 and 2008 materialized 
and the negative commentary intensified.  
As the general economy deteriorated, 
these observations have taken on a more 
urgent and, in some ways, visceral tone.

The perception is that public employee 
plans are too rich.  Friends and associates 
often comment to public employees about 

what a great deal the State’s pension plan 
provides.  When told that members hired 
after 1996 contribute about 10% (9% + 2% 
in excess of $30,000) of salary to the plan 
they are stunned that such a large contri-
bution to the plan is required.  The belief 
that the public pension system is a free 
ride for employees is just one of the many 
misperceptions dearly held by the public.

Nonetheless, everything is not perfect with 

NOT AS DIRE AS PREDICTED

(Continued on page 5)
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Since 1945, every Massachusetts 
retirement board has been 
required to file a “sworn state-

ment of the financial condition of such 
system” with the Public Employee 
Retirement Administration Commission 
by May 1 of each year (or on an extended 
date pre-approved by the Commission).

Retirement boards have complied with 
this mandate for the past 65 years and 
their efforts have provided financial 
transparency with respect to the systems’ 
operations. In 2010, with the exception 
of two systems (Dukes County and 
Medford) that have pending extension 
deadlines, all other Massachusetts 
retirement systems have provided the 
required documentation about their 
individual system’s investment activities, 

financial transactions, fund balances, 
and membership activities, and they 
have furnished information about their 
trustees and other investment officers. 

In addition to transparency, PERAC 
Executive Director Joseph E. Connarton 
points to the value of this documenta-
tion as it pertains to retirement board 
accountability, “During this extended 
period of intense public scrutiny, it is 
more important than ever that boards 
fully disclose their financial activities. 
Boards should be proud of reporting in a 
thorough and timely manner.”

Copies of the 2009 Statements are avail-
able at the board offices and at PERAC.

RETIREMENT BOARDS FILE 2009 ANNUAL STATEMENTS 
Comprehensive Statement of the Financial Condition of Systems Recorded

By Barbara Phillips
General Counsel

At least one retirement board has 
received a favorable determina-
tion letter from the Internal 

Revenue Service.  We anticipate that 
others will be coming soon.  When 
all of them are received, and barring 
unforeseen circumstances, PERAC will 
move to make slight modifications to the 
regulations that the IRS will require.  The 
letters expire on January 31, 2014, so the 
Systems will have plenty of time to work 
on renewals in the future.  
 
This has been a time consuming and 
complicated process.  The Boards are to 
be commended for 100% participation.

IRS MOVING ON 
DETERMINATION LETTERS

PERAC
Emerging Issues Forum

Public Pension Reform
September 15, 2010 
9:00 AM - 2:30 PM

(Registration desk opens at 8:15 AM)

 

Hogan Conference Center
College of the Holy Cross in Worcester, MA

 
Commonwealth of Massachusetts

Public Employee Retirement Administration Commission

Please Save the Date
Registration materials will be mailed shortly.



Page 5

public defined benefit plans.  A review of 
benefit levels in some jurisdictions make 
even those who are positively disposed 
towards public plans wonder.  This picture 
is distorted by the fact that some states 
such as New York, Illinois, Wisconsin and 
California have established benefit struc-
tures that are unrealistic from a policy and 
fiscal point of view.  The general observer 
then imputes these facts to all public pen-
sion plans.

As discussion at the national level has 
turned to the dire fiscal circumstances 
confronting state and local retirement 
systems, we must not lose sight of the 
fact that, although Massachusetts is faced 
with many of the same challenges as those 
jurisdictions, we are unique in many ways.  
Massachusetts, unlike most state and 
local governments does not participate 
in Social Security.  Consequently, the 
benefit provided under Chapter 32 is the 
only retirement allowance available to 
our employees.  Perhaps more significant 
is the fact that, with few exceptions, 
Massachusetts policy makers have 
refrained from expanding benefits dur-
ing upturns in investment performance.  
Contrast that with California which, as 
noted, because of its size provides the con-
text in which the national discourse takes 
place.  That state dramatically increased 
benefits and made those increases 
retroactive in 1999 while asserting that 
the investment gains of the 1990’s would 
continue indefinitely.  Based on inflated 
return assumptions it was estimated that 
by 2009-2010 these enhancements would 
increase the annual cost of benefits by 
approximately $650 million.  The actual 
cost to the state in these fiscal years is $3.1 
billion and $3.5 billion.

California also uses a one year salary 
figure in calculating retirement benefits.  
In conjunction with the “one year rule” 
final compensation may be increased by 
accrued vacation time, unused sick leave, 
and overtime.  Also, workers can purchase 
up to five years of service or “air time” 
without paying the full actuarial cost.  In 
addition to these circumstances, the state 
made basically no appropriation to the 
pension system in fiscal years 1999-00 and 
2000-01.  All of these short-sighted actions 

have been avoided in Massachusetts.

A sound defined benefit plan benefits both 
the employer and employee.  The employer 
is able to pay the cost of the benefit effi-
ciently since the plan is designed for long 
service employees and the pension fund 
is invested to help pay the future benefits.  
This is not generally true in a defined 
contribution plan, such as a 401(k) plan.  A 
defined benefit plan provides more retire-
ment security for members than a defined 
contribution plan because the employer 
bears the investment risk and the member 
will receive a benefit based on a formula 
based on the member’s pay, age, and 
service.

The question arises, why has such a well 
intentioned, balanced approach to retire-
ment security become so controversial?

It has been generally asserted that such 
pension plans are unsustainable.  It is 
pointed out that the unfunded liability 
threatens the sponsor’s fiscal stability and 
that the unfunded liability has dramatically 
increased.  That is true, but it is primarily 
a function of the investment return in the 
past 10 years and especially in 2008.

The following points are significant in 
assessing the issue of the financial sustain-
ability of these systems:

1. The Massachusetts plan was not funded 
on an actuarial basis for over 40 years 
after its creation.  Actuarial funding began 
in Massachusetts in the early 1990s and 
we have been constantly attempting to 
catch up to get funded.  Had plans been 
actuarially funded from inception, most 
likely there would be NO current unfunded 
liability.
 
2.  Funding progress has been substantial 
since the law was amended to require 
actuarial funding.  In Massachusetts, most 
plans were 20%-40% funded in 1988.  The 
majority of plans now have funded ratios 
in excess of 60%.  This is significant prog-
ress.  Many systems are on track to be fully 
funded by 2030, despite the 2008 setback.
 
3.  Group 1 employees hired after July 
1, 1996 (contributing 9% of pay + 2% in 

excess of $30,000), are paying for most, if 
not all of their benefit.  Such long service 
employees (hired under age 30 and staying 
25 years or more) will pay for more than 
the cost of their benefit.  (This assumes the 
investment return assumption is met.)

4.  Sustainability questions about the plan 
were never raised in the 1990s.  Why? 
Because the investment return assump-
tions were consistently exceeded.  There 
was a case of getting “too much, too soon”.  
From 1985 through 1999, the PRIT fund 
had an average return of 13.6% per year.  
In our reports, you can observe how this 
investment performance accelerated fund-
ing levels in those years.  Through 2009, 
PRIT has averaged a 9.7% return for 25 
years despite an average of only 4.1% over 
the past 10 years.  If instead of the actual 
returns we have had, the fund had earned 
9.7% each year it would be clearer that the 
funding plan is ahead of schedule.  No one 
would be raising these issues of sustain-
ability if the progress had been consistent 
and steady instead of wild and volatile.
 
5.  The experience of 2008 is the source 
of the fiscal difficulty and it must 
be recognized for what it was — an 
UNPRECEDENTED year in terms of 
funding pension plans — public or private 
sector.  Not since the Great Depression 
have capital markets performed so poorly.  
A plan cannot recover in a few years 
from a year like 2008.  Under normal 
circumstances, it will take 5-10 years to 
recover from the 2008 return.  Most of the 
Massachusetts plans use an actuarial value 
of assets that smoothes gains and losses 
over 5 years.  Twenty percent of invest-
ment gains and losses are recognized each 
year for five years.  Recognizing additional 
deferred losses from 2008 over the next 
few years means that, on a short term 
basis, the market value return would need 
to significantly exceed the assumption 
to avoid the impact of these losses.  Our 
valuations have shown that the necessary 
return is typically 15% - 20%.  But even if it 
takes 5-10 years to recover, that would still 
leave 10 years or more to get fully funded 
by 2030.  Things are not as bad as they 
seem or as dire as predicted by some.

NOT AS DIRE AS PREDICTED (continued from page 3)
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Section 28 provides the local acceptance 

process for Section 27. 

Section 29 creates a charge back for retiree 

health care premiums to be assessed by the 

unit paying the premium. Although health 

care is not a Chapter 32 benefit, the charge 

back for premiums is very similar to the 

charge back of pension costs to other retire-

ment systems for prior creditable service. 

Unlike the retirement charge back that is 

administered by the retirement boards, the 

health care premium charge back will be 

handled by the local Treasurer. Section 29 

applies only to members who retire after 

January 1, 2011 (see Section 200).

Section 30 requires the Chief Justice and 

Associate Justices of the Supreme Judicial 

Court to make contributions to the State 

Retirement system. The Justices had been 

the only full-time public employees in the 

Commonwealth who did not contribute 

towards their retirement benefits.

Section 116 maintains the regular compen-

sation status of payments for clothing allow-

ances for retirees who made contributions 

on such payments and whose allowances 

were calculated including them. Payments 

for clothing allowances upon which contri-

butions were made and which are included 

in a Collective Bargaining Agreement (CBA) 

or employment contract will be treated as 

regular compensation during the term of 

the CBA or agreement, but not later than 

6/30/12. A recent Appeals Court opinion 

had retroactively impacted the benefits of 

retirees and those active members who have 

made such contributions and Section 116 

will hold those members harmless.

Changes that apply only to the Essex 

Regional Retirement Board (ERRB)

Section 33 inserts a new Section 19A into 

Chapter 34B that governs the Essex Board. 

Chapter 34B, Section 19 will no longer apply 

to the ERRB. 

Section 19A repeals the section of Chapter 

34B that had authorized the ERRB to 

appoint the Essex County Treasurer to 

serve as CEO of the retirement system and 

exempt him from the earnings limitations of 

Section 91 - thereby enabling that individual 

to collect his full salary as well as his retire-

ment allowance.

Under Section 19A, the membership struc-

ture and selection process for the ERRB will 

differ from existing law for other regional 

and local retirement boards.  

ERRB members and staff are prohibited 

from registering as legislative or executive 

agents.

ERRB employment contracts will be subject 

to the review and approval of PERAC.

PERAC, if it finds the ERRB has violated or 

neglected to comply with Chapter 32, may 

appoint a receiver to oversee the Board.

Section 19A provides that until a new 

Board and Advisory Council are elected, 

selected or appointed for the ERRB and are 

“operating”, the existing Board and Advisory 

Council and its members shall continue to 

serve.

A copy of the budget document (Chapter 

131 of the Acts of 2010) may be accessible 

through the following web address (it was 

not accessible at the time of this writing):

http://www.mass.gov/legis/laws/seslaw10/

index.htm

PERAC’s memo on these changes can 

be accessed at http://www.mass.gov/

perac/10memos/2810.html

PENSION CHANGES IN FY11 BUDGET (continued from page 2)

I N   M E M O R I A M
JOHN MURPHY

PERAC Commission members and staff wish to extend our condolences to the family of long-time Massachusetts Association  
of Contributory Retirement Systems (MACRS) member John Murphy who passed away in December of 2009. 

PERAC’s Executive Director, Joseph E. Connarton noted:

We were all saddened by the passing of John Murphy. We enjoyed working with him over the years. I especially appreciated 
working with him while I served as President of MACRS from 1987-1989. John’s dedication to the organization and to the 
retirement community in general are exemplified by his long and tireless service on behalf of MACRS and the Somerville 
and Plymouth Retirement Boards on which he served. And of course, John was the driving force in organizing the two most 
singularly important MACRS annual events – the spring and fall conferences. The success of these events over the years can 
be largely attributed to his hard work. We join with the MACRS and retirement communities in mourning John’s passing.


