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From 2003 to Governor Deval Patrick’s first major pension

reform act in 2009, Massachusetts’ unfunded actuarial
accrued liability (UAAL) increased by 65 percent.

After Governor Patrick’s second major reform in 2011,
UAAL has increased by 113 percent.

The Commonwealth’s pension system was reportedly 79
percent funded in 2008, and only 57 percent funded by 2017.

In a 2014 study by the Urban Institute, Massachusetts
was the only state to receive an ‘F” grade for its pension
system, attributed to its poor funding ratio and failed
commitments to making required contributions.

The Commonwealth has embarked on various reform
efforts, including the 2009 and 2011 acts, aimed at
reducing future liability and making the state pension
system more sustainable.

Despite multiple efforts at reforming the state pension
system, unfunded liabilities continue to rise and funding
ratios continue to decline.

Massachusetts’ legislators have resorted to extending their

Recommendations

required contribution schedule to fully fund the state
pension system, from 2028 to 2040.

While the most recent funding schedule (released in
2017) set the full-funding target date at 2037, the last
three schedules (released in 2011, 2014, and 2017) have
increasingly back-loaded the later years with nearly
impossible contribution rates, adding a total of $45.8
billion in increased future contributions since the 2011
funding schedule was released.

The sum of payroll that the Commonwealth covers in
pension obligations has risen by 45 percent from 2005
to 2017, while unfunded pension obligations increase
with it.

Economic indicators, such as rising GDP growth
and positive annual returns according to the Dow
Jones Industrial Average, show that the economy
of Massachusetts is generally strong. Yet, unfunded
pension obligations continue to grow at a rapid pace.

The Commonwealth should reconsider Bill H.2930
“An Act to make the public pension system simpler and
fairer,” introduced in 2011 by State Senator William
Brownsberger. The act proposes reforms for the state’s
pension system that would provide a defined benefit
comparable to Social Security for new employees, but
also enroll public employees in a defined-contribution
pension plan to build a supplemental retirement benefit.
This reform would decrease incurred liabilities while
maintaining a retirement plan for new hires.

The Commonwealth should house records of all state
and municipal pension system funding schedules in a
single directory, as they are approved by the legislature,
as well as records of other legislation regarding transfers
of extraneous funding toward the unfunded liabilities.

'The Massachusetts Legislature has continually extended
the deadline for a fully funded pension system since
the funding schedule was created in 1989. Recently
approved schedules do not change the end date, but the
amount of payments in the final years of the schedule has
increased dramatically. The state should stop delaying
the elimination of unfunded pension liabilities and
back-loading the repayment schedule, and instead find
solutions to increase funding or decrease future costs.
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Executive Summary

A 2018 report by Moody’s Analytics found that Massachu-
setts has one of the highest per capita debt levels in the nation,
with its population growing at half the rate of the U.S. as a
whole, an aging workforce, and massive unfunded future pen-
sion obligations towards which the state is making insufficient
payments. The firm warned that “Massachusetts’ economy is
strong, but a slowdown may be on the horizon.”!

In plain terms, the long-term fiscal health of the Common-
wealth is being compromised by a public pension system that
is in deep trouble. Pension obligation liabilities have skyrock-
eted, nearly tripling since 2003. Since initial reforms in 1988,
the Commonwealth has attempted to reduce pension liabili-
ties and eliminate provisions that increased normal costs and
future obligations, and allowed rampant abuses. On the legis-
lative front, the most comprehensive reform came from a series
of laws passed under Governor Deval Patrick, which enacted
provisions to decrease abuses and rolled back some benefits for
active members of the pension system, current retirees, and
new employees. Yet in 2016, Mas-
sachusetts still ranked 11th in the
U.S. for highest unfunded pension
liability per capita.

In addition to enacted reforms,
the Executive Office of Administra-
tion and Finance is legally obligated
to release a schedule for full-fund-
ing of the Commonwealth pension system. The legislature
approved schedules that extended funding schedules’ target
date from 2023 to 2025 in 2006, and again to 2040 in 2011.
Since 2011, the deadline for fully finding the pension system
has been set at the year 2037, apparently indicating that the
state is keeping up with transfer payments toward reducing
pension liability. However, in the 2014 and 2017 funding
schedules, the legislature approved increasing the amount of
payments to be made each year, adding a total of $45.8 bil-
lion in future contributions to 2011 payment levels and back-
end-loading the bulk of the increases to later years. Even
though the target end date has remained the same, payments
scheduled to be made in the out-years have ballooned.

In order to tackle the crisis of rising unfunded pension lia-
bility, the Commonwealth should embark on comprehensive
reform of the State Employee Retirement System and the
Massachusetts Teachers Retirement System. State Senator
William Brownsberger proposed reforms in 2011 that would
continue to simplify the pension system and remove costly
loopholes. His bill, although not enacted, proposed develop-
ing a hybrid model for the Massachusetts state pension system
by combining elements of a defined-benefit and a defined-con-
tribution system.

In plain terms, the long-term fiscal
health of the Commonwealth is being
compromised by a public pension
system that is in deep trouble.

Background

Massachusetts established a government pension plan for
teachers and state employees in 1911, before creation of the fed-
eral Social Security system.? When Congress enacted Social
Security in 1935, it included workers who were employed in
either commerce or industry, but excluded federal, state, and
local government employees; domestic workers; the self-em-
ployed; non-profit employees; and professionals including
doctors, lawyers, and clergy.® In 1951, Congress gave states
the option to extend Social Security coverage to state and
local government workers, but did not make it mandatory.
As a result, many states, including Massachusetts, elected not
to join Social Security and to instead continue with existing
state-level pension programs.

Concerned that too many state employees were retiring
without pensions sufficient to support them, Congress passed
a law in 1991 extending Social Security on a mandatory basis
to most state and local employees not covered by an agree-
ment or a Social Security-equivalent public pension system.*
Currently, the Commonwealth and
14 other states that have public pen-
sion plans pre-dating Social Securi-
ty are grandfathered so some or all
public employers and employees do
not to contribute to Social Security.’
In Massachusetts, approximately
96 percent of public employees are
exempt from Social Security, with the principal exceptions
being those who work at the MBTA and participate in both
the MBTA pension system and Social Security.”%?

The September 2009 Report of the Special Commission
to Study the Massachusetts Contributory Retirement System
recommended the following:

Massachusetts should continue to oppose Social Secu-
rity coverage of its public employees because the costs
would exceed the benefits. While Massachusetts
employers and employees each would be required to
pay 6.2 percent of payroll to Social Security, only three
quarters of that amount would pay for benefits; at least
one quarter would go to cover Social Security’s legacy
costs, associated with having provided benefits in excess
of Commonwealth of Massachusetts Retirement Sys-
tems, Actuarial Valuation Report, January 1, 2008 con-
tributions to early generations."

This means that for the overwhelming majority of its
employees, Massachusetts does not pay the 6.2 percent pay-
roll contribution that other state governments pay into Social
Security Old-Age and Survivors Insurance and Disability
Insurance, nor do its state employees pay a 6.2 percent employ-
ee share. Instead, all employee and employer contributions go

exclusively to Massachusetts’ stand-alone pension systems.
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This structure makes it easier for both public employees and
employers to afford their respective shares of pension contri-
butions without having to contribute an additional 6.2 percent
of each paycheck to Social Security. The major disadvantage is
that the retirees do not receive Social Security benefits upon
retirement, which means state pension benefits alone have to
replace what otherwise would have been combined state pen-
sion and Social Security benefits. For states that participate in
the Social Security system, state pension benefits are typically
scaled down so the combination of state pension and Social
Security provides the desired benefits. In Massachusetts, state
pension benefits carry the full load.

Until 1988, Massachusetts public employers funded their
pension systems on a “pay as you go” basis, which was suffi-
cient to make required payments to existing retirees but insuf-
ficient to fund future benefits for current employees. In 1988,
the legislature changed this by establishing a funding sched-
ule to pay down the previously unfunded liabilities that had
accrued from 1937 to 1988. The target deadline established at
that time to achieve full-funding status was 2028.”1" 1213 In
2010, the legislature passed an extension of the pension liabil-

ity funding schedule to 2040."

How do Massachusetts’ pension funding problems
compare to those of other states?

Pension liabilities and costs have skyrocketed in the U.S., and
state and local governments have struggled to maintain suf-
ficient reserve funds to pay for actuarially determined future
obligations. Awareness of the true size of unfunded public
pension obligations of state and local governments has been
facilitated by the Government Accounting Standards Board
(GASB), a private sector organization created in 1984 to
establish and update generally accepted accounting principles
(also known as GAAP) for state and
local governments, or public-sec-

tor accounting.'> 16

Over the years,
GASB required increasing disclo-
sure regarding public pensions plans.
In 2012, GASB updated its guid-
ance for the reporting and measure-
ment of public pension plan data,
and in fiscal year 2015, state and
local governments began to adopt
the new standards, known as GASB 67 and GASB 68, in their
comprehensive annual financial reports (CAFRs).

These new standards required state and local governments
to begin reporting unfunded pension liabilities on their annual
balance sheets in accordance with revised, stricter, and more
uniform rules.”” Analysis of a sample of 126 pension plans
by Alicia Munnell of the Center of Retirement Research at
Boston College projected that the stricter GASB standards
in GASB 67 would cause reported funding ratios to drop
and reported net pension liabilities to increase.’® In 2015,

From 2003 to 2017, the unfunded
pension liability of Massachusetts’
three state retirement systems grew
from $13.4 billion to $39.6 billion, an
increase of 196 percent.

implementation of GASB 68 caused increases in total liabili-
ties of state pension plans.'” Because of this, many government
leaders and taxpayers have come to the sobering realization
that the magnitude of unfunded liabilities is greater than pre-
viously known.

From 2003 to 2017, the unfunded pension liability of Mas-
sachusetts’ three state retirement systems (State Employees’
Retirement System, Teachers’ Retirement System, and Bos-
ton Teachers’ Retirement System) grew from $13.4 billion to
$39.6 billion, an increase of 196 percent. In 2016, Massachu-
setts was 11*h-worst among the states in unfunded pension lia-
bility per capita at $5,642, compared to the 50-state average
of $4,195, according to data published by the Pew Charitable
Trust, shown in Figure 1.%° The five states with the worst per
capita unfunded liability were New Jersey at $18,739, Illinois
at $10,998, Alaska at $10,719, Connecticut at $10,439, and
Kentucky at $9,878. The states with the least unfunded lia-
bility were Wisconsin at $148, South Dakota at $392, Ten-
nessee at $408, Nebraska at $795, and New York at $958. Of
the six New England states, Connecticut ranked worst by far
at $10,439 per capita, followed by Massachusetts at $5,642,
Rhode Island at $4,863, New Hampshire at $4,018, Vermont
at $3,369, and Maine at $2,737.

What Have the State Legislature and Governor Done

to Rein in Spiraling Unfunded Pension Liability?

Between 2003 and 2009, unfunded pension liability of Mas-
sachusetts’ retirement systems increased by 65 percent, from
$13.4 billion to $22.1 billion. To address this, the state leg-
islature enacted significant reforms in 2009 and 2011. As
shown in Figure 3, the unfunded liability initially dropped
from $22.1 billion in 2009 to $18.6 billion in 2011, although
many factors were at play. Since then, the Commonwealth’s
unfunded actuarial accrued liability
(UAAL) has climbed dramatically,
rising from $18.6 billion in 2011 to
$39.6 billion in 2017. Stricter report-
ing standards included in GASB
67 and GASB 68 contributed sub-
stantially to this increase, as well as
the state’s reduction of the assumed
annual rate of return on investments
included the actuarial valuation of
state pension plans, which was dropped from 8.5 percent in
the 2010 actuarial valuation to 8.0 percent in the 2013 valua-
tion and to 7.5 percent in the 2016 valuation.

The state has embarked on two major pension reform efforts
in the past decade, in 2009 and again in 2011, which Gov-
ernor Deval Patrick dubbed Pension Reform 1 and Pension
Reform 2.2-22

The first initiative was enacted in June of 2009, when
Governor Patrick and the Massachusetts Legislature enact-

ed Chapter 21 of the Acts of 2009,23 “An Act Providing
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Figure 1. Unfunded pension liability per capita of U.S. states (2016)
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Figure 2. Increase in unfunded actuarial accrued liability (UAAL), 2003-2017.
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Responsible Reforms in the Pension System.” These reforms
came largely in response to public outcry arising from instanc-
es cited in a series of 16 investigative news articles published
by Zhe Boston Globe between April 2008 and June 2009 that
documented cases of abuse within the state pension system
that had allowed elected or appointed officials to receive pen-
sions that the public deemed excessive. Chapter 21 included
the following changes®*:

Elimination of a provision that allowed state elected

officials to claim eligibility for a year of service for

working as little as one day in the year of their retirement;

Elimination of a provision that allowed state elected
officials to claim a “termination allowance” when failing
to be re-nominated or re-elected to an elected position;

Elimination of the “king for a day” practice of paying
higher pension benefits on the basis of a short-term
temporary assignment to a higher-salaried supervisory
position;

Elimination of provisions that allowed some state
employees to gain credit for service in non-compensated
positions or in positions paying less than $5,000 per
year;

Clarification of the “dual service” pension allowance, to
prohibit individuals from combining compensation from
multiple eligible positions to increase pension payouts;

Increase of the vesting requirement for elected officials
from six to ten years;

Chapter 176,
Acts of 2011

2011 2013 2015 2017

Elimination of a provision that allowed certain eligible
retirees to earn a full salary while also receiving pension
benefits.

Following enactment of Chapter 21 of the Acts of 2009, the
Special Commission to Study the Massachusetts Contributo-
ry Retirement Systems submitted its final report on October
7, 2009 that “addressed the fundamental structure of the sys-
tem to see if it meets the needs of today’s employees and the
employing governments, and provides transparency, predict-
ability, and consistency in the calculation, determination, and
funding of retirement benefits.”” The 72-page report present-
ed a comprehensive and detailed analysis of the challenges that
faced the state retirement system in the aftermath of passage
of the 2009 reform.

The next two initiatives, responsive in large part to the find-

ings and recommendations of the special commission, were
directed at “any pension system,” including the state employ-
ees, state teachers, and municipal systems. The full provisions
were included in outside sections of the FY2011 state budget,
and also presented in Chapter 131 of the Acts of 2010, and
included, among others?*2":
Cap on Pension Earnings - Establishes a cap of 64
percent of the federal limitation of $163,200 on the
amount that will be considered “regular compensation”
for contributions and for calculation of the retirement
allowances for persons who become members of a
System after January 1, 2011;
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Interest Rate on Returned Retirement Deductions -
For those who became members after January 1, 1984,
the annual rate of interest rate that will be paid when a
member voluntarily withdraws his or her contributions
with less than 120 months (10 years) of creditable service
will be 3 percent;

Supplemental Pension Allowance to Surviving
Spouses of Disabled Employees - Establishes a local
option to increase the benefit from $6,000 to $9,000
and increases the benefit to members of the teachers
and state employees’ retirement system from $6,000 to
$9,000;2¢

Definition of Wages for Retirement - Disallows
counting clothing allowances as regular compensation
after June 30, 2012.

Later in 2010, the enactment of Chapter 188 of the Acts
of 2010 institutes reforms to provide “municipal relief” after
a recent recession. These changes mostly affected Massachu-
setts’ municipal pension systems:

Introduced biennial actuarial valuations of the state’s
retirement systems;

Introduced funding schedules for municipalities to set
targets for fully funding their pension systems by 2040;

Allowed for increases in cost-of-living adjustments
by the board of any of the Massachusetts retirement
systems, subject to a board vote and legislative approval;

Established an Early Retirement Incentive Program
(ERIP) for current active members with 20 or more
years of service in municipal retirement systems. This
incentive program allowed certain state employees to
add five years of creditable service, age, or a combination
of the two to reach eligibility for retirement and certain
levels of pension benefits.”

The next and most comprehensive reform came on Novem-
ber 18, 2011, when Governor Patrick signed Chapter 176
of the Acts of 2011, “An Act Providing for Pension Reform
and Benefit Modernization.” The law included rollbacks for
active members of the pension system, current retirees, and
employees hired after April 2, 2012313233

For active employees, the biggest reform was the introduc-
tion of anti-salary spiking provisions. Previously, the calcula-
tion of an individual’s future pension earnings could increase
substantially due to a “spike” in earnings. Chapter 176 insti-
tuted two provisions that modified how average compensation
is calculated for employees hired before April 2, 2012 and for
those hired after, as follows:

If the rate of regular compensation increases by more
than 100 percent between any two consecutive years in a
member’s last five years of service, then their retirement

benefit must be calculated based on the average
compensation of this five-year period, rather than an
average compensation during a three-year (36-month)

period.

To determine the three-year (36-month) average, a
retirement board cannot include any year’s compensation
that is greater than 10 percent of the average of the two
previous years.**

Another change pertained to individuals who re-enter public
service after having taken a refund of previous employee pen-
sion contributions and who wish to buy back eligible service
time. The new law established
interest charges on the repay-

ment of employee pension

reform came in 2011,
when Governor Patrick

contributions: individuals who
re-enter public service have one
year to buy back any refunds
for pension contributions they
previously received upon exit-
ing public service at the buy-
back interest rate of 4 percent.
Any buybacks after the one-
year period are subject to an interest rate equal to the assumed
actuarial rate, which was 8 percent at the time, but has since
been reduced to 7.5 percent.

Another change was to prevent a member from receiving a
retirement allowance based upon a salary that was intention-
ally concealed from or intentionally misreported to the Com-
monwealth, or any political subdivision, district or authority of
the Commonwealth, as determined by PERAC.%

For current state retirees, the 2011 changes reflected a gen-
eral increase in benefits for which the state accrued liability:

Cost-of-living adjustments are now based on the first
$13,000 of pensionable earnings instead of the first
$12,000.

Annual retirement earnings limits increased, allowing
retirees to earn an additional $15,000 beyond current
limits after their first year of retirement.

The minimum annual pension for retirees with 25 or
more years of eligible service increased from $10,000 to
$15,000.

'The minimum benefit to a surviving spouse of a member
who dies while in service increased from $250 to $500
per month.

Provided that same-sex married couples could now opt
in to receive a “Joint and Last Survivor Allowance.” This
provision allows individuals to receive a lesser retirement
allowance in their lifetime, and two-thirds of this
allowance would continue to be paid to his or her spouse
or children between him/her and spouse.

The most comprehensive

signed ‘An Act Providing
for Pension Reform and
Benefit Modernization.’
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Figure 3. Calculating annual pension benefits before and after 2011 pension reforms.

YEARS

AGE AT OF AVERAGE 3 AVERAGE 5 Hired before-2011 Hired after-2011
RETIREMENT SERVICE YR WAGES YR WAGES Pension Reform Pension Reform
65 32 $90,000 $81,000 80.0% $72,000 68.0% $55,080
60 ‘ 27 ‘ $80,000 ‘ $72,000 ‘ 54.0% $43,200 ‘ 39.2% $28,224
55 ‘ 22 ‘ $70,000 ‘ $63,000 ‘ 33.0% $23,100 ‘ N.A. N.A.
50 ‘ 20 ‘ $60,000 ‘ $54,000 ‘ 20.0% $12,000 ‘ N.A. N.A.

For new employees hired on or after April 2, 2012, reforms were
aimed at reducing the state pension system’s total liability.
The minimum retirement age increased from 55 to 60
for employees in Groups 1 and 2, and from 45 to 50 for
employees in Group 4.

Age factors (used to calculate pension benefits) changed.
Previously, a member achieved a full-retirement age
factor of 2.5 percent upon retiring at age 65. Now,
members must work until age 67 to get this age factor,
which acts as a multiplier when calculating annual
pension benefits [i.e. annual benefit = (age factor)*(years
of service)*(five-year wage average)]. As a result, retiring
at 65 would now result in a slightly lower age factor
to be used in calculating pension benefits. Figure 3
below shows the reduction in pension benefits for four
hypothetical retiring members as a result of this major
reform. For example, under old pension law, a member
who retired at age 65 with 30 years of creditable service,
and a three-year salary average of $90,000 would
receive an annual benefit of $72,000. After the 2011
reforms, this same member would have pension benefits
calculated with a lower age factor, and the new five-year
salary average totaling $81,000, receiving only $55,080
in annual pension.”

For new teachers, the contribution rate decreased from
11 percent to 8 percent for those accruing at least 30
years of creditable service.*®

For new members, the 20-year deferred vested retirement
was eliminated.®

The salary period used to calculate future retirement
benefits was extended from three years to five years.

Since the major reform in 2011, there have been several
other notable changes to the Commonwealth employees’ and
teachers’ retirement systems.

Section 58 of Chapter 118 of the Acts of 2012 added lan-
guage to the 2011 same-sex option change, requiring that
the retirement board responsible for an individual who may
change his or her retirement allowance option from a lump-
sum to an Option C “joint and last survivor allowance” may

adjust the payments made to that individual or arrange for

repayments, such that the board does not pay over the equiva-
lent of the individual opting for the spouse/last survivor allow-
ance for his/her entire retirement. This situation would occur
in the event that an individual had opted for higher retire-
ment allowance options prior to this same-sex marriage option
change, where now they would be receiving a lesser allowance,
and may need to adjust retirement allowance earnings up to
that point.* 442

Chapter 139 of the Acts of 2012 changed the amount of the
benefit paid to the widow of a state or local pension system
member. The original benefit was specified at $6,000, with
supplemental allowance totaling $9,000 according to M.G.L.
c. 32, §101. This new law raised the benefit to $12,000 for local
or municipal pension systems which approved the change.
This law also concluded that the state employee and teachers’
pension systems would adopt the new benefit level.* 444

Chapter 165 of the Acts of 2014 included two major chang-
es to the state retirement systems, in the Dual Member and

46, 47.

Anti-Salary Spiking provisions

Dual Member Provision (Section 67)*:
Service in two or more governmental units for which a
member is receiving regular compensation must overlap
for longer than 60 days for the member to be considered
« » . . .
a “dual member” and receive a superannuation retirement
allowance.

To be considered a “dual member,” one must be
compensated by $5,000 or more annually.

'The dual member law must apply to only the five years of
creditable service prior to an individual’s superannuation
retirement.

Anti-Spiking provisions (Section 68)*:

This amendment to the anti-salary spiking provision of
Chapter 176 of the Acts of 2011 specifies that salaries that
are specified by law, including those pertaining to elected
and appointed officials, are not affected by the anti-
spiking provisions now codified in M.G.L. c. 32, §5(2)(f)

Chapter 77 of the Acts of 2016 revised survivors’ pension
benefits by protecting ex-spouses’ rights to retirement allow-

ances when a member chooses the Option C “joint and last
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survivor allowance,” as described in Chapter 118 in the Acts of
2012, in cases where the member remarried and subsequently
died from an injury which led to him or her retiring for acci-
dental disability (M.G.L. Ch. 32, §9). Chapter 77 allows the
former spouse to be paid the entire Option C benefit as long as
s/he was the named beneficiary at the time the member chose
this pension allowance option. In this case, the current spouse
would only be paid the difference between the Option C bene-
fit and the accidental disability benefit. However, if the former
spouse dies before the current spouse, the current spouse could

collect the entire accidental disability benefit.>® !

Origin and History of the Commonwealth'’s
Funding Schedule for Eliminating Unfunded
Pension Liability

Another policy tool to combat rising unfunded pension liabili-
ty that the state has adopted is the triennial release of an updat-
ed schedule of future payments to fully fund the state pension
systems (Massachusetts Employees, Massachusetts Teachers,
and Boston Teachers) by a specific target date. Such sched-
ules allot amounts to be appropriated to the pension system
that cover the sum of normal cost, UAAL
amortization and ERIP amortization. The
transfer payments are made for each fiscal
year, and are supposed to be paid on Janu-
ary 1. The amounts expressed in the sched-
ules do not reflect contributions made by
employees. In 1987, the Legislature enact-
ed a funding schedule to fully fund the
state pension system by 2028. In 2011, it
extended the schedule to 2040.

From 1911 to 1988, the state pen-
sion system was funded on a “pay as you
go” basis with no funding provided for
the payment of future benefits to current
employees (normal costs).”> As of January 1, 1987 the Com-
monwealth’s unfunded liability was $10.5 billion.** To address
this deficiency, the legislature enacted Ch. 697 of the Acts of
1987 (called the “Pension Reform Act of 1987”), signed by
Governor Dukakis on January 12, 1988, that established a
tunding schedule to fully fund the pension system by 2028, 40
years after implementation of the law. According to the pro-
visions of Ch. 697, the funding schedule, set forth in Chapter
32 §22C, could be adjusted triennially by the legislature upon
the recommendation of the secretary of administration and
finance based upon the pension fund’s actuarial valuation.”*

In the 12 years following the establishment of the funding
schedule, the Commonwealth’s unfunded pension obligations
dropped from $10.5 billion in 1988 to $4.9 billion in 2000.%*7
After that success, the legislature established a more ambitious
goal of fully funding the pension system by moving the target

In 2017, the secretary of
administration and finance
kept the date to fully fund
the pension system at 2037,
but projected $45.8 billion
in increased contributions,
primarily in later years of
the funding schedule.
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date for full funding to 2023, five years sooner than its orig-
inal goal of 2028. In 2003, the legislature amended Chapter
32 §22C to add an automatic payment system providing as
follows: “In each fiscal year, there shall be transferred from
the General Fund by the comptroller, without further appro-
priation, to the Commonwealth’s Pension Liability Fund the
amount necessary to fully fund the system as determined by
the schedule set forth in this section.”

After the legislature had shortened the funding schedule,
however, the Commonwealth’s unfunded liability rose from
$4.9 billion in 2000 to $14.5 billion in 2006. The legislature
responded by extending the funding schedule for fully fund-
ing the Commonwealth’s pension systems by two years, from
2023 to 2025. The national financial crisis that began in 2007
precipitated a stock market drop felt by pension funds in Mas-
sachusetts and around the nation. Between October 19, 2007
and March 6, 2009, the Dow Jones Industrial Average lost 54
percent of its value, dropping from 13,522 to 6,627 The Com-
monwealth maintained the 2025 full-funding target date until
the legislature amended Chapter 32 §22C in an outside section
of the FY2012 annual state budget, signed into law by Gov-
ernor Patrick on July 11, 2011, extending the pension funding
schedule by 15 years from 2025 to 2040.
This 2040 target date has been maintained
in Chapter 32 §22C since then.

Chapter 32 §22C requires the secretary
of administration and finance to establish
a funding schedule triennially based upon
the pension fund’s actuarial valuation and
directs the comptroller to make annual
oft-budget transfers from the Common-
wealth’s General Fund to the Common-
wealth’s Pension Liability Fund® in the
amount necessary to fully fund the sys-
tem as determined by the schedule, with
no appropriation by the legislature being
required.® While the statutory full-funding target date in
Chapter 32 §22C is currently 2040, the payment schedule
most recently established in 2017 by the secretary of admin-
istration and finance aims to achieve full funding three years

earlier, by 2037.

The secretary of administration and finance adds

$45.8 billion in future contributions to funding the

pension system

Because unfunded liability of the Commonwealth’s pension
plans has risen steeply in recent annual actuarial valuations,
growing from $18.6 billion in 2011 to $29.0 billion in 2014,
and to $39.6 billion in FY2017, in the past five years the sec-
retary of administration and finance has on two occasions
significantly increased the annual amounts scheduled to be
paid from the general fund to the Commonwealth’s Pension
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Figure 4. Comparison of 2011, 2014, and 2017 funding schedules for pension obligations for years 2018-2037 (in thousands).
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Liability Fund between 2018 and 2037. The first upsizing of
the funding schedule was announced in January of 2014, the
second in January 2017, and the next to be released in January
2020.

In total, General Fund contributions in the 2011 funding
schedule to the Pension Liability Fund for Y2018 to FY2037
totaled $64.977 billion; on the 2014 funding schedule, they
totaled $83.988 billion; on the 2017 funding schedule, they
totaled $110.813 billion, representing an increase of $45.837
billion over the scheduled amount in 2011. The next triennial
funding schedule is due to be filed by the secretary of admin-
istration and finance in January 2020.%

The $110 billion total contribution from the General Fund
to the Pension Liability Fund over the period from FY2018
to FY2037 represents $17,873 per capita for all Massachusetts
residents.

The effects of the increased funding schedule are being felt
in the current fiscal year (FY2019). On January 12, 2018, the
secretary of administration & finance,
Senate Ways and Means chair, and
House Ways and Means chair announced
as a component of their consensus rev-
enue forecast for fiscal 2019 that there
would be an off-budget transfer of $2.609
billion to the Pension Liability Fund for
FY2019.% That $2.609 billion represents
the FY2019 payment set forth in the most
recent triennially announced funding
schedule, as determined by the secretary
of administration and finance in 2017. Under the previous
funding schedule, as determined by the secretary in 2014, the
FY2019 payment would have been $2.483 billion, or $126
million less. Under the funding schedule before that, as deter-
mined in 2011, the FY2019 payment would have been $2.196
billion, or $413 million less.

The required General Fund contribution for FY2020 (next
fiscal year) was set at $2.291 billion in 2011. It was raised to
$2.657 billion in the 2014 schedule, a $366.4 million increase.
The most recent upsizing of the funding schedule, announced
in January 2017, increased the required contribution for
FY2020 to $2.842 billion, $550.9 million higher than the
amount previously included in the 2011 schedule.

The two most recent funding schedules (2014 and 2017)
shifted extremely large increases in required contributions far
into the future, compared to the 2011 schedule. Figure 4 shows,
for example, that the required General Fund contribution to
the Pension Liability Fund for fiscal year 2035 increased from
$4.343 billion (in the 2011 funding schedule) to $7.333 billion
(in the 2014 schedule) to $10.258 billion (in the 2017 schedule),
a cumulative increase of $5.915 billion for 2035 over the amount
established by the 2011 funding schedule.

An example of the extreme shifting of scheduled payments
to out-years can be seen by comparing the short-term period

By back-loading scheduled
payments in the 2014 and
2017 funding schedules, the
Commonwealth has delayed
addressing its serious
pension funding problem.

13

(FY2019 and F'Y2020) to the long-term (F'Y2035 and F'Y2036)
The scheduled contributions for FY2019 (the current fis-
cal year) and FY2020 (next fiscal year) are $2.608 billion and
$2.841 respectively. By comparison, contributions for FY2035
and FY2036 are $10.258 billion and $11.175 billion. Figure 4
compares the 2011, 2014, and 2017 schedules, showing extreme
shifting of payments into the latter years of the schedule.

Back-loading Scheduled State Contributions to

the Pension Liability Fund in the Current Funding
Schedules for Pension Obligations.

Figure 5 compares the three most recent funding schedules
(2011, 2014, and 2017), broken into six-year periods, and
shows how the current funding schedule (2017) has shifted the
largest payment increases to the end of the 18-year schedule.

The 2014 and 2017 pension funding schedules shifted a
disproportionate share of payments into the future compared
to the FY2011 schedule. The 2014 schedule added a total of
$22.7 billion in additional contributions
for the period from FY2018 to FY2037.
Of these additional $22.7 billion in
contributions, $2.9 billion were sched-
uled to be paid during the first six years
(FY2019-FY2024), $7.7 billion during
the second six years (FY2025-FY2030),
and $12.1 billion during the third six year
period (FY2031-FY2036).

Figure 6 demonstrates that the 2017
funding schedule added a total of
$45.8 billion in state contributions to the 2011 contribution
amounts. Based on the 2017 schedule, $5.2 billion (11 per-
cent) of the $45.8 billion increase is scheduled to be contributed
during FY2018-2024, $13.8 billion (30 percent) is scheduled
to be contributed during FY2025-2030, while $26.9 billion
(59 percent) remains for FY2031-FY2037.

By back-loading scheduled payments in the 2014 and 2017
funding schedules, the Commonwealth has delayed address-
ing its serious pension funding problem. While many public
officials take comfort in the belief that the Commonwealth
has established a funding schedule that will eliminate its
unfunded liability by the year 2037, they ignore the back-load-
ed nature of that schedule. The key question is whether it is
realistic to expect that the Commonwealth will contribute
$56.1 billion from the General Fund to the Pension Liabili-
ty Fund from FY2031 to FY2037. In an August 2017 Boston
Globe story, Evan Horowitz explains the issue this way:

Here’s one problem: There’s no free lunch when it comes
to pensions. For the state to meet its long-term obliga-
tions, lawmakers have to set aside more money. Every
year, in every budget, until we've made up the funding
gap. Officially at least, they’ve committed to doing so. But
their whole approach is back-loaded, so that the really big

contributions are put off for another day.®*
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Figure 5. Comparison of funding schedules released in 2011, 2014, and 2017,
by the same breakdown of three time periods (in billions).

560 I FY2018-FY2024
I FY2025-FY2030
$50 FY2031-FY2037
$40
$32.7
$30
$22.0
$26.7
$20
$19.0
$16.8 2
$10
0
2011 Schedule 2014 Schedule 2017 Schedule
($65.0 total) ($84.0 total) ($110.8 total)

Figure 6. Breakdown of additional annual contributions to Pension Liability fund according
to 2017 funding schedule, compared to the previous 2011 Schedule (in billions).
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Figure 7. A Theoretical Model of the Upcoming 2020 Funding Schedule based on 2017 Percent Growth (in thousands).

Fiscal Year 2011 Schedule 2014 Schedule
2020 $2,290,619 $2,657,000
2021 $2,389,802 $2,843,000
2022 $2,493,369 $3,042,000
2023 $2,601,517 $3,255,000
2024 $2,714,454 $3,283,000
2025 $2,832,397 $3,727,000
2026 $2,955,572 $3,988,000
2027 $3,084,218 $4,267,000
2028 $3,218,582 $4,566,000
2029 $3,358,926 $4,886,000
2030 $3,505,522 $5,228,000
2031 $3,658,655 $5,594,000
2032 $3,818,623 $5,986,000
2033 $3,985,740 $6,405,000
2034 $4,160,331 $6,853,000
2035 $4,342,740 $7,333,000
2036 $4,533,325 $4,436,000
2037 $4,732,461 $835,369

Total Contributions (2020-2037)

$60,676,853 $79,184,369

A B s "0 percntGrowth)
$2,841,525 6.9% $3,038,865
$3,095,422 8.9% $3,370,256
$3,372,006 10.8% $3,737,812
$3,673,304 12.9% $4,145,365
$4,001,523 21.9% $4,877,303
$4,359,070 17.0% $5,098,334
$4,748,564 19.1% $5,654,178
$5,172,860 21.2% $6,271,029
$5,635,069 23.4% $6,954,446
$6,138,577 25.6% $7,712,265
$6,687,075 27.9% $8,553,361
$7,284,583 30.2% $9,486,083
$7,935,479 32.6% $10,519,851
$8,644,535 35.0% $11,667,133
$9,416,947 37.4% $12,940,156
$10,258,375 39.9% $14,350,778
$11,174,988 151.9% $19,663,278"
$1,370,935 64.1% $2,249,859

$105,810,837

$140,290,353

Calculation of theoretical 2020 contribution level for the year 2036 was based on the percent growth averaged over two years, in order to provide

a better estimate of 2020 contribution levels.

The legislature’s pattern of approving schedules developed
by the secretary of administration and finance that push the
largest transfer payments to the latest years in the funding
schedule continues to leave the pension problem in the hands
of future administrations and taxpayers.

In fact, as updated funding schedules have been released
since 2011, the dollar amount to be paid in the last seven years
of the schedule, FY2031-2037, rose by 28 percent between
2011 and 2014, and by an additional 50 percent between
2014 and 2017. Based on these growth rates, future funding
schedules could follow suit. Figure 7 presents two scenarios
regarding potential growth of Pension Fund contributions
scheduled in 2020 (the upcoming schedule) based on growth
rates between prior funding schedules. These scenarios show
potential future contributions, but do not include inevitable
changes in investment performance and other factors.

Figure 7 presents a theoretical model of potential contribu-
tion levels that would be set in the upcoming 2020 funding
schedule. The chart shows hypothetical yearly contributions to
reduce unfunded pension liability, if the schedule released in
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2020 increases payments at the same rate as the annual con-
tribution increases between the 2014 and 2017 schedules. This
model assumes that all other factors, including market perfor-
mance and actuarial assumptions, remain the same as when the
2017 schedule was released. Based on this model, if annual con-
tributions increase again as they did in 2017, the 2020 funding
schedule would require a total of $140 billion in required contri-
butions to fully fund the Commonwealth pension system in the
years 2020 to 2037. If this were to occur, the Commonwealth
would be facing nearly $35 billion in total additional contri-
butions compared to the levels set forth in the 2017 schedule.
Compared to the 2011 funding schedule, the 2020 require-
ments could add more than $80 billion in contributions. Like
the existing funding schedules, this 2020 model, assuming no
other changes, exhibits back-loading the highest payments far
into the future. The model for the 2020 schedule sets $81 billion
of total contributions in the last years before the full-funding
target date (2031 through 2037). This represents 58 percent of
all contributions reduce unfunded pension liabilities to zero,

which are set to be paid farthest in the future.
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How Has Massachusetts Pension Funding

Fared over Multiple Reform Efforts?

From 2003 to 2017, unfunded liabilities grew from $13.4 bil-
lion to $39.6 billion, an increase of 196 percent. Before any
major pension system reforms, from 2003 to 2009, unfund-
ed liabilities increased by 65 percent. Since the most recent
reform in 2011 alone, UAAL has increased by more than $20
billion, or 113 percent, with funded ratios decreasing in kind.
This spike since the most recent major pension reform is stag-
gering, and despite these efforts, the crisis level of Massachu-
setts’ unfunded liabilities has continued to escalate.

As unfunded liabilities have skyrocketed, the Common-
wealth’s funding ratio has shrunk proportionally. The funding
ratio of unfunded pension liabilities in Massachusetts peaked
in 2008 at almost 79 percent, decreased to 71 percent in 2011,
and declined to almost 57 percent as of 2017.

What caused this growth in unfunded liability?

Over the last decade, the Commonwealth’s covered payroll
has steadily increased, rising from $8.9 billion in 2005 to $13.1
billion in 2017, a 45 percent jump.

Some of the increases over the years can be attributed to
changes in the actuarial assumptions used to calculate future
pension obligations in accordance with GASB 67 and GASB
69. In 2012, changes to the base salary for cost-of-living
adjustments per Chapter 176 reforms and improving mortality
assumptions were projected to account for approximately $1

Figure 8. Increase in annual covered payroll (2003-2017).
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billion of the more than $5 billion increase in UAAL from
2011 to 2012.

From 1997 through 2012, actuarial valuations assumed that
the rate of return was 8.25 percent. In 2013, PERAC reduced
the assumed rate of return to 8 percent, again in 2015 to 7.75
percent and in 2016 to 7.5 percent.

As one would expect, actual investment returns varied from
the actuarial assumptions. Some of the increases in unfund-
ed pension liability since 2013 must be attributed to dropping
the assumed rate of return to
more realistic levels. Year-to-year
changes in mortality rates and
other assumptions used to cal-
culate future values also impact
unfunded liabilities. The follow-

ing chart juxtaposes unfund-

UAAL has increased
by more than $20

ed liability values with annual
changes in assumed rate of return.
As expected, unfunded liability
increases as the assumed rate decreases. However, PERAC
estimates show that while rate of investment return has some
impact on rising unfunded pension liability, this impact start-
ing in 2013 is small relative to the overall growth in unfunded
liability.

Massachusetts Comprehensive Annual Financial Reports
include no clear record of actual rate of return for each fis-

cal year before reporting standards mandated beginning in

2011 2013 2015 2017

Since the most recent
reform in 2011 alone,

billion, or 113 percent.
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Figure 9. Changes in rate of return on investment assumptions and corresponding UAAL reflections, 2003-2017.

mvestmentRewrn COLAASsumption UL (Updated Asumptions) ssimed el ety
2003 8.25% 3.00% $13,401,442 $13,401,442
2004 8.25% 3.00% $12,014,032 $12,014,032
2005 8.25% 3.00% $13,419,165 $13,419,165
2006 8.25% 3.00% $14,488,201 $14,488,201
2007 8.25% 3.00% $13,349,175 $13,349,175
2008 8.25% 3.00% $12,105,058 $12,105,058
2009 8.25% 3.00% $22,084,452 $22,084,452
2010 8.25% 3.00% $19,985,970 $19,985,970
2011 8.25% 3.00% $18,588,628 $18,588,628
2012 8.25% 3.00% $23,604,905 $23,604,905
2013 8.00% 3.00% $28,348,334 $26,700,000
2014 8.00% 3.00% $29,042,960 $29,400,000
2015 7.75% 3.00% $33,429,141 $29,900,000
2016 7.50% 3.00% $37,866,399 $35,700,000
2017 7.50% 3.00% $39,621,792 $38,000,000

FY2014 that actual rates must be disclosed. In the 2017 Com-
monwealth Annual Financial Report, there is a schedule of
actual investment return rates dating back to FY14, which is
included in the supplementary portion of the document. It is
also noted that the schedule “is intended to present 10 years of
data” which “will be presented when available.”® This infor-
mation cannot be found in any publicly available state docu-
ments prior to FY14. However, the large swings in actual rate
of return on investment in just four years
provide insight into the growth of unfund-
ed pension liability during this period. The
following table shows the actual rate of
return schedules for the State Employee
Retirement System (SERS), the Teachers
Retirement System (MTRS), and the State
Retirement Board Trust (SRBT).

The difference in actual rate of return on
investment from FY16 to FY17 for SERS
and MTRS was nearly 11 percentage points, according to the
schedule of actual rate of return found in the Comprehensive
Actual Financial Report’s figures for those years (see left).
Fluctuations like this partially explain changes in the rate of
increase of MA pensions’ unfunded liability. For example, the
actual rate of return for the Massachusetts Pension Reserves
Investment Trust (PRIT) fund in FY2012 was 5.74 per-
cent®, coming in below the 8.25 percent assumed rate at that
time. Lower than expected returns to fund pension costs may
explain some of the rise in UAAL from 2011 to 2012.

Large swings in actual rate
of return on investment
from FY14 to FY17 provide
insight into the growth of
unfunded pension liability.
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Starting in 2013, the assumed rate of return on investments
was decreased to 8 percent in actuarial valuations to more
accurately reflect actual return rates. In FY14, the actual rate
of return was over 17 percent, more than double the assumed 8
percent return. However, the following year saw actual rate of
return of 3.4 percent, far below the 7.75 percent to which the
assumed rate had been reduced that year. In FY16, the actual
rate of return was even lower, and in FY17 the actual rate of
return was over 5 percentage points higher
than the actuarial assumption. While the
UAAL continuously increased over this
period, and in every year since 2011, large
swings in the actual rate of return relative
to assumptions correlate with the raze of
UAAL increase.

A factor that affects actual return rates
on pension fund investments is stock mar-
ket performance. If performance was con-
sistently poor, investments would have similarly low returns
based on the level of investment in publicly traded stocks.
However, for the 2003—2017 period analyzed here, the overall
Dow Jones total return rate was positive, with the exception
of negative performance in 2008. Market fluctuations affect
rate of return on pension investment funds, depending on how
the funds’ equity securities are diversified and the funds’ asset
allocation strategies related to debt securities and alternative
investments. Such fluctuations impact changes in the growth
of pension liabilities.
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Figure 10. Unfunded pension liability versus changing assumptions for rate of return on investment, FY2003-2017.
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Figure 11. Schedule of Actual Rate of Return on Investment. $10 billion, despite a large portion of the investment portfo-
lio being in equities. Since this low point, stock performance
FY2017 FY2016 FY2015 FY2014 L. .
has been generally positive. The percentage of funds invested
Annual money-weighted in global equities has decreased since 2001, from 59 percent
rate of return, net 12.74% 1.79% 3.40% 17.13%

investment SERS in 2001 to 36 percent in 2012, according to available Pension
investment expense ( ) Reserves Investment Management Board annual reports.®®

Annual money-weighted Depending on the asset allocation of funds, risk and lower
rate of return, net 1275% 1.78% 3.40% 17.12% returns would contribute to some of the rise in unfunded lia-
investment expense (MTRS) bility during this period. However, the percentage of funds
Annual money-weighted invested in equities has rebounded in recent years, reaching 42
rate of return, net 12.90% ) ) : percent in 2016 and almost 46 percent in 2017. Yet unfunded
investment expense (SRBT) pension liability continued to rise during this later period. In

2018, the DJIA lost six percent of its value. If the Common-
wealth’s unfunded pension liability grew during a fifteen-year

While there have been a few years with relatively low annual period of generally positive annual returns, how will the state
return rates, the average annual total return rate for this period pension system fare with weakened financial markets?
was 7.7 percent.” From 2008 to 2009, the Dow Jones Indus- Furthermore, looking at GDP as an economic indicator
trial Average rebounded by 53 percentage points into positive shows that Massachusetts has outperformed the nation as a
returns, yet unfunded liabilities still increased by more than whole, as well as many other states. Data from the U.S. Bureau
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Figure 12. Comparing the rate of UAAL increase with changes in actual rate of return on investment.
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Figure 13. Dow Jones Industrial Average performance, 2003-2018.%
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Figure 14. GDP growth rates from 2005-2018 (in current year dollars).
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of Economic Analysis shows that Massachusetts has seen
59 percent GDP growth since 2005, while the United States
average falls slightly behind at 56 percent growth. Shown
in Figure 14, Massachusetts ranks 15t among the states
for highest GDP growth. Simultaneously, Massachusetts has
also been classified among the states with the worst public
pension funding situations. A 2014 study by the Urban Insti-
tute’® gave the Commonwealth an ‘F” for its pension system,
including its dismal funding ratio and failed commitments to
making required contributions, as shown in
Figure 15. Massachusetts was the only state
to receive this failing grade. Subsequent-
ly, the Wall Street Journal ranked Massa-
chusetts 36™ among the U.S. states for its
funding ratio.”

Massachusetts State Senator William
Brownsberger developed legislation to
reform and simplify the Commonwealth’s
pension system. One of the significant
reforms in “An Act to make the public pen-
sion system simpler and fairer, to provide
better income security to lower wage state
employees and to protect future taxpayers from unanticipat-
ed pension costs,” filed as House 2930 in the 2011, proposed
a two-fold approach to reduce pension liabilities and pension
investment risk. The first reform would reduce the benefit for
state employees so they would receive a benefit similar to the
amount other employees (private and those not covered by the
any of the state systems) receive from Social Security.

The second reform would create a flexible employee con-
tribution rate, which would be calculated by formula based on

current actuarial assumptions. In addition, the bill proposes

If Massachusetts cannot
curb UAAL growth during
periods of economic
health, how is the state
going to defuse the
ticking time bomb of our
public pension systems?

that all public employees should have access to a defined-con-
tribution savings plan as a supplement to the defined bene-
fit.”? Brownsberger also originally included specific reforms
for calculating individual retirement benefits and eliminating
pension loopholes. These types of reforms should be reintro-
duced to the state Legislature, as they would reduce taxpayer
investment risk and rein in on pension obligation liability.

A brief look at the history of Massachusetts public pen-
sions helps explain the rapid increase in unfunded liabili-
ties and validates growing concern over
the state’s ability to fulfill future pension
promises. Even more troubling are the
Commonwealth’s past attempts to curb
the exorbitant growth of unfunded pension
liabilities and improve the health of the
state pension system. After the reforms,
unfunded liabilities have risen even faster,
nearly doubling since the last major reform
in 2011. Stock market performance, which
is a key component in driving the rate of
return on investments and therefore affects
unfunded liabilities, has been overall posi-
tive and promising since 2003. The Massachusetts economy
has grown faster than the United States on average, and bests
35 other states in terms of GDP growth.

However, if reforms had not been enacted over the years,
Massachusetts would likely be in an even grimmer situation
today. If the Bay State cannot curb UAAL growth during
periods of general economic health, how is the state going to
defuse the ticking time bomb of our public pension systems?
What can the Commonwealth do differently to restore them
to financial health?

Figure 15. Rankings of U.S. states’ pension systems, created by the Urban Institute
in “The State of Retirement: Grading America’s Public Pension Plans”.
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Recommendations

The Commonwealth should reconsider Bill H.2930
“An Act to make the public pension system simpler and
fairer,” introduced in 2011 by State Senator William
Brownsberger. The act proposes reforms for the state’s
pension system that would provide a defined benefit
comparable to Social Security for new employees, but
also enroll public employees in a defined-contribution
pension plan to build a supplemental retirement benefit.
'This reform would decrease incurred liabilities while
maintaining a retirement plan for new hires.

The Commonwealth should house records of all state
and municipal pension system funding schedules in a
single directory, as they are approved by the legislature,
as well as records of other legislation regarding transfers
of extraneous funding toward the unfunded liabilities.

22

The Massachusetts Legislature has continually extended
the deadline for a fully funded pension system since
the funding schedule was created in 1989. Recently
approved schedules do not change the end date, but the
amount of payments in the final years of the schedule has
increased dramatically. The state should stop delaying
the elimination of unfunded pension liabilities and
back-loading the repayment schedule, and instead find
solutions to increase funding or decrease future costs.
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MASSACHUSETTS GROUP 1 RETIREMENT PERCENTAGE CHART
For Members-In-Service Hired BEFORE April 2, 2012

BEMEFIT RATE CHART™

Age upon date Percentage of Average Annual Rate of Regular Compensation
of Retirement Group 1 Group 2 Group 4
65 or older 2.5 2.5 2.5
64 2.4 25 25
63 2.3 2.5 2.5
62 2.2 25 25
61 2.1 2.5 2.5
60 2.0 2.5 2.5
59 19 24 2.5
58 18 2.3 2.5
57 1.7 2.2 2.5
56 1.6 2.1 2.5
55 15 2.0 2.5
54 1.4 1.4 2.4
53 13 13 2.3
52 1.2 1.2 2.2
51 1.1 1.1 2.1
50 10 1.0 2.0
49 0.9 0.9 1.9
48 0.8 0.8 18
a7 0.7 0.7 1.7
46 0.6 0.6 1.6
45 05 05 1.5
a4 0.4 0.4 1.4
43 0.3 0.3 13
42 0.2 0.2 1.2
41 01 0.1 1.1

Average Annual Rate of Regular Compensation--Note, certain payments including
bonuses, overlime, severance pay, unused sick leave , or any other payment made

as a result of giving notice of retirement are not considered part of a member's regular
compensation and are not included in retirement calculations.

S, i oy eia gukde Amsnguie 10, hire
Which Amownts of Compensation Wil be Used in the Caloulsbon-—Wemibers must average asnal rates of regular scospematos eamned n any 3 conseoitive years or
reftes parned during the pened or perods, whether o et consetulive, which comenute el theee yean ol HWFVEE, prrardn g retiiement.
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MASSACHUSETTS GROUP 1 RETIREMENT

PERCENTAGE CHART
For Members-In-Service Hired ON OR AFTER APRIL 2, 2012

[with less than 20 years of service)

Age upon date Percentage of Average Annual Rate of Regular Compensation

of Retirement Group 1 Group 2 Group 4
67 or clder 25 25 25
66 2.35 25 25
&5 2.4 2.5 25
B 2.05 15 15
63 1.50 2.5 25
62 175 25 25
61 1.60 235 25
&0 1.45 230 25
58 NA 205 25
58 A 180 25
57 N/a 1.75 25
56 /A 160 235
55 N/& 1.45 2.20
5 NSA MN/A 2.05
53 N/A WA 190
52 N/A MNSA 175
51 H/A N/A 1.60
50 NfA MfA 1.45

Average Annual Rate of Regular Compensation--

Note, certain payments including bonuses, overtime, severgnce pay, unused sick leave . or any other
payment made as a result of giving notice of retirement are not considered part of a member's regular
compensation and are not included in retirement caloulations.

which amounts of compensation will be wsed in the calculation? For M3ERS Members hired ON/AFTER

APRIL 2, 2012, the average is based on your highest five year salary average. The maximum pension is
BO% of the salary average.
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