Rhetoric and Reality

Pension Benefits for Retired ho- o0
Massachusetts State Workers 2010

A Pioneer Institute White Paper

by James G. Bohn

PIONEER INSTITUTE

PUBLIC POLICY RESEARCH




Pioneer’s Mission

Founded in 1988, Pioneer Institute is a non-partisan public policy think tank committed to keeping
Massachusetts economically competitive and to strengthening the core values of an open society.
To inspire market-driven policy reforms, Pioneer promotes individual freedom and responsibility and
limited, accountable government. The Institute has changed the intellectual climate in Massachusetts
by commissioning timely and rigorous academic studies from leading scholars. Pioneer injects new
ideas into the public debate through forums and lectures, transcripts, the media, and outreach to
legislators, business groups and the general public.

Pioneer’s Centers

€% This paper is a publication of the Center for Better Government, which seeks limited, accountable
government by promoting competitive delivery of public services, elimination of unnecessary
regulation, and a focus on core government functions. Current initiatives promote reform of how the
state builds, manages, repairs and finances its transportation assets as well as public employee
benefit reform.

The Center for School Reform seeks to increase the education options available to parents and
students, drive system-wide reform, and ensure accountability in public education. The Center’s work
builds on Pioneer’s legacy as a recoghized leader in the charter public school movement, and as a
champion of greater academic rigor in Massachusetts’ elementary and secondary schools. Current
initiatives promote choice and competition, school-based management, and enhanced academic
performance in public schools.

The Center for Economic Opportunity, which seeks to keep Massachusetts competitive by promoting
a healthy business climate, transparent regulation, small business creation in urban areas and sound
environmental and development policy. Current initiatives promote market reforms to increase the
supply of affordable housing, reduce the cost of doing business, and revitalize urban areas.

Pioneer Institute is a tax-exempt 501(c)3 organization funded through the donations of individuals, foundations and
businesses committed to the principles Pioneer espouses. To ensure its independence, Pioneer does not accept
government grants.



Rhetoric and Reality James G. Bohn

Pension Benefits for Retired
Massachusetts State Workers

Contents

Executive Summary
Introduction

I. Structure of the State Employee Retirement System in Massachusetts
A. Organization
B. Determination of Eligibility and Benefit Levels

[l. Benefit Levels of SERS Retirees
A. Data on SERS Retirees
B. Benefits by Group Classification
C. Benefits by Retirement Plan Election
D. Benefits by Years of Creditable Service
E. Benefits by Retirement Year
F. Retirement Benefits Relative to Pre-Retirement Income
G. Comparing SERS Pension Benefits to Social Security
H. Additional Considerations

[ll. Conclusions
Endnotes
About the Author

Appendix

W NN

=
O ~NOOLA~ D

14

16

17

19

20




M Rhetoric and Reality

Executive Summary

The pension system for Massachusetts state
workers and retirees has recently received a great
deal of attention. Governor Deval Patrick signed
reform legislation in June 2009, and additional
reforms may be forthcoming. Much of the
media coverage of pension issues has focused on
sensational accounts of pension abuse. A public
discussion of potential pension reforms would
benefit from additional information on pension
benefit levels. In an effort to inform the public
debate, this paper provides a more detailed profile
of typical pensions received by retired members
of the Massachusetts State Employees Retirement
System (SERS). The key findings include:

* Overall and Current Average Pension: The
average annual pension benefit among all
retired SERS members in 2009 was $26,516.
SERS members retiring in 2009 received an
average annual pension of $37,671.

* Overall and Current Average Pension For
Career Employees: Retired SERS members
in Group 1 with twenty or more years
of service received an average pension
allowance of $31,862. Group 1 members
with twenty or more years of service
retiring in 2009 received an average pension
allowance of $43,874.

» Number of Retirees Outside of Group 1: The
largest set of retirees is in Group 1 (“general
employees”). Group 1 retirees constitute
82 percent of all retired SERS members.
Group 1 retirees retiring in 2009 constituted
70.5 percent of retiring SERS members in
that year. The Commonwealth does not
track the group membership of its current
employees but changes in group membership
significantly impact pension costs.

* Variations in Pensions By Certain Group
and Retirement Years: Benefits for different
groups of retirees vary significantly
depending on when individuals retired and
what group they retired in. The average
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pension, as of 2009, for members of Group
3 (“state police”) is $58,654. The average
pension of Group 3 members retiring in
2009 was $78,289. The average pension
in 2009 for all retired SERS members in
Group 4 (“corrections officers”) is $34,835.
The average pension of Group 4 members
retiring in 2009 was $40,249.

* Income Replacement Rates and Social
Security Comparison: Among retirees with
twenty or more years of creditable service,
over half receive a retirement allowance that
is 60 percent or more of their pre-retirement
income. Three-fourths of retirees with
twenty or more years of service receive
allowancesthatexceed 50 percentoftheirpre-
retirement income. The average retirement
benefit received by SERS members exceeds
the maximum benefit levels of the federal
Social Security system. The pension wealth
of the average state employee at retirement
is more than twice as large as the pension
wealth from Social Security for the average
Social Security recipient. The pension
wealth of the average newly-retired SERS
member exceeds $500,000. The pension
wealth of the average member of the state
police retiring in 2009 exceeded $1 million.

The intent of this report is not to suggest specific
policy solutions; rather it is to enrich the debate
over the various dimensions of the Massachusetts
public pension system by providing data on
pensions across many of those dimensions.
Highlighted issues include group classification,
retirement year, service years, and income
replacement levels.

Introduction

This white paper examines benefit levels
among retired members of the Massachusetts
State Employees Retirement System (SERS). It
provides statistics on state employee retirement
benefit levels which go beyond those that typically
appear in publications of state boards that provide
management and oversight of the SERS. This



paper provides data on pension benefit levels
that may be useful to policymakers and other
interested parties as they assess the adequacy of
retirement income to SERS retirees and evaluate
the cost of the system to taxpayers.

The structure and financing of public pension
plans has become the subject of considerable
attention in recent years. The Massachusetts
legislature has considered a variety of changes to
the laws that govern eligibility and benefit levels.
Governor Deval Patrick signed pension reform
legislation in June 2009. However, these reforms
affected only a small number of individuals who
may be eligible for pension benefits, and a small
portion of overall pension costs. Changes to
the benefit formula were recommended by the
Special Commission to Study the Massachusetts
Contributory Retirement Systems.! Governor
Patrick recently filed legislation that would alter
the benefit formula for state retirees.? Other
gubernatorial candidates have also advanced
pension reform proposals.

State pension plans have also received much
attention in the wake of the 2008-2009 financial
crisis. The decline in the value of assets held
by public pension plans in Massachusetts and
other states has raised questions concerning the
sustainability of a number of defined benefit
public pension plans. Any consideration of
large-scale changes to the Massachusetts SERS
requires an understanding of the level of benefits
provided and the economic impact of changes on
plan participants.

This paper examines the level of pension benefits
received by retired state workers by answering
several key questions regarding pension
allowances:

* How do average benefits vary among
different retiree groups?

* How do average benefits of recent retirees
compare to the level of benefits received by
earlier cohorts of state retirees?
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» What is the average pension for those workers
who have spent a majority of their working
lives (defined as twenty or more years) with
the state? What is the average pension for
workers in this category who retired in
2009?

* How do pension allowances compare to
the pre-retirement compensation of state
retirees?

* How does the benefit level and pension
wealth of state retirees compare to the level
of benefits and pension wealth of participants
in the federal Social Security system?

Section I of this white paper discusses the
organization of the Massachusetts SERS and the
formulas used for the determination of retiree
pension allowances. Section II contains results
and discussion of the computation of benefit
levels for various groups of state employees.
Section III provides a summary and conclusions.
The appendix provides greater detail regarding
the distribution of retiree pension benefits.

I. Structure of the State
Employee Retirement System in
Massachusetts

A. Organization

The Massachusetts SERS provides retirement
benefits tomostretired state workers. Thisincludes
state employees who are in the Massachusetts
State Police, corrections officers and members of
the state judiciary. There are separate retirement
systems for individuals who are employed by
certain agencies and authorities.> Employees of
cities, towns and public schools are members of
Separate systems.

The SERS and other state retirement systems are
governed by Chapter 32 of the Massachusetts
General Laws, and the SERS is administered by
the five-member State Retirement Board.* Plan
assets are held in the Pension Reserves Investment
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Trust (PRIT). The SERS and most other public
employee retirement systems are subject to
oversight by the Public Employees Retirement
Administration Commission (PERAC).

Publicemployee pensionplanscomeintwo general
forms. The Massachusetts SERS is a so-called
“basic” benefit plan. In a basic plan, participants
and employers do not make contributions to nor
do they accrue credits towards the requirement of
forty quarters of covered employment to become
eligible for benefits from the federal Social
Security system. Most other states operate a so-
called “combined” benefit plan.’ In a combined
benefit plan, participants make contributions
into the federal Social Security system and
are eligible for benefits. The state portion of
a combined public pension plan provides an
additional layer of benefits beyond that provided
by Social Security. As a result of differences in
plan structure, the benefit levels presented herein
may not be directly comparable to benefit levels
under other state plans. Additional comments
on the interaction between the Massachusetts
SERS and the federal Social Security system are
provided in Section II below.

B. Determination of Eligibility and Benefit
Levels

Membership in the SERS is determined at
the time an employee is hired. Membership is
mandatory; if an employee is determined to be a
member of the SERS he or she cannot opt out.® In
addition to the SERS, active employees have the
option of participating in a defined contribution
plan similar in structure to a 401(k), with no
match by the state.

Contributions to the SERS are based on the
employee’s date of membership, employee group
and compensation. Contributions are a percentage
of the employee’s regular compensation. Regular
compensation includes salary and wages but
excludes bonuses, overtime, severance pay and
certain other forms of compensation.”’

3

The current contribution rates for active members
of the SERS are:®

(1) 5 percent of regular compensation for
members whose membership commenced
prior to January 1, 1975.

(i1) 7 percent of regular compensation for
members whose membership commenced
between January 1, 1975 and December 31,
1983.

(iii) 8 percent of regular compensation for
members whose membership commenced
between January 1, 1984 and June 30, 1996.

(iv) 9 percent of regular compensation for
members whose membership commenced
on or after July 1, 1996 with the exception of
members of the state police who contribute at
a rate of 12 percent.

Members whose memberships commenced on or
after January 1, 1979 are required to contribute
an additional 2 percent of regular compensation
in excess of $30,000 per year.

Eligibility for retirement benefits is a function of
an employee’s membership class, age and years
of creditable service. In addition to normal
retirement benefits, SERS provides disability
benefits.

The SERS has four membership classes:’

Group 1: General employees, including
clerical, administrative and technical, and
all other employees not otherwise classified
(“general employees”).

Group 2: Certain specified hazardous
duty positions (“certain hazardous duty
positions”).

Group 3: State police officers and inspectors
(“state police™).

Group 4: Police officers, firefighters,
corrections officers, and other specified
hazardous duty positions (“corrections
officers”).



To be eligible for a superannuation retirement, a
member must meet one of the three conditions:

(1) Completion of twenty years of service.

(i1) Attainment of age 55 with ten years of
service if hired after 1978 and if classified in
Groups 1 or 2.

(iii) Attainment of age 55 if hired prior to
1978 or if classified in Group 4.

The benefit level at the time of retirement is
determined by multiplying the age factor, which
is based on the member’s age at retirement and
group classification, by the member’s average
annual rate of compensation and years of
creditable service. The average annual rate of
compensation is defined as the greater of: (i) the
member’s highest average regular compensation
in any consecutive three-year period; or (ii) the
average rate of compensation in the three years
preceding retirement whether or not those years
are consecutive.'® The age factor is a function of
the age of the retiree and group classification." The
group classification used to compute retirement
benefits is the member’s group classification as of
the date of retirement.'

The maximum age factor for members of Group 1
is 2.5 percent. That age factor applies to members
retiring ator above the age of 65. Group 1 members
retiring before age 65 experience a reduction of .1
percent in their age factor for each year below
age 65. Thus, for a retiree at age 60, in Group
1 with twenty years of creditable service, the
age factor used in the computation of retirement
benefits is 2.0 percent and the level of benefits a
person receives at retirement is 40 percent (2.0
percent times 20 years) of the average annual rate
of compensation.

The age factor for members of Groups 2 and
4 reaches a maximum at a younger age than
for members of Group 1. The age factor for
members of Group 2 (certain hazardous duty
employees) and Group 4 (corrections officers)
reaches its maximum—2.5 percent—at ages 60
and 55, respectively. As is the case for members
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Metric 1: Age Factors for
SERS Members

Group
Age IR 2 4
65 [ 25 ] 25|25
64 | 24 |1 25|25

60 | 20 | 25 | 2.5
59 119124 |25

55 | 1.5 120 |25
54 | 14]14]24

Source: Massachusetts State Board

of Retirement Benefit Guide.
of Group 1, the age factor is reduced by .1 percent
each year that the retiree is below the minimum
retirement age.

The benefit formula for SERS members in Group
3 (state police) has a higher age factor than the
formulas for members of Groups 1, 2 or 4. The
age factor in the benefit formula for members in
Group 3 is 3.0 percent regardless of the number
of years of service.

The net effect of the group classification system is
that for a retiree with a given age, average annual
rate of compensation and years of creditable
service, the benefits received by retirees in
Groups 2 and 4 will be higher than for Group 1
retirees. Similarly, Group 3 retirees at any given
age will receive higher retirement benefits than
retirees in Groups 1, 2 or 4 who have the same
criteria. Benefits are capped at 80 percent of
the average annual rate of compensation for all
retiree groups.

I1. Benefit Levels of SERS Retirees
A. Data on SERS Retirees

Theanalysishereinutilizes adataset obtained from
the Office of the Treasurer of the Commonwealth
of Massachusetts.!* The dataset contains benefit
levels, employment record, salary history and

4
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Table 1: Average Annual Pension Benefit
Retired State Employees, By Group Classification

Panel A: All Retired SERS Members

Average Years

Average Benefit Average Age Creditable Service

Group Classification Number in 2009 at Retirement at Retirement
[a] [b] [c] [d] [e]
1 33,623 25,097 60.5 232
2 4,248 26,101 59.7 23.1
3 930 58,654 52.5 273
4 2,361 34,825 527 255
Total 41,162 26,516 59.8 234

Panel B: SERS Members Retiring in 2009

SERS Members with retirement dates between January 1, 2009 and October 30, 2009.

Average Benefit Average Age

Average Years
Creditable Service

Group Classification Number in 2009 at Retirement at Retirement
[a] [b] [c] [d] [e]
1 1,143 36,038 62.1 262
2 231 35,097 59.9 26.6
3 48 78,289 53.7 29.6
4 198 40,249 522 248
Total 1,620 37,671 60.3 262

retirement status information for individuals
with SERS retirement allowances.” Individuals
appearing in the dataset have retirement dates
that range from June 5, 1953 through October
30, 2009. The dataset contains records for 41,177
retired state employees. A small number of
observations with missing or inconsistent data
are eliminated from the dataset. The elimination
of these observations reduces the size of the
dataset to 44,162 individual retirement records.
The study contains a computation of the average
level of retirement benefits for various subsets
of SERS members. The appendices contain

additional statistics concerning the distribution
of the retirement benefits received by retired
SERS members.

B. Benefits by Group Classification

Retirement allowances are based in part on the
member’s group classification at retirement.
Table 1 contains statistics on benefits received in
2009 by retirees in the four group classifications.
Panel A of Table 1 contains the average
retirement benefit and retirement characteristics
for all retired SERS members. Panel B contains

Figure 1: Average Annual Pension Allowance by
Group Classification
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that same data for SERS members who retired
in 2009." Retirement allowances for the set of
all SERS members may not be indicative of the
benefits enjoyed by more recent retirees. The
COLA for SERS retirees applies only to the
first $12,000 of the retirement allowance, and
is subject to a cap that may be below the rate of
salary growth for state workers. Therefore, the
benefit level of earlier cohorts of retirees may
differ substantially from the most recent cohort
of SERS retirees.

Columns [b] and [c] of Panels A and B contain the
number of retirees and average annual retirement
allowance by group classification. The largest
group of retirees is those in Group 1—general
employees. Retirees with Group 1 classifications
are 81.7 percent of all retired SERS members. Of
SERS members who retired in 2009, 70.6 percent
were in Group 1.

The average benefit received by a retired SERS
member in 2009 was $26,516. This is similar
to the overall average allowance reported by
PERAC." The average pension benefit among
more recent retirees is higher, with an average
annual retirement benefit of $37,671 among SERS
members who retired between January 1, 2009
and October 30, 2009 (Panel B).

The level of pension benefits varies substantially
among retirees in different group classifications.
The average benefit among retirees in Group 1
was $25,097 in 2009. However, among Group 1
members who retired in 2009, the average benefit
was $36,038. The average benefit among retirees
in Groups 3 and 4 is higher than among Groups 1
and 2. In particular, retirement pensions received
by members of the state police are much larger
than those of other state retirees. As discussed
above, the benefit formula for members of the
state police has a higher age factor than that of
other group classifications. The average annual
pension among retired SERS members with
state police pensions was $58,654. The average
pension benefit among members with state police
pensions who retired in 2009 was $78,289.
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There are also substantial differences among
retirees in the average age at retirement and
average years of creditable service among the four
group classifications. Members of the state police
and corrections officers have a lower retirement
age than other state employees. The average
retirement age among all retired members of
the state police is 52.5 years, and for corrections
officers the average age at retirement is 52.7. This
compares to 60.5 for SERS members classified
in Group 1 and 59.7 for members in Group 2.
Members of the state police and corrections
officers tend to have more years of creditable
service than other SERS retirees.

C. Benefits by Retirement Plan Election

At the time of retirement SERS members have
the option to select from three payout options.
The payout options allow the retiree to select the
combination of pension allowance and survivor’s
benefits that best meet his or her needs. The
choice among two or more payout arrangements
is common in the case of defined benefit pension
plans.

Retiring SERS members choose among the
following payout options:

Option A: The annual retirement allowance as
determined by the benefit formula, in monthly
installments, commencing at retirement and
terminating at the member’s death.

Option B: A reduced retirement allowance,
in monthly installments, commencing at
retirement and terminating at the member’s
death, with a lump sum payout to a beneficiary
in the event that the cumulative payout to the
retiree is less than the member’s accumulated
deductions, including interest.

Option C: Reduced annual allowance,
in monthly installments, commencing at
retirement. At the date of the death of the
retired member, 2/3 of the allowance is paid
to a designated beneficiary for the life of the
beneficiary.

ol
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Table 2: Selection of Allowance Options
Retired State Employees, By Group and Retirement Option

Option A: Full retirement benefits, no survivors allowance.
Option B: Reduced retirement benefits, lunp sum survivor's benefit.
Option C: Reduced retirment beneits, annuitized survivor's benefit.

All Retirees 2009 Retirees

Group Code Retirement Option Number Average Benefit Number Average Benefit

[a] [b] [c] [d] [e] [f]

1 A 17,897 25,838 426 35,223
1 B 9,634 21,497 284 32,915
1 C 6,092 28,612 433 38,889
2 A 2,074 25,941 76 35,244
2 B 1,416 24,259 69 31,787
2 C 758 29,977 86 37,624
3 A 368 59,975 13 79,395
3 B 271 52,324 4 71,341
3 C 291 62,879 31 78,722
4 A 879 34,787 48 37,532
4 B 663 33,593 37 37,430
4 C 819 35,864 113 42,326

The choice among the payout options affects the
level of the retiree’s pension allowance. Option
A provides the largest amount of benefits to the
retiree but terminates at the death of the member.
Options B and C provide reduced benefits for the
retiree but include either a lump sum or a monthly
payment to the member’s designated beneficiary.

Table 2 displays summary statistics on the choice
of payout option and average annual allowance
for the three options available to SERS members.
Option A is the most popular payout option among
SERS retirees in each group classification.

Theresults in Table 2 indicate thatretirees electing
payout Option C have the highest average level of
benefits. This may be somewhat counterintuitive
since Option C involves a reduced allowance
for the retiree while Option A provides the full
retirement allowance.  However, the choice
of retirement option depends on a number of
economic and demographic factors. Retirees
electing Option C have the highest average
annual rate of compensation. Higher-income
state workers may be more likely than lower-
income state employees to have family members
whom they wish to designate as beneficiaries.
Therefore, retirees with higher income levels
may find Option C more desirable. This may
account for the higher retirement allowance
among members electing payout Option C.

—

D. Benefits by Years of Creditable Service

The level of benefits for a retired SERS member
is a function of the member’s years of creditable
service. A state employee accrues credible service
for time spent in state employment. However,
a SERS member may also be able to purchase
creditable service for time spent in activities
outside of state employment.”® To qualify for a
regular pension, a member must accrue ten or
more years of creditable service.

Table 3 contains the average retirement allowance
by group classification and years of creditable
service. Panel A of Table 3 contains the average
allowance received in 2009 by all retired SERS
members. Panel B of Table 3 contains the average
retirement allowance received by SERS members
who retired in 2009. The average allowance of
the most recent retirement cohort exceeds that
of earlier retirees in all group classifications. As
discussed above, publications by state boards
charged with the oversight of the Massachusetts
SERS typically report only the average benefit
received by all retirees—not the average benefit
of the most recent retiree cohort.

Throughout this paper there is a focus on retirees
in Group 1 because they are the most numerous."
Table 4 contains summary statistics for SERS
retirees in Group 1 stratified by years of creditable
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Table 3: Average Pension Benefit by Years Creditable Service

and Group Code
Panel A: All Retirees
Group
Creditable Serice
(Years) 1 2 3 4
10to 19 Years 14,620 16,792 38,058 21,710
20 to 29 Years 25,328 26,697 55,305 32,114
30 or more years 40,950 39,638 68,436 43,544
Panel B: SERS Members Retiring in 2009
Group
Creditable Serice
(Years) 1 2 3 4
10 to 19 Years 16,996 17,644 #N/A 23,405
20 to 29 Years 30,816 29,467 78,710 35,209
30 or more years 54,062 49,877 77,363 57,034

service. Benefit levels increase in conjunction
with the number of years of creditable service.
Surprisingly, the average age of retirees varies
little between retirees with low and high years
of creditable service. Among 2009 retirees with
ten to fourteen years of creditable service, the
average age at retirement (62.2 years) differs little
from the average age of retirement among SERS
members with thirty-five to thirty-nine years
of creditable service (62.3 years) or the overall
average (62.1 years).

The study pays particular attention to retired
members with twenty or more years of service.
Given the average retirement age of an employee
in Group 1, approximately 60 years of age, aretiree
with twenty or more years of creditable service
has likely spent at least half of his or her time in
the labor force in state service. Such individuals
have had fewer opportunities to gain access to or
accrue retirement benefits from other employer-
sponsored plans or from the federal Social
Security program. Among retirees with twenty
or more years of service, the average retirement
allowance in 2009 was $31,862. These individuals
have on average 28.8 years of creditable service.
Among SERS members retiring in 2009 with
twenty or more years of creditable service, the

average retirement allowance was $43,874. The
average number of years of creditable service at
retirement is 31.2 years.

E. Benefits by Retirement Year

This section examines changes in the initial
benefit levels over time for SERS members in
Group 1, specifically those with over twenty
years of creditable service at the time of
retirement. Data on pension levels appearing in
the Commonwealth’s Actuarial Valuation Reports
generally refer to benefit levels among the entire
population of retirees and often pools cohorts
and retirees with different retirement types. The
pooling of different retirement cohorts makes it
difficult to examine changes in pension benefits
over time. The dataset contains only the 2009
benefit level for each retiree. In order to estimate
benefits for earlier years, the retiree’s initial
benefit is determined by reversing the adjustment
to benefits that would have arisen from the annual
COLAs from the date of retirement through 20009.
This allows a comparison of the percentage
received by retirees in the most recent year with
the level of benefits awarded to earlier cohorts in
their year of retirement.*

|
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Table 4: Average Annual Pension Benefit By Years Creditable Service
Retirees in Group 1

Panel A: All Retirees

Average Age

Creditable Service (years) Number Average Benefit at Retirement
[a] [b] [c] [d]
01 to 04 90 2,703 59.3
05 to 09 537 6,874 61.2
10to 14 6,551 11,905 61.7
15t0 19 5,711 17,733 61.6
20 to 24 7,407 22,294 57.7
25t029 4,655 30,156 59.9
30 to 34 4,533 39,135 60.7
35t0 39 3,110 43,136 61.7
40 plus 1,029 42,335 65.1
Total 33,623 25,097 60.5

Note: Group 1 retirees with
20 or more years 20,734 31,862 59.8
of creditable service

Panel B: SERS Members Retiring in 2009

Average Age
Creditable Service (years) Number Average Benefit at Retirement
[a] [b] [c] [d]
01 to 04 - - -
05 to 09 - - -
10to 14 200 13,474 62.2
15t0 19 132 22,333 62.1
20to 24 202 26,709 60.4
251029 153 36,238 61.0
30to 34 162 49,339 63.3
35t0 39 216 57,133 62.3
40 plus 77 55,385 65.3
Total 1,143 36,038 62.1

Note: Group 1 retirees with
20 or more years 810 43,874 62.1
of creditable service

“l



Table 5 contains estimates of the average
benefit levels received by new retirees with
superannuation pensions and twenty years or
more of creditable service in each year from 2000
through 2009. The number of retirees in each
year appears in column [b]. The large increase
in retirees in 2002 and 2003 is due to an early
retirement incentive program (ERIP) that was
made available to state employees at that time.?
The ERIP allowed eligible employees to add five
years to their creditable service or five years to
their age for the purpose of determination of
retirement benefits. The ERIP retained the cap on
retirement benefits at 80 percent of the retiree’s
average annual salary prior to the retirement.
The enhancement of retirement benefits due to
the ERIP accounts for the sharp increase in initial
retirement benefits for retirees in 2002 and 2003
over previous years. The average annual salary
and average years of creditable service of retirees
appears in columns [d] and [e] of Table 5.

This paper examines the change in retirement
allowances over time; consequently there
should be an adjustment for inflation. A pattern
of increasing average or median initial benefit
awards over time does not necessarily mean that
more recent cohorts of retirees enjoy a higher level
of purchasing power. Purchasing power of more
recent cohorts of retirees may actually decline if
the rate of increase in consumer prices exceeds
the growth of benefit awards. Column [f] of Table
5 contains the average initial benefit of Group
1 retirees expressed in 2009 dollars using the
consumer price index for the Boston area.” For
instance, the actual average retirement allowance
received by Group 1 members retiring in 2000
was $25,004. That is, the average initial benefit in
2000 was $25,004. After adjusting for inflation,
the $25,004 received in 2000 would provide the
retiree with the same level of purchasing power
as $31,837 received in 2009. The results indicate
that there has been a modest uptick in benefits
over the past four years. The recent increase is
due in part to the increase in years of creditable
service over time. In addition, as shown in column
[g], after adjusting for inflation, there has been
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an upward trend over time in the average annual
compensation of SERS members at the time of
retirement. Both creditable service and annual
compensation in the final years of state service
are inputs into the SERS benefit formula.

F. Retirement Benefits Relative to Pre-
Retirement Income

Income replacement ratios are commonly used
in retirement planning. The income replacement
ratio is defined as the ratio of a retiree’s gross
income in retirement to the retiree’s gross income
prior to retirement. The ratio provides a measure
of the adequacy of retirement income. Economic
theory suggests that individuals seek to smooth
consumption over time. That is, individuals are
likely to avoid a situation in which their standard
of living post-retirement is significantly lower
than it was pre-retirement. To the extent that
pension income is much lower than pre-retirement
income, individuals may undertake additional
savings prior to the date of retirement so that they
can enjoy a level of consumption that is higher
than it would be if they were solely reliant on
pension income to meet expenses.

Studies have examined the ratio of income in
retirement necessary to achieve the same standard
of living as the retiree enjoyed prior to retirement.
This is akin to perfectly smoothing consumption
between pre- and post-retirement periods. In
general, the income required in retirement to
enjoy the same standard of living achieved
while employed is lower than the amount of
pre-retirement income. Retirees no longer incur
work-related expenses such as transportation or
clothing. Retirees no longer make contributions
to Social Security or defined benefit savings
programs.** They also benefit from differences in
the tax treatment of retirement income compared
to pre-retirement income. This section utilizes
estimates of the income replacement ratio
necessary to achieve the same standard of living
in retirement developed by Aon Consulting
and Georgia State University (“Aon Consulting
Study™).?
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Table 5: Average Pension Benefit, Salary and Years Creditable Service at Retirement
By Year of Retirement

Group 1 Retirees with 20 Years or More Creditable Service

Average Pension Benefit Average Annual Average Creditable Average Pension Benefit Average Annual
at Retirement Compensation at Retirement Service at at Retirement Compensation at Retirement
Retirement Year Number (Nominal Terms) (Nominal Terms) Retirement (2009 Dollars) (2009 Dollars)
[a] [b] [c] [d] [e] (1] [g]
2000 1,139 25,004 45,960 23.0 31,837 58,520
2001 1,192 25,672 47,008 23.8 31,332 57,371
2002 4,817 31,480 49,740 25.1 37,443 59,161
2003 3,463 31,978 53,862 24.7 36,663 61,755
2004 517 32,074 59,103 243 35,799 65,968
2005 621 26,337 54,382 22.8 28,452 58,749
2006 806 28,117 57,576 225 29,463 60,332
2007 1,045 30,151 60,030 233 30,995 61,711
2008 1,270 33,911 63,165 25.6 33,682 62,737
2009 1,143 36,038 64,999 26.2 36,038 64,999

Total 16,013

Note: The relatively large number of retirements in 2002 and 2003 is due in part to an early retirement incentive program (ERIP) extended to state employees.

Table 6: Income Replacement Ratios (IRR)
Group 1 Retirees with 20 or More Years Creditable Service

Income intervals are based on the average annual compensation at retirement adjusted for inflation

to 2009 dollars. Income replacement ratio is defined as the ratio of pension benefits to average annual
compensation at retirement. Column [d] is an estimate of the ratio of post- to pre-retirement

income to leave the retiree equally well off in terms of standard of living from Aon Consulting.

Column [b] includes all superannuation retirees with retirement dates from Jan 1, 2000 through Oct 30, 2009.

Average Annual Salary Median: Median: Aon Consulting Income
(thousands) All Retirees 2000- 2009 Retirees Replacement Ratio
[a] [b] [c] [d]
Below 25 0.548 0.550 0.940
25035 0.609 0.529 0.900
35t045 0.645 0.578 0.890
45t0 55 0.660 0.588 0.830
55to 65 0.663 0.657 0.780
65to 75 0.680 0.693 0.770
75 to 85 0.714 0.705 0.720
85to 95 0.687 0.647 0.780
Above 95 0.684 0.654
All 0.669 0.638




Table 6 contains income replacement ratios for
SERS retirees in Group 1 with twenty or more
years of creditable service. Income replacement
ratios reported in the Aon Consulting Study
vary with the level of pre-retirement income.?
SERS retirees are grouped by pre-retirement
income. For retirees with retirement dates prior
to January 1, 2009, average annual income prior
to retirement is adjusted to 2009 dollars.

The median income replacement ratio is
.669 among SERS members with Group 1
classifications retiring from 2000 through 2009
with twenty or more years of creditable service.
That is, half of all Group 1 retirees between
2000 and 2009 with twenty or more years of
creditable service received an initial retirement
benefit that exceeded 66.9 percent of his or her
pre-retirement income. The median income
replacement ratio among 2009 retirees of .638
did not differ substantially from that of earlier
years. The income replacement ratio is higher
for high-income retirees than for retirees at lower
income levels. The median income replacement
ratio among SERS members in Group 1 who
retired in 2009 and had an average annual rate of
compensation between $25,000 and $35,000 was
.529. In contrast, the median income replacement
ratio among SERS members retiring in 2009
with an average annual rate of compensation in
excess of $95,000 was .654. The higher income
replacementratio for high-income state employees
is a result of two factors. First, higher-paid state
employees in Group 1 tend to retire at a later age.
The formula for the determination of retirement
benefits assigns a higher benefit rate to employees
who retire at a later age. Second, higher-paid
state employees tend to retire with more years of
creditable service. Retirement benefits increase
with the retiree’s years of creditable service.

The results in Table 6 provide insights into the
adequacy of public pension benefits for different
groups of retirees. A comparison of the actual
income replacement ratios appearing in Columns
[b] and [c] of Table 6 with the ratios necessary to
achieve the same standard of living in retirement
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achievedpriortoretirementin Column [d] provides
an indication of the adequacy of pension income
for the retiree. For retirees with average annual
compensation of $55,000 or more, the median
income replacement ratio is within .15 of the ratio
appearing in Column [d]. This indicates that
high-income retirees can enjoy the same standard
of living in retirement as enjoyed in state service
by supplementing their pension allowances with
a small amount of savings or other retirement
income. The gap between retiree’s actual income
replacement ratios and that necessary to maintain
the same standard of living in retirement is much
larger for retirees with lower income levels. These
results show that concern about the adequacy of
state retirement benefits should focus on retirees
who received lower levels of compensation while
in state service.

G. Comparing SERS Pension Benefits with
Social Security

Another metric to evaluate the adequacy of the
level of retirement benefits received by SERS
members is the level of benefits received by
individuals who are part of the federal Social
Security system. There are important differences
between the design and benefit structure of the
Massachusetts SERS and that of the federal
Social Security system. Nevertheless, the federal
Social Security system provides a reasonable
benchmark, given the near-universal participation
in Social Security among workers in the private
sector and widespread participation in the Social
Security system by public employees in other
states.

Comparisons of the retirement wealth of SERS
members and Social Security beneficiaries
provide a measure of the level of retirement
savings necessary for private sector workers
to enjoy a level of well-being in retirement
comparable to that of SERS members. Pension
plans differ in a number of dimensions in addition
to benefit levels, including plan characteristics
such as the minimum retirement age as well as
the treatment of benefits for tax purposes. A plan
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Table 7: Retirement Wealth: SERS Members and Social Security Beneficiaries
SERS Members with 20 or More Years of Creditable Service at Retirement

Benefit Amount for Groups 1 through 4 are the average initial level of benefits

for SERS members retiring in 2009

SERS Members

Group Benefit Level Benefit Amount

[a] [b] [c]

1 Average Benefit 43,874

2 Average Benefit 40,422

3 Average Benefit 78,289

4 Average Benefit 42,037

Social Security Recipients

Average Benefit 14,184

Maximum Benefit 21,228

Maximum Benefit 26,064

Maximum Benefit 36,648

Retirement
Age

[d]
62
60
53

54

62
62
65

70

Retirement Wealth: Present Value of Benefits
(Pre-Tax) At Retirement

Male Female
[e] [f]
547,540 609.353
535,840 593,472
1,169,061 1,268,562
640,397 698,539
212,106 240,973
317,441 360,644
349,773 400,519
400,098 464,808

Notes: Survival probabilities based on Social Security Administration life tables. State retiree COLA assumed to be 3 percent
of first $12,000 of allowance in all subsequent years. Social Security COLA assumed to be the inflation rate in the intermediate
case as appears in the 2009 OASDI Trustees Report. Post retirement earnings discounted at the market yield

of a 20 year United States Treasury bond of 4.58 percent as of April 7, 2010.

offering lower benefits but a lower minimum
retirement age may have greater value to the
retiree than a plan offering higher benefit but
with a higher retirement age. State employees
also have the option of participating in a tax-
advantaged retirement saving program similar
to a 401(k); however, state employees receive no
employer match. Employees in the private sector
participate in the federal Social Security system,
a system which is similar to a defined benefit
plan. Private sector workers may participate
in a tax-advantaged 401(k) plan; they may also
participate in an employer-provided defined
benefit retirement plan.?” Both public and private
sector workers can engage in other forms of
saving for retirement outside of employer-based
retirement plans through investments in mutual
funds, annuities or other types of assets.

The United States Social Security Administration
reports that the average initial benefit among those
individuals who started receiving Social Security
benefits in 2009 was $14,184 per year.?® Social
Security benefits are subject to an upper limit.
The maximum Social Security benefit assumes
that an individual began working in covered
employment since age 22 and had earnings
at or above the maximum earnings subject to
FICA taxes in every period since. As a practical

matter, few individuals are likely to have such an
employment and earnings profile.

Table 7 contains summary data on the average
allowances of SERS members retiring in 2009
and the average and maximum benefits available
under the federal Social Security system. The
initial retirement allowance for SERS members
substantially exceeds the benefits under the federal
Social Security retirement system. The average
retirement age of SERS members in Group 1 is
62, with an average initial benefit of $36,038. In
comparison, the maximum initial level of Social
Security benefits is $21,228 for an individual
who retires at age 62. The average initial benefit
awarded to retirees in Group 1 in 2009 exceeds by
70 percent the maximum Social Security benefit
of a 62-year-old retiree in the private sector and
the average initial Social Security benefit award
by 154 percent. Among SERS Group 1 retirees
with twenty or more years of service, the average
initial benefit of $43,874 exceeds the maximum
Social Security benefit for a 62 year old retiree
by 107 percent.

The level of initial benefits provides only a rough
basis for comparison between the benefits under
the Massachusetts SERS and the federal Social
Security system. The value of retirement income



received from a pension plan depends on a number
of factors beyond the initial benefit level. This
includes the age of retirement, the individual’s
life expectancy and the cost-of-living adjustments
awarded to retirees. To compare the level of
benefits, retirement wealth is first determined
for SERS retirees with twenty or more years of
service in each of the four group classifications.
Retirement wealth is the present value of
expected benefit payments for the remainder of
the retiree’s life. For SERS members, this study
assumes that the retiree has the average initial
benefit level for his or her group classification.
The study also assumes that in all future years,
the COLA adjustment for retired SERS members
is 3 percent and is applied to the first $12,000 of
the retiree’s allowance (an adjustment of $360
per year); the future COLA for Social Security
recipients is the rate of inflation (intermediate
case) used by the Social Security Administration
in its economic forecasts.

Actuarial studies conducted by other state pension
systems have shown that the life expectancy
of retired state employees is similar to that of
the general population. The California Public
Employees Retirement System (CalPERS) reports
that a male CalPERS member at age 55 has a life
expectancy of 81.4 years.” This compares to a
life expectancy of 79.4 for a 55-year-old male,
according to the life tables utilized by the Social
Security Administration. CalPERS reports
that public safety employees have the same life
expectancy as other employees. Subsequently,
the life tables and retirement wealth calculations
used by the Social Security Administration are
also used in this analysis for SERS members
in all four group classifications. Since the life
expectancy of public employees is slightly longer
than that of the average American, my use of the
life tables from the Social Security Administration
will result in a somewhat lower estimate of the
retirement wealth of SERS members relative to
the estimate for Social Security recipients.

Estimates of retirement wealth appear in columns
[e] and [f] of Table 7.3° Retirement wealth for
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SERS members is significantly higher than that
of participants in the federal Social Security
system. The estimate of retirement wealth
facilitates comparison between the values of
retirement benefits. The retirement wealth of the
average participant in the Social Security system
is approximately $212,000 for men and $240,000
for women. Even at the maximum benefit level
for retirees at 62 years of age, retirement wealth
from Social Security is $317,000 for men and
$361,000 for women. This compares to retirement
wealth in excess of $500,000 for the average
SERS member with over twenty years of service.
Retirement wealth of members of the state police
substantially exceeds the averages for other state
employees. The average retirement wealth of
a member of the state police is over $1 million.
The high level of retirement wealth is due to the
combination of a low average retirement age for
members of the state police and the high average
level of benefits to state police retirees.

The retirement wealth calculation allows for the
comparison of the total value of benefit packages
among retirees. Some workers in the private
sector also have access to a defined contribution
or a defined benefit pension plan. In terms of the
comparison of retirement wealth, one can think
of the difference between the retirement wealth of
a SERS member and a Social Security recipient
as the amount of the balance at retirement that
a participant in the Social Security system
would need to have in a 401(k) plan so that his
or her retirement wealth is equivalent to that
of a state employee who only draws retirement
benefits from the SERS. Consider the case of a
male retiring at age 62 with the average level of
retirement benefits. A participant in the Social
Security system with a 401(k) who has a $335,000
balance is in the same financial position as an
average SERS member in Group 1.%

H. Additional Considerations

There are a number of additional aspects of public
sector retirement plans that are important in
considering the adequacy of the benefits provided
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to retirees. Many aspects of plan design are not
well understood and merit additional study by the
Commonwealth.

One important aspect of plan design is the
flexibility provided to plan members in the
selection of their retirement date. A less
restrictive rule regarding the date of retirement
has value to the plan participant. The SERS
provides members with greater flexibility than
the federal Social Security system concerning
the choice of retirement date. Members of the
SERS become eligible for benefits at age 55, after
the completion of ten years of creditable service.
Individuals covered by the federal Social Security
system become eligible for benefits at age 62,
after participating in the system for ten years
(40 quarters).’! The value to the member of this
option to begin receiving benefits at an earlier age
than Social Security recipients is not part of the
retirement wealth calculations presented above.

A second important aspect of plan design is
the treatment of income from other sources.
The SERS and federal Social Security system
differ with respect to the treatment of income
from continued employment. Under the federal
Social Security system, individuals who elect to
retire before full retirement age are subject to
an earnings test on earnings outside of Social
Security. Earnings in excess of a certain amount
result in a reduction in Social Security benefits.
This is effectively an additional tax on outside
earnings. In contrast, SERS retirees are not
subject to an earnings test. SERS retirees receive
the full pension benefit award regardless of the
level of outside earnings after retirement. The fact
that outside income does not trigger a reduction
in the retirement allowance of a SERS member
is another advantage enjoyed by Massachusetts
state retirees that is not available to pensioners in
the private sector.

Third, the interaction between the federal Social
Security system and the Massachusetts SERS
is not well understood. The benefit amounts
examined herein are payments received by the

retiree only from the Massachusetts SERS. An
assessment of the level of retirement benefits
should also include an accounting of retirement
income from other sources. State employees may
be eligible for retirement benefits from Social
Security earnings outside of state employment.
Such benefits are subject to Social Security’s
Windfall Elimination Provision (WEP). Such
an instance may arise if an individual began his
or her career in a position that was covered by
Social Security and later took a position with
the Commonwealth. An individual may have
accumulated enough time in the private sector
to become eligible for Social Security benefits
while meeting the creditable service and age
requirements to become eligible for pension
benefits from the SERS. In such an instance,
the individual will receive a full pension from
the SERS along with a reduced Social Security
benefit.”> However, for individuals who became
eligible for Social Security in 2009 or earlier, the
maximum possible reduction in Social Security
benefits resulting from the WEP is $372 per
month.*

A fourth aspect of retirement plan design that
differs between the SERS and the federal Social
Security system concerns the treatment of
spousal benefits. Retirees in the SERS are in a
more favorable position than Social Security
participants since survivors receive benefits on
behalf of a deceased spouse. Retirees receiving
benefits from the SERS may also receive benefits
resulting from the employment of a spouse in
a position that was covered by Social Security.
In such a case, the survivor’s benefit would be
subject to the Government Pension Offset (GPO).
The GPO reduces the amount that Social Security
survivors receive to one-third of the basic
employee retirement plan.** This is not as large
as the offset if both the deceased and surviving
spouse were employed in the private sector. The
Social Security system has a dollar-for-dollar
offset of retirement benefits from a deceased
spouse. That is, a surviving spouse is eligible
for his or her own Social Security benefits or



survivor’s benefits, whichever is greater, but not
both.®

The United States General Accounting Office
has examined the interaction between Social
Security and public employee retirement plans.*®
It cites an estimate by the Social Security
Administration that 95 percent of state and local
workers not covered by Social Security receive
some form of benefits from Social Security. The
interaction between Social Security and the
Massachusetts retirement plans is complex, and
the interaction between the two systems is not
modeled in this paper. Additional work in this
area would be useful to policymakers assessing
potential changes to Massachusetts public
employee pension systems.

I11. Conclusions

* How do average benefits vary among
different retiree groups?

There are large variations in benefit levels
between retiree groups. The average annual
benefit for a retired SERS member in Group 1
was $26,516 in 2009. Benefit levels for retired
members in Groups 3 and 4 are higher. The
average pension benefit among retired members
of the state police was $58,654; the average
pension benefit for corrections officers was
$34,825.

» How do average benefits vary based on time
of retirement and how does that variation
affect the real level of benefits?

The typical retirement allowance received by
new retirees exceeds the typical allowance
received by earlier cohorts of retirees. The
average annual benefit among SERS members
retiring in 2009 was $37,671. The higher
average benefit of more recent cohorts is due in
part to the $12,000 limitation on the amount of
the allowance that is subject to a COLA. In real
terms, the average initial pension benefit has
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been stable over time.

* What is the average pension for those workers
who have spent a majority of their working
lives (defined as twenty or more years) with
the state? What is the average pension for
those workers in this category who retired in
2009?

The retirement benefit formula is based on age at
retirement and years of creditable service. Average
pension benefits are considerably higher among
workers who have spent a majority of their working
lives — 20 years or more — in state employment.
Among all retirees in Group 1, the majority of
retired state workers, the average annual benefit in
2009 is $31,862. The average annual pension was
$43,874 for individuals in Group 1 who retired in
2009.

* What is a typical income replacement ratio for
state retirees?

Among retirees with twenty or more years
of creditable service, over half have income
replacement ratios of 60 percent of pre-retirement
income and most have income replacement ratios
over 50 percent of pre-retirement income.

* How does the benefit level of state retirees
compare to the level of benefits received by
participants in the federal Social Security
system?

Benefit levels provided most state retirees exceed
the maximum benefit levels of the federal Social
Security system. The retirement wealth of the
typical SERS member is more than twice as large
as the retirement wealth from Social Security
for the average Social Security beneficiary at the
date of retirement. The retirement wealth of the
average SERS member retiring in 2009 was over
$500,000. The retirement wealth of the average
SERS member in Group 3 (state police) retiring in
2009 was over $1 million.
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Endnotes

1. Special Commission to Study the Massachusetts
Contributory Retirement Systems, Final Report,
October 7, 2009.

2. An Act Providing for the Modernization
and Sustainability of the Pension System, The
Commonwealth of Massachusetts, January 26,
2010.

3. State authorities with separate retirement
systems include the Massachusetts Housing
Finance Agency, the Massachusetts Water
Resources Authority, the Massachusetts Port
Authority, and the Massachusetts Turnpike
Authority.

4. The members of the State Retirement Board
are: (i) the State Treasurer; (ii) an individual
appointed by the State Treasurer; (iii) two active
or retired members of the SERS who are elected
by the active and retired SERS members; and
(iv) a fifth individual selected by the other four
members.

5. For public sector employees, participation in the
Social Security system is an employer’s option.
However, once a public employee retirement plan
becomes a combined plan, it cannot switch to a
basic plan. Massachusetts is one of seven states
in which state employees do not participate in the
federal Social Security system. The other forty-
three states operate combined plans. Combined
plans also account for the majority of teachers
and local employee retirement plans in other
states. Wisconsin Legislative Council, 2006
Comparative Study of Major Public Employee
Retirement Systems, December 2007, at 21-25.

6. There is an exception for certain employees of
state colleges and universities. These employees
have the option of joining the SERS or a separate
defined contribution retirement plan.

7.32 M.G.L. §1 defines regular compensation.
8. 32 M.G.L. §22(1)(b).

9. Groups classifications are defined at 32 M.G.L.
§32)(9).

10. 32 M.G.L. §52)(a).

11. The age factors used in the formula for
retirement allowances are specified at 32 M.G.L.

§52)(@).

12. The use of group classification at retirement
is a source of considerable controversy. Many
positions outside the general definitions listed
above have been added to Groups 2 and 4 through
legislation. It has been suggested that a formula
that considers the group classification of an
employee during all or part of his or her period of
service with the state may be more appropriate.
See, for instance, Report of the Blue Ribbon Panel
on Massachusetts Public Employees Pension
Classification System, Report, Alicia H. Munnell,
panel chair, undated; Ken Ardon, Public Pensions:
Unfair to State Employees, Unfair to Taxpayers,
Pioneer Institute for Public Policy Research, No.
30, May 2006; Worcester Regional Research
Bureau, Massachusetts Pension Reform: What
was accomplished? What remains to be done?
Report 09-03, July 9, 2009.

13. 32 M.G.L. §5Q2)(©).

14. The original, unedited dataset is available
from the Pioneer Institute for Public Policy
Research at [hyperlink to be added].

15. Retirees with disability pensions are not
included in the dataset.

16. The dataset ends on October 30, 20009.
Therefore, the data for 2009 retirees concerns
approximately 5/6th of all SERS members retiring
in 2009.

17. The most recent available actuarial valuation
report states that the average annual benefit for
SERS members with superannuation retirements
is $25,436. Commonwealth of Massachusetts,
Public Employees Retirement Administration
Commission, Actuarial Valuation Report,
January 1, 2009 at 16.



18. M.G.L. 32 §5 governs the computation of
creditable service. In some instances, individuals
may be able to have time credited towards state
retirement from service rendered to public entities
other than the Commonwealth of Massachusetts,
from military service, or from time spent as a
contract employee to the Commonwealth.

19. The appendix contains detailed statistics for
retirees in each of the four group classifications.

20. See, for instance, Public Employee Retirement
Administration Commission, Commonwealth
Actuarial Valuation Report, January 1, 2008 at
16-17.

21. The COLA adjustment for retirement pensions
provides for an increase of up to 3 percent per
year on the first $12,000 of retirement benefits.
This formula for the COLA has been utilized
since 1998.

22. For details concerning the ERIP, see
Public Employee Retirement Administration
Commission, Analysis of Early Retirement
Incentive Program for the State Retirement
System, November 2002, and Public Employee
Retirement Administration Commission,
Analysis of Early Retirement Incentive Program
for the State Retirement System, March 2004.

23. United States Bureau of Labor Statistics,
Consumer Price Index for All Urban Consumers
(CPI-U) for the Boston-Brockton-Nashua, MA-
NH-ME-CT metropolitan area.

24. The estimates of the income replacement ratio
in the Aon Consulting Study are for workers in
the private sector. There are differences between
SERS members and private sector employees
that can affect the income replacement ratio. For
instance, employee contributions to the SERS
are somewhat higher for state employees than
for private sector workers under Social Security.
The higher benefit levels of state employees
in retirement means that state employees have
less need than private sector workers to save for
retirement to achieve the same standard of living
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in retirement. The income replacement ratios
appearing in the Aon Consulting Study should be
considered a reasonable baseline but not an exact
measure of the income in retirement necessary
for state employees to achieve the same standard
of living in retirement as prior to retirement.

25. Aon Consulting, 2008 Replacement Ratio
Study.

26. Income replacement ratios vary with income
levels in part because tax rates vary with
income.

27. The United States Bureau of Labor Statistics
reports that in 2006 among workers in the private
sector, 43 percent participated in a defined
contribution retirement plan and 20 percent
participated in a defined contribution retirement
plan. See http://data.bls.gov/cgi-bin/surveymost
(last visited August 9, 2009)..

28. United States Social Security Administration
website, Workers with Maximum-Taxable
Earnings, Facts and Figures About Social
Security, 2009 at page 15. The average new award
for retired workers is $1,182 per month ($14,184
=$1,182 x 12).

29. David Lamoureaux, A Look into the Future
— How will the Retirement of the Baby Boom
Generation Affect Your Pension Plan?, California
Public Employees Retirement System, 2006.

30. The value of retirement wealth of federal
Social Security recipients does not include the
value of employer provided retirement plans or
individual savings for retirement purposes. The
comparison is intended to facilitate a rough
comparison of the value of retirement benefits
of the SERS and the federal Social Security
system. As discussed below, the difference in
the value of the retirement benefits under these
two plans provides a rough estimate of the value
of retirement plan benefits or private savings that
a worker subject to the federal Social Security
system would need to accumulate to be as well
off as a typical SERS member at retirement.
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31. See Table 7. $335,434 = $547,540 - $212,106.

32. United States Social Security Administration,
Windfall Elimination Provision, SSA Publication
No. 05-10045, January 2009.

33. The schedule of WEP reductions as a function
of year of retirement and years covered by Social
Security appears at http:/www.ssa.gov/retire2/
wep-chart.htm.

34. United States Social Security Administration,
Government Pension Offsets, SSA Publication
No. 05-10084, March 2009.

35. United States Social Security Administration,
Survivors Benefits, SSA Publication No. 05-
10007, May 2008.

36. United States General Accounting Office,
Social Security: Issues Relating to Noncoverage
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Appendix

Table 1A: Annual Pension Benefits, All SERS Retirees

Panel A: All Retirees

Annual pension allowances for SERS retirees in 2009.

Annual Pension Benefits Creditable Service (Years) Age at Retirement
Group Code Number Mean First Quartile Median Third Quartile Mean Median Mean Median

[a] [b] [c] [d] [e] [f] (gl [h] [i] 1

1 33,623 25,097 13,392 20,454 32,865 23.2 22.0 60.5 61.0

2 4,248 26,101 15,788 22,422 33,401 23.1 223 59.7 60.0

3 930 58,654 43,873 55,633 71,246 27.3 26.3 52.5 52.0

4 2,361 34,825 27,120 32,271 40,355 25.5 24.7 52.7 55.0

Total 41,162 26,516 14,091 22,050 34,789 23.4 22.4 59.8 60.0

Table 1B: Annual Pension Benefits, SERS Members Retiring in 2009

Panel B: 2009 Retirees

2009 retirees are defined as retired SERS members with retirement dates between January 1, 2009 and October 30, 2009.

Annual Pension Benefits Creditable Service (Years) Age at Retirement
Group Code Number Mean First Quartile Median Third Quartile Mean Median Mean Median

[a] [b] [c] [d] e] (f] e [h] (] bl

1 1,143 36,038 17,176 31,702 49,960 26.2 26.0 62.1 62.0

2 231 35,097 19,418 31,531 48,509 26.6 27.8 59.9 60.0

3 48 78,289 67,194 74,879 89,446 29.6 28.1 53.7 53.0

4 198 40,249 31,484 34,756 47,751 24.8 23.6 52.2 54.0

Total 1,620 37,671 19,668 33,296 51,391 26.2 26.1 60.3 61.0
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Table 2: Retiree Annual Pension by Years Creditable Service

Panel A: All Retired SERS Members in Group 1 (General Employees)

Annual Pension Benefits Creditable Service (Years) Age at Retirement
Creditable Service (years) Number Mean First Quartile Median  Third Quartile Mean Median Mean Median
[a] [b] [c] [d] [e] [f] [e] [h] [i] (1

01 to 04 90 2,703 1,329 1,726 2,511 3.7 3.9 593 59.0
05 to 09 537 6,874 2,934 4,098 6,020 7.8 8.0 61.2 62.0
10to 14 6,551 11,905 7,461 10,305 14,501 12.2 12.1 61.7 62.0
15to0 19 5,711 17,733 11,938 15,731 20,668 17.4 17.4 61.6 62.0
20 to 24 7,407 22,294 15,229 19,948 26,601 22.1 21.9 57.7 59.0
25t029 4,655 30,156 19,772 26,906 36,778 273 27.2 59.9 61.0
30to 34 4,533 39,135 26,448 36,342 48,809 324 32.4 60.7 61.0
35t039 3,110 43,136 30,373 40,991 52,866 37.1 37.0 61.7 62.0
40 plus 1,029 42,335 28,855 38,214 51,910 429 41.8 65.1 64.0
Total 33,623 25,097 13,392 20,454 32,865 232 22.0 60.5 61.0

Note: Group 1 retirees with
20 or more years 20,734 31,862 19,414 27,803 40,830 28.8 279 59.8 61.0
of creditable service

Panel B: All Retired SERS Members in Group 2 (Certain Hazardous Duty Positions)

Annual Pension Benefits Creditable Service (Years) Age at Retirement
Creditable Service (years) Number Mean First Quartile Median  Third Quartile Mean Median Mean Median
[a] [b] [c] [d] [e] (f] [g] [h] [i] [1

05 to 09 18 12,958 5,009 12,648 18,830 8.2 8.4 58.8 60.0
10 to 14 806 14,037 9,140 12,712 17,706 12.2 12.1 60.4 61.0
15t0 19 815 19,517 13,733 17,110 23,691 17.4 17.4 59.8 60.0
20 to 24 915 23,360 16,829 20,532 28,522 222 222 59.8 60.0
25t029 630 31,543 21,393 28,919 39,053 27.5 27.5 59.5 59.0
30 to 34 684 38,822 26,321 37,354 46,998 324 324 59.1 59.0
35t0 39 344 41,028 26,991 38,769 50,879 36.8 36.5 59.2 58.0
40 plus 36 41,869 29,964 38,778 53,412 42.6 41.5 65.3 64.5
Total 4,248 26,101 15,788 22,422 33,401 23.1 223 59.7 60.0

Note: Group 2 retirees with
20 or more years 2,609 31,975 20,570 28,443 40,423 28.4 28.1 59.5 59.0
of creditable service

Panel C: All Retired SERS Members in Group 3 (State Police)

Annual Pension Benefits Creditable Service (Years) Age at Retirement
Creditable Service (years) Number Mean First Quartile Median  Third Quartile Mean Median Mean Median
[a] [b] [c] [d] [e] [f] le] (h] [i] b1

01 to 04 1 54,979 54,979 54,979 54,979 1.7 1.7 45.0 45.0
05 to 09 2 38,142 34,504 38,142 41,780 9.5 9.5 56.0 56.0
10to 14 1 51,442 51,442 51,442 51,442 12.6 12.6 56.0 56.0
15t0 19 9 36,570 31,618 32,370 40,450 18.4 19.4 55.0 55.0
20 to 24 296 48,272 37,981 47,798 57,356 22.0 21.9 479 47.0
251029 368 60,961 46,001 57,775 73,286 26.9 26.7 51.8 51.0
30 to 34 153 67,661 52,802 66,915 81,526 324 323 57.0 57.0
35t039 80 70,582 57,158 71,902 82,166 37.1 36.7 61.1 61.0
40 plus 20 65,789 48,182 67,246 76,544 41.6 40.8 65.2 65.0
Total 930 58,654 43,873 55,633 71,246 273 26.3 52.5 52.0

Note: Group 3 retirees with
20 or more years 917 58,928 44,140 55,859 71,391 27.4 26.3 52.5 52.0
of creditable service




Panel D: All Retired SERS Members in Group 4 (Corrections Officers)

Pioneer Institute for Public Policy Research

Table 2 (cont)

Annual Pension Benefits

Creditable Service (Years)

Age at Retirement

Creditable Service (years) Number Mean First Quartile ~ Median  Third Quartile Mean Median Mean Median
[a] [b] [c] [d] [e] 1] [g] [h] [i] [1
01 to 04 1 25,378 25,378 25,378 25,378 1.9 1.7 45.0 45.0
05 to 09 2 38,142 34,504 38,142 41,780 9.5 9.5 56.0 56.0
10to 14 1 51,442 51,442 51,442 51,442 12.6 12.6 56.0 56.0
15t0 19 9 36,570 31,618 32,370 40,450 18.4 19.4 55.0 55.0
20 to 24 296 48,272 37,981 47,798 57,356 22.0 21.9 47.9 47.0
251029 368 60,961 46,001 57,775 73,286 26.9 26.7 51.8 51.0
30 to 34 153 67,661 52,802 66,915 81,526 32.4 323 57.0 57.0
35t039 80 70,582 57,158 71,902 82,166 37.1 36.7 61.1 61.0
40 plus 20 65,789 48,182 67,246 76,544 41.6 40.8 65.2 65.0
Total 930 58,654 43,873 55,633 71,246 27.3 26.3 52.5 52.0
Note: Group 4 retirees with
20 or more years 2,185 35,880 28,264 32,956 41,381 26.3 25.6 52.3 54.0

of creditable service

Table 3: Retiree Annual Pension by Years Creditable Service

Panel A: SERS Members in Group 1 (General Employees) Retiring in 2009

Annual Pension Benefits

Creditable Service (Years)

Age at Retirement

Creditable Service (years) Number Mean First Quartile =~ Median  Third Quartile Mean Median Mean Median
[a] [b] [e] [d] [e] [f] [e] [h] [i] ]
10to 14 200 13,474 8,934 11,381 14,398 11.9 11.7 62.2 62.0
15t0 19 132 22,333 14,094 18,169 23,432 17.4 17.3 62.1 63.0
20to 24 202 26,709 19,083 24,880 32,551 223 22.3 60.4 62.0
25to0 29 153 36,238 23,369 34,904 44,965 27.3 27.4 61.0 62.0
30to 34 162 49,339 38,289 47,484 59,407 324 324 63.3 63.0
35t039 216 57,133 41,061 55,081 64,751 37.4 37.2 62.3 62.0
40 plus 77 55,385 41,394 55,040 67,292 42.7 41.4 65.3 64.0
Total 1,143 36,038 17,176 31,702 49,960 26.2 26.0 62.1 62.0
Note: Group a retirees with
20 or more years 810 43,874 27,070 41,048 56,572 31.2 315 62.1 62.0

of creditable service

Panel B: SERS Members in Group 2 (Certain Hazardous Duty Positions) Retiring in 2009

Annual Pension Benefits

Creditable Service (Years)

Age at Retirement

Creditable Service (years) Number Mean First Quartile ~ Median  Third Quartile Mean Median Mean Median
[a] [b] [e] [d] [e] [f] [g] [h] [i] ]
10to 14 27 13,618 8,345 11,728 17,494 12.0 12.3 60.6 61.0
15t0 19 27 21,669 16,106 21,006 24,935 17.2 17.1 58.9 58.0
20 to 24 42 25,857 18,006 21,910 32,142 22.5 229 60.8 61.0
25t029 40 33,259 23,449 31,233 40,668 27.8 27.8 59.2 60.0
30to 34 56 46,324 37,149 45,611 55,171 325 32.7 59.5 59.0
35t0 39 35 55,020 44,384 53,632 67,175 36.8 36.7 59.9 59.0
40 plus 4 54,626 48,612 49,578 60,640 44.4 45.1 68.5 70.0
Total 231 35,097 19,418 31,531 48,509 26.6 27.8 59.9 60.0
Note: Group 2 retirees with
20 or more years 177 40,422 25,721 39,176 52,520 30.2 30.7 60.0 60.0

of creditable service
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Table 3 (cont)

Panel C: SERS Members in Group 3 (State Police) Retiring in 2009

Annual Pension Benefits

Creditable Service (Years)

Age at Retirement

Creditable Service (years) Number Mean First Quartile Median  Third Quartile Mean Median Mean Median
[a] [b] [c] [d] [e] [f] [e] [h] [i] [
10to 14 - - - - - - - - -
15t0 19 - - - - - - - - -
20to 24 1 66,854 66,854 66,854 66,854 232 232 47.0 47.0
251029 32 79,081 66,077 75,614 90,856 272 26.9 51.3 52.0
30to 34 8 79,099 72,340 75,219 86,399 32.3 32.0 57.3 56.5
35t039 4 75,396 67,714 70,223 83,078 36.8 37.1 59.0 59.5
40 plus 3 75,358 67,231 77,394 81,449 41.1 41.3 64.7 65.0
Total 48 78,289 67,194 74,879 89,446 29.6 28.1 53.7 53.0
Note: Group 3 retirees with
20 or more years 48 78,289 67,194 74,879 89,446 29.6 28.1 53.7 53.0

of creditable service

Panel D: SERS Members in Group 4 (Corrections Officers) Retiring in 2009

Annual Pension Benefits

Creditable Service (Years)

Age at Retirement

Creditable Service (years) Number Mean First Quartile Median  Third Quartile Mean Median Mean Median
[a] [b] [e] [d] [e] [f] [g] [h] [i] il
10to 14 7 19,685 15,674 17,703 22,353 12.8 13.4 59.0 56.0
15t0 19 12 25,575 21,070 24,747 30,673 17.4 17.6 59.0 59.0
20 to 24 100 32,703 30,607 32,277 34,205 21.5 20.6 48.1 46.0
251029 23 46,107 39,298 44,148 52,019 27.8 27.3 53.2 54.0
30to 34 51 55,802 45,667 52,420 62,674 32.1 32.0 56.3 55.0
351039 5 69,593 50,877 54,946 88,658 379 38.0 62.2 63.0
Total 198 40,249 31,484 34,756 47,751 24.8 23.6 52.2 54.0
Note: Group 4 retirees with
20 or more years 179 42,037 32,058 36,076 49,859 25.7 24.0 51.5 53.0

of creditable service
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Table 4: Pension Benefit By Year of Retirement-Adjusted for COLA

Panel A: Group 1 Retirees (General Employees)

Annual Pension Benefits Average Annual Compensation Consumer Price Index Annual Pension Benefit
(Nominal Dollars) (Nominal Dollars) Years Creditable Service Boston Area (2009 Dollars)

Retirement Year Number Mean First Quartile Median  Third Quartile Average Median Average Median (2009=100) Mean Median

[a] [b] [e] [d] le] [fl [e] [h] [i] il [k] U [m]
2000 1,139 25,004 13,495 20,342 32,943 45,960 41,404 23.0 21.5 1.27 31,837 25,901
2001 1,192 25,672 13,811 20.877 33,864 47,008 41,966 238 225 1.22 31,332 25,479
2002 4,817 31,480 19,823 27,718 39,691 49,740 45,247 25.1 250 119 37,443 32,968
2003 3,463 31,978 19,767 28,935 41,649 53,862 51,088 24.7 24.7 1.15 36,663 33,175
2004 517 32,074 12,366 24,144 48,030 59,103 55,295 24.3 21.2 1.12 35,799 26,948
2005 621 26,337 11,649 19,554 36,622 54,382 51,787 22.8 20.6 1.08 28,452 21,124
2006 806 28,117 12,420 19,464 35,645 57,576 50,482 22.5 21.0 1.05 29,463 20,396
2007 1,045 30,151 13,399 22,593 42,628 60,030 55,115 233 21.8 1.03 30,995 23,226
2008 1,270 33911 16,028 28,884 47,991 63,165 57,980 256 24.7 0.99 33,682 28,688
2009 1,143 36,038 17,176 31,702 49,960 64,999 59,664 262 26.0 1.00 36,038 31,702

Total 16,013

Sources:

[il: United States Department of Labor, Bureau of Labor Statistics, Consumer Price Index for the Boston Metropolitan Area
Notes:

[il: [] x [,2009] /i]

[K: [e] x [i.2009] / [i]

Panel B: Group 2 Retirees (Certain Hazardous Duty Positions)

Annual Pension Benefits Average Annual Compensation Consumer Price Index Annual Pension Benefit
(Nominal Dollars) (Nominal Dollars) Years Creditable Service Boston Area (2009 Dollars)
Retirement Year Number Mean First Quartile Median  Third Quartile Average Median Average Median (2009=100) Mean Median
[a] [b] [c] [d] [e] [fl [e] [h] [i] il [K] [ [m]
2000 240 22,437 13,416 18,692 28,358 39,824 33,795 21.7 20.2 1.27 28,570 23,800
2001 187 24,557 14,032 21,989 33,231 41,900 37,956 22.8 22.1 1.22 29,970 26,837
2002 402 30,967 17,821 31,225 42,551 47,484 52,168 24.6 25.1 1.19 36,832 37,140
2003 228 23,923 14,546 19,355 28,758 45,424 38,842 21.6 20.1 1.15 27,429 22,191
2004 210 27,129 14,909 23211 34,719 48,652 41,455 229 21.7 1.12 30,281 25,907
2005 206 29,213 17,643 26,227 38,277 51,482 49,115 24.0 23.6 1.08 31,559 28,334
2006 222 27976 17,092 23,919 35,874 49,591 44,116 24.0 225 1.05 29,315 25,064
2007 252 29,560 15,686 24,934 41,185 50,705 46,370 24.6 24.0 1.03 30,388 25,633
2008 277 30,666 17,033 26,735 43,214 54,167 49,712 25.1 24.3 0.99 30,458 26,554
2009 231 35,097 19,418 31,531 48,509 58,772 56,992 26.6 27.8 1.00 35,097 31,531
Total 2,455
Sources:

[i]: United States Department of Labor, Bureau of Labor Statistics, Consumer Price Index for the Boston Metropolitan Area
Notes:

[i): [€] x [i,2009] / [i]

[KJ: [e] x [,2009] /[i]

Panel C: Group 3 Retirees (State Police)

Annual Pension Benefits Average Annual Compensation Consumer Price Index Annual Pension Benefit
(Nominal Dollars) (Nominal Dollars) Years Creditable Service Boston Area (2009 Dollars)

Retirement Year Number Mean First Quartile Median  Third Quartile Average Median Average Median (2009=100) Mean Median

[a] [b] [] [d] [e] [fl [e] [h] [i] il [k] U [m]
2000 34 55,261 43,745 53,730 64,311 71,652 66,845 279 275 1.27 70,363 68,414
2001 22 54,366 39,332 43,637 67,691 74,410 62,788 28.7 289 1.22 66,352 53,257
2002 48 62,978 51,474 56,634 76,444 82,928 74,045 289 282 119 74,907 67,361
2003 56 69,833 52,693 67,539 82,994 94,062 96,766 31.4 32.0 1.15 80,065 77,436
2004 43 66,719 51,468 60,707 78,036 91,179 82,065 28.7 27.5 1.12 74,468 67,758
2005 53 62,060 49,814 56,653 72,825 87,126 83,729 29.9 28.0 1.08 67,043 61,202
2006 26 73,308 55,051 65,964 84,083 102,075 96,298 28.4 27.6 1.05 76,817 69,121
2007 54 73,964 60,309 68,713 88,998 103,680 98,865 292 27.0 1.03 76,036 70,637
2008 82 74,213 61,152 73,491 86,225 105,154 104,007 313 30.4 0.99 73,711 72,994
2009 48 78,289 67,194 74,879 89,446 109,213 108,087 29.6 28.1 1.00 78,289 74,879

Total 466

Sources:

[il: United States Department of Labor, Bureau of Labor Statistics, Consumer Price Index for the Boston Metropolitan Area
Notes

[il: [] x [,2009] /i]

[K: [e] x [i.2009] / [i]
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Panel D: Group 4 Retirees (Corrections Officers)

Table 4 (cont)

Annual Pension Benefits

Average Annual Compensation

Consumer Price Index

Annual Pension Benefit

(Nominal Dollars) (Nominal Dollars) Years Creditable Service Boston Area (2009 Dollars)
Retirement Year Number Mean First Quartile Median  Third Quartile Average Median Average Median (2009=100) Mean Median
[a] [b] [e] [d] e] [f [e] [h] [i] il ] (1 [m]

2000 79 32,041 26,079 30,033 37,933 50,141 47,724 255 23.7 1.27 40,797 38,242
2001 75 33,853 26,953 32,105 38,682 52,068 50,404 26.1 26.0 1.22 41,316 39,183
2002 138 36,833 28,662 34,953 42,464 56,304 54,927 26.3 25.6 1.19 43,810 41,573
2003 218 37,198 29,462 34,401 44,107 58,944 56,926 24.8 24.2 1.15 42,649 39,442
2004 168 38,864 30,581 36,574 45919 61,475 59,288 25.3 24.7 112 43,378 40,822
2005 203 37,076 29,960 33,837 43,735 61,630 58,658 25.0 23.8 1.08 40,054 36,554
2006 191 36,467 29,328 33,003 41,739 62,000 59,146 24.7 23.6 1.05 38213 34,582
2007 183 36,343 30,098 33,458 40,221 65,332 62,605 235 22.0 1.03 37,361 34,395
2008 216 38,770 30,759 35,063 47,066 67,572 64,144 24.6 23.3 0.99 38,508 34,826
2009 198 40,249 31,484 34,756 47,751 68,922 65,077 24.8 23.6 1.00 40,249 34,756
Total 1,669

Sources:

[i]: United States Department of Labor, Bureau of Labor Statistics, Consumer Price Index for the Boston Metropolitan Area

Notes:
[j): [e] x [1,2009] /[i]
[kJ: [e] x [1,2009] /[i]
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