










































































































































































Change is also needed to reaffirm the state’s respon-
sibility for the Boston teacher unfunded liability.
Currently, both the state and the SBRS assume Boston
teacher costs in their actuarial valuations, causing the
danger for confusion over ownership of the liability.
While the state has assumed the financial obligation
for all teacher pensions, it currently does not have the
authority to manage the Boston teacher liability. The
state did not want to continue ownership of the liabil-
ity unless it could control how the assets influencing
that liability were invested. The assets for other state
pension costs, including all teachers, except Boston
teachers, are invested in the PRIT Fund, which has
historically outperformed the SBRS.

Proposed Legislation. A taskforce of representatives
from the state Executive Office of Administration and
Finance, the state Comptroller, the City of Boston, the
SBRS, and PERAC have signed a Memorandum of
Understanding to end the reimbursement and allow
the state to fund Boston teacher benefits as it does its
other pension liabilities. Legislation was recently intro-
duced by the Governor that would allow this agree-
ment to be enforced.

The legislation would divide the SBRS into two fund-
ing schedules: one for Boston teachers and one for all
other SBRS members. Based on a methodology devel-
oped by the taskforce, 27% of the SBRS’s total assets
would be transferred to the Boston teacher schedule.
The state would then fund this schedule directly
through appropriations to the SBRS and would have
authority to invest Boston teacher assets in the PRIT
Fund. The City and all other member units would then
fund the “all other employees” funding schedule, and
the SBRS would retain investment authority over these
assets. To see the funding schedules calculated by the
SBRS actuary as of January 1, 2008, see Appendix F.

While teacher benefits would be unaffected by these
changes, the shift of authority has financial and actu-
arial implications for the City and the state. To make
the changes, the state will need to make a “double
payment” in the year the transfer occurs. First, the
state will need to pay the last reimbursement payment
for prior year teacher pension costs to the City. Then,
the state must make its first payment to the new
Boston teacher funding schedule. The City has agreed
that, rather than applying the last reimbursement to
the General Fund as it normally does, it will apply it

as a one-time transfer payment to the SBRS all other
employees funding schedule. At the time of the 2008
valuation, it was projected that this extra appropriation
would reduce the amortization payments for the City
by $14.1 million a year.

For the City of Boston, the teacher transfer will be
essentially budget-neutral. When the transfer is
executed, the City will see its pension appropriation
decrease significantly, as teachers make up a substan-
tial portion of SBRS costs. However, when the state’s
teacher pension reimbursement ends, there will be
little change in the City’s net pension cost.

Impact of 2008 on Boston

The SBRS could experience an increase of between 30%
and 40% in its pension appropriation in fiscal 2012

as a consequence of its investment losses in 2008. An
increase of 30% would require an increase in the total
SBRS appropriation of approximately $80 million from
fiscal 2011 to fiscal 2012, which would translate into
an annual increase for the City of Boston of approxi-
mately $70 million based on its proportion of the total
appropriation. In 2008 the SBRS experienced its worst
return on record when its investments lost 24.2% of its
market value. Compared to other systems in Massa-
chusetts, where losses ranged from 19.32% to 33.05%,
the SBRS had one of the stronger returns in 2008.
However, a loss of this size is unprecedented, and the
SBRS’s unfunded liability and recommended appro-
priations are expected to increase significantly in its
next actuarial valuation in 2010 that would impact the
fiscal 2012 budget.

In 2009 the SBRS conducted a funding progress update
to document the impact of the 2008 market on the
system’s unfunded liability. These updates, which

are performed on non-valuation years, are conducted
by an actuary but are unaudited and do not change
appropriation requirements as full actuarial valua-
tions do. The update showed that the SBRS’s unfunded
liability had increased by $672.1 million or 31.4% from
January 2008 to January 2009, for a final unfunded
liability of $2.8 billion. As a result, the funded ratio
dropped from 67.6% to 59.3%. This funding update did
not recognize the 19.9% return earned in 2009 by the
SBRS, which will be included in the upcoming 2010
actuarial valuation.
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The next full actuarial valuation is currently underway
using values as of January 1, 2010 and will impact the
City’s fiscal 2012 pension appropriation This valua-
tion will recognize the pension fund’s 19.9% return in
2009, which will help offset some pension losses. It is
expected that the recommended appropriation for the
SBRS would increase between 30% and 40% from fiscal
2011 to fiscal 2012 if there is no change to reaching full
funding in 2023.

This increase can be mitigated by extending the fund-
ing schedule, and the SBRS has the flexibility to lessen
the increase to an appropriate amount within the
current statute. Local systems must be fully funded
by June 30, 2030, seven years later than the SBRS’s
current funding deadline. A municipal relief proposal
has been introduced that includes language to extend
the funding schedule to 2040 for local systems. While
this proposal will be helpful to some systems that need
this extension to avoid unmanageable appropriation
increases, the SBRS will have the flexibility within the
current statutory deadline to manage the increase.

As the largest membership unit within the SBRS, the
City will see its pension appropriation increase propor-
tionally to the overall SBRS appropriation. The upcom-
ing valuation will also reinforce the changes made in
the 2008 valuation to reflect pending legislation that
would allow the state to fund Boston teacher benefits
directly. Since the legislation has not yet passed, the
valuation will reflect timing changes regarding the
crossover payment and future savings.

FIGURE 5.2
State-Boston Retirement System
Unfunded Liability (in Billions) vs Funded Ratio
2005-2009

— O~

——

*Data as of 1/1/2009 are based on an unaudited funding update that
does not impact appropriation levels. These figures do not recognize
a 19.9% return earned in 2009 by the SBRS, which will help mitigate
some of the losses calculated as of 1/1/09 and will be reflected in the
2010 actuarial valuation currently in progress. This graph includes
the 2009 data to demonstrate the expected trend but not the final
results of the 2010 actuarial valuation.
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Current Pension Reform Proposals

More comprehensive pension reform was recently
introduced by Governor Patrick in January 2010 to
control costs and update aspects of the plan for an
aging workforce and to make the plan more difficult
to abuse. The Governor’s legislation was heavily based
the October 2009 report by the Special Commission

to Study the Massachusetts Contributory Retirement
Systems, also known as the Pension Reform Commis-
sion. Key proposals in this legislation include:

= Capping pension benefits by limiting pensionable
earnings to 43% of the federal compensation limit,
which is currently $245,000. Today, this would
translate to a $85,000 cap on pension benefits.

= Increasing the minimum retirement age and age at
which an employee can receive maximum benefits
from 55-65 to 60-67 for Group 1, 55-60 to 55-62 for
Group 2 and to 45-55 to 50-57 for Group 4.

m Increasing the penalty for retiring before reaching
the maximum age.

m Prorating benefits for employees who serve in more
than one group by the time spent in each group.

= Eliminating termination allowances.

m Increasing the salary averaging period from a high
three salary average to a high five salary average.

m Establishing anti-spiking rules for calculating salary
averages. The proposal would not allow increases in
compensation over 7% plus inflation of the average
compensation earned in the preceding two years
to be included in the pension calculation unless
the retirement board determined the increase to be
valid.

= Requiring Supreme Judicial Court judges to contrib-
ute to their pensions

= Requiring individuals who buy back service to
purchase service within one year of joining or
rejoining the system or pay full actuarial interest on
the service purchase.

= Requiring legislation benefitting a single individual
to be accompanied by a cost analysis confirmed by
PERAC and a recommendation from the applicable
retirement board.

Recognizing that some of these changes would reduce
benefits for some Group 1 employees who essentially
pay for their own benefits, the legislation reduces the
contribution rate for Group 1 employees hired after
July 1, 2010 from the current 9% plus 2% on amounts
over $30,000 to 8.5% of salary plus 2% on amounts
over $30,000.

In addition, the Governor submitted separate legisla-
tion to extend the funding schedule for local retirement
systems, a proposal that was also addressed by the
Commission. Under the proposed legislation:

= The statutory funding deadline for local systems
would be changed from 2030 to 2040. Systems
that adopt the 2040 deadline would be held to the
following conditions;

= A payment cannot decrease from the prior year’s
payment until the system is fully funded.

= If an updated schedule would allow for reduced
payments, the schedule must be shortened rather
than making lower payments.

= Amortization payments cannot increase by more
than 4% a year (currently 4.5%).

= If the appropriation for the first fiscal year of a
schedule extended beyond 2030 is greater than 8%
over the prior year’s appropriation, PERAC will
revise the appropriation to provide no more than an
8% increase.

m Systems that remain under the current 2030 dead-
line cannot make a payment in any year that is less
than 95% of the prior year’s payment.

= All systems would now be required to conduct actu-
arial valuations at least every other year, as opposed
to the current triennial requirement.

Both bills are currently before the Legislature.
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Health Insurance

Boston and other municipalities in Massachusetts are
facing a crisis in funding and managing employee
health insurance costs. These costs have become unsus-
tainable and cities and towns are constrained in their
attempts to control them. The current local health
insurance system is broken. Meaningful reform of the
system will be difficult to achieve through the current
requirement of contract negotiations. Absent reform,
escalating health insurance costs will continue to
absorb a larger and larger share of the annual operat-
ing revenues of cities and towns, forcing cuts in other
basic services. Increasing pension costs also absorb
limited revenue growth further adding to the financial
burden of municipalities.

Double Standard

The Commonwealth is in a far more advantageous
position to manage health insurance expenses than
cities and towns. At the local level, all aspects of health
insurance are subject to collective bargaining. This
severely limits the ability of municipalities to respond
and control health insurance costs in a timely manner.

The City must negotiate every plan change with each
of its bargaining units, including deductible and
co-payment amounts, plan offerings, and the premium
share to be paid by the City and its employees. Because
health insurance is tied to collective bargaining, the
City is generally only able to seek revisions every three
years when a new employee contract is being negoti-
ated. This delay precludes the City from responding to
changing conditions or new plan offerings in a timely
manner. In situations of protracted negotiations, the
time required can be much longer. The time taken

in these steps can mean that the municipality misses
the window of opportunity to make the changes that
would have achieved important savings.

At the state level, just the opposite is true. The
Commonwealth is able to make changes in premium
share legislatively and plan design administratively
outside of the collective bargaining process when
needed. In recent years, the state has been able to act

quickly in increasing the employees premium share
and increasing employee co-pays and deductibles to
manage rising health insurance costs. The fiscal 2010
state budget increases employee contributions for all
active employees enrolled with the GIC. Previously,
employees hired before June 30, 2003 paid 15% of their
premiums, while those hired after that date paid 20%.
The fiscal 2010 budget increases premium contribu-
tions by 5% for all employees. The change is expected
to save the Commonwealth $45 million in fiscal 2010.

Municipal Burden

A review of health insurance costs of eight munici-
palities including Boston, further confirms that health
insurance costs are straining municipal budgets
throughout the state. From fiscal 2004 through fiscal
2009, health insurance costs in general have grown

at a much faster rate than total general fund spend-
ing. The largest disparity is found in New Bedford,
where health insurance costs have increased by 41%
during this time frame, while overall spending for city
services actually declined by 5%. City of Boston health
insurance spending grew by 54% while overall spend-
ing grew by 26% from fiscal 2004 through fiscal 2009.

Boston’s Achievements

The current fiscal environment allowed Boston for the
first time in over two decades, to negotiate changes

to health insurance in an effort to share the burden of
increasing costs with employees. Negotiations resulted
in the portion of the premiums paid by employees
increasing by 5% over two years. Additionally, Boston
was able to offer a lower cost indemnity plan—all
achieved through a lengthy collective bargaining
process. Boston was also successful in negotiating
lower premiums with health insurance providers, all
of which contributed to the fiscal 2010 health insur-
ance budget increase of 4.0% being one of the lowest in
recent years. The City estimates that total savings from
both employee contribution changes and the reduc-
tion of enroliment in Master Medical, will exceed $9.6
million in fiscal 2010.
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Boston’s Health Insurance

In fiscal 2010, 28,746 subscribers were enrolled in the
City’s health insurance programs, of whom 12,473 or
43.4% are retiree subscribers. Boston offers a variety

of managed care plans as well as Master Medical, a
costly Indemnity plan and lately Blue Care Elect, a
lower cost comparable Indemnity product. For most
employees, contributions to HMO plans will rise to
15% in fiscal 2010 with the City paying the balance of
85%. For the Indemnity plans, the City pays 75% of the
premium and the employee 25%.Prior to the last round
of employee contract negotiations, the City had been
paying 90% of the HMO premiums. The City continues
to pay 90% of the HMO premiums for retirees and 75%
of their premiums for Indemnity plans. For retirees
enrolled in Medicare, the City also pays 50% of their
Part B premiumes.

The Rising Cost of Health Insurance

Boston’s health insurance costs for city and school
employees continue to grow at a higher percentage
then total city spending. In fiscal 2009, health insurance
accounted for 11.5% of city general fund spending, up
from 9.4% in fiscal 2004. In fiscal 2010, 12.1% of the
budget is allocated for health insurance costs.

The City plans to spend $275.9 million on health insur-
ance in fiscal 2010, a 4.0% increase over the prior year.
From fiscal 2004 through fiscal 2009, actual spending
for health insurance escalated by 54.4%, or 9.7% a year
on average. At the same time, all other operational city
spending has increased by 23.1%, or 3.5% a year on
average.

Over time, the escalating costs for health insurance
represent a disproportionate share of the growth of
the City’s total operating expenses. In seven of the last
nine years, the annual increase in health insurance
costs absorbed more than 17% of the total increase in
the City’s operating budget, comprising as much as
97.1% of the increase in fiscal 2004.

Retiree Health Insurance

Retiree health insurance costs represent 37% of
Boston’s spending for health insurance in fiscal 2010.
This cost is expected to continue on a growth pattern
as more individuals retire, life expectancy increases

TABLE 7.1
City of Boston Health Insurance

as Percent of Total General Fund Spending
Fiscal 2006—-2010

City & School
Health Total City HI as % of Total

Insurance Spending (a) Spending
FY06 $209.7 $2,005.2 10.5%
FYO7 $233.3 $2,093.7 11.1%
FY08 $256.1 $2,221.8 11.5%
FY09 (b) $265.3 $2,302.9 11.5%
FY10 (c) $275.9 $2,276.2 12.1%
;’%g‘ﬁlo 31.6% 13.5%

(a) Figures are net of teacher pensions

(b) FY09 includes $23.3M in ARRA funds used for general fund operations.
$13.093,550 of this was used for BPS Health Insurance

(c) Tax Rate Budget

TABLE 7.2
City of Boston Health Insurance Growth vs. Total

General Fund City Growth
Fiscal 2001-2009

Total City Health Insurance
Health Insurance Spending Increase as a % of

Growth (a) Increase (b) Budget Increase
FYo1l $9,996,896 $107,590,686 9.3%
FY02 16,839,065 62,679,803 26.9%
FY03 13,729,358 43,060,746 31.9%
FY04 19,047,825 19,615,243 97.1%
FY05 18,438,711 68,559,563 26.9%
FY06 19,483,355 109,655,614 17.8%
FYO07 23,636,239 88,429,048 26.7%
FY08 22,720,538 128,184,743 17.7%
FY09 9,210,259 81,064,543 11.4%

(a) Does not include PHC
(b) Net of teacher pension reimbursement

and steps are taken to address the retiree health insur-
ance liability (OPEB). In fiscal 2010, the City expects

to spend $101.3 million on retiree health insurance.
Retiree health insurance is more expensive in Massa-
chusetts because only in this state are Medicare eligible
retirees permitted to enroll in active employee plans.
As of 2008, the retiree health insurance liability (OPEB)
must be reported in the footnotes to the City’s financial
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statements. This new expense obligation is further
explained in the post employment benefits section of
this report.

Cities and towns do have an option to reduce their
retiree health insurance cost by requiring retirees to
enroll in Medicare at age 65. Municipalities can adopt
by local option Chapter 32B, Section 18, which requires
eligible retirees to enroll in Medicare. Essentially, this
provision shifts much of the cost of providing retiree
health insurance to the federal government. The law
requires that Medicare and the city-sponsored plans
must together “be of comparable actuarial value to
those under the retiree’s existing coverage.” Savings
are also realized from a reduction in the premiums
for municipal plans used by active employees and
non-Medicare retirees as a consequence of retirees
with higher, more expensive claims transferring to
Medicare. Section 18 analytical reports have estimated
premium savings of 5.0% or more.

The Commonwealth has required all state retirees to
enroll in Medicare since 1992. The cities of Springfield
(2004), Worcester (2007) and Somerville (2009) have
adopted Section 18 as have 128 other cities and towns
and a few regional school districts.

A second option became available in 2008 when a bill
proposed by the City of Boston to make the Medicare
enrollment requirement prospective was enacted
(Chapter 374, Acts of 2008). This Act established
Section 18A which requires only those employees who
retire after the section is adopted to enroll in Medicare.
Exempting all current retirees from the requirement

to enroll in Medicare supplemental plans prevents a
municipality from realizing any significant savings
from shifting costs to Medicare for several years. The
City of Boston adopted Section 18A in March 2010
which will become effective in July 2010. That means
that over 1,700 retirees who are now Medicare eligible
and current retirees who will become Medicare eligible
will be exempt from this requirement.

State Health Insurance

In contrast to Boston and other Massachusetts munici-
palities, the Commonwealth does not negotiate its
employee and retiree health insurance benefits with
its unions. Through its Group Insurance Commission
(GIC), the state has greater administrative flexibility

to manage plan design and the associated costs. As a
result, the premium costs under the Commonwealth
have grown significantly less than Boston’s premium
growth over the four years since fiscal 2006.

A review of the managed health care plan costs for
both the Commonwealth and Boston demonstrates the
distinct advantage the state’s administrative manage-
ment of employee health insurance has over the

City’s contract negotiated management. Although not
completely comparable, the Harvard Pilgrim HMO
offered through the City of Boston posted an increase
in premium cost of 39%, while the Commonwealth’s
Harvard Pilgrim Independence plan grew by 14% from
fiscal 2006 through fiscal 2010. Fiscal 2010 is based on
GIC rate changes that took effect in February 2010.

The lower state premiums are achieved, in part, by the
higher co-pays and deductibles paid by the employees.

A comparison of the premiums of the two managed
care plans shows that an individual Harvard Pilgrim
HMO plan grew by $1,944 or 39% in four years for a
City of Boston employee while an individual Harvard
Pilgrim Independence plan grew by $720 or 14% for a
state employee. For a family plan, the City employee’s
premiums increased by $5,220 or 39% and the state
employee’s premiums increased by $1,680 or 14%. The
cost difference between the two family premiums is
$3,540 over four years. See Table 7.3.

Since 1955, the Commonwealth’s health insurance
plans for active employees and retirees have been
management by the Group Insurance Commission.
The GIC was established by the Legislature to provide
and administer health insurance and other benefits

to the Commonwealth’s employees and retirees, and
their dependents and survivors. The GIC also covers
housing and redevelopment authorities’ personnel,
participating municipalities, and retired municipal
employees and teachers in certain governmental

units. The Group Insurance Commission is a quasi-
independent state agency governed by a 15-member
Commission appointed by the Governor. Commission
members encompass a range of interests and expertise
including labor and retirees, the public interest, the
administration, and health economics. The GIC admin-
istratively determines plan selection, design, including
deductibles and co-payments, outside of the collective
bargaining process. Decisions of the GIC on health
insurance coverage are considered beyond the control
of the Legislature and the Commonwealth as employer
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TABLE 7.3
Monthly Premium Rate Comparison
City of Boston vs GIC

City of Boston
FY06 FY10 %
Harvard Pilgrim HMO Ind $410 $572  39%
Fam $1,103 $1,538  39%
NHP Ind $352 $561  59%
Fam $948 $1,486 57%
Commonwealth of Massachusetts — GIC
NHP HMO Ind $328 $385 17%
Fam $869  $1,021  17%
ﬁ;":;ii;’;g::‘gp o Ind $426  $486  14%
Fam $1,030 $1,170 14%
Tufts Navigator PPO Ind $409 $486  19%
Fam $990 $1,172 18%

NHP = Neighborhood Health Plan

Note: HMO and PPO Plans are not completely comparable. PPO tend to
have higher rates because of the built in flexibility of those plans.

and thus are not required to be negotiated. The Legis-
lature does have the responsibility to set the premium
share paid by the state and its employees and retirees.

The GIC has worked aggressively to control costs, at
times implementing original and creative solutions.
For example, in 2004 the GIC established a Clini-

cal Performance Improvement (CPI) Initiative that
ranks physicians and in some plans, hospitals, based
on quality and/or cost-efficiency in a tiered system.
Employees are rewarded with lower co-payments
when using Tier 1 (excellent) or Tier 2 (good) physi-
cians, reducing their own out-of-pocket expenses. By
drawing enrollees away from less efficient health care
providers, Mercer, the GIC’s consultant, estimated a
cumulative savings of 20% over the first three years of
the program.

The GIC also saves money through active management
of its prescription drug program that promotes the
purchase of mail order and generic drugs. For exam-
ple, the GIC carves out the prescription drug portion
of its indemnity plans to be administered by the phar-
macy benefit manager (PBM) Express Scripts. CVS
Caremark was selected as the new PBM effective July

1, 2010. The GIC'’s prescription step therapy program
encourages subscribers to try certain less expensive
first-line drugs before trying the more expensive
second-line alternatives. The generics preferred
program gives subscribers a financial incentive to use
generic rather than brand name drugs. In fiscal 2006,
the GIC saved an estimated $5.2 million over the prior
year through the generics preferred program.

In addition to these cost saving measures, in 2004, the
GIC began self-insuring more of its health insurance
plans, providing immediate cash-flow savings and
ongoing risk premium savings. Finally, the GIC has
assembled a vibrant health claims database that allows
it to track spending and analyze health trends in order
to identify opportunities to further control costs.

Local Health Insurance Reform

Skyrocketing health insurance costs and restrictions
on municipalities in their attempts to control those
costs have led cities and towns to seek change at the
state level. Legislation passed in 2007 allowed cities
and towns to join the GIC if local officials could reach
agreement with a committee of its union leaders. That
process has been arduous and after two and a half
years only 17 municipalities have joined the GIC with
two more expected to join on July 1, 2010.

Specifically, municipalities interested in joining the
GIC must enter into coalition bargaining with a
committee of representatives from each employee
union, each with a weighted vote based on their
members’ participation in the health insurance system.
The municipality and employee committee must nego-
tiate conditions for entering the GIC and 70% of the
unions’ weighted vote must support the move to the
GIC. Any agreement made between the municipal-

ity and the committee would be binding on all active
employees and retirees who receive their health insur-
ance from the municipality. If no agreement can be
reached, health insurance decisions would continue to
be made through the collective bargaining process.

The Legislature has not acted on requests by municipal
officials to be granted the same administrative plan
design authority employed by the Commonwealth
since 1955. Two bills, H.2509 and H.3736 are before the
Legislature to achieve that objective.
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Other Post-Employment Benefits

The Commonwealth and cities and towns are facing

a relatively new requirement to acknowledge the full
extent of their financial liability for retiree benefits
other than pensions. The state and municipalities are
required to report in the footnotes to the financial
statements their full liability and unfunded liability for
other post employment benefits (OPEB) than pensions,
such as health and life insurance for retired public
employees and eligible spouses. The Governmental
Accounting Standards Board (GASB) has established
these standards for state and local governments as
presented on a GAAP basis. These standards require
the state and municipalities to account for and report
the full value of OPEB benefits earned each year rather
than presenting annual OPEB costs on a pay-as-you-go
basis. Initial valuation reports by independent actu-
arial firms indicate that the OPEB liabilities are signifi-
cant and exceed existing pension liabilities. The state
and the few municipalities in Massachusetts that have
started to appropriate funds for their OPEB liability
generally are raising only a small share of what would
be required annually if a formal funding schedule
were adopted.

Accounting standards promulgated in 2004 by GASB
included GASB Statement No. 43, Financial Reporting
for Postemployment Benefit Plans Other Than Pension
Plans, and GASB Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions which became effective
June 30, 2007 and June 30, 2008, respectively. For states
and big cities like Boston, the accounting and report-
ing rules were required to be included in the financial
statements for fiscal 2008. Medium governments and
small governments had to comply with the require-
ments in their fiscal 2009 and fiscal 2010 financial state-
ments, respectively.

The concept behind GASB’s requirement is that OPEB,
as with pensions, is a promise made to employees as

a condition of their employment that is part of their
compensation each year. Similar to pensions, the cost
of these future benefits is a part of the cost of providing
public service today. Even though these benefits are

not received until after employment has ended, they
constitute compensation to attract and retain qualified
employees and the expenses should be associated with
the years of active service.

OPEB generally takes the form of health insurance

and life insurance but may also include dental, vision,
prescription and other healthcare benefits provided to
retirees and eligible surviving spouses or dependents
of decreased employees. In Massachusetts, the state
and municipalities that offer post-employment benefits
are obligated to provide retirees and eligible spouses
with at least 50% of the health and life insurance bene-
fits provided to active employees and each community
may choose to pay a larger percentage and provide
other benefits as well. Boston and most municipalities
offer their retirees 100% of the health and life insurance
benefits received by its active employees. For retirees
and their beneficiaries, the City currently pays 75%

of the indemnity premiums and 90% of HMO premi-
ums. That is more than the 85% of HMO premiums

the City pays for most active employees as a result of
its success in negotiating a 5% decrease in its share of
HMO premiums by fiscal 20009.

While the new GASB standards require state and local
governments to include a footnote in their financial
statements indicating the actuarial accrued liabilities,
the standard does not include a funding requirement.
Nevertheless, the recognition of the large unfunded
liability will create pressure to establish a funding
solution. Indeed, if the Commonwealth and munici-
palities took no action to begin funding the liability

in a reasonable time, the bond rating agencies would
take note. The annual OPEB cost is similar to calcula-
tions for pensions, and is equal to the current year’s
estimated present value of benefits earned during the
year (normal cost) and a component for amortization
of the total unfunded actuarial accrued liabilities over
a period not to exceed 30 years.

The Legislature has enacted legislation authorizing
each municipality to establish a trust fund for the
purpose of prefunding its OPEB liabilities in the same
manner as traditional pension benefits. This legislation
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became effective in January 2009 (Chapter 479 of the
Acts of 2008) and authorized any city or town in the
Commonwealth, by local option, to establish a sepa-
rate and irrevocable trust fund to which appropria-
tions could be approved for the purpose of reducing
the unfunded actuarial OPEB liability and to meet the
normal cost of future OPEB benefits.

This law also requires that each municipality that
adopts Chapter 479 establish a funding schedule for
the Trust. OPEB actuarial valuation reports include a
payment schedule to reach full funding over a 30-year
period which has been interpreted to meet the sched-
ule requirement in the law. Cities and towns are not
legally obligated to appropriate funds consistent with
the actuarial schedule. A more strict requirement at
this time would not be fiscally practical and would
discourage any effort by municipalities to annually
appropriate funds into an OPEB Trust.

Funding the OPEB Liability

The Commonwealth has determined its OPEB liability
and has been working to develop a short- and long-
term strategy for funding the liability. The actuarial
accrued liability of the state for OPEB obligations
earned through January 1, 2008 on a partially funded
basis was $15.64 billion according to the most recent
report released in December 2008. If full funding was
assumed, the actuarial required liability was reduced
to $11.65 billion. The difference is solely attributable
to the standards requirement that a lower investment
return rate must be used without full funding. Under
full funding, the state’s annual required contribution
(ARC) was $981.4 million for fiscal 2009 and projected
to increase to $1.6 billion for fiscal 2018. The state
established a Retiree Benefits Trust Fund in fiscal 2008
which received a one-time transfer of approximately
$336 million from the tobacco settlement proceeds in
the Health Care Security Trust.

Since 2008 the state has appropriated only the amount
required to fund the annual pay-as-you-go expenses
for its retiree health insurance which totaled $352
million in fiscal 2009 and $372 million in fiscal 2010.
The Governor’s recommended fiscal 2011 budget
provides $397 million for retiree health insurance. The
$352 million appropriated for retiree health insur-
ance in fiscal 2009 is $629 million or 64% less than the

required ARC that year based on an actuarially deter-
mined funding schedule.

The Governor’s fiscal 2011 budget does recommend a
plan for fully funding the state’s OPEB liability but it
is tied to the vagaries of the economy and the state’s
collection of capital gains income. The Governor’s plan
caps the use of capital gains income for operations at
$1 billion and the excess over that cap would be trans-
ferred to the Commonwealth Stabilization Fund. Of
that amount, 5% would be allocated to the State Retiree
Benefits Trust Fund. While this plan, if approved by
the Legislature, does establish a dedicated revenue
source, it would not have any effect in the next year or
two as the state Department of Revenue’s forecast for
capital gains income in 2011 is less than $700 million.

TABLE 8.1
Boston OPEB ARC vs. Actual Fiscal 2010
(In Millions)

Paygo Pre-Funding
ARC $354.4 $261.2
City Apropriation $121.3 $121.3
Annual Gap $233.1 $139.9
City of Boston

The City of Boston has identified its OPEB liability
and has adopted a limited short-term strategy to fund
the liability. An independent actuarial valuation as of
June 30, 2009 indicated that Boston’s OPEB liability
was between $5.80 billion (partially funded) and $3.69
billion (fully funded) depending on the funding policy
adopted by the City. Based on the estimates in the 2009
report, the City’s annual required contribution would
be approximately $354.4 million on a partially funded
basis and approximately $261.2 million under an actu-
arially fully funded basis. In fiscal 2008, the Common-
wealth had not authorized municipalities to establish
trust funds for the purpose of fully funding OPEB
liabilities in the same manner as traditional pension
benefits. That year the City established an OPEB Stabi-
lization Fund to which it appropriated $20 million for
the purpose of paying a portion of its future OPEB
costs. An additional $25 million was appropriated in
fiscal 2009 for a two year total of $45 million. Through
special legislation for Boston in 1983, the City is able
to invest the $45 million in the Stabilization Fund just
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as it would if the funds were in an OPEB Trust Fund.
The difference is that following OPEB standards, the
actuarial investment benefit of these funds over time
cannot be considered in determining the City’s OPEB
liability.

The City of Boston did adopt Chapter 479 with the
City Council’s approval of the City’s fiscal 2010 budget
in June 2009. The City has established the OPEB Trust
Fund which will be an irrevocable trust devoted solely
to funding the OPEB liability. Into this Trust, the City
will transfer the $20 million appropriated for that
purpose in the fiscal 2010 budget and all subsequent
OPEB appropriations. These funds will be factored

in future OPEB actuarial valuations. The $20 million
appropriated in fiscal 2010 is $5.0 million less than
appropriated in the previous fiscal year, reversing a
two-year trend of at least increasing the annual appro-
priation over the prior year.

Boston is a good example of the fiscal challenge of
funding the OPEB liability on an annual basis. The
2009 valuation report indicated that the City’s annual
actuarially required contribution (ARC) to meet its
OPEB liability is between $354.4 million (partially
funded) and $261.2 million (fully funded). In fiscal
2010, the retiree health insurance appropriation is
approximately $101.3 million and the City appropri-
ated $20 million for the OPEB Trust for a total of $121.3
million. Thus, the annual amount the City appropri-
ated for retiree health insurance in fiscal 2010 is $233.1
million (partially funded) or $139.9 million (fully
funded) less than the ARC.
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Recommendations

Massachusetts state and local governments are
required to manage more effectively in a changing
fiscal environment in which spending for employees
is absorbing a growing share of more limited revenue
growth. Employee pension and health insurance bene-
fits are large inflexible costs that add pressure to public
budgets, but for different reasons. The pension system
is state-wide and the same rules and regulations apply
equally to the two state systems and the 103 local
systems. While the pension costs continue to grow, the
larger financial burden is tied to the amortization of
the unfunded liability from previous years and each
system is scheduled to reach full funding within a
specified time frame. State and local employees gener-
ally pay the majority of the remaining normal costs for
their pensions.

Health insurance costs, on the other hand, are neither
sustainable nor able to be managed effectively under
current law. Double standards between the state and
municipalities in how their health insurance plans can
be designed and implemented have left municipali-
ties with limited tools to control escalating costs. The
retiree health insurance liability is rising without clear
funding strategy.

The pension plan and health insurance management
can both be improved to operate in a more efficient
manner. Massachusetts operates with a single defined
benefit pension system that applies to all levels of
government so the recommendations made below will
apply to each of the 105 public systems. That same
concept does not apply to health insurance which
causes the recommendations to focus more on enabling
municipalities to achieve similar management author-
ity as the state and eliminate the double standard that
now exists. A separate set of recommendations apply to
the operations of the State-Boston Retirement System.
The acknowledgement of the other post employment
benefit liability (OPEB) for retiree health insurance for
the state and each city and town creates a new dynamic
that must be addressed and which will influence deci-
sions regarding future salary increases and manage-
ment of pension and health insurance benefits.

Pensions

Legislative action to address the most visible pension
abuses and to close loopholes have been undertaken

in the past year but more substantive steps to reform
the larger deficiencies of the system have yet to occur.
The Pension Reform Commission has made a series of
suggestions to implement further reform of the exist-
ing system as has the Governor in legislation he filed
in January 2010. However, given the growing trend of
increasing pension expenses with more limited reve-
nue growth, the Commonwealth should reevaluate the
future pension obligations for state and local systems
and determine whether a different pension structure

is warranted going forward. In the meantime, more
comprehensive change in the public pension system
regulated under Chapter 32 should be implemented to
improve administration and funding, limit manipula-
tion and create a more equitable system for employ-
ees. For Boston, progress is being made in addressing
management and system improvements but additional
steps are required.

At a fundamental level, Massachusetts should initiate
a study of other retirement models to determine if an
alternative structure would address the inequities and
cost concerns of the current pension plan.

While defined benefit plans remain prevalent in the
public sector, some government employers have
moved away from traditional pension plans. Some
states have began to place more emphasis on defined
contribution plans to gain more predictability in cost
and to control liability growth. Michigan, Alaska and
the District of Columbia, for example, enroll all their
new employees in defined contribution plans, while
new employees in Indiana, Oregon and the federal
government are enrolled in hybrid plans that provide
both a small defined benefit pension and a defined
contribution plan.

While cost predictability is also an issue for public
employers in Massachusetts, the current plan is
expected to be more affordable in the long run. State
and local employer costs are concentrated in the
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amortization of unfunded pension liabilities, which
will eventually be paid down. The cost of future bene-
fits or normal cost, on the other hand, will be funded
mostly by employees. This means that when unfunded
liabilities are fully paid down, employers will only
need to pay their share of normal cost, and they will
see their pension costs decrease dramatically.

While affordability is expected in the future, there

are concerns about the current system that need to

be addressed now. Employees are locked into a plan
with limited portability, no Social Security credits and
substantial salary contributions. Employers bear the
investment risk on plan assets and systems manage a
complicated, formula-based system full of caveats and
special benefits for certain individuals. The current
plan also continues to operate without a clear stan-
dard for how the cost of benefits should be distributed
among employees and employers, with some employ-
ees funding significantly more of their pension benefit
than others. The Pension Reform Commission that
released its report in October 2009 focused on how to
make the current system work rather than addressing
opportunities for system-wide change.

The Governor and the Legislature should review

all the plan options available to determine if a more
affordable, flexible option can be built on today’s prior-
ities. A hybrid defined benefit-defined contribution
plan is an option that can provide more flexibility for
employees while retaining the security of a set pension
base. However, this type of plan may increase costs for
employers, and therefore this opportunity should be
studied carefully to determine if it serves both employ-
ees and employers well. PERAC should assist this
effort by conducting a detailed review of what other
states have done, what occurs in the private sector and
the long-term cost impacts of implementing an alterna-
tive retirement plan.

The Research Bureau makes the following recommen-
dations to strengthen the current retirement system.

Changes to the Current Chapter 32 Plan

I. Set employee and employer contributions as

a share of normal cost for the employee’s group,
similar to what is done to pay for health insurance
premiums.

A key flaw of the current system is the way future
benefit costs are shared between employers and differ-
ent employee groups. Under the current system, all
employee contribution rates are set by date of hire and
are not linked to the benefit the employee is expected
to receive. The employer’s contribution to future
benefit costs is simply the amount needed to fill the
gap between the employee’s contribution and the total
normal cost calculated by the actuary.

The result is that some employees in Group 1 will fund
all or essentially all of their own benefit though their
own contributions and investment returns, while other
employee groups like public safety officers in Group

4 with more expensive benefits fund a much smaller
share. Employee rates also remain the same through-
out an employee’s career even if benefits become

more generous or expensive, leaving the employer to
absorbs any increases in costs that develop.

To be more transparent about the distribution of
benefit costs, employee and employer contributions for
future benefits should be set as a percentage of normal
cost for the employee’s group. Funding normal cost in
this way allows increases in benefit costs to be shared
among employees and employers when normal cost is
updated in each actuarial valuation. This would resem-
ble the method for paying health insurance premiums,
where employees and employers contribute according
to a percentage of total premium cost.

Most importantly, an employee contribution that is
based on normal cost would be linked to the expected
value of future benefits, rather than an arbitrary date
of hire. By setting contributions as a share of normal
cost, a Group 1 employee would not be expected to
contribute the same amount as a Group 4 employee,
who is expected to receive more generous benefits.
This would make employee contributions not only
more logical, but more equitable as well.

II. Update Chapter 32 and plan design elements to
limit abuse and create a more sustainable system.

Recent legislation has addressed some of the larg-

est loopholes found in Chapter 32, but there are still
opportunities within the system to provide more equal
benefits and limit manipulation further. The Gover-
nor’s recently submitted pension reform legislation,
H.4440, addresses some of these items, but additional
actions can be taken.
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= Prorate benefits by time spent in each group.

Currently, retirement benefits can be greatly
enhanced by moving to a higher group prior to
retirement. Rather than basing benefits on an
employee’s group at retirement, proration will
provide a better representation of an employee’s
work history and remove an incentive for abuse.

Widen the salary averaging period. Similar to
group classification, benefits can be greatly inflated
by a temporary salary bump. Increasing the aver-
aging period from three years to five years will
provide a wider view of employee earnings and
limit opportunities for manipulation.

Prevent salary spiking with limits to pension-
able compensation increases. While extending the
averaging period allows for a better perspective of
an employee’s earning history, temporary salary
increases can still influence averages and inflate
pension benefits. Capping increases for the earnings
used in benefit formulas would provide another
safeguard for abuse. The Governor’s proposal to not
allow one-year increases in compensation that are
more than 7% plus inflation of the average earnings
in the prior two years to be recognized in pension
calculations should be supported.

Cap the maximum pension at $85,000. While most
workers receive modest pensions, there are those
that receive very generous benefits that are diffi-
cult to justify to taxpayers. Capping the amount

of pension-eligible compensation used in pension
calculations and subject to deductions would allow
high-paid employees to receive sufficient benefits
while limiting overly generous pensions. This
would also allow highly paid individuals to contrib-
ute to individual retirement accounts outside the
pension plan. The Governor has included a proposal
to cap pension-eligible compensation to allow for a
maximum pension benefit of $85,000 that should be
supported.

Eliminate termination allowances. There is no need
to provide a larger benefit earlier to an individual
already eligible for a retirement allowance simply
because he or she was terminated. Individuals who
are eligible for termination allowances (section 10)
are by definition eligible for a deferred retirement
allowance when they turn 55, and therefore do not
need to receive an earlier enhanced benefit.

= Update and standardize the group classification
system. Uncertainty over what positions fall into
which groups results in some employees receiv-
ing very different benefits than similar employees
depending on their retirement system’s interpreta-
tion of their classification. A detailed review that
examines which groups are necessary and which
positions should be classified in each group should
be performed to limit this confusion.

= Require a higher standard for approving indi-
vidual benefits legislatively. More scrutiny
should be required to pass special legislation that
provides enhanced pension benefits to an individual
employee. The Governor’s proposal to require a
PERAC-confirmed cost analysis and comment from
the applicable retirement board for all individual
benefit legislation should be supported.

= Reform presumption laws for public safety. Under
these laws, certain medical conditions are presumed
to be job-related for public safety officers regardless
of the specifics of an individual’s case, thus making
them eligible for accidental disability retirement
benefits. A study should be initiated to determine
whether advances in medical research can enable
the current presumption language to be more
narrowly defined regarding medical conditions
specifically tied to the work environment.

= Remove waivers on work restrictions for teach-
ers. When Retirement Plus was passed in 2001, the
legislation allowed for teachers to return to work
for school districts deemed in “critical shortage”
of qualified teaching staff without the earnings
and work restrictions in place for all other public
employees. This provision was included to address
fears that districts would see a large number of
retirements due to Retirement Plus. That has not
happened, and it is time to remove this provision
and have teachers comply with the same earnings
restrictions that apply to other public employees.

III. Employers should scrutinize disability retirement
applications more carefully and increase light duty
options for public safety officers.

Disability retirement benefits are an important and
essential benefit, but because of their high cost, there
should be more intense scrutiny of all applications and
increased accountability. Each individual involved in
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the disability review and approval process, includ-
ing the employee’s own physician, should be held
accountable if abuse of the benefit is later determined
to exist. The process currently in place provides
employers with opportunities to contest employee
injury claims though their review of disability claims
and in their statements in disability retirement appli-
cations. Employers should utilize these opportunities
more extensively to ensure injuries are valid and truly
career-ending.

Disability retirement rates among public safety officers
are high not only because of a higher opportunity for
injury in the field, but also because of the high physi-
cal standards for the position. Currently, the acciden-
tal disability law states that an employee “unable to
perform the essential duties of his job” due to a work-
related injury is eligible for disability retirement. This
law should be amended to allow police and fire chiefs
to assign injured public safety officers to light duty
administrative positions while their disability claim is
pending after a doctor’s certification that an employee
can perform the work.

IV. Require more systems to invest in the Pension
Reserves Investment Trust (PRIT) Fund.

A system of 103 local retirement boards responsible
for the same defined benefit plan that hire investment
managers to advise them on pension investment strate-
gies is inefficient and a more expensive option than

a more centralized approach. Fifty-two systems have
transferred their assets to the PRIT fund administered
by PRIM, leaving 51 systems responsible for their own
investment of resources. Over the long-term, PRIM has
supplied strong returns to state and local systems with
a greater staff capacity and investment expertise than
is available in smaller systems.

Consolidating investment functions by having more
systems invest in the PRIT Fund will achieve long-
term operational benefits. Currently, systems can be
required to permanently transfer their assets to PRIT
if they are less than 65% funded and their 10-year
annualized return is more than 2% less than the

PRIT Fund’s 10-year return. To encourage efforts to
reach full funding and transition more systems to

the PRIT Fund, the funded ratio threshold should be
increased by 1.5% a year until 2030, when it will reach
95%. This will result in only those systems that have
demonstrated progress to reach full funding and hold

strong investment histories to retain control over their
investments.

Reform in Boston

I. The State-Boston Retirement Board should limit
any extension of years to reach full funding.

The SBRS’s unfunded liability is expected to increase
above the norm in the 2010 valuation as a result of
2008 investment losses even when considering gains
in 2009. Recent experiences with other retirement
systems indicate that the recommended contribution
to the SBRS could increase by 30% to 40% from fiscal
2011 to fiscal 2012. The SBRS is presently scheduled
to reach full funding by 2023 and under current law
can extend its schedule to 2030. The Retirement Board
should resist any significant extension of its full fund-
ing schedule. Reaching full funding of the pension
liability is an important component of the City’s fiscal
health. The unfunded liability for retiree health insur-
ance (OPEB) is even larger than the pension liability,
and it will not be seriously addressed until the pension
liability from prior years is fully amortized.

II. Boston should not adopt an ERI.

The latest version of municipal relief legislation also
includes a proposal to offer a local-option Early Retire-
ment Incentive (ERI) to municipalities. In 2002, the
City adopted an ERI and increased its pension liabil-
ity by $61.8 million. While the current ERI proposal
requires adopters to be more disciplined in refilling
positions to preserve savings, any action that would
increase the pension liability should not be consid-
ered. The pension liability is already expected to grow
considerably when 2008 investment losses are realized
in the January 1, 2010 valuation, and an ERI would
only add to the liability increase.

IIL. The Legislature should approve the Boston
teacher pension transfer bill submitted by the
Governor.

The Governor recently submitted a supplemental fiscal
2010 appropriations bill with language that would
finance Boston teacher benefits in the same way as
other teacher benefits. The bill includes language to
create a separate funding schedule in the SBRS for
Boston teachers that would be funded directly by the
state. The legislation would also allow the state to
invest Boston teacher assets in the PRIT fund, where
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MTRS assets are invested. The legislation would not
cause any changes to the benefits earned by Boston
teachers and the SBRS would continue to administer
benefits to Boston teachers. The legislation should be
supported and passed before the close of the fiscal year.

Boston teachers’ retirement benefits are uniquely
funded when compared to other teacher benefits in
Massachusetts. The current funding arrangement
where a pay-as-you-go reimbursement is provided

to the City for the prior year’s costs by the state is
outdated and leaves the unfunded liability for Boston
teachers without a coherent funding strategy. All other
teachers are funded directly by the state according to
a funding schedule developed by the Massachusetts
Teachers’ Retirement System (MTRS). The SBRS is
the only local system that manages and administers
teacher benefits.

IV. The State-Boston Retirement Board should
continue to pursue operational and data management
reforms.

The SBRB holds an immense responsibility to effec-
tively administer benefits to close to 36,000 active
employees and retirees. An operation as large as the
SBRS should be a undeniably professional and well
managed organization. While progress has been
made, there is still work to be done to fully meet this
standard.

The continued reliance on paper records and difficulty
in collecting essential membership and trend data

for management purposes are real concerns. The $12
million Genesis Project to update the SBRB’s pension
administration system is an opportunity to correct the
data maintenance and integrity issues that exist today.
While this project is long overdue, it is important that
it be managed effectively and the proper operational
reforms accompany the implementation of the new
system. Also, the Genesis Project should interface with
the general ledger account in the City’s PeopleSoft
financial system.

V. Efforts should continue to prevent disability
application backlogs.

The SBRB has made investments to reduce the disabil-
ity application backlog that gained attention 2008.

A review of the disability review process by Grant
Thornton provided multiple recommendations to

improve operations that the Board continues to pursue.

Given the high costs in injury leave that emerge as a
result of a delayed process, efforts should continue
to streamline the Retirement Board’s operations and
prevent backlogs from occurring in the future.

VI. The State-Boston Retirement Board should
approve a comprehensive, system-wide budget each
year and strengthen operational budget planning.

The Board should approve a budget each year that
covers all system expenses and revenues and receive
updates monthly on the performance of the budget
plan and an explanation for any modifications. Under
the current structure, the Retirement Board approves
a small operational budget in a system that incurs
hundreds of millions of dollars in transactions a year.
Reporting to PERAC and actuarial valuations provide
the Board with insight into the larger system costs, but
the Board should be more accountable for the financial
management of the retirement system they are respon-
sible for administering.

The overfunding of the operating budget is also a
concerning practice. This trend does not impact the
pension fund, but it suggests weak planning and
budgeting practices. The SBRB should require tighter
budgeting discipline and base budgets on actual
spending trends. If additional expenses are required
throughout the year, the Board should approve
supplemental budget requests for specific purposes.

VII. The State-Boston Retirement Board should
invest a portion of its assets in the PRIT Fund.

The SBRB has shown strong returns over the long-
term, and its size allows it to access a diverse array of
investment strategies not always available to smaller
systems. However, the PRIT Fund has the investment
expertise, freedom from PERAC regulations and large
scale that has made it a top performer over the long-
term with efficient administrative costs. The SBRS is
one of 14 systems that do not invest in the PRIT Fund.
The Retirement Board should invest a portion of its
assets in the PRIT Fund to take advantage of its strong
performance, lower fees and expertise in selected
investment categories.

VIII. The State-Boston Retirement Board should
create a position of investment manager.

The Board should create a position of investment
manager to work closely with the Board’s investment
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consultant (NEPC), meet with various investment
managers and monitor the management fees and
investment performance.

Health Insurance

Local health insurance costs are absorbing a growing
share of municipal budgets and have been moving in

a direction that is unsustainable. The double standard
that exists between state and municipal management
of health insurance is inequitable and indefensible and
should be changed to enable cities and towns to devote
more limited resources to the delivery of basic services.
To achieve that objective, the following recommenda-
tions are made.

I. Extend Plan Design to Municipalities.

Cities and towns should be authorized to implement
the same administrative plan design procedures as
available to the GIC outside of collective bargaining.
The authority could be set to enable municipalities to
gradually reach the premium levels established by the
GIC but not exceed those levels. In an environment of
financial limitations, cities and towns need to be able
to react quickly to changing conditions as the GIC has
over the past few years. Such flexibility is not possible
at the local level, limiting the ability of municipalities
to respond to marketplace changes or new health care
offerings in a timely manner. As with the GIC, deci-
sions of changes in premium share should continue to
be negotiated between the municipality and its unions.

II. Simplify Entrance into the GIC.

Massachusetts cities and towns should be allowed to
join the GIC without maneuvering additional hurdles.
The current coalition bargaining requirement should be
eliminated. Its limited success clearly indicates that this
process is inadequate to provide relief to municipalities.
Easier access to the GIC would also enable cities and
towns to participate in its less expensive drug plans,

its management and technical expertise and excellent
customer service. Joining the GIC will not be the solu-
tion for all communities, especially if plan design is
available, but should it be necessary, entrance into the
GIC could be phased-in to manage the administrative
burden on the GIC.

III. Require Eligible Retirees to Enroll in Medicare.

The Legislature should amend existing state law
(Chapter 32B) to require that all eligible local retirees
enroll in Medicare at 65. The eligible retirees would
receive comparable health services as they had before
enrolling in Medicare. Savings would be achieved
from shifting costs to the federal government and
reducing premiums for active employees and non-
Medicare eligible retirees on municipal plans. These
savings would also help reduce the OPEB liability for
cities and towns. The Commonwealth has required
all state retirees to enroll in Medicare since 1992. If
municipalities are seeking additional health insurance
authority from the state, they should be required to
utilize the tools to control health insurance expenses
already available to them.

OPEB

The City’s obligation for funding other post employ-
ment benefits other than pensions is not a new require-
ment but acknowledging that these are financial
obligations being earned by active employees and are
part of the cost of providing public service today is
now recognized and the full liability is visible in each
year’s financial statements. Eventually, this liabil-

ity will be treated as pension costs are now with the
annual payment for normal cost being earned each
year and the gradual amortization of the unfunded
liability over a period of years. Without a concerted
effort to begin to fund this liability, even in tight

fiscal times, the liability will grow and will be a factor
noticed by bond rating agencies. The City has been
proactive with regard to this liability by procuring
actuarial valuations to track the liability and by appro-
priating funds for three consecutive fiscal years to
begin to prefund the liability. However, more can be
done as recommended below.

I. The City of Boston should develop a plan to fund
the OPEB liability according to a formalized funding
schedule.

The City of Boston should commit to a planned
schedule to increase its total annual retiree health
insurance appropriation to reach the annual required
contribution (ARC) of a formal funding schedule

in a reasonable time. In addition to funding the
required annual pay-as-you-go costs of retiree health
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insurance, the City should increase its appropriation
to the OPEB Trust Fund each year. That strategy hit
a set-back when the final appropriation this year was
$5.0 million less than originally recommended in the
Mayor’s budget and $5.0 million less than appropri-
ated in the prior year.

II. The City of Boston should transfer funds from the
OPEB Stabilization Fund to the OPEB Trust Fund.

The Mayor and City Council should act to transfer
the $45 million in the OPEB Stabilization Fund to the
OPEB Trust Fund so that its investment potential can
be included in the actuarial valuation reports which
would reduce the projected OPEB liability calculation
under GASB regulations. This transfer would also
reinforce the City’s commitment to fund this liabil-
ity which would be beneficial since the City has not
yet adopted a long-range plan to reach the ARC of a
formal schedule.

III. The City of Boston should add $5 million to the
fiscal 2010 OPEB appropriation.

The Mayor and City Council should adopt a supple-
mentary appropriation that increases the fiscal 2010
OPEB Trust Fund account by $5.0 million to a total of
$25 million. While this supplementary appropriation
would return the annual appropriation to the same
level approved last year, the increase in this fiscal year
would show good faith in the policy of increasing the
annual appropriation in this account each year.
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*Each appointed member of the commission serves for five years, with ap-

Technical Appendicies

Appendix A

Governing Structure of Massachusetts Retirement Organizations

TABLE A-1
PERAC*

Chair: The member appointed by the other six
board members serves as Chair.

The Governor or his designee.

A representative of a public safety union appointed
by the Governor.

An individual with at least 10 years of professional
experience in the investment of funds appointed by
the Governor.

The Auditor or his designee.

The President of MA AFL-CIO or his designee
appointed by the State Auditor.

A representative of the Massachusetts Municipal
Association appointed by the State Auditor.

A member appointed by the other six members.

pointments initially staggered

TABLE A-1B
Teachers’ Retirement Board

Chair: The Commissioner of Education or designee serves as Chair.
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Commissioner of Education or his designee
(ex-officio).

State Treasurer or his designee.
State Auditor or his designee.

Retired former Commonwealth public school
teacher appointed by the Governor (4-year term).

Two active or retired system members elected by
Teachers’ Retirement System membership (term
determined by the Commission, but not to exceed
4 years).

Member chosen by the other six board members
(4-year term).

TABLE A-1A
PRIM Board
Chair: The State Treasurer serves as Chair.
The Governor or his designee (ex-officio).
The State Treasurer or designee (ex-officio).

A private citizen with experience in investment
or financial management appointed by State
Treasurer (4-year term).

An active or retired member elected by
membership of the Teachers’ Retirement System
(3-year term).

An active or retired member elected by
membership of the State Employees’ Retirement
System (3-year term).

One of the elected members of the State
Employees’ Retirement Board, chosen by that
board.

One of the elected members of the Teachers’
Retirement Board, chosen by that board.

An individual who is not an employee or state
official appointed by the Governor (4-year term).

A representative of a public safety union appointed
by the Governor (4-year term).

TABLE A-1C
State Employees’ Retirement Board
Chair: The State Treasurer serves as Chair.
State Treasurer (ex-officio).
Member appointed by the Treasurer.

Two active or retired system members elected
by system membership (term determined by the
Commission, but not to exceed 3 years).

Member chosen by the other four board members
who cannot be a retiree, employee or official of the
Commonwealth (3-year term).
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TABLE A-2A
City/Town System*

Chair: One of five members is elected
by the other members to serve as Chair.

The City Auditor, Town Accountant or official
with similar duties (ex-officio).

A member appointed by the Board of Selectmen,
Mayor or City Manager.

Two active or retired members of the system
elected by the system’s membership (term
determined by Board of Selectmen or Mayor, but
not to exceed 3 years).

A member chosen by the other four board
members who cannot be a retiree, employee or
official of the city/town (3-year term).

*Two Boards (North Adams and Braintree) have adopted a local option
(M.G.L Chapt. 32 Sect 20 (4c)). Under this section, the Board includes two
members elected by the membership, two members appointed by the
Mayor or Board of Selectmen, and one member nominated by the other
four who is appointed by PERAC.

TABLE A-2B

County System

Chair: The County Treasurer or Director of Finance serves as Chair.

The County Treasurer, or if there is none, the

TABLE A-2C
Regional Systems

Chair: The member appointed by the other
Board members serves as Chair.

A member appointed by the other board members
(6-year term).

A member of the Regional Retirement Board
Advisory Council elected by the Council
(3 year term).

Two active or retired members of the regional
retirement system elected by the system’s
membership (3-year term).

A member chosen by the other four board
members who cannot be a retiree, employee or
official of the retirement system or any of its
member units (5-year term).

! Director of Finance (ex-officio).

2 A member appointed by the County
Commissioners.
Two active or retired members of the county
retirement system elected by the system’s

4 membership (3-year term).
A member of the County Retirement Board

5 Advisory Council, elected by the Council, who
is the Treasurer of one of the participating
governmental units (3-year term).
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Appendix B
Distribution of Future Benefit Costs

Annual normal cost payments from employees and
employers fund the benefits earned in a given year by
employees. Over time, these normal cost payments
plus investment returns should fully fund an employ-
ee’s pension benefit. Actuaries project the total normal
cost for a retirement system in each actuarial valua-

mandatory salary deductions based on their date of
hire, with employers funding the remaining amount
needed to meet total normal cost.

A sample of seven large retirement systems in Massa-
chusetts shows that employees generally fund around
70% of the annual normal cost, while employers fund

tion as a percent of the system’s active membership

around 30%

payroll. Employees contribute to normal cost through

TABLE B

Normal Cost (NC) Distribution — Employees and Employers
As of Most Recent Actuarial Valuations
Normal Cost (NC) is displayed as a % of active membership payroll

Employee NC as Employer NC as

System (Year of Valuation) NC Employee NC Employer NC* % of Total NC % of Total NC
State Systems
State Employees (2010) 12.3% 8.5% 3.8% 69.3% 30.7%
State Teachers (2009) 11.6% 9.7% 1.9% 83.5% 16.5%
Large Urban Municipal Systems
Boston (2008) 13.2% 9.4% 4.1% 70.9% 31.4%
Springfield (2008) 11.1% 8.1% 3.0% 73.3% 26.7%
Worcester (2009) 14.0% 8.8% 5.6% 62.8% 39.9%
Large County Systems
Middlesex (2008) 11.9% 9.0% 3.8% 75.2% 31.8%
Norfolk (2008) 12.5% 8.3% 4.3% 66.1% 33.9%

*Does not include administrative costs.

In comparing normal cost distribution across systems, the following factors should be considered.
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Employees are required to contribute to the pension plan based on their date of hire. The contribution rate has been adjusted upward
multiple times since 1974, and currently stands at 9% of total salary plus an additional 2% on amounts over $30,000 for most employees
hired after 7/1/1996. As more employees are hired at the higher rate and individuals contributing at lower rates retire or leave employ-
ment, employee contributions will increase and fund a greater share of a system’s normal cost.

Employer costs will vary depending on the composition of a system’s membership. Costs will increase if there are more individuals
eligible for generous benefits in the system. Public safety officers in Group 4, for example, will have a higher normal cost because they
are eligible to receive larger benefits earlier than other employees and are more likely to retire on disability, which provides enhanced
benefits. The two state systems have significantly fewer public safety officers than local systems. Similarly, employers will see lower
normal cost in systems with mostly Group 1 employees. The Massachusetts Teachers’ Retirement System, for example, is only Group 1
employees and teachers now contribute at a higher rate than other employees (11% of total salary), meaning they fund a greater portion
of their future benefit.

Investment returns can also have an impact on employer normal cost. A higher return will assume a larger portion of future benefits
will be funded through investment earnings, and therefore lowers the payment needed in a given year. The systems below hold differ-
ent investment assumptions, with Boston assuming an annual 8.0% return.

Understanding Boston



Appendix C
Guide to the Disability Approval Process

1 . . . 3 l' . - oS
Member Submits Application to i Panel Submits Report, Board Reviews ~ 30-60 Days |
. ]
Retirement Board > i PERAC submits the report to the Board. The Board can ask for !
Application provides information on the ! clar_ificgitionhfr('JDm tr:e Panel or request assistance from PERAC in i
member’s injury and a statement from the | reviewing the Panel report. )
physician who treated the member’s. ) ~ * s
N, 4
+ ." q l . Y
4 ™ ' Board Acts on Application 30 Days )
o - []
]
Board Gath?rs Informatlon, Re9|0nal i At its monthly meeting, the Board can approve or deny a member’s |
Medical Panel Request i, application. ;
15 Days ; g
The Board obtains the Employer’s Statement on * *
the injury, which includes filed injury reports, . - ,~ N
the member’s current job description and f¢ “. { N
duties, and records of the member’s physical ! Approve ] ] Deny E
condition before and after emp’loymer)t_. i Board sends application ! { Board informs the member of !
Statements from the employer’s physician are ! to PERAC for approval : i appeal rights and PERAC of :
also submitted by the employer. The Board also ! Board. H { denial. 4
obtains the member’s medical history from A% v kS S
his/her physician. ;
The Board then requests a Regional Medical , .
Panel (RMP) be assembled by PERAC. ! . -
4 % ' PERAC Acts on Application 30 Days
i PERAC has 30 days to approve the Board’s decision or remand the
i application back to the Board. If no action taken, the application goes
S’ N i\ through as approved.
. . L}
Regional Medical Panel Meets " ; J
14-28 Days
Three doctors serving on the RMP, examine the * *
member, either together in one exam or through s Y s o
three separate exams, and reports the answers ! Approve | Remand
to the following questions: i Member i ! Board reviews the application again and
= Does this injury make the member unable to { receives benefit. | { can either resubmit or deny the application.
perform the essential duties of his/her job? M ccccccccccaaae s A s
= Is the injury likely to be permanent?
= If it is an accidental disability application, is * *
the injury a natural and proximate result of the 2 N s ~
work-related hazard or accident indicated on . ' 0 \
the member's application? Resubmit  14-28 Days ; ; Deny  14-28 Days ;
The member’s physician and attorney and the Board resubmits application to PERAC | i Board informs member ;
employer’s physician and attorney may attend with additional information. PERAC ! + of appeal rights and !
the examination, but cannot participate. ) ‘ can approve, deny or remand again. ': { PERAC of denial. ::
N > ., o S o
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Appendix D
Disability Retirements in Boston’s Police & Fire Departments

TABLE D
State-Boston Retirement System Public Safety Disability Retirements
All Retirees as of 1/1/08

# of
Retirees % of Dept. Retirees
Police Dept.
Superannuation 1,051 68.9%
Ordinary Disability 13 0.9%
Accidental Disability 461 30.2%
Total Police Dept. 1,525 100.0%
Fire Dept.
Superannuation 504 44.7%
Ordinary Disability 12 1.1%
Accidental Disability 612 54.3%
Total Fire Dept. 1,128 100.0%
Total Public Safety Retirees 2,653
Total Public Safety Disability Retirees 1,098
% of Public Safety Retirees on Disability 41.4%
Total Disability Retirees in SBRS 1,748
% of Disability Retirees that are Public Safety 62.8%
FIGURE D
Boston Fire Department Disability Retirements vs.
Disability Retirees Injured at Higher Grade Level 2001 to 2008
100%

90%

79.6% 80.0%

80%

70%

60%

2001 2002 2003 2004 2005 2006 2007 2008
. Disability as a percent of retirements =@ (ut of grade disability as percent of total disability
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Appendix E
Understanding the FY10 City of Boston Pension Appropriation

In anticipation of legislation that would allow the
state to directly fund Boston teacher pension costs,
the State-Boston Retirement Board adopted a funding
schedule in 2008 based on two sub-schedules: one for
Boston teachers and one for all other SBRS members.
Per an agreement with state and Boston officials, the
transition to this two schedule system will require a
double payment from the state when it will make its
first payment to the Boston teacher funding schedule
and its final pay-as-you-go reimbursement to the City
of Boston.

The City originally set its fiscal 2010 appropriation
under the same methodology used in fiscal 2009 where
teacher costs are assumed in the City’s portion of the
total contribution to the SBRS, resulting in a $227.7
million appropriation. In December with the legisla-
tion advancing, the City revised its appropriation in its
tax rate budget to reflect the methodology used in the
2008 valuation that developed two separate schedules.
However, because the legislation has not been passed,
the City assumed the first appropriation to the new
Boston teacher funding schedule. This amount will be
refunded by the state once legislation has passed.

TABLE E

Breakdown of the FY10 SBRS Appropriation

Components funded by the City of Boston are indicated in the blue boxes.

% of total funding
amount (w/o ERI) [1]

Participating Employer
Non-Teacher Appropriation

City of Boston, Not Assuming Teachers 76.1%
Boston Housing Authority 4.6%
Boston Redevelopment Authority 1.2%
Boston Water & Sewer Commission [2] 3.5%
Suffolk County Sheriff 7.6%
Boston Public Health Commission [3] 7.0%
Subtotal Non-Teacher 100.0%

Boston Teacher Appropriation

Subtotal Boston Teachers [4]

Total Contribution to SBRS

City of Boston FY10 Appropriation [5]

Revised City of Boston FY10 Appropriation after Transfer

[1] Based on each employer’s percent of payroll costs for SBRS members.

Funding Amount FY10 Required

(w/o ERI) ERI Funding
$101,554,127 $5,805,167 $107,359,294
6,087,706 342,414 6,430,120
1,577,038 162,421 1,739,459
4,730,847 436,229 5,167,076
10,162,957 769,615 10,932,572
9,410,155 323,306 9,733,461
$133,522,831 $7,839,152 $141,361,983
$122,271,467
$263,633,450
$234,834,915
$112,563,448

[2] The City assumes BWSC costs but is reimbursed by the BWSC for a significant portion of pension costs. The BWSC originated from the City’s Public Works
Department, and the City and BWSC split pension costs depending on where a retiree’s service was earned. The City charges the BWSC for pension costs as-
sociated with service earned at the BWSC. The City assumes the costs from service earned in the Public Works Department, a cost that continues to decline.

[3] The City assumes ERI costs for BPHC as they relate to costs incurred by Boston City Hospital workers prior to the merger with University Hospital in 1996.

[4] With legislation to have the state fund Boston teacher costs directly still pending, the City has assumed this appropriation in its fiscal 2010 appropriation.
After the transfer, the state will fund this appropriation for Boston teachers directly.

[5] Includes a $150,000 Worker’s Compensation credit to the Annuity Savings Fund.
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Finance

Actuarial Accrued Liability
Actuarial Value of Assets

Market Value of Assets

Funded Ratio
Unfunded Liability

Funding Deadline
Investment Assumption

Amortization Structure

Appendix F
Current Funding Schedule for the State Boston Retirement System

TABLE F-1
SBRS Actuarial Valuation Summary
As of 1/1/08
Membership
$6,596,148,098 Valuation Participants 41,927
$4,458,002,174 Active 21,748
$4,613,555,905 Inactive 6,240
Retiree 11,198
67.6% Beneficiary 2,741
$2,138,145,924
Average Salary* $56,993
2023 Average Years of Service 12.8 Years
8% Annual Return | Average Benefit- Normal Retiree $29,340
4.5% increasing Average Benefit- Disabled Retiree $31,860

*Actuary assumed a 3.275% salary increase for police and firefighters in calendar 2007 due to unsettled collective bargaining contracts.

In anticipation of legislation to allow Boston teacher pension costs to be funded directly by the state, the SBRS actuary produced two funding schedules in

the 2008 valuation: one for Boston teachers and one for all other employees. A third summary schedule combines both schedules for the SBRS as a whole. The
funding schedules follow provisions in the legislation to transfer 27% of SBRS assets to a funding schedule for Boston teacher pension costs to be managed and
funded by the state. The legislation also provides for the final teacher pension reimbursement from the state to the City of Boston to be applied to the City’s
amortization payments as a crossover payment. At the time of the valuation, this crossover payment was set at $111.8 million to reduce the City’s amortization
costs by $14.1 million a year from fiscal 2011 to fiscal 2023. Legislation is needed to finalize the agreement and is currently before the Legislature.
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Appendix F
Current Funding Schedule for the State Boston Retirement System (Continued)

TABLE F-2
Funding Schedule: All SBRS

Fiscal Employer Amortization Crossover Payment Total Employer Unfunded Liability at
Year Normal Cost Payment and Future Savings Contributions Beginning of Fiscal Year
2009 $59,432,136 $184,886,652 $0 $244,318,788 $2,222,026,425
2010 62,403,082 201,230,368 111,827,321 375,460,771 2,207,669,478
2011 65,089,721 210,285,735 (14,148,595) 261,226,861 2,058,943,943
2012 67,897,258 219,748,593 (14,148,595) 273,497,256 2,019,827,763
2013 70,831,135 229,637,279 (14,148,595) 286,319,819 1,967,748,198
2014 72,497,036 239,970,957 (14,148,595) 298,319,398 1,901,225,644
2015 74,400,902 250,769,650 (14,148,595) 311,021,957 1,818,642,212
2016 77,748,943 262,054,284 (14,148,595) 325,654,632 1,718,229,775
2017 81,247,645 273,846,727 (14,148,595) 340,945,777 1,598,057,007
2018 84,903,789 286,169,830 (14,148,595) 356,925,024 1,456,015,352
2019 88,724,460 299,047,472 (14,148,595) 373,623,337 1,289,803,820
2020 92,717,061 312,504,608 (14,148,595) 391,073,074 1,096,912,528
2021 96,889,329 326,567,316 (14,148,595) 409,308,050 874,604,866
2022 101,249,349 341,262,845 (14,148,595) 428,363,599 619,898,196
2023 105,805,570 356,619,673 (14,148,595) 448,276,648 329,542,951
2024 110,556,821 110,556,821
2025 115,542,328 115,542,328
2026 120,741,733 120,741,733
2027 126,175,111 126,175,111
2028 131,852,991 131,852,991
2029 137,786,376 137,786,376
2030 143,986,763 143,986,763
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Fiscal
Year

2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030

Appendix F

Current Funding Schedule for the State Boston Retirement System (Continued)

Employer
Normal Cost

$49,381,914
51,800,401
54,050,979
56,402,833
58,860,520
60,501,920
62,325,099
65,129,728
68,060,566
71,123,291
74,323,839
77,668,412
81,163,491
84,815,848
88,632,561
92,621,026
96,788,972
101,144,476
105,695,977
110,452,296
115,422,649
120,616,668

Funding Schedule: All Other Employees

Amortization
Payment

$82,278,584

89,561,582

93,591,853

97,803,485
102,204,643
106,803,852
111,610,026
116,632,477
121,880,939
127,365,581
133,097,032
139,086,398
145,345,285
151,885,823
158,720,686

TABLE F-3

Crossover Payment
and Future Savings

$0
111,827,321
(14,148,595)
(14,148,595)
(14,148 ,595)
(14,148 595)
(14,148,595)
(14,148,595)
(14,148 ,595)
(14,148 ,595)
(14,148 ,595)
(14,148,595)
(14,148,595)
(14,148 595)
(14,148 ,595)

Total Employer
Contributions

$131,660,498
253,189,304
133,494,237
140,057,723
146,916,568
153,157,178
159,786,530
167,613,610
175,792,910
184,340,277
193,272,276
202,606,215
212,360,181
222,553,076
233,204,652
92,621,026
96,788,972
101,144,476
105,695,977
110,452,296
115,422,649
120,616,668

Unfunded Liability at
Beginning of Fiscal Year

$988,957,112
982,567,268
851,883,162
837,473,959
817,535,163
791,427,446
758,451,473
717,842,700
668,765,741
610,308,264
541,474,381
461,177,490
368,232,515
261,347,516
139,114,591
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Appendix F
Current Funding Schedule for the State Boston Retirement System (Continued)

TABLE F-4

Funding Schedule: Teachers
Fiscal Employer Amortization Total Employer Unfunded Liability at
Year Normal Cost Payment Contributions Beginning of Fiscal Year
2009 $10,050,223 $102,588,067 $112,638,290 $1,233,069,312
2010 10,602,682 111,668,785 122,271,467 1,225,102,211
2011 11,038,743 116,693,881 127,732,624 1,207,060,782
2012 11,494,427 121,945,106 133,439,533 1,182,353,807
2013 11,970,616 127,432,635 139,403,251 1,150,213,040
2014 11,995,117 133,167,104 145,162,221 1,109,798,204
2015 12,075,805 139,159,622 151,235,427 1,060,190,747
2016 12,619,216 145,421,806 158,041,022 1,000,387,085
2017 13,187,081 151,965,786 165,152,867 929,291,278
2018 13,780,500 158,804,247 172,584,747 845,707,102
2019 14,400,623 165,950,438 180,351,061 748,329,456
2020 15,048,651 173,418,208 188,466,859 635,735,058
2021 15,725,840 181,222,029 196,947,869 506,372,375
2022 16,433,503 189,377,020 205,810,523 358,550,708
2023 17,173,011 197,898,985 215,071,996 190,428,392
2024 17,945,796 17,945,796
2025 18,753,357 18,753,357
2026 19,597,258 19,597,258
2027 20,479,135 20,479,135
2028 21,400,696 21,400,696
2029 22,363,727 22,363,727
2030 23,370,095 23,370,095

In anticipation of legislation to allow Boston teacher pension costs to be funded directly by the state, the SBRS actuary produced two funding schedules in

the 2008 valuation: one for Boston teachers and one for all other employees. A third summary schedule combines both schedules for the SBRS as a whole. The
funding schedules follow provisions in the legislation to transfer 27% of SBRS assets to a funding schedule for Boston teacher pension costs to be managed and
funded by the state. The legislation also provides for the final teacher pension reimbursement from the state to the City of Boston to be applied to the City’s
amortization payments as a crossover payment. At the time of the valuation, this crossover payment was set at $111.8 million to reduce the City’s amortization
costs by $14.1 million a year from fiscal 2011 to fiscal 2023. Legislation is needed to finalize the agreement and is currently before the Legislature.
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Appendix |
City of Boston Health Insurance as % of Total General Fund Spending
Fiscal Year 2006-2010

TABLE |

# Of Retirees/

City & School Total HI as % of Estimated Retirees as % of Beneficiaries/
Health Insurance  City Spending (a) Total Spending Retiree Costs Total HI Spend Spouses
FY06 $209.7 $2,005.2 10.5% $78.3 3% 12,899
FY07 $233.3 $2,093.7 11.1% $86.6 3% 12,964
FY08 $256.1 $2,221.8 11.5% $92.7 36% 12,630
FY09 (c) $265.3 $2,302.9 11.5% $94.1 (b) 35% 12,473
FY10 (d) $275.9 $2,276.2 12.1% $101.3 37% 12,473

(a) Figures are net of teacher pensions
(b) Low increase for retirees from previous year partially because Suffolk County Retirees were no long inlcuded.
(c) FY09 includes $23.3M in ARRA funds used for general fund operations. $13.093,550 of this was used for BPS Health Insurance

(d) Tax Rate Budget
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FY00
FY01
FYO02
FYO03
FY04
FY05
FY06
FYO07
FY08
FY09
FY10

Appendix J

TABLE J-1

Boston’s Health Insurance Costs vs. General Fund State Aid

Health Insurance
$112,167,964
122,164,861
139,003,925
152,733,283
171,781,108
190,219,819
209,703,174
233,339,413
256,059,951
(b) 265,270,210
(©) 275,914,430

Increase

$9,996,896
16,839,065
13,729,358
19,047,825
18,438,711
19,483,355
23,636,239
22,720,538

9,210,259
10,644,220

(a) Figures are net of teacher pension reimbursement.

Percent

8.9%
13.8%
9.9%
12.5%
10.7%
10.2%
11.3%
9.7%
3.6%
4.0%

State Aid (a)
$492,252,564
505,668,184
522,659,117
476,595,961
459,842,477
461,134,318
464,613,182
483,041,643
493,326,279
477,723,213 (b)
418,254,390

Increase/
(Decrease)

$13,415,620
16,990,933
(46,063,156)
(16,753 ,484)
1,291,841
3,478,864
18,428,461
10,284,636
(15,603,066)
(59,468,823)

Percent

2.7%
3.4%
-8.8%
-3.5%
0.3%
0.8%
4.0%
2.1%
-3.2%
-12.4%

(b) FYQ9 includes $23.3M in ARRA funds that were used for General Fund purposes (BPS Health Ins. & Transporation costs)

(c) Tax Rate Budget

TABLE J-2

Health Insurance

Growth Over/(Under)

State Aid Growth

($3,418,724)
(151,868)
59,792,514
35,801,309
17,146,870
16,004,491
5,207,778
12,435,902
24,813,325
70,113,043

Boston’s Health Insurance Growth vs. Prop 2% Growth and Gross Levy Growth

Health Insurance 2.5% Property Tax

Health Insurance Growth as a %

Growth in Gross

Health Insurance Growth as a %

Growth Growth of 2.5% Property Tax Growth Property Tax of Gross Property Tax Growth

FYo01l $9,996,896 $21,666,034 46.1% $51,713,640 19.3%
FY02 16,839,065 22,963,619 73.3% 54,733,111 30.8%
FY03 13,729,358 24,331,596 56.4% 63,218,349 21.7%
FYO04 19,047,825 25,898,622 73.5% 58,278,625 32.7%
FY05 18,438,711 27,360,303 67.4% 56,440,107 32.7%
FY06 19,483,355 28,738,308 67.8% 61,005,346 31.9%
FY07 23,636,239 30,201,766 78.3% 59,180,101 39.9%
FYO08 22,720,538 31,784,310 71.5% 63,810,642 35.6%
FYO09 9,210,259 33,366,417 27.6% 69,811,924 13.2%
The Utility of Trouble: Providing Pensions in Difficult Times
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Appendix K
City of Boston Spending Comparison, FY04—FY(09?

TABLE K

City of Boston Spending Comparison,
FY04-FY09 (d)

FY2009 Change Percent

FY 2004 Actual® FY04-FY09 Change

Health Insurance® $171,781,108 $265,270,210 $93,489,102 54.4%
Pensions 75,577,157 94,388,986 18,811,829 24.9%
Public Works 85,605,180 108,441,734 22,836,554 26.7%
Fire 137,753,681 165,300,211 27,546,530 20.0%
Police 211,363,261 288,631,946 77,268,685 36.6%
Schools? 609,714,550 755,040,179 145,325,629 23.8%
Public Health Com. 58,762,237 69,445,774 10,683,537 18.2%
Collective Barg. Res. 21,300,000 16,862,130 (4,437,870) -20.8%
All Other Dept. 186,582,515 233,652,760 47,070,245 25.2%
Non-Departmental 8,844,085 9,448,790 604,705 6.8%
Other (less flexible) 259,728,188 296,422,754 36,694,566 14.1%
Grand Total Net of Teacher Pensions $1,827,011,962 $2,302,905,474 $475,893,512 26.0%

aSpending is net of teacher pension costs for each year

FY09 includes $23.3M in ARRA funds that were used for General Fund purposes

°Includes City and BPS. Also includes $13.1M in ARRA funds used for BPS general fund HI costs in FY09 only.
9Does not include health insurance. Includes $10.2M in ARRA funds for general fund transporation costs.
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