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Report on Massachusetts Pension System Warns of Upcoming Spike in Pension Costs

Boston and other Massachusetts municipalities are facing serious long-term budget challenges due to mounting spending for employee benefits that is causing limited resources to be shifted away from basic local services.  That is one of the major finding in a just released report by the Boston Municipal Research Bureau and The Boston Foundation that primarily focuses on the Massachusetts retirement system but also includes analysis of health insurance spending to provide a comprehensive look of the financial impact of public employee benefits.  

An immediate concern highlighted in this report is the upcoming spike in pension costs that will occur in fiscal 2011 or 2012 as a result of the steep asset losses experienced by Massachusetts retirement systems in 2008 when the financial markets crashed.  As a consequence of a 24.2% asset loss by the State-Boston Retirement System, the City of Boston could be required to increase its pension appropriation in fiscal 2012 by as much as $70 million unless steps are taken to extend its schedule to reach full funding which currently is set at 2023.  That higher level of pension spending is expected to be maintained over the next five years.

This report, titled Providing Pensions in Difficult Times: A Comprehensive Study of the Massachusetts Pension System and Its `Impact on the City of Boston, primarily focuses on the next level of reforms needed to improve the management of the Massachusetts retirement system, better control costs and improve the equity of pension benefits received by retired employees.  The report also updated previous research by the Research Bureau on local health insurance spending.  

		Full Report			Executive Summary

Main Findings of the Report:

· While acknowledging that the most egregious abuses of the pension system were addressed by the Governor and Legislature in 2009, the report states that significant long-term savings can only be achieved by implementing management, investment and benefits reforms that affect all 105 retirement systems.
· Career employees receiving regular pensions will likely fund most of their own retirement benefits.  For Boston employees retiring in 2009, 84.4% received regular pensions that averaged $49,480.
· Disability retirements represented 15.6% of total Boston retirements in 2009 which averaged $66,905.  Since January 2008, accidental disability pensions were awarded to 30.2% of all Police Department retirees and to 54.3% of all Fire Department retirees.
· The complexity of the Massachusetts retirement system, the categorization of employees into four groups with different benefit rules and the employee contribution based on date of hire rather than the benefit received all result in a system that penalizes some employees and over-rewards others.
· A double standard exists in how employee health insurance is managed by the state compared with cities and towns that is indefensible and inequitable and should be remedied to enable cities and towns to devote more limited resources to the delivery of basic services.  Municipalities are required to negotiate all aspect of health insurance which contrasts sharply with the state that is able to make decisions administratively or legislatively.
· A comparison of the premium costs of comparable HMO family health insurance plans offered by the City of Boston and the state GIC showed the City’s premium increased by 39% between fiscal 2006 and fiscal 2010 while the GIC premium grew by only 17%.  The annual family premium for the Boston employee was $18,456 while the comparable premium for the state employee was $12,252, a difference of $6,204.  
· The cost of retiree health insurance (other post employment benefits or OPEB) is a looming liability that far exceeds the pension liability of the state and municipalities and will take decades to fully address.  The City of Boston is providing annual funding for this liability at only a fraction of what would be required based on a formal actuarially determined schedule. 

The dilemma of escalating employee benefits facing cities and towns is demonstrated by Mayor Menino’s recommended fiscal 2011 budget of $2.5 billion which represents an increase of $59.4 million or 2.5%.  The expected costs of pension and health insurance will increase by $30 million, absorbing one-half of the City’s total revenue growth.  This same budget plans for the closing of four branch libraries and several community centers and the layoff of approximately 250 employees.  Planning is underway now for the closing of schools in fiscal 2012.

The report offers a series of recommendations to provide improved management and cost control for the Massachusetts retirement system and the State-Boston Retirement System.  Recommendations are also made regarding the operation of local health insurance in Massachusetts and the funding of the OPEB liability by the City of Boston. 
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