By John W. Parsons, Esq.
Executive Director

s I sat down to summarize calendar year 2021,

I began by reviewing what I wrote last year at

this time. Strikingly and sadly, the description
of the profound effects of the COVID pandemic and the

resulting challenge was all too familiar.

While we have adjusted and
risen to the health, societal, and
business hurdles presented by the
enduring pandemic, much of our
ability to return to our pre-COVID
lives has remained hindered by its
continuing impact.

Similar to 2020, our systems
continued to adapt to the "new
normal” in 2021, and provided con-
sistent and necessary services to

our members and communities.
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Boards and PERAC
have cooperative-
ly worked togeth-
er to ensure that vital processes
remain efficient and timely despite

the logistical challenges that re-

main.
As in 2020, Massachusetts
pension funds realized another

year of highly positive investment
returns, moving us a year closer
to full

funding of our systems
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while maintaining a balanced and

measured approach towards this
goal. The benefits of due diligence
in our decision-making, strong
board oversight, and competitive
processes have all contributed to
these strong returns.

Collectively, 2021 saw PERAC

and the boards (continued page 6)
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2021 Commonwealth Valuation

By John Boorack
Actuary

he Commonwealth Actuarial Valuation Report presents the results of the actuarial valuation of the pension

benefits that are the obligation of the Commonwealth of Massachusetts. The 2021 report was released by

PERAC on October 21, 2021. The four components of the report are the State Employees’ Retirement

System, the Massachusetts Teachers’ Retirement System, Boston Teachers, and the Cost of Living Allowance

reimbursements to local systems. Two charts from the January 1, 2021 Commonwealth Actuarial Valuation Report

are presented.

The bar chart, pictured on the fol-
lowing page, shows the unfunded ac-
tuarial liability (UAL) since 1990. The
UAL represents the actuarial accrued
liability less the value of plan assets. As
of January 1, 2021, the actuarial liability
was $109.0 billion and the actuarial val-
ue of plan assets was $63.4 billion. The
difference of $45.6 billion is the UAL.

It is important to note that plan
assets have grown faster than plan li-
abilities since 1990. As of January 1,
1990, the actuarial accrued liability was
approximately $20.0 billion and the
actuarial value of assets was $7.8 bil-
lion which resulted in an UAL of $12.2
billion. Since 1990, the actuarial liabili-
ty has grown by about 5.5 times while
assets have grown by about 8.1 times.

For this reason, we believe the
funded ratio (assets divided by actu-
arial liability) represents a better mea-
sure of the Commonwealth’s prog-
ress. If you draw a straight line from
the 1990 funded ratio of 39.0% to the
January 1, 2021 amount of 58.2%, the
line is moving upward to the right.

This demonstrates the funding prog-
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ress to date. Although the funded ra-
tio reached 85.2% on January 1, 2000,
this was the result of average annual
returns from 1985-1999 that exceed-
ed 12.5% and attaining such a high
level of funding so quickly was not
expected. If there had been no gain
or loss on assets from 1985-1999, the
funded ratio would have been about
45%. Over the past 21 years (2000-
2020), the average annual return on
assets on a market value basis is ap-
proximately 6.9%. Over a 10-year and
5-year period, the returns have been
9.0% and 104% respectively. The

36-year return (since inception) is 9.6%.

The actuarial liability (and there-
fore the UAL) as of January 1, 2021,
increased $2.85 billion due to a re-
duction in the investment return as-
sumption from 7.25% to 7.0%. This was
offset somewhat by a slight change in
the mortality assumption for teach-
ers which decreased the actuarial li-
ability by approximately $800 million.
The net change was an increase in
the actuarial liability of approximately
$2.1 billion. If the 2021 valuation re-
flected the 2019 valuation assump-
tions and plan provisions, the UAL
would have been $43.5 billion.

(continued next page)
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ValuatiOn (continued from previous page)

There have been a number of
other plan and assumption chang-
es in the past 10 years that have in-
creased the Commonwealth actuarial
liability. These changes include six
reductions in the investment return
assumption (from 8.25% to 8.0% as of
January1,2013,from8.0%to7.75%as of
January 1, 2015, from 7.75% to 7.50%
as of January 1, 2016, from 7.50%
to 7.35% as of January 1, 2018, from

7.35% to 7.25% as of January 1, 2019,
and the change noted above in this
valuation). There have also been fre-
quent adjustments to the mortality
assumption including the adoption
of a fully generational mortality as-
sumption as of January 1, 2015, the
adoption of a $13,000 COLA base,
the transfer of active members of

sheriff departments in six counties to

the State, and the transfer of former

members of the Massachusetts Turn-
pike Authority Retirement System to
the State. Including the changes as of
January 1, 2021, the actuarial liability
is approximately $15.93 billion great-
er than it would have been using the
2009 basis. Therefore, on a compa-
rable basis with the 2009 plan provi-
sions and assumptions, the UAL on
January 1, 2021, would be $29.7 billion
and the funded ratio would be 68.1% .1

UNFUNDED LIABILITY

(in billions of dollars)

46.0

440 |-

42.0

39.0 |-

36.0 |

33.0 |

300

270

240

180 |-

150 |

1/90 1/95

1/00 1/05

1/10

1/15 1/20

PERAC Pension News 3




Legislative Update
Open Meeting Law Waiver Extended

By Bill Keefe
Assistant Deputy Director

ith the passage of Sec-

tions 3, 4, and 5 of

Chapter 22 of the Acts
of 2022, the Open Meeting Law
waivers have been extended to
July 15, 2022. The waivers had been
scheduled to expire on April 1, 2022
per Section 20 of Chapter 20 of the
Acts of 2021

In effect, nothing has changed in
this regard since the start of the state
of emergency in March 2020. As de-
tailed in PERAC Memo 17/2021, pub-
lic meetings do not require a quorum
or the chair to be physically present
if remote participation is utilized and
the public has adequate, alternative
means of public access.

If a meeting is held in a public
place that is open and physically ac-
cessible to the public, the adequate,
alternative means of public participa-
tion are not required by statute, but
are encouraged.

If a public body decides to meet
in person and does not provide for al-
ternative means of public access, then
the public body must have a physical

quorum present.
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Hours, Earnings Waiver On Hold

When signing Chapter 22 of the
Acts of 2022, Governor Baker object-
ed to Section 14 which would provide
a waiver from Section 91 (b) and (c)
earnings and hours restrictions in cal-
endar year 2022 for superannuation
retirees working in the public sector.

Rather than outright vetoing the
language, he returned it to the Legis-
lature with an amendment that would
provide for the waiver to be in effect
for "up to 90 days” after the end of
the Governor's declared public health
emergency or calendar year 2022,
whichever occurs first.

Both the House and the Senate
must pass the amendment to return
it to the Governor for his approval for
the waiver to happen.

In PERAC's view, the “up to 90
days” provision, if enacted, would be
established by the employers, consis-
tent with the Governor's intent.

The public health emergency is
different than, but similar to the state
of emergency that was in place ear-
lier in the pandemic. It authorizes
the Commissioner of Public Health
to take certain actions. Like the state
of emergency, it is initiated and ter-
minated by the Governor. The pub-

lic health emergency was enacted

May 28, 2021, in conjunction with the

ending of the state of emergency on
June 15, 2021.

This waiver, if enacted, would be
identical to the waiver that was in place
from the start of the Governor's State
of Emergency in March 2020 through
June, 15, 2021.

As with the previous waiver, this
waiver would not apply to disability

retirees.

All PERAC bills reported favorably

All eight of PERAC's bills this leg-
islative session have been reported fa-
vorably after the State Administration
and Regulatory Oversight Committee
reported out H.17, An Act Providing
for Statement of Financial Interests
Flexibility. The bill was amended in
committee and renumbered H.4349.
The bill would provide the Com-
mission some discretion in han-
dling non-compliance akin to board

education (continued next page)



Staffing Update - Two PERAC colleagues recently retired

By Caroline Carcia

Deputy Executive Director

Kim Boisvert, Senior Executive
Assistant was with PERAC for a
little over 20 years and retired in
January. Kim was instrumental in
ensuring all Commission meet-

ings ran smoothly.

Charles Hoyt, Senior Program-
mer/Analyst, was with PERAC
for 10 years and also retired in
January. Chuck played an integral
role in the development of the

PROSPER application.

We wish them both a long and healthy retirement! B

Legislative Update (continued from page 4)

requirements. It would also exempt a
board member who served less than
30 days in a calendar year from filing
an SFl.

As of this writing, that bill was
with the House Committee on Bills in
Third Reading while PERAC's seven
other bills were with House Ways and

Means.

Three-year COVID retirement credit

bill sent to study

A number of other bills of note to
the retirement community were act-
ed on ahead of the February 2 report-
ing deadline.

Reported favorably:

B H.2664, which would
incrementally increase the state
and teacher's COLA base by
$1,000 annually from the current
$13,000 until it reached $16,000.

® H.1677, which would provide an

added benefit of $100 on top of

the usual COLA to a retiree who
had 20 years of public service,
has been retired for 15 years and
has an allowance at or below
the average for that retirement
system. The bill would provide an
additional $200 to such a retiree
who has been retired for 20 years.
The bill would affect the state and
teachers’ systems with a local
option.

Granted an extension on reporting

until March 11:

B H.2620, the enhanced teacher
retirement credit of a combination
of 10 years of age and service.

Sent to Study, which effectivly ends
the legislation’s progress this ses-
sion:

B H.2608, the three-year retirement
COVID credit for employees
working outside the home.

B S.1674 and H.2742, bills that

would have lowered the threshold

on board performance below the
current 65% funding level and/or

two points of PRIM.

Gov. Baker includes COLA in budget

proposal

Governor Baker filed his FY23
budget bill on January 26 and includ-
ed a 3% COLA for state and teachers’
retirees.

The House Ways and Means
Committee is currently holding hear-
ings ahead of releasing its version of
the budget in mid-April. The Senate
will do so in May with a goal of having
a signed budget in place for the start
of the fiscal year on July 1.

The Governor's budget contained
a $3.744 billion payment to the state
pension system in accordance with
the current funding schedule. It also
contained a provision to make a sup-
plemental $250 million payment from

anticipated FY23 surplus funds. |
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Option D:

Selection or Election?

By Judith Corrigan, Esg.
General Counsel

FRAC's Legal Unit fields many inquiries about benefits payable under
G.L. c. 32, § 12(2)(d) ("Option D). An Option D benefit may arise when

a member dies of a cause or illness unrelated to his or her employment.

The Option D beneficiary will receive an allowance for his or her lifetime, the

so-called “Member Survivor Allowance.”

A member may select an Option
D beneficiary, and an eligible surviving
spouse may elect an Option D benefit,
even if the late member selected
someone else. Inthe course of PERAC's
fairly recent revamping of forms,
one form, the “Notice of Election of
Benefits Under G.L .c 32 § 12(2)(d)"
was removed from circulation. It is
currently being revamped to reflect
the reality that no one other than an
eligible spouse may elect an Option D
benefit, and a nominated beneficiary,
including a spouse, may not reject an
Option D benefit. The soon-to-be
released form will reflect the following:
B A member may select only one
beneficiary (a spouse, a former
spouse who has not remarried,
a child, a sibling or a parent) to
receive the Option D benefit
following his/her death. Pursuant
to G.L. c. 32, § 11(2)(c), the selected
beneficiary, including a spouse,
must accept the Option D benefit.
B A surviving spouse is eligible to
elect an Option D benefit if he

or she has been married for not
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less than one year to a member

who has two or more years of

creditable service. The spouse
and the member must have been
living together at the time of the
member’'s death. The spouse may
still elect the benefit if the board
finds that they were living apart
for justifiable cause other than
desertion or moral turpitude on
the part of the surviving spouse.

B Although the spouses of inactive
members may elect the Option D
benefit, they are not eligible for
the minimum allowance or the
dependent benefits for children
provided for in G.L. c. 32, § 12B. A
spousal election is also available
when a member who did not
choose Option C dies within 30
days of the effective date of his or
her retirement.

We appreciate the patience of the
public pension community, as well
as the valuable suggestions we have

received about this important form. |

son
De]a Vll (continued from page 1)

move forward in automating our
interactive processes. Retirement
calculations are now processed
completely online, eliminating the
need for paper files and improv-
ing the timing and integrity of the
pension calculation function. In
addition, board members submit-
ted their annual Statements of Fi-
nancial Interest electronically for
the first time and PERAC reported
100% compliance for active mem-
bers. Subsequent filings will be
greatly enhanced by the new pro-
gram.

2021 has brought the danger
of cyber-attacks to our door, and
our collective focus and response
will be strongly emphasized in
2022 training and guidance. With
our increased reliance on elec-
tronic systems has come the re-
sponsibility to safely protect our
assets and information.

| sincerely look forward to a
year that allows all of us to con-
tinue to improve upon our service
delivery to our members, and hope
that these efforts can be carried
out without the social limitations of

the past two years. B
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Did you know? Memos released last quarter:

The 2021 Annual Statement of Earned Income
forms were mailed on February 24, 2022. Most

#27: Appropriation Data Due October 31, 2021

members should have received their form by now. #28: Buying Back Elected Official Time
Memo provides overview of options available to
If you receive an inquiry from one of your elected officials under the law.
members who has not received their form yet,
please have them contact our office or submit an #29: Expansion of Post-Retirement Work
inquiry through our website. Superannuation retirees may now work up to

1,200 hours per calendar year in the public sector.

Last year, 98% of 2020 forms mailed were returned.

#30: Investment Fraud Alert
Alert on recent hack at a retirement system

#31. 2021 Pension Fraud Prevention Campaign

Launch of biennual campaign & poster design
Statements Paian & 0

#32: Cybersecurity and Internal Controls

n - Announcement of new training and requirements
of Financial gandrea

to increase board security

Intel"eSt - <l #33: Tobacco Company List
due May LSl 34 2021 Disability Data

Request for boards to update their member info

#35: 840 CMR 10:10(3) & 10:15(1)(c) - Annual Review
This year may be the easiest filing year of Medical Testing Fee
yet with electronic filing in PROSPER! Commission voted to continue practice of
Members leaving their position should file allowing staff to approve up to $100 in medical
before they lose access to their account. fees per case

Upcoming Meetings
March 9, 11:00 a.m. April 13, 11:00 a.m. May 11, 11:00 a.m. June 8, 11:00 a.m.
Commission Meeting Commission Meeting Commission Meeting Commission Meeting

Meetings will be held remotely until further notice. See our website for details.


https://www.mass.gov/memorandum/27-appropriation-data-due-october-31-2021
https://www.mass.gov/memorandum/28-buying-back-elected-official-service-time
https://www.mass.gov/memorandum/29-expansion-of-post-retirement-work-in-the-public-sector
https://www.mass.gov/memorandum/30-investment-fraud-alert
https://www.mass.gov/memorandum/31-2021-pension-fraud-prevention-campaign
https://www.mass.gov/memorandum/32-cybersecurity-and-internal-controls
https://www.mass.gov/memorandum/33-tobacco-company-list
https://www.mass.gov/memorandum/34-2021-disability-data
https://www.mass.gov/memorandum/35-840-cmr-10103-10151c-annual-review-of-medical-testing-fee
https://prosper.perac.state.ma.us/
https://www.mass.gov/about-perac/events?_page=1

Upconung courses

Credits
board members

must earn :
March 9 Webinar (PRIM) PRIM Cash Transactions &

1 8 Processes

per term March 22 Webinar (AGO) Open Meeting Law

March 8 Webinar (AGO) Open Meeting Law

3 March 24 Webinar (Ethics) Conflict of Interest
Minimum
per term year Webinar (CTR)* Internal Control Plan

*The webinar on 3/31 is hosted by PERAC in partnership with the Office
9 of the State Comptroller, who will be presenting.

Maximum

per term year Links to all above webinars are on our website

See our website for additional educational
resources and registration information, including:

e Comptroller's Cybersecurity presentation
Presentation contains information on best practices for
protecting board assets from external threats.

e Templates for the 2021 Annual Statement

Public Employee Retirement Administration Commission | 5 Middlesex Avenue, Somerville, MA 02145 §

Phone 617 666 4446 | Fax 617 628 4002 | Web www.mass.gov/perac

Philip Y. Brown, Esq. Kathleen M. Fallon James M. Machado
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- " . . | 1 t Prof l E. tive D 1
Suzanne M. Bump Kate Fitzpatrick Richard MacKinnon, Jr.  "esimen rrotessiona xecuiive Birecior
Auditor of the Commonwealth Town Manager President
Vice Chair Needham Professional Fire Fighters Natacha Dunker
of Massachusetts Editor
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https://www.mass.gov/lists/perac-2022-educational-seminar-handouts



