ADVISOCRY & FINANCE COMMITTEE

The following meeting of the Advisory & Finance Committee has been posted and will be held

At: Plymouth Town Hall
11 Lincoln Street
Mayflower Il Meeting Room
Plymouth, MA 02360

On: Wednesday, January 21, 2015 at 7:00PM
] N ] T .| T | T I | N

{tems on the agenda will include but are-not limited to the following. Other discussion may include items that were not reasonably anticipated by the Chairman
48-hours in gdvance of the meeting posting.

AGENDA ITEMS:

» Article 20: New Bylaw — Regulations: Swear in Appointees  Larry Pizer
Town Clerk

> Retiree Health Care Carolyn Ryan

Massachusetts Taxpayers Foundation

Public Comment

Old/New/Other Business

Meeting Minutes

Next Meeting: Wednesday, January 28, 2014 - Mayflower Il Room — Town Hall




Laurence R. Pizer, Town Clerk
11 Lincoln Street

Plymouth, MA 0236(}. Town Clerk

508-747-1620 X171

Memo

To: Advisory and Finance Committee
From: Laurence R. Pizer, Town Clerk
Date; January 12, 2015

Re: Proposed Bylaw Regulating the Swearing-In Process

“All elected and appointed officials shall be qualified by the Town Clerk within
30 days of their appointment or reappointment except where a different
period is specified in the General Laws. If an appointed official is not qualified
in this period, his appointment shall terminate and the appointing authority
shall be so notified by the Town Clerk.”

Article 20 proposes to add Chapter 123, "Cath of Office” to the General Bylaws and to
include the language as Section 1.

Although there has been an improvement in convincing appointees to take the required cath
before performing committee responsibiliies, Plymouth has not come’ close fo universal
success. Chapter 41 §107,0f the Massachusetts General Laws states, " Every other elected
member and every appointed member of every board or commission of a town, and every
other elected officer and every appeinted officer of a town, shall also, before entering upon
his official duties, be sworn fo the faithful performance thereof"Thus, it mandates that
appointees take their oath before serving. Failure to do so exposes the Town to liabiiity if a
complainant took exception to the action of a committee with members serving without legal
authority,

Similar bylaws or erdinances are in effect in the Town of Blackstone and the City of Woburh.




Memo

To: Advisory & Finance Committee

From: John Moody, Chairman

Date: January 13, 2015

Re: Other Post-Employment Benefits (OPEB) Materials

The following materials are being distributed as background information for the presentation on
OPEB from Carolyn Ryan arranged by Harry Salermno for our January 21 meeting. These are
not part of Ms. Ryan's presentation, per se, but provide a background for that presentation.

Upon hearing that we would be discussing OPEB, Tom Kelly, Chairman of the Plymouth
Retirement Board, requested that some of these materials (Mass. Retires Response and
Retiree Health Care Costs Straining Budgets) be distributed to the Committee to provide the
retiree perspective on the issue. | added to these materials the original report (The Brick That
Broke), which is referenced in Mr. Kelly's requested materials.

Please review these materials in advance of the January 21 meeting so that we may have a
more effective dialogue about this complex matter.

Thanks.



1201872014 - " Retiree Healthcare Siege Continues | MassRetirees

MASS RETIREES

...........................................................................................................................................................

Email Print  Add to favorites | Share: 4 o Tweet 0 14
MTF Report Misleading

OCTOBER 1, 2014: Last week, the Mass, Taxpayers Foundation (MTF) released its latest report on
municipal retiree health insurance. As expected the report finds that the cost of municipal health
insurance plans is unsustainable, and as such, benefit reductions are called for. Click here to view the
report.

Unfortunately, the MTF report has drawn undue attention from the Boston media. Just last Saturday
the Boston Herald editorfalized {see "The Retiree Dilemma") on the subject, largely echoing the MTF
recommendations.

We believe this typical MTF report uses selective data to prodUce results that reflect their agenda - a
flawed methodology that most reputable professional research entities would not utilize in trying to
compile an objective analysis. -

Spedifically, limiting the use of property tax levy in the 10 " poorest" communities as the focal point for
the report's findings is not really an objective measuring stick. State aid and other revenues, generally
doubling the property tax levy, must be included in the equation to objectively analyze a community‘s

ability to pay. ' '

In addition to poar methodalegy, the report intentionally neglects to state the $250M in heath care
savings that resulted from the Governor and legislature passing municipal Heaith Care Reform in 2011.
Ironically, the report omits the City of Fall River from its findings and the Health Care Reform savings to-
the taxpayer in that city was over $8M in FY14 and a total of $12.104 million since Fy131!!

Further, several of the communities profiled by the latest MTF report have not enacted the reforms
already passed by the Legislature over the past five years. Simply put, the tools are already available for
municipalities to gain control over local healthcare costs.

Four of the profiled communities have reported a collective savings of $16.468 million as a result of
instituting municipal insurance reforms. However, the MTF fails to mention this data in their report.

+ Ambherst $1.683 million

* Chelsea $1.405 million
« Fall River $12.104 million (FY12-14)
+ Fitchburg $1.190 m'illion

We understand that further health care reforms will have to be discussed, but shifting even moere costs
on public retirees and employees is not the solution. And taking health coverage away from non-
Medicare eligible retirees is definitely not the way to go!

'Our Association remains committed to working with the legislature, policy makers and the inceming
* administrations to resolve these important issues.

hitp:/Avww massretiress.com/articlefiss ues/state-giciretiree-healihcare-siege-continues
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Retiree Health Care Costs are Straining
Budgets in the State’s Poorest Cities

In 2011, the Foundation published Retiree Health Care: The Brick That Broke Municipalities’
Backs, a groundbreaking report that detailed the enormous liabilities for retiree health care facing
municipalities in Massachusetts, Cities and towns in the state are estimated to have a total of $30
billion in unfunded retiree health care liabilities, and funding those obligations would crush
municipal budgets and taxpayers.

Following the Foundation’s report, the state formed an Other Post-Employment Benefits (OPEB)
Commission in 2012 to study what drives the liabilities and to make recommendations for
reform. These recommendations were the basis for the Governor’s reform proposal in 2013 to
toughen eligibility standards and link benefits to length of service, The Legislature has taken no
action on his or any other proposal for OPEB reform.

Facing liabilities that are simply unaffordable and beyond their capacity to fund in advance,
municipalities instead use a “pay-as-you-go” approach (referred to as “paygo”) in which they
fund only their share of health care premiums for that year’s retirees. Under such an approach,
municipalities set nothing aside for the costs of benefits that current employees will receive upon
retirement. Instead, those obligations are pushed into the [uture and added to existing liabilities,

However, relying on paygo to meet obligations has serious consequences. As annual spending on
retiree health care grows, the fiscal squeeze already pressuring municipalities tightens further
and forces cuts in basic services. Even if municipalities ignore their long-term obligations and do
not pay down their retiree health care liabilities, they cannot escape the fact that those costs are
rising and eroding the resources available for important services like education and public safety.

This bulletin analyzes retiree health care spending in nine of the 10 municipalities with the
lowest per capita incomes in the state and populations of at least 10,000. It includes data for
Ambherst, Chelsea, Everett, Fitchburg, Holyoke, Lawrence, New Bedford, North Adams, and
Springficld." The bulletin examines two measures of retiree health care costs: the increase in
retiree health care spending relative to the increase in property tax revenues between fiscal 2009
and fiscal 2013, and retiree health care spending as a share of total property tax revenues in fiscal
2013,

! Per capita income data is as repotted by the Division of Local Services, Fall River, which has one of the 10 lowest per capita
incomes and population greater than 10,000, did not begin reporting its retiree health care costs until fiscal 2012 so it is excluded
from this analysis. Data from 2013 is included in Tables 2 and 3 for reference.




Municipalities have few options for controlling paygo costs because benefit eligibility is
determined almost entirely by state law. An employee needs only 10 years of service to receive

full benefits for life beginning as early as
age 55.° In many municipalities, part-time
- employees qualify for the same benefits as
full-time employees, Furthermore, nearly
‘all municipalities contribute at least 50
percent towards the cost of premiums,
though many contribute more than that.
With such generous benefits, it 1s not
difficult to understand why the costs of
retiree health care are growing much faster
than property taxes.

Retiree Health Care Costs Qutpacing
Growth in Property Taxes

Between fiscal 2009 and fiscal 2013, the
total costs for retiree health care coverage
in the nine municipalities rose from $71.8
million to $88.8 million, an increase of 24
percent, while property taxes grew at half
that rate, a modest 12,1 percent.

The surge in retiree health care costs,
ranging as high as 44 percent growth in
Amherst, means that a large share of
increased property tax revenues was
dedicated to paying for these benefits
rather than addressing other needs. In fact,
the increase in retiree hcalth care costs
consumed 26 percent of the growth in
property taxes in the nine communities
between fiscal 2009 and 2013, as Table 1
on page 3 shows.”

The jump in retiree health care spending is
especially striking when considered in the
context of the tiny two percent growth in
the total budgets of these nine communities

between 2009 and 2013, As a resulf of the

fiscal squeeze, they reported nearly 1,000

The Chéifénge of Finding Municipal Financial Data

Historically, there was little reporting required on
retiree health care costs. That changed with the
implementation of new standards from the
Governmental Accounting Standards Board (GASB),
effective for most Massachusetts municipalities
beginning in fiscal 2009, .

However, despite the reporting requirement, there
remains a significant lack of transparency on retiree
health care costs——and, for that matter, finances in
general—in many communities. As noted in this

“bulletin, Fall River only began reporting retiree health

care Habilities in fiscal 2012, a full three years after the
GASB deadline, Furthermore, the current requirements
are just the beginning-—GASB has already expanded
pension reporting requirements and, over the next
several years, will expand retiree health care repormng
requirements as well,

The lack of financial accountability and transparency
speaks to a larger issue that the state and municipalities
must address. Only five of the 10 poorest commumities
had a financial statement from the most recent fiscal
year readily available online, In some cases, the annual
budgets are little more than a listing of various
accounts without any discussion of revenue or
expenditure changes, trends, or other factors that affect
budgets. Only in rare cases do budgets provide a
separate line item for annual retiree health care
spending.

Clear, accurate financial information is crucial to

‘understanding the scope of these enormous burdens, In

addition, residents are entitled to understand how a
municipality spends its revenues, and should have easy
access to current and historical data that is presented in
a useful manner. Technology makes it easier than ever
for municipalities to provide this information to
residents,

fewer full-time employees in fiscal 2013 than in fiscal 2009 as they held wage and salary growth.
to $8.7 million, or one percent—half the $17 million increase in retiree health care costs,

? For employees hired aﬁel April 2, 2012, the eligibility age increased by five years for each pension classlﬁcatmn Most hires
{Group 1} are still eligible for benefits as early as age 60 and public safety groups are sligible as early as age 55.

* Some of the increases in retiree health care spending may include modest contributions to OPEB trust funds, but those are only
a fraction of what municipalities should be setting aside te pay for benefits. Property tax revenues include not anly the increased
property taxes on existing property owners but also the revenues resulting from newly consiructed property.

Massachusetts Taxpayers Foundation




"$301A19G [2007] JO UOISIAN(] §,9083$ QL UI0I] ST eiep X A11adoid
“BIBD 6007 PoSiaal papiacid £119 5T} 08 SISTOES] PAIISI SPNISAI 0T PIP JISUIAJEIS [BISUEULY 6((Z 911 W paltodal S 1500 180

T[1[eSY S3IST 007 S, BISPTD “CTOT PUR §007 SIEaK [ROSY ‘SRISKISIE)S {RIDUET] [BNTNER U1 po110dal S8 aIv $a1RI UGNNQLIUD WNuaid pue $)500 a1ed Ti1eal 30108y

YIMO0IN) XB ],
Aypipdoag jo
0, B SB I)M0IN)
1500 31eD)
YieoH 219y

CI07-600Z ‘s9xe ], A11adoad 210 UI [3a0an) 03 paasduro)) $)500) a1y YI[EIH ANIY U YImoar) 11 dqe ],

£10T-600T
KA xe ]
Ayradoag

DU

£10T
‘AAY] XEB L
Lrxadoag 10l

600T
‘AN XL

Auadoag w30,

£10¢
-600¢T 218)
qesH
201139y

CfumaaaINng

£1oc

faqe)) pedy

1Y

600T

‘318D YHESH

CEXTIRM |

B

%97 SO8'LOTYY | . 9Y6 TE6P6S I80°SEL'OES | 650°086°9T | TE8°LO8'8S | TLL'LIS'IL [Ee10L
%ET €OEVTEY | LEC OV LI PL6'BLO'EOT | 908°L91°9 | TOTTLI'LE | 96E£H00°ST pray3undg
%€ SETYEIT ¥8E989°¢1 6v1°ZS0T1 L83 TE6'EV6'T 850°198°C SWEPY YHON
%18 £61'1TH'9 TOSBITS6 60€°L6L°88 SLL'89T'E | 910°908°C1 YT LESTI PIOJPIF MON
%ST PTS8YL6 86€ 19LYS PLRTIOSY 000°S8¢C | 000°8TE 01 000°EV8’L 30UBIMET]
%ST $00°TH9°9 060°18T°1S $80°6E9 VY OvE'8E9’T €T6°LLO'6 LLS6EY'L PoAlOH
%6 CLOIBL'S LLUTIETY T0E1ES9¢E yST 66 786°Tr6'S RTLEYY'S BInqUOL]
%83 016°TLLEL | ¥HOTHTLS PE1 68 EL ¥89°991°1 6L8°6VE9 S61°€81°¢ EYEN
%6 09T°SP6 L 88T'80T I 8T0'€9TEE pSTOLL L6STITY EF9°SLE'E ©ISRYD
%<1 00€'826'9% | 9TL'66L'1¥S 9TH 1L8'pES 990°6€6$ | 000°SLOES | ¥E6'6E1'CS ISIYY

Apredpungy




In Springfield, retiree health care costs jumped from $25 million to $31.2 million between fiscal
2009 and 2013, almost 50 percent greater than the $4.3 million increase in property taxes over
the same period. Clearly, it becomes impossible to fund basic services when retiree health costs
are consuming more than the entire growth in property tax revenues. For example, had
Springficld’s retiree health care costs held steady instead of increasing by $6.2 million, the city
could have funded some 75 additional teachers.*

New Bedford faces a similar squeeze as the growth in retiree health care costs consumed half of
the growth in property tax revenues, rising from $12.5 million in fiscal 2009 to $15.8 million in
fiscal 2013. That 26 percent increase in retiree health care was more than three times the 7.2
percent growth in property tax revenues.

Notably, these increases occurred despite steps taken by several municipalities to contrel costs,
such as requiring eligible retirees to enroll in Medicare, adopting municipal health reform, or
reducing contribution levels, '

Retiree Health Care Consumes a Large Share of Property Tax Revenues

Fven in the communities in which retiree health care grew at a slower rate, those costs consume
a large share of property tax revenues. As Table 2 details, in fiscal 2013 retiree health care costs
were equal to 15 percent of total property tax revenues in the nine municipalities, ranging from
seven percent in Amherst and Fitchburg to 22 percent in Notth Adams,

Table 2: Retiree Health Care Costs as a Percentage of Property Taxes, Fiscal 2013

Average Single
Retiree Health Family Tax
Retiree Total Property Care Costs asa  Bill, $ Amount
Health Care, Tax Levy, %o of Property to Retiree
Municipality 2013 2013 Tax Levy Health Care
Ambherst $3,075,000 $41,799,726 7% $479
Chelsea 4,111,897 41,208,288 10% N/A
Everett 6,349,879 87,262,044 7% N/A
Fitchburg 5,942,982 42,312,177 14% 419
Holyoke 9,077,923 51,281,090 18% 589
| Lawrence 10,328,000 54,761,398 19% 477
New Bedford 15,806,016 95,218,502 17% 459
North Adams 2,943,932 13,686,384 22% 443
Springfield 31,172,202 167,403,337 19% 467
Total 88,807,831 594,932,946 15% N/A
Fail River 18,445,638 75,433,714 23% 582

* The Department of Elementary and Secondary Education reports the average teacher salary for Springﬁeld in 2013 was
$58,693. The estimate adds a 33 percent benefit factor to that salary amount to account for the costs of health insurance

and other benefits,

Massachusctts Taxpayers Foundation



In North Adams, $445 of the average single family homeowner’s property tax bill was dedicated
to retiree health care in fiscal 2013. For the average single family homeowner in Holyoke, the
retiree health care costs consume more than $500 of the annual tax bill. In each municipality, the
average single family homeowner pays more than $400 per year to fund the costs of retiree
health care.”

Not only are property taxpayers funding retiree health care at the expense of other services, they
are also funding a benefit that most of them do not receive. Few residents have access to any
retirce health care benefits themselves, let alone the gencrous ones provided by municipalities.
According to the Agency for Health Care Quality and Research, in 2013 only 7.3 percent of
Massachusetts private sector establishments offer health insurance to refirees over age 65, and
only 8.8 percent offer it to retirees prior to age 65. This includes employers that require retirees
to pay the entire share of premiums, By contrast, all but one of the nine municipalities contribute
75 percent or more of the cost of premiums (Table 3).

Table 3: Municipal Contribution Rates for Retiree Health Care Premiums

Municipality

Manicipal Share of Premium

Ambherst 75% to 90%
Chelsea | 75% 1o 82,5%, includes part B
Everett 85% to 90%
Fitchburg | 70 t0 75%
Holyoke 50%
Lawrence® 80%
New Bedford 75%
_____ North Adams T5%
Springfield’ 75%
Fall River 73%

The state’s municipalities, and particularly the poorest cities and towns, are facing a long-term
fiscal squeeze with retiree health care consuming an ever larger share of limited growth in local
budgets. Massachusetts cities and towns simply cannot afford the exceedingly genercus benefits
that they currently provide.

As costs and liabilities grow each year, it becomes more urgent for the Legislature to implement
reforms, The reforms must increase the eligibility from 10 years of service to at least 20 years,

¥ The cost per average single famnily tax bill is not caleulated for Chelsea and Everett, These two municipalities are
among the 13 statewide that provide residential property tax exemptions; the Division of Local Services does not
report the average single family tax bill data for such communities.

% In its fiscal 2013 ficancial statement, Lawrence reports that it contributes 75 percent towards retivee health care
premiums, However, the city’s contribution is listed as between 80 percent and 90 percent, depending on the date of
retirement, on the rate sheet provided by the GIC, of which Lawrence is a member, The city contributes 73 percent
towards the health care premiums of active empioyees.

" Springfield contributes 78 percent towards Medicare premiums for retirees whose pensions were less than $30,000
as of June 30, 20006,

Massachusetts Taxpaycrs Foundation 5



tic benefits to years of service, pro-rate benefits for part-time employees, and eliminate
expensive pre-Medicare coverage. In order to address these huge unfunded liabilities, the
reforms must apply to a broader group than new hires.

Lk

The Massachusetis Taxpayers Foundation is a nationally recognized, independent, nonprofit
research organization whose purpose is to promote the most effective use of tax dollars, improve
the operations of state and local governments, and foster positive economic policies. Over the
past 20 years the Foundation has won 16 national awards for its work on health care access and
costs, ftransportation reform, business costs, capital spending, state finances, MBTA
restructuring, state government reform, and municipal health reform.

Massachusetts Taxpayers Foundation 6
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The Massachusetts Taxpayers Foundation is a nationally recognized, nonprofit research
organization whose purpose is to promote the most effective use of tax dollars, improve the
operations of state and local governments, and foster positive economic policies. Our credibility
is based upon independent, objective, and accurate analysis of state and local spending, taxes,
and the economy. Over the past decade the Foundation has won fourteen national awards for our
work on transportation reform, business costs, capital spending, state finances, MBTA
restructuring, state government reform, and health care.

Massachusetts Taxpayers Foundation
333 Washington Street, Suite 853
Boston, MA 02108-5170
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Retiree Health Care: The Brick That Broke Municipalities’ Backs

Taxpayers have long understood
government pension liabilities and the
impact on local budgets, but government
obligations for other post-employment
benefits provided to employees (OPEB),
namely retiree health insurance, have only
recently started to receive similar attention.
New  reporting  requirements  force
govemments to disclose their OPEB
liabilities, and the numbers show that retiree
health benefits are no longer the marginal
annual budget items they were when initially
offered to employees. Instead, the rapid
acceleration of health care costs combined
with overly generous benefits have created
staggering OPEB liabilities which exceed
unfunded pension liabilities in almost all
Massachusetts communities. Without action,
these OPEB liabilities will continue to
escalate with enormous consequences for
cities and towns.

While a handful of Massachusetts
communities have begun to fund their OPEB
liabilities with modest contributions, the
aggregate liability is more than 99 percent
unfunded. Enormous OPEB liabilities,
combined with existing pension obligations,
threaten the long-term stability of local
government finances and are already
crippling municipalities’ ability to provide
basic services, including public education.

What is OPEB?

The term OPEB refers to all benefits, other
than pensions, that retirees receive. For
public employees in Massachusetts, OPEB
largely consists of retiree health insurance
but also includes life insurance. As with
pension benefits, employees are entitled to
these benefits after meeting certain
eligibility requirements, such as a vesting
period and minimum retirement age.

The increased focus on government OPEB
obligations comes partly as a result of

requirements issued by the Governmental
Accounting and Standards Board (GASB) in

June 2004. Referred to as GASB 45, these

standards require all government entities to
report their annual OPEB obligations,
unfunded liabilities, and various
assumptions in annual financjal statements.
GASB 45 brought governments in line with
private sector reporting requirements that
have existed for 20 years.

Under GASB 45, governments must disclose
the present value of their incurred OPEB
costs for both current retirees and active
employees already eligible for benefits. The
liability defines how much the governments
need to set aside today in order to continue
to provide these benefits over time, based on
a variety of assumptions. Such reporting
also helps to gauge the true cost of employee
compensation by forcing governments to
quantify the present value of a future
retirement benpefit, even though an employee
may not receive that benefit for many years.

Like the earlier pension statements issued by
(GASB, Statement 45 outlines technical and
reporting requirements but does not set
policies for governments to address
liabilities. As a technical rulemaking board,
this is typical for GASB. Although there is
no requirement to pre-fund these liabilities,
those governments that choose pay-as-you-
go over pre-funding place a heavier burden
on future taxpayers.

GASB 45 included a three-year phase-in of
reporting requirements, with the largest
governments being the first to implement the
policy. Fiscal year 2009 was the first in
which all 351 Massachusetts communities
were required to disclose OPEB liabilities.

OPEB has historically received less
attention than public sector pensions and
cmployee health insurance, but it is an

Massachusetis Taxpayers Foundation




important component of employee costs.
Although GASB 45 forced disclosure, the
total liabilities remain a buried note at the
back of financial statements. In theory,
OPEB data should be readily available, but
in reality it is often difficult to find.
Decentralized reporting and the lack of
funding requirements lead to haphazard
availability of local government OPEB data.

To fill the void and provide a clearer picture
of the impact on taxpayers, the Taxpayers
Foundation researched and analyzed data
from the 50 largest communities in the state,
based on population, providing the first
broad look at municipal OPEB liabilities in
Massachusetts.

Huge Liabilities

The total OPEB liability for the top 50

comiunities is a breathtaking $20 billion—
nearly $3 billion larger than earlier estimates
of the total liability for all 351 communities
in the state.! The OPEB liability for the
remaining 300 communities, plus regional
school districts, will likely add at least $5 to
$10 billion to this burden. The retiree health
care problem threatens to wreak havoc with
local government budgets, and no individual
community is immune. Governments
already owe this, and the liability is rising
every year.

Retiree health care liabilities” are driven by
several factors which can vary from
community to community. Table 1 and
Appendix A provide details on the liabilities
for all 50 municipalities, which range from
$59 million in Dartmouth to more than $4.5
billion in Boston. FEach community

' Two of the fop 50 communities, Fall River and
Woburn, do not have any OPEB data available
despite the requirement to do so. As discussed later,
this liability is almost totatly unfunded.

% Since OPEB is almost entirely retiree health care,
we use the two terms interchangeably.

calculates its own liability and chooses its
own assumptions for investment
performance and health care cost growth. A
higher assumed rate of return and a lower
cost growth assumption would reduce the
liability. The health plan design, number of
people covered, and employees’ share of
contributions alf also affect the liability.

The $20 Bitlion Liability

Table 1 shows a total liability of approximatély
$18 billion, but we use a $20 billion liability
throughout this report for several reasons: ...

¢ Two communities did not have any data
available. Based on liabilities in similar
communities, we estimate that the
liabilities in Fall River and Woburn
would add $500 to $750 milhon to the
aggregate liability.

¢ GASB guidelines require that entities

relying on pay-as-you-go use a short-
term interest rate assumption, but
Weymouth and Lynn use an 8 percent
return assumption. If these commumtles
had followed GASB guidelines, we .

_estimate it would add $500 to $650
million to the aggregate liability.

e Many communities are relying on old
data to report their liabilities. For 34
communities, the most recent actuarial
valuations were conducted prior to 2009,
In most cases, unfunded liabilities will
have grown because of communities’
failure to begin to address the problem.

Massachusetts Taxpayers Foundation




Table1
Municipal OPEB and Pension Liabilities (in thousands)

CPop. o it ¢ Unfunded - ' Pension Liability ' OPEB + Pension Total
“ Rank -~ Municipality ~"OPEB Liability =~ Unfunded Total - Unfunded Liability -
1 Boston 4,553,816 2,920,165 7,212,669 7,473,981
2 Worcester* 765,312 297,675 929,569 1,062,987
3 Springfield 761,576 402,504 699,026 1,164,080
4 Cambridge 598,995 67,004 833,034 665,999
5 Lowell 432,752 150,668 413,775 583,419
6 Brockton 635,224 32,623 410,270 667,847
7 New Bedford 478,609 319,667 516,133 798,276
8 Quincy 435,548 165,187 472,269 600,735
9 Fall River N/A N/A N/A N/A
10 Lynn 450,682 214,078 412,239 664,760
11 Newton 531,675 137,886 419,001 669,561
12 Somerville 570,929 96,631 280,400 667,559
13 Lawrence 323,977 146,233 285,082 470,210
14 Framingham 389 843 64,895 262,770 ‘ 454,738
15 Haverhill 299,042 138.230 282,522 437,272
16 Waltham 517,000 89,420 251,354 606,420
17 Plymouth 264,591 54,787 175,119 319,778
18 Brookline 323,000 108,623 332,222 431,623
19 Malden 1 164,766 57,893 216,498 222,659
20 Chicopee 165,267 " 94628 247 050 259,895
21 Taunton 335,113 89,769 281,787 424,883
22 Medford 247,639 66,794 216,374 ' 314,433
23 Weymouth 131,756 53,587 190,920 185,343
24 Peabody 419,806 78,341 197,189 498,146
25 Revere 160,287 66,438 163,452 226,725
26 Bamnstable 159,322 54,693 *k 214,015
27 Methuen 206,816 67.016 154,332 276,833
28 Attleboro 274,301 29,194 118,944 303,495
29 Pittsfield 224,749 105,976 186,547 330,725
30 I.eominster 154,772 19,511 118,516 : 174,283
31 Fitchburg 177,764 75,856 167,874 253,620
32 | Westfield 178,430 70,609 193,420 249,039
33 Arlington 139,440 47,385 192,195 186,825
34 Salem 159,946 79,394 179,382 239,339
35 Holyoke 300,166 90,362 265,688 390,528
36 Billerica 233,836 73,500 *k 307,336
37 Beverly 209,173 56,430 143,368 265,603
38 Woburn - N/A N/A N/A N/A
39 Marlborough 111,574 56,153 151,387 167,727
40 Everett 137,107 99,111 156,991 236,218
41 Chelsea 184,806 68,366 130,398 253,172
42 Ambherst : 68,990 e *k N/A
43 Braintree 158,006 47920 189,266 205,926
44 Dartmouth 59,273 36,744 ** 96,017
45 Chelmsford 162,400 52,175 * 214,575
46 Shrewsbury 85,122 19,592 85,257 104,714
47 Andover 245,108 36,946 136,899 282,054
43 Waterfown ' 118,381 43,511 140,549 161,892
49 Falmouth 108,886 40,786 125,751 149,672
50 Natick 111,744 40,383 131,268 152,127
T Tetal - 17,930,716 L - 7,225,337 18,669,656 | 25,087,064 .

* Worcester also has approximately $168 million in outstanding pension obligation bonds.’
** The Foundation does not have complete data for the communities in regional pension plans.



Just how big is this burden? For these 50
communities, the unfunded Hability is two-
and-a-half times larger than the total
unfunded  pension  liability.  Every
community has a larger unfunded OPEB
liability than unfunded pension liability. In
Peabody, for example, the unfunded OPERB
liability is more than five times larger than
its unfunded pension liability.

This trend is particularly troubling among
communities that are already suffering from
large unfunded pension obligations. Lynn,
Chelsea, and Pittsfield all have pension
systems that are less than 50 percent funded
and have unfunded OPEB liabilities that are
more than twice as much as their unfunded
pension liabilities. In more than half of the
50 communities, excluding those in regional
pension plans, the fotal OPEB liability is
greater than the fotal pension liability.
Attleboro,  Peabody,  Waltham, and
Somerville each has a total OPEB liability
" that is more than double its total pension
liability.

With pension obligations already weighing
down municipal budgets, communities
cannot realistically expect to satisfy both
their  retiree health care and pension
liabilities. If municipalities continue
business as usual with retiree health care,
many can expect to be paying more to
provide a year of retiree health benefits than
the average retiree receives in pension
benefits. Once a supplemental benefit,
retiree health care is becoming the most
costly aspect of retirement compensation.

As breathtaking as these liabilities are, they
almost certainly are understated because
most of the communities have used
artificially low assumptions about the
growth of health care costs in liability
calculations. Al but five of the 50
municipalities assume that health cost

growth will drop to five percent annually,
most commonly within five years, which
seems highly unlikely. As shown in Table 2
and Appendix B, this does not reflect actual
experiences over the last decade.

Table 2
Cost Growth Assumptions versus Actual
Health Insurance Expenditures’
Select Communities

 ‘Average " °
RS ~ Annual -
Assumed Growth"
SRR ong-Term -
Municipality -7 Growth (%) -
Methuen 5.0 i2.7
Brookline 5.0 11.6
Framingham 5.0 11.1
Medford 5.0 10.1
Marlborough 5.0 9.8
Everett 50 ¢ 82
Annual Obligations

are daunting. To pay for this $20 billion
liability over the next 30 years would
require an annual contribution (ARC) of at
least $1.2 billion for just these 50 cities and
towns, compared to the $500 million they
currently spend on a pay-as-you-go basis."

The $1.2 billion ARC includes two parts: an
amortization payment and the “normal cost”
payment. The amortization payment, which
increases each year, is the annual cost to
reduce the existing unfunded liability over a
period of time, in this case 30 years. Since
the future costs for current retirees are
incorporated into the unfunded liability, the
amortization payment includes those
expenses. The normal cost is the amount a
municipality must set aside to fund all of the

* As reported to the Massachusetts Department of
Revenue.
* Excludes Fall River and Woburmn.

Massachusetts Taxpayers Foundation




OPEB obligations payable in the future that
were incurred for active employees during
that year.

Municipalities have two ways to fund
liabilities; pay-as-you-go or paying the
ARC. All 50 communities currently fund
OPEB on a pay-as-you-go basis and
calculate the ARC mainly to comply with
GASB 45. However, every year that a
community does not meet its ARC, it defers
that obligation to the future and increases its
unfunded liability. With current pay-as-you-
go funding at $500 million and the ARC at
$1.2 billion, these 50 communities face two
paths that both lead to the same disastrous
result.

By deferring $700 million in contributions
each year, municipalities lose the income
they would have earned on that money,
which adds to their obligation. That lost
interest compounds every year they continue

to defer payment and builds dramatically

over time.

Based on a four percent rate of return, these
municipalities lose $28 million of interest
earnings by not paying the $700 million for
one year. By deferring the $700 million
each year for five years, the municipalities
would sacrifice more than $400 million in
interest income. Skipping the $700 million
payment each year for 30 years would lead
to an astonishing $19.8 billion in lost
interest income (Appendix C).

Of the 50 communities, only Arlington has
designated a special OPEB trust, which
holds $2.9 million or about two percent of
the town’s total liability. A handful of other
communities have made small contributions
to special funds for OPEB, but those
contributions were not placed into

* The median assumed rate of return in actuarial
valuations for the top 50 communities is four percent.

irrevocable trusts at the time of their most
recent valuations. With such an enormous
and growing gap between current payments
and the ARC, these communities have no
way to meet the ARC now or in the future.

On the other hand, if municipalities continue
pay-as-you-go funding, the liabilities do not
disappear and paying for annuval costs will
become more and more unmanageable.
Health care costs will continue to grow and
consume an ever larger share of limited
revenues. While municipalities operate
under the illusion that pay-as-you-go
adequately meets their obligations, they are
digging deeper and deeper holes that
taxpayers must fill in the future.

Whether communities choose the path of
pre-funding or pay-as-you-go, retiree health
care costs. are simply unaffordable.
Employee benefits have already eroded local
budgets and forced cuts to basic services—
and municipalities have not even begun to
fund OPEB liabilities. This hemorrhaging
will intensify as the soaring costs of retiree
health care and other employee benefits
force more severe cuts than municipalities
have already implemented.

The Legislature and municipalities face a
clear and critical choice: cut back retiree
health care benefits to an affordable and
sustainable level or see cities and towns sink
farther and farther into debt while
decimating local services.

® (3ASB requires that contributions be irrevocable
and placed in a specially designated trust that is
protected from creditors. Since these communities
did not establish irrevocable trusts—and therefore
funds could be tapped for other purposes at any
time-—these assets are not counted in actuarial
valuations. Boston and Brookline established
irrevocable trusts after their most recent valuations. |

Massachusetts Taxpayers Foundation



Table 3
Increase in Average Single Family Tax Bills to Meet OPEB Obligations
Communities with increases over 50 percent

Sl Total 30-yr.

. Average Single ' Increase Needed, - S i Average
ERE . Family Tax Bill " per Single Family -~ - Tax Bill . Single Family
City/Town oo (FY19) wAnn  Pareel B ~ Increase " - Homeowner
Lawrence 2,374 6,053 255% 181,604
Boston 2,762% 3,261 118% 97,827
Holyoke 2,764 2,433 88% 72,989
Attleboro . 3,153 2,614 83% 78,434
Brockton 2,713 1,858 68% 55,740
Worcester 3,129 2,049 65% 61,478
Lowell 3,072 1,971 64% 59,118
Taunton 2,612 1,571 60% 47,135
Revere 3,347 1,964 59% 58,933
New Bedford 2,838 1,577 56% 47,308

*Boston's average family tax bill is for FY 2009 and includes the resideniial exemption.

Overwhelming Burden on Taxpayers
Another way of understanding these massive
liabilities is to measure the potential impact
on taxpayers, and the burden would be
overwhelming.’

As shown in Table 3 and Appendix D, 10
communities would need to increase the
average single family tax bill by more than
50 percent and maintain that increase for 30
years to pay for the full ARC. Lawrence
homeowners would see an astonishing 255
percent increase and Boston a 118 percent
increase in their bills.

In 29 of the 40 communities, tax bills would
need to jump by 20 percent or more to pay
the ARC. Even at the lowest end, Falmouth

7 The Foundation used the Department of Revenue’s
data on residential parcels and tax bills to analyze the
implications of paying the full ARC for taxpayers in
40 of the 50 communities. Residential tax bill data
was not available for Barnstable, Brookline, Chelsea,
Everett, Malden, Marlborough, Somerville, and
Watertown, in addition to Fall River and Woburn.

homeowners would see an 8§ percent
increase in property taxes.

Over 30 years, the average single family
homeowner in Boston would pay nearly
$100,000 in additional taxes to meet the
city’s annual OPEB obligations. In eight
other communities—Worcester, Lowell,
Brockton, Newton, Lawrence, Revere,
Attleboro, and Holyoke—the average
homeowner would pay more than $50,000 in
additional taxes over 30 years.®

It is absolutely inconceivable that taxpayers
would, or should, be asked to pay such
extraordinary and unaffordable amounts—
yet that is the obligation on the backs of
taxpayers if the benefits are not changed.

® Municipalities increase the amortization portion of
their ARC each year (usually by 4.5 percent), but the
Foundation assumed the entire ARC remained level
for 30 years because several communities do not
provide details of the amortization portion. Asa
result, the total 30-year payments may be low
estimates for some communities.
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A Disappearing Benefit

Massachusetts municipalities already stand
apart from the great majority of employers
by offering retiree health care at all, but the
richness of benefits—extraordinary plans,
substantial employer contributions, and low
eligibility barriers—places them among the
most generous employers in the nation.

In the private sector, retiree health care is
rapidly becoming a thing of the past. Only
28 percent of private sector employers with
at least 500 employees offered health care
benefits to carly retirees in 2009, down from
46 percent in 1993, while just 21 percent of

these employers provided supplemental -

health care coverage for Medicare-cligible
retirees compared to 40 percent in 1993.°
These percentages include employers that
require retirees to pay the full premium cost,
so an even smaller fraction actuaily
contribute anything to the cost of
premiums.10

In Massachusetts, employer-provided retiree
health care is also a rarity. According to the
state’s 2009 survey, only 9.6 percent of all
employers offered early retirce health care.
Slightly —more—12  percent of all
employers—provided supplemental
coverage to Medicare-eligible retirees. A
survey by Associated = Industries’ of
Massachusetts (AIM) found similar results:
in 2010, onfy eight percent of employers
offered retiree health care coverage. These

? Frontstin, Pau). “Issue Brief: Implications of Health
Reform for Retiree Health Benefits.” Employee
Benefit Research Institute (EBRI), January 2010,

¥ Employers who provide only access to employer
health care, and make no contribution, still have a
liability if retirees are included in the same health
plan(s) as active employees. Using a single rate for
both retirees and actives results in retiree premiums
lower than they would otherwise be in a retiree-cnly
plan, and active employee premiums are slightly
higher than if retirees were excluded. This is known
as the implicit rate subsidy.

numbers also include employers that do not
contribute anything to the cost of premiums.

Even in the public sector, retiree health care
is more the exception than the rule.
According to a national survey by Cobalt
Community Research, just 28 percent of
local governments provided retiree health
care in 2010."" The Department of Health
and Human Services found similar resuits in
a 2009 national survey—36.4 percent of
state and local governments offered health
care to early retirees and 25.4 percent
offered supplemental health care to retirees
65 and older. As with the private sector data,
these numbers include governments that do
not contribute anything to the cost of
premiums.

The 100 largest govermnment entities in
Oregon have a total OPEB liability of only
$3 billion. That includes Oregon state
government, which reduced its already
modest retiree health care subsidy for new
hires in 2003. Among local governments in
the U.S., Boston has the fourth largest
unfunded OPEB liability, behind only New
York City, Los Angeles County, and
Detroit."”

Several factors explain the extraordinarily
large municipal liabilities in Massachusetts.
The state’s cities and towns offer
exceedingly generous health  benefits,
including such relics as $5 co-pays and no
deductibles. Many municipal retirees are not
required to enroll in Medicare, leaving
municipalities to pay for the more expensive
non-Medicare plans. Finally, the eligibility

! “Health & OPEB Funding Strategies, 2010
National Survey of Local Governments.” Cobalt
Community Research.

2 U, 8. Government Accountability Office. “State
and Local Retiree Health Benefits: Liabilities are
Largely Unfunded but Some Governments are
Taking Action.” November 2009,
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requirements for retiree health care have few
restrictions. '

As a rule, municipal health plans in
Massachusetts are significantly richer than
plans offered by other employers, including
the state and federal governments.”> While
these other employers have responded to the
reality of escalating health care costs,
municipalities have lagged in adjusting plan
benefits because all changes are subject to
collective bargaining. Retirees are included
in these same expensive plans with the same
generous benefits. And, unlike other public
and  private  entities, = Massachusetts
municipalities have no dollar cap on their
contribution for retiree health care.

Adding to the problem, thousands of
Medicare-eligible retirees are not enrolled in
Medicare, even though the municipality and
employee have already paid for it.

Municipalities  also  have  eligibility
requirements that are remarkably expansive.
Between  current retirees and  active
employees already eligible for benefits,
these 50 municipalitics must provide
lifetime health care to 150,000 people.

o After only 10 years of service,
employees are entitled to lifetime
health care benefits upon retirement.
By contrast, the pension system tailors
benefits to years of service so an
individual who works for 30 years
receives a much greater benefit than
one with 10 years of service.

e Retirees are eligible for health care
benefits as early as age 55, 10 years
before they qualify for Medicare.

" The Foundation will be releasing a study which
compares the benefits offered by a sample of
municipal plans with other public and private sector
plans.

The state mandates that municipal
employees must work only 20 hours
per week to be eligible for the same
benefits as full-time employees. Such
part-time employees also need to have
only 10 years of service to receive
retiree  benefits, so a part-time
employee must work the equivalent of
only five years of full-time service to
obtain lifetime retiree health care
benefits.

State law requires that retiree health
benefits include spouse and dependent
coverage which costs more than twice
as much as individual coverage. At
local option, spouses retain lifetime
coverage upon the death of a retiree.

Massachusetts Taxpayvers Foundation



Recommendations

It is urgent that municipalities and the
.Legislature take steps to rein in these huge
and growing liabilities. Delay will only
require more difficult and sweeping action
later.

There is a serious question whether many
communities can afford to continue to
provide any sort of retiree health care,
particularly in combination with their
pension obligations and the escalating costs
of employee health care. At a minimum, the
extraordinarily generous retiree benefits
must be scaled back, and the sooner
communities act the more likely they will be
able to preserve some form of those benefits.

Unfortunately, communities have limited
flexibility to address this problem since so
many of the benefits are mandated by state
law. Nevertheless, cities and towns have
some opportunities to make changes on their
own, which they should seize.

This report makes a series of
recommendations to address this problem,
divided into those that require legislative
action and those that municipalities can
implement under current law.

Because of the severity of the problem, the
changes in benefits need to apply to current
employees, and in some cases to current
retirees, rather than only for new hires, as in
the case of pension changes.' It is important
to emphasize that even if all the
recommendations were adopted,
municipalities would still be providing their
retirees with far more generous health
benefits than all’ but a tiny fraction of
Massachusetts employers.

4 Retiree health care benefits da not have the same
legal protections as penisions.

Legislative Recommendations

Provide Local Officials the Authority to
Adjust Plan Design ‘

One of the most important steps to control
the costs of municipal health care for both
employees and retirees is to give local
officials the authority to change plan design
outside of collective bargaining. Unlike the
state and private sector employers,
municipal officials’ hands are tied by having
to go through collective bargaining to make
even minor plan changes. The result is
overly rich plans, and since retirees are
enrolled in the same health plans as active
employees, this also drives up OPEB
liabilities. Making modest changes, but still
keeping benefits at least on par with the
state’s Group Insurance Commission, would
have the dual impact of immediate and large
savings in operating budgets while taking a
significant bite out of OPEB liabilities.

Contribute Set Dollar Amounts and Cap
Municipal Contributions

A key strategy for communities to control
their OPEB liabilities, which would require
legisiative action, would be to contribute a
set dollar amount toward premiums and to
place a cap on their contributions.
Municipalities currently tie their
contributions to a percentage of a plan’s cost
with a minimum 50 percent required by state
law. The dollar approach would reduce
liabilities by helping to protect the
municipality from the relentless growth in
health care costs and encourage retirees to
choose less expensive health care plans. For
example, Gainesville, Florida switched from
percentage to dollar contributions in 2009
and reduced its liability by 12 percent."”

" 1. S. Government Accountability Office. “State
and Local Retiree Health Benefits: Liabilities are
Largely Unfunded but Some Governments are
Taking Action.” November 2009.
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Massachusetts  municipalities are not
permitted to cap their benefits, but

contribution limits are prevalent in both the

private and public sectors. For example, a
local Fortune 100 company—one of the few
private employers still providing retiree
health care—caps its contribution at 100
percent of 2005 costs. Colorado caps its
monthly contributions for early and
Medicare-cligible retirees at $230 and $115
respectively, and Florida offers a maximum
health insurance subsidy of $150 per month
to state employees.

Require Medicare Enrollment .

Current state law requires that all state
retirees enroll in Medicare as their primary
coverage. However, there is no such
requirement for municipalities—only a local
option. The additional costs of covering
Medicare-eligible retirees in non-Medicare
plans adds substantially to OPEB liabilities.
For example, if just one-third of the
Medicare-eligible retirees in Newton who
are currently not enrolled in Medicare made
the switch, the city’s liability would drop by
almost $15 million. If all 150 made the
switch, the liability would drop by about $45
million, or 8.5 percent.

The majority of communities have imposed
the Medicare requirement, and in those that
do not have a formal requirement many
retirces have chosen Medicare as their
primary coverage. Nevertheless, there are
thousands of retirees statewide who are not
enrolled despite the fact that both the
municipality and the employee have paid
into the Medicare system. As recently
proposed by the Governor, the state should
mandate that all Medicare-eligible municipal
retirees enroll in Medicare.

Tie Benefits to Years of Service
[nstead of allowing all retirees to be eligible
for full retiree health care after just 10 years

of service, the Foundation recommends the.
Legislature make retiree health care benefits
commensurate with length of service, as the
pension system already does.

There are a number of ways this could be
accomplished. Under one option, employees
would receive the municipality’s maximum
subsidy at 35 years of service, with the
conftribution reduced proportionately for
shorter tenures. For example, if a
municipality’s maximum retiree health care
contribution is 75 percent of the premium,
contributions could be scaled downward as
follows:

Percent of Municipal
Full Contribution,
Years of Municipal | Based on a 75%
Service | Contribution Maximum
35 or more 100% 75%
30 to <35 85% 63.75%
25 to <30 70% 52.5%
20 to <25 55% 41.25%
15 to <20 40% 30%
10 to <15 25% 18.75%

A slightly more complicated version would
tie the scale to the pension benefit, which
includes age as a factor. Only employees
receiving the maximum pension benefit of
80 percent of final average salary would
receive the maximum premium contribution.
Alternatively, municipalities could
contribute a flat dollar amount per year of
service towards monthly health care
premiums for eligible retirees.

Raise the Retiree Health Care Eligibility
Age

The Foundation recommends the Legislature
increase the retiree health care eligibility age
from 55 to 62. This substantially shortens
the time frame for which a municipality
would have to pay pre-Medicare premiums

Massachusetts Taxpayers Foundation
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and be responsible for the overlapping
health care costs of both the retiree and the
retiree’s  replacement. Increasing  the
eligibility age may also encourage some
employees to defer retirement, allowing the
community to benefit longer from their
knowledge and years of f:xpr::rience.16

Several state governments have raised the
eligibility age for retiree health benefits. In
2008, Rhode Island raised eligibility to 59.
New York state raised the minimum
retirement age—which dictates the retiree
health care eligibility age—from 55 to 62
for new hires.

Increase Eligibility Hours and Prorate
Benefits for Part-Time Employees

Under state law employees must work only
20 hours per week to be eligible for retiree
health care. Thus, an employee who works
20 hours per week for 10 years is entitled to
the same retiree health benefit as an
employee who works 40 hours per week for
35 years.

The Foundation recommends that the
Legislature raise the eligibility for retiree
health benefits to 1,400 hours or
* approximately 27 hours per week for part-
time employees. In addition, the benefit
should be tied to the number of hours an
employee works. For example, an employee
working three-fourths of a full-time
schedule would be entitled to 75 percent of
the benefits of a full-time employee with the
same years of service.

End Spousal/Dependent Coverage

Providing spousal/dependent coverage to
retirees is an expensive obligation imposed
on municipalities and is unusually generous

15 Governor Patrick has proposed increasing the
pension eligibility age, but that does not
automatically affect the retiree health care eligibility
age.

~even among the dwindling ranks of

employers still offering retiree health care.
The Foundation recommends that the
Legislature eliminate the requirement that
municipalities ~ offer  spousal/dependent
coverage to all future retirees who are
eligible for health benefits.

Costs for spousal/dependent coverage are at
least twice as much as individual coverage.
For example, in Somerville’s least expensive
plan, the city pays $17,610, or over $11,000
more, for an early retiree who elects family
coverage instead of individual coverage. For
supplemental Medicare plans, the city pays
twice as much for retiree-plus-spouse
coverage as it does for retiree-only
coverage.

Municipal Recommendations

Decrease the Municipal Share of the
Premium Contribution

State law requires municipalities to
contribute a minimum of 50 percent toward
retiree health care premiums, and in the 50
communities  the average  municipal
contribution is 75 percent.

Municipalities currently contributing more
than 50 percent can reduce their
contributions without needing a legislative
change. It is an open question whether
municipalities must bargain changes in
premium contributions or plan design for
retirees. Recognizing that such a change
could be disruptive for some retirees,
municipalities could phase down their
contribution over time.

Require Medicare Enrollment
As discussed earlier, municipal retirees ate
pot required to enroll in Medicare.

‘Communities do have the option to adopt

this policy on their own, and the Foundation

Massachusetts Taxpayers Foundation
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recommends that municipalities exercise
that option if they have not yet done so.

Other Recommendations

Detail Costs in Annual Budgets

One of the key reasons GASB 45 was
implemented was to force municipalities to
measure and recognize the liabilities they
incur every year, rather than simply pushing
the obligation onto future taxpayers outside
of the public limelight.

In the annual budget, municipalities should
publish that year’s total normal cost, which
is the amount the municipality should set
aside to pre-fund the retiree health benefits
that active employees carned that year. This
will help municipalities determine their total
spending on employee compensation and
benefits. Municipalities should also track
spending on retiree health care by making it
a separate line item in the annual operating
budget.

Centralize Reporting

GASB requires that all OPEB plans with at
least 200 members conduct biennial
valuations, but many municipalities in
Massachusetts have not met this standard. In
addition, as the Foundation discovered, most
municipalities do not make this data readily
available. With such limited transparency
and lack of enforcement, municipalities have
little incentive to update their valuation if it
would increase their liabilities.

The Foundation recommends the state
implement and enforce reporting standards
for municipalities. As Governor Patrick
recently proposed, municipalities should be
required to report on key data points—the
liability, annual required payment, pay-as-
you-go costs, and assumed rate of return—
annually to the state. This would allow
taxpayers and other interested parties to
view their community’s liability, compare it
to other communities, and encourage
municipalities to address their large
liabilities.

Massachusetts Taxpayers Foundation
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Abbreviations Used in Tables
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UAAL: Unfunded Actuarial Accrued Liability
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Appendix B
Health Care Cost Growth Assumptions by Municipality1

ealth Care Growth Rate Assumptions " | Actual Growth
: g- 4 First 107 Annual
.: Tnitial 'm .| Down .| Long-] | U Average
C2001-2009

S Dateof | Growsh rowth | Period. | Growt
Ranik | Municipality -~ | Valuation A%%) ] | (years) B fes | oo (%)

1 Boston 6/30/09 10fo 11 5t06 5 2014 9.4
2 | Worcester 6/30/08 10 5 7 2015 11.0%
3 Springfield . 6/30/08 9 5 b 2016 8.8
4 Cambridge 1/1/09 11 5 13 2022 8.5
5 Lowell 1/1/08 10 5 5 2013 12.9
6 Brockten 6/30/09 7.5 5 5 2014 10.2
7 New Bedford 7/1/07 N/A N/A N/A N/A 31.7
8 Quincy 7/1/07 85 5 6 2013 9.6
9 Fall River N/A N/A N/A N/A N/A 9.4
10 Lynn. 6/30/08 8 5 10 2018 14,2
11 Newton 6/30/10 691072 52 3 2013 12.4
12 Somerville 6/30/08 9 5 8 2016 11.8
13 Lawrence 1/1/09 10 5 5 2014 11.2
14 Framingham 7/1/08 5 5 2013 111
15 | Haverhill 1/1/09 5 5 2014 8.6
16 Waltham 7/1/06 5 3 2014 9.9
17 | Plymouth 7/1/06 1 6 by 2040 2040 109
18 | Brookline 6/30/08 10 5 5 2013 11.6
19 Malden 6/30/08 12 5 5 2013 12.8
20 Chicopee 12/31/06 N/A N/A N/A N/A 8.4
21 Taunton 6/30/08 | 9 5 8 2016 7.5
22 | Medford 6/30/08 7.5 5 10 2018 10.1
23 | Weymouth 1/1/07 N/A N/A N/A N/A 6.3
24 | Pezbody 7/1/06 10 5 10 2016 8.7
25 Revere - 7/1/07 N/A N/A N/A N/A 18.0
26 | Barnstable” 6/30/08 10 5 7 2015 61.5
27 | Methuen 6/30/08 10 5 10 2018 12.7
28 Adttlebaro 6/30/09 N/A N/A N/A N/A 10.8
29 Pittsfield 1/1/07 N/A N/A N/A N/A 10.6
30 | Leominster 1/1/08 11 6 10 2018 19.8
31 Fitchburg 1/1/09 9to 11 5to6 10 2019 14.6
3z Westfield 6/30/08 72 6.2 by 2040 2040 10.3

' Actual annual growth as reported to the state’s Department of Revenue.
" The actual growth for Worcester is from 2002, instead of 2001, to 2009,
** Barnstable and Amherst numbers likely reflect a change in reporting between 2002 and 2009.
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©""" Health Care Growth Rate Assumptions

L - Long- '_PhaSe - .'First Year - :Allllui.il_.f" .
i T B G- |t Initial ~Term - 7| - Down ... ‘Loong-Term | 'Average .-
Pop. | i | Dateof | Growth . Growth. | - Period " ) 2001-2009-
Rank | Municipality. - Valuation | = (%) =220 (%) o 1 (years) T Ya) i
33 Arlington 1/1/08 g 5 N/A N/A 153
34 Salem 12/31/07 10 5 5 2012 86
35 Holyoke 6/30/077 4.5 4.5 N/A N/A 0.8
36 | Billerica 1/1/09 11 5 10 2019 11.5
37 | Beverly 6/30/09 10 5 10 2019 20.2
38 Wobum N/A N/A N/A N/A N/A 10.8
39 Marlborough 7/1/08 9 b 8 2016 9.8
40 Everett 1/1/07 6.98 3 10 2017 8.5
41 Chelsea 6/30/08 9 5 2013 32
42 | Amherst” 7/1/07 10 5 2012 44.5
43 Braintree 1/1/07 11.83 5 10 2017 11.2
44 Dartmonth 7/1/08 10 5 N/A N/A 4.0
45 | Chelmsford 1/1/09 Bli’}%“’ 5 10 2019 7.1
46 Shrewsbury 7/1/09 85 5 7 2016 8.7
47 Andover 6/30/09 8.5 5 8 2017 13.7
48 | Watertown N/A N/A N/A N/A N/A 12.0
49 Falmouth 7/1/08 9 5 7 2015 14.}
50 Natick 7/1/08 10 5 5 2013 10.8

** Barnstable and Amherst numbers likely reflect a change in reporting between 2002 and 2009.
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Appendix C

Impact of Underfunding the Annual Requiréd Contribution
Based on 4.0 percent annual rate of return

CU U Amount - ':' [ g -E;Cumt_ll_ative_:;_- e Total L
. Underfunded . Foregone Interes_t_ g E_t_)_:__'egm_le_lnte'rgs_t i "-:'_Und_erfundiug_
- (1,000s) {(1,000s) 0o (L,0008) 0w (L,0008)
2010 700,000 28,000 28,000 728,000
2011 700,000 57,120 85,120 1,485,120
2012 700,000 87,405 172,525 2,272,525
2013 700,000 118,901 291,426 3,091,426
2014 700,000 151,657 443,083 3,943,083
2015 700,000 185,723 628,806 4,828,806
2016 700,000 221,152 849,958 5,749,958
2017 700,060 257,998 1,107,957 6,707,957 |
2018 700,000 296,318 1,404,275 7,704,275
2019 700,000 336,171 1,740,446 8,740,446
2020 700,000 377,618 2,118,064 9,818,064
2021 700,000 420,723 2,538,786 10,938,786
2022 700,000 465,551 3,004,338 12,104,338
2023 700,000 512,174 3,516,511 13,316,511
2024 700,000 560,660 4,077,172 14,577,172
2025 700,000 611,087 4,688,259 15,888,259
2026 700,000 663,530 5,351,789 17,251,789
2027 700,000 718,072 6,069,861 18,669,861
2028 700,000 774,794 6,844,655 20,144,655
2029 700,000 833,786 7,678,441 21,678,441
2030 700,000 895,138 8,573,579 23,273,579
2031 700,000 958,943 9,532,522 24,932,522
2032 700,000 1,025,301 10,557,823 26,657,823
2033 700,000 1,094,313 11,652,136 28,452,136
2034 700,000 1,166,085 12,818,221 30,318,221
2035 700,000 1,240,729 14,058,950 32,258,950
2036 700,000 1,318,358 15,377,308 34,277,308
2037 700,000 1,399,092 16,776,400 36,376,400
2038 700,000 1,483,056 18,259,456 38,559,456
2039 700,000 1,570,378 19,829,835 40,829,835
5
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Appendix E
Methodology and Tax Calculations

Methodology

The Foundation collected the data on retiree health care liabilities from each community’s most
recent annual financial statements. As noted in the report, GASB requires that this data—which is
found in Appendices A, B, and D-—be included in annual financial statements.

Only a handful of the 50 communities had annual financial statements available directly on their
websites. For the large majority, we collected the information from Official Statements published
when they issue bonds. Many municipalities issue short-term debt on a regular basis to manage
cash flow, so they publish an Official Statement—with the most recent financial statements as an
appendix—mnearly every yeat. The Municipal Securities Rulemaking Board (MSRB) maintains a
comprehensive online database of Official Statements, through which we collected most financial
statements.

We were not able to obtain recent financial statements through either their own websites or
Official Statements for four communities—Fall River, Woburn, Watertown, and Dartmouth. We
called each community and Watertown and Dartmouth provided us with the information we
requested.

Clarification of Tax Calculations :

The calculations of the percentage increases in property tax bills and the total amount a single
family homeowner would pay over 30 years (found in Table 3 and Appendix D) assume that the
retiree health care costs would be paid entirely by single family residential homeowners. While
some of the burden would of course be borne by commercial and industrial property owners, those
additional costs would be passed along to consumers in some fashion. Our calculation of the
increase in residential property taxes captures the full effect of these additional obligations on
taxpayers and consumers. In either case, the estimates are only illustrative because retiree health
care obligations far exceed the capacity of homeowners or businesses to pay for these liabilities.
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The Crushing Burden of Municipal Retiree Health Care Liabilities

Overview

The skyrocketing costs of employee
benefits—employee health care, pensions,
and retiree health care—are forcing cuts in
basic services in scores of communities
across the state. These costs rose from 13.5
percent of municipal budgets statewide in
2001 to 20 percent in 2010 and, left
unchecked, will consume nearly a third of
local budgets by 2020.

While the state took two important steps to
curb this trend by enacting municipal health
care and pension reform legislation in 2011,
cities and towns still face billions of dollars
in retiree health care liabilities. Since these
liabilities are almost totally unfunded, the
costs of employee benefits are in fact much
larger than the annual budget numbers
suggest.

Exceedingly generous retiree health care
benefits have saddled . municipalities
statewide with staggering liabilitics—
approximately $20 billion for just the 50
largest municipalities i the state, as
described in the Foundation’s February 2011
report, Retiree Health Care: The Brick That
Broke Municipalities’ Backs.

This analysis follows up on that report by
focusing on the costs of funding retiree
health care in 10 geographically dispersed,
midsized; mdustrial Massachusetts cities:
Brockton, Fitchburg, Haverhill, Holyoke,
Lawrence, Lowell, New Bedford, Pittsfield,
Springfield, and Worcester. For years, these
cities have struggled to build a strong
economic base, but the costs of retiree health
care threaten to overwhelm both businesses
and homeowners. While this report focuses
on these cities, the issues affect virtually
every municipality in the Commonwealth.

As shown in Table 1 on page 2, these 10
cities have a combined retiree health care
liability of $4.5 billion, ali of it unfunded.
Worcester, Springfield, and Brockton have
the targest unfunded liabilities, all over $690
million. Even at the low end, Fitchburg has a
huge liability of $187 million. The liability
defines how much these cities would need to
set aside today in order to provide these
benefits for current retirces and active
employees already eligible for benefits,
based on a variety of assumptions.* ‘

The total unfunded retiree health care
liability is more than twice the total
unfunded pension liability in these 10 cities;
in Brockton, the unfunded retiree health care
liability is six times the unfunded pension
liability. Yet the pension funds in these
communities are also grossly underfunded,
with half funded at less than 50 percent, and
none above 80 percent. Already struggling
to pay for their pension obligations, these
cities have no hope of meeting their retiree
health care obligations.

! Bach community calculates its own liability and
chooses its own assumptions for investment
performance and health care cost growth, among
others, A higher assumed rate of return and a lower
cost growth assumption would reduce the liability.
The health plan design, number of people covered,
and employees’ share of contributions all also affect
the liability.



Table 1
Unfunded Retiree Health Care and Pension Liabilities

{thousands of dollars)

$693,570

Brockton
‘Fitchburg 186,634 186,634 93,300
Haverhill 299,042 299,042 138,200
Holyoke 300,166 300,166 130,099
Lawrence 323,977 323,977 187,334
Lowell 432,752 432,752 174,924
New Bedford 478,609 478,609 318,636
Pittsfield 236,149 236,149 110,879
Springfield 761,576 761,576 550,900
4W0rcester 765,312 765,312 308,183*
" Tota $4,477,7 4,477,786 |2 82,126,064
*In addition to its unfunded pension liability, Worcester has approximately §161 million

in outstanding pension obligation bonds.

Retiree health care liabilities are so large
because these benefits are almost universally
available to municipal employees in
Massachusetts, despite having eroded
sharply in the private sector. Virtually every
community in the state contributes at least
50 percent towards the cost of retiree health
care premiums once an employee—
including most part-time employees who
work at least 20 hours per week—completes
just 10 years of service. By comparison,
according to a 2010 survey by the state, only
14 percent of all Massachusetts employers
offered health care benefits to retirees over
age 65, including those employers that .do
not contribute anything to premiums.

Municipalities have two ways to fund retiree
health care costs: pay-as-you-go or making
an annual required contribution (ARC).2 All
10 cities currently use pay-as-you-go to fund
retiree health care, which means they pay
only the annual costs of benefits for current
retirees and do not fund the benefits that
active employees have carned. Relying on
pay-as-you-go means that the city falls short
of meeting its ARC. Every year that a
community does not meet its ARC, it defers
that obligation to the future and increases its
unfunded liability.

% The annual required contribution, or ARC, includes
two parts: an amortization payment and the “normal
cost” payment. The amortization payment, which
increases each year, is the annual cost to reduce the
existing unfunded liability over a period of time, in
this case 30 years. Since the future costs for current
retirees are incorporated into the unfunded liability,
the amortization payment includes those expenses.
The normal cost is the amount a municipality must
set aside to fund all of the retiree health care
obligations payable in the future that were incurred
for active employees during that year.



The annual costs to tackle these liabilities
are enormous. As shown in Table 2, paying
for retiree health care benefits over the next
30 years would require a total annual
contribution of at least $323 million for
these 10 cities, compared to the $131 million
they currently spend on a pay-as-you-go
basis.

As a result, these communities are
underfunding retiree health care benefits by
almost $200 million each year. By deferring
more than half of the ARC each year,
municipalities lose the interest and
investment income they would have earned
on that money, which adds to their
obligations. That lost interest compounds
every year they continue to defer payment
and builds dramatically over time; without

change, these cities will increase their
obligations by at least $2 billion i just 10
years.

However, if municipalities continue pay-as-
you-go funding, the liabilities do not
disappear, and the annual costs will continue
to rise. Retiree health care spending
increased by 11.6 percent between fiscal
2009 and fiscal 2010 in the eight cities for
which that data was available, while
revenues were flat. Although municipalities
may operate under the illusion that pay-as-
you-go adequately meets their obligations,
they are digging deeper and deeper holes
that taxpayers must fill in the future, either
through increased taxes or cuts in basic
services.

Table 2
Annual Required Contributions and Pay-As-You-Go Costs of Retiree Health Care

(thousands of dollars)

.C
Broclkton $57,791 $20,809 $36,983
Fitchburg 13,980 5,737 8,243
Haverhill 17,245 12,298 4,947
THolyoke 20,455 7,440 13,015
Lawrence 33,661 8,650 25,011
Lowell 32,946 9,685 23,261
New Bedford 33,457 12,105 21,352
Pitisfield 16,987 9,012 7,975
Springfield 43,555 25,004 18,551
‘Worcester 52,960 20,598
Lot 323,03 1,33 191,699

Note: Holyoke and Springfield payfaS_you-g.r-) costs are for fiscal 2009; all
are for fiscal 2010,

ather cities




The scenario in Brockton over the last two
years illustrates the problem faced by these
10 cities, along with scores of other
communities across the state. Between fiscal
2008 and fiscal 2010, Brockton’s liability
rose from $635.2 million to $693.6
million—an increase of $58.4 million or
almost 10 percent—and drove its ARC up
by $11.5 million to more than $57 million.
While the city continues to rely on pay-as-
you-go funding, those costs rose by almost a
third, from $15.8 million to $20.8 million,
between fiscal 2008 and fiscal 2010. During
those two vears, the city eliminated 71 total
positions, including 10 police officers and
recruits. For the fiscal 2011 budget, the city
eliminated 57 teachers and dozens of other
positions.3 '

On the other hand, Worcester illustrates how
even modest reforms can produce dramatic
savings, in this case reducing the city’s
unfunded retiree health care liability by
almost $400 million, or nearly one-third (see
sidebar on page 5). But even with those
changes, the city still has an unaffordable
retiree health care liability that is twice the
size of its unfunded pension lability,
underscoring the need for more significant
reforms in retiree health care benefits.

Whether municipalities choose to fund their
retiree  health care costs by making an
annual payment-or continue their current
practice of pay-as-you-go, their liabilities
represent the real cost, in today’s dollars, of
these benefits. To meet such an enormous
expense, municipalities face two devastating
‘options: implement draconian property tax
increases or eviscerate local services.

As detailed in this report, the property tax
increases needed to fund these liabilities are

¥ Many teaching positions were restored later in the
school year after the school district received non-
recurring federal grants.

exorbitant. The sections that follow separate
the impact on residential and business
property tr:lxpayf:rs.4

Not only is it unreasonable to expect
property owners to bear enormous property
tax increases, the Foundation recognizes that
it is exceedingly unrealistic that such
increases will actually happen. In all 10
municipalities, voters would have to approve
dramatic overrides to pay for benefits that
almost none of them receives from their
employers. The last operating overrides in
any of these 10 citics were approved 20
vears ago, in Holyoke and Worcester. In
fact, four cities—Haverhill, Lowell, New
Bedford, and Pittsfield—have never even
taken an operating override vote. '

Nevertheless, these are obligations that must
be paid, and without property tax
increases—or reforming current benefits—
the only way to fund these benefits is by
dramatically cutting local services. Without
reforms, over the next 30 years
municipalities would be forced to siphon
tens of millions from education, public
safety, and other critical services simply to
fund the annual costs of retirec health care,
leading to the layoffs of hundreds if not
thousands of municipal employees.

* The residential calculations also include property
classified as open space (only Pittsfield has open
space property and it makes up less than 0.5% of the
residential levy). Business calculations include
commercial, industrial, and personal property
classifications. Personal property is largely a tax on
businesses and includes property such as machinery,
poles, wires, and pipes.



' Worcester Major Savmgs But Stlll Unaffordable

The good news in Worcester is that with modest reforms to its health plans the c;ty was able to
‘shave nearly $400 million off its unfunded retiree health care liability in ﬁscal 2010. The bad
news is the: remamlng unfunded balance of $765 mllhon is stlll unaffordable :

In recent years Worcester has adopted a semes of changes in hea]th care beneﬁts for. retirees
1_under 65. The city also recently ,be an_transferrmg all Med1care—ehg1ble retlrees to Medxcare a

“step that is now 'r'e'qmre by state’taw for all mun1c1pa11t1es

Among the most notable changes was the adopt1on of higher contrlbution rates for non-Med1care
ehg;ble retirees, who now must cover 25 percent of their premiums for standard plans, compared
to previous contribution rates between 10 percent and 13 percent for most enrollees. The city

also introduced new and higher copayments for medical procedures and office visits forits -
under-65 retirees, 1nclud1ng copays for 1npat1ent and outpatlent hospltal procedures of $25 0 and
$150 respectwely : : :

The changes collectlvely helped reduce Worcester 8 long—term retiree health care hab1l1ty bya .
third from $1.15 billion in fiscal 2009 to $765 million in fiscal 2010. Nonetheless the 01ty is still
falhng to keep pace Wltl’l the llab111ty s rate of growth ) . _ -

For exarnple to fund the hablhty over a 30- year term, Worcester should have set aside $53 -
million in ﬁscal 2010 to fund its retiree ha‘olhty The mty feﬂ short of that amount by $32 4
mllhon = : R ; . :

The passage of mumcipal health reform in 2011 has made it easier for the state’s cities and
towns to make changes in their health plans. But as the Worcester experience shows, desplte the
opportunity for significant reductions in liabilities created by municipal health reform, that step
alone will not solve the retirce health care challenge The Legislature must address the problem -
directly by t1ghtenmg ehglblhty standards and gwmg munlclpahtles the ﬂexrblhty to curtail
costs. . . : :

Impact on Residential Taxpayers

: e The lump sum cost to the average
Paying for retiree health care liabilities homeowner today to fund these
would place a staggering burden on the liabilities.
residential taxpayers of these 10 cities. This
section describes two ways to address this
enonmous burden, one in terms of a single
payment today and the other in terms of
annual payments over a Jong period of time,
specifically:

e The average residential tax increases,
or annual payments, needed to fund
retiree health care benefits over the
next 30 years.




Table 3
Residential Share of Unfunded Retiree Health Care Liability, By Property Type
(thousands of dollars)

Brockton $693,570 65% $453,44 $325,044 $128,404
Fitchburg . 186,634 75% 140,052 86,312 53,740
Haverhill 299,042 75% 223,107 137,777 85,330
Holyoke 300,166 50% 151,238 97.048 54,190
Lawrence 323,977 59% 192,682 66,773 125,909
Lowell 432,752 69% 299,648 156,411 143,237
New Bedford 478,609 68% 324,298 174,963 149,336
Pittsfield 236,149 65% 152,846 117,287 35,559
Springfield 761,576 60% 459,663 314,243 145,421
Worcester 765,312 478,381 287,725 190,655
786 875,36 111,78

Table 3 depicts the share of the total liability
that all residential property owners are
responsible for in each city, based on their
share of the total tax levy. As shown in
column C, residential property owners in
these 10 cities are responsible for $2.9
billion of the total unfunded retiree health
care liability. :

The table further divides the residential
liability between property types, namely
single family homes (column D) and all
other residential properties such as
condominiums, apartments, and multifamily
dwellings  (column  E).”  Although
multifamily homes and .condominiums
compose a significant share of residential
properties—ranging from 23 percent in
Pittsfield to 65 percent in Lawrence—this

> The single family and “all other” shares of the
residential liability are based on the assessed value of
each city’s single family properties as a percentage of
total residential property. :

section focuses on the impact on single
family homeowners because, as column D
shows, they bear more than 50 percent of the
residential liability in nine of the 10
communities analyzed.

Liability Per Homeowner

As detailed in column C of Table 4 on page
7, the single family homeowner in these 10
cities owes on average an astonishing
$13,685 today to pay for the unfunded
retiree health care iiability.6

In all 10 cities, each single family
homeowner is responsible for at least
$10,000 of the retiree health care liability,
although the amounts vary considerably by
municipality. Brockton’s liability of $19,826

® The liability per single family homeowner was
determined by dividing the single family share of a
city’s unfunded retiree liability (column A) by the
number of single family properties in a' given
community {colamn B).



is the highest in the group, while Fiichburg,
Haverhill, Holyoke, Lawrence, Lowell, and
New Bedford all top the $13,000 mark.

The enormity of these liabilities is
underscored by the fact that the obligations
for single family homeowners range from 23
percent to just under 60 percent of the
median household income in these 10
communities, as shown in column E of
Table 4.

In Holyoke, where single family
homeowners are responsible for almost one-

third of the city’s total $300 million
unfunded retiree health care obligation, the
$18,297 liability for each single family
home is 59 percent of the city’s median
household income of $30,770. The $15,660
that homeowners in Lawrence are
responsible for is more than 50 percent of
the median household income. In Brockton
and New Bedford, the liability is 41 percent
of median household incomes, and in all but
one community the liability is equal to at
least 25 percent of median household
ncome.

Table 4
Single Family Homeowner Share of Retiree Health Care Liability

$325,044 16,395

Brockton $19,826 $48,823 41%
Fitchburg 86,312 13,390 45,481 29%
Haverhill 137,777 10,220 13,481 59,051 23%
Holyoke 97,048 18,297 30,770 59%
Lawrence 66,773 15,660 30,888 51%
Lowell 156,411 11,780 13,278 49 698 27%
New Bedford 174,963 12,332 14,188 34,893 41%
Pittsfield 117,287 11,273 10,404 41,297 - 25%
Springfield 314,243 26,045 12,065 36,114 33%
Worcester 287, 725- 24,811 1 1 597 44,580 26%

Note Med:cm howusehold income data f Fom the 2008 1o 2010 Amerman Commum;fy Survey S Cemus




Increases in Property Taxes

A second way of understanding these
enormous costs is to calculate the tax
increases that would be borne by single
family homeowners if each city were to
begin funding its lability by meeting its
annual required contribution, or ARC, the
amount required to fund benefits for current
retirees and active employees. Table 5
shows that.funding these benefits would add
hundreds or, in some cases, more than a
thousand dollars to homeowners® property
tax bills every year for the next 30 years.

As discussed in the overview and shown in
column A, these 10 cities currently
underfund their ARCs by approximately
$192 million. In total, residential property
owners would shoulder $123 million of that
shortfall in the form of additional taxes as
reflected in column B,

Of the $123 million residential shortfall,
single family homeowners would be
responsible for $72.7 million (column C).
Multifamily homeowners, condominium
owners, and other residential property

" owners would fund the nearly $50 million

balance.

Column D shows that funding the shortfall
results in an average property tax increase of
$565 per single family homeowner for the
10 cities, with five cities raising tax bills by
more than $600. These increases—which
would remain in place for 30 years—
translate to additional taxes that range from
6 percent to 50 percent of the current
average single family tax bill, as detailed in
column F.

Table 5
Increase in Average Single Family Tax Bills to Fund Retiree Health Care

Brockton $36,983 $24,179 $17, 332 $1.057 $2,954 36%
Fitchburg 8,243 6,186 3,812 591 2,820 21%
Haverhill 4,947 3,691 2,279 223 3,648 6%
Holyoke - 13,015 6,558 4,208 . 793 2,915 27%
Lawrence 25,011 14,875 5,155 1,209 2,397 50%
Lowell 23,261 16,106 8,407 714 3,205 22%
New Bedford 21,352 14,468 7,805 633 2,762 23%
Pittsfield 7,975 5,162 3,961 351 2,795 13%
Springfield 18,551 11,197 7,655 294 2,638 11% .
Worcester 32 362 20,229 12,167 490 3,307 15%

Note: The average tax bill data is for a smg;‘e fanuly home in fiscal 2011, as r epon‘ed by the state s Division of Local S’erwce,.v




Every homeowner in Lawrence would pay
an additional $1,209 in property faxes to
fund retiree health care costs, an increase of
50 percent over the current average tax bill
for a single family home in the city. In the
four additional cities with increases greater
than $600—Brockton, Holyoke, Lowell, and
New Bedford—yproperty tax bills would rise
between 22 percent and 36 percent.

In Worcester, the average single family tax
bill would grow by $490, or 15 percent. In
Pittsfield and Springfield, which have
adopted less costly benefit plans offered
through the state’s
Commission, tax bills would increase by
$351 and $294, respectively, or greater than
10 percent. Haverhill would see the smallest
increase of $223—still a 6 percent increase
on the average single family tax bill.

Group Insurance -

Table 6 compares the increase needed to
fund retiree health care by meeting the ARC
to the total increase in each city’s average
property tax bill since fiscal 2006. In seven
cities, the increase in one year simply to
fund retiree health care is greater than or
equal to the total increase in tax bills over
the last five years.

In Brockton, to fund retiree health care the
average single family tax bill would need to
increase by 36 percent, or $1,057, in one
year; in comparison, the average tax bill rose
by only 12 percent between fiscal 2006 and
fiscal 2011. Fitchburg’s single family
homeowners would see their property taxes
rise by $591 to meet the ARC-—a single year
increase of 21 percent that is one-and-a-half
times the total five-year increase in the
average property tax bill between fiscal
2006 and fiscal 2011.

Table 6
Increases in Property Taxes to Fund Retiree Health Care vs.
. Total Increases in Average Single Family Property Tax Bill Since 2006

Brockton

Fitchburg 21% 15%
Haverhill 6% 16%
Holyoke 27% 22%
Lawrence 50% 23%
Lowell 22% 22%
New Bedford 23% 18%
Pittsfield 13% 19%
Springfield 11% 18%
‘Worcester 15% 15%




Impact on Business Taxpayers

Because businesses pay a disproportionate
share of taxes relative to their property
values in these 10 cities, they would also
bear a disproportionate share of the retiree
health care liability. Businesses across the
10 communities would on average sce a
huge 20 percent property tax increase, large
enough to force many employers with
already tight margins to lay off employees
and in some instances to go out of business.

As Table 7 shows, under the state’s system
of tax classification for commercial,

industrial, and personal properties, the
average business tax rate ($30.34 per $1,000
of assessed value) is almost double the
average residential tax rate ($15.25) for the
10 cities as a whole. In Holyoke, Lawrence,
Lowell, New Bedford, Pittsfield, and
Worcester, local employers pay a tax rate
that is more than twice the rate paid by
residential property owners. Across the 10
cities, businesses are shouldering an average
of approximately 35 percent of the total tax
burden despite owning an average of only
21.5 percent of the total assessed value of all
properties.

Table 7

Brockton

Business and Residential Shares of the Tax Levy and Tax Rates (FY 2011)

Fitchburg

Haverhill

Holyoke

Lawrence

Lowell

New Bedford

Pittsfield

Springfield

Worcester

10 City Average

*Uhndder the tax classification system for th

be up to 75 percent greater than what the rate wounld be if a municipality had a single, uniform tax rate applied to all properties.
The residential and open space tax rate must be al least 50 percent of such a uniform rate.
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Because businesses pay 35 percent of the
total property tax levy in these 10 cities,
they are responsible for a commensurate 35
percent share of the retiree health care
liability. As detailed in Table 8, the business
portion of the unfunded liability in these
cities is approximately $1.6 billion of the
total unfunded liability of $4.5 billion.

At the high end, Holyoke businesses are
responsible for 30 percent of the city’s
liability; ~ Lawrence  and Springfield
businesses support about 40 percent; and
Fitchburg and Haverhill businesses are at the
low end at 25 percent.

Table 9 (page 12) depicts the enormous
impact that funding this Lability would have
on business taxpayers—a nearly $70

million, or 20 percent, increase over the
fiscal 2011 levy that would be in place each
year for 30 years. Six communities would
need to boost business taxes by more than
20 percent, and only Haverhill would see a
single-digit percentage increase,

Lawrence businesses would experience the
most severe property tax jump of 50 percent,
raising the city’s business levy by $10.1
million to a total of $30.2 million. Brockion
would require an additional $12.8 million
from its business community, a 36 percent
property tax hike that would bring business’
total tax bill to $48.6 million. Worcester
would need to increase its business taxes by
15 percent, adding $12.1 million to the fiscal
2011 levy of $82 million.

Table 8
Business Share of Unfunded Retiree Health Care Liability

(thousands of dollars)

Brockton $693,570 35% $240,122
Fitchburg 186,634 25% 46,581
Haverhill 299,042 25% 75,935
Holyoke 300,166 50% 148,928
Lawrence 323,977 41% 131,295
Lowell 432,752 31% 133,103
New Bedford 478,609 32% 154,311
Pittsfield 236,149 35% 83,303
Springfield 761,576 ~ 40% 301,913
‘Worcester 765,312 37% 286,931
“Fotal 1,602,42
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Table 9
Increase in Business Property Taxes to Fund Retiree Health Care
(thousands of dollars)

(&)

Brockton $36,983 $12,804 $35,776
Fitchburg 8,243 2,057 9,811
Haverhill 4,947 1,256 20,546
Holyoke 13,015 6,458 23,728
Lawrence 25,011 10,136 20,101
Lowell 23,261 7,154 32,132
New Bedford 21,352 6,884 30,036
Pittsfield 1,975 2,813 22,479
Springfield 18,551 7,354 66,000
Worcester 32,362 12,133 81.832
$19 $342,4

These 10 cities typically have trailed the

communities have family poverty rates that
are at least 50 percent greater than the state’s

state as a whole during periods of economic

growth and suffered more acutely in
economic downturns. As Table 10
summarizes, these cities all  have

unemployment rates higher than the non-
seasonally adjusted statewide rate of 6.4
percent. Lawrence, New Bedford, and
Springficld have rates in the double digits,
while Brockton, Fitchburg, Holyoke, and
Lowell have rates that are a third to 50

level.

Municipality. Nov.

Table 10

Individual

percent above the statewide average.

The unemployment trends also contribute to
higher-than-average poverty levels in these
cities. Holyoke, Lawrence, New Bedford,
and Springfield have poverty rates for
individuals that are approximately double
the state’s rate of 11.4 percent, while
Brockton, Fitchburg, Lowell, Pittsfield, and
Worcester are approximately 50 percent
greater than the statewide rate. Among

families,

Holyoke

and Lawrence have

Unemployment and Poverty Levels

Brockton 8.8% 16.1% 12.8%
Fitchburg 9.8% 204% | 15.0%
Haverhill 7.3% 11.9% 8.4%

Holyoke 9.6% 293% | 26.2%
Lawrence 14.4% 27.3% | 24.6%
Lowell 8.7% 17.2% 14.5%
New Bedford 11.7% 22.5% 19.8%
Pittsfield 7.0% 162% | 1L.7%
Springfield 10.4% 26.9% | 22.0%
Worcester 7.7% 18.1% 14.3%

? (X

*The zfﬁemp.’aym

ent daia

is from the state

Executive

Labor and Workforce Development (EOLWD) and not seasonally

poverty rates that are approximately triple
the state’s rate of 8.2 percent, while six other

adjusted. The statewide seasonally adjusted unemployment rate is
7.0 percent. Poverty daia is from the U.S. Census Bureau’s 2008-
2010 American Community Survey.
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The magnitude of the property tax increases
needed to fund retiree health care liabilities
would be a huge blow to the businesses and
economies of these cities. The vast majority
of these businesses are undoubtedly
operating with tight margins so the property
tax increases would inevitably lead to
layoffs or the cancelation of expansion
plans. Some fraction of these businesses
would have no option but to close.

Conclusion

The enormous property tax increases needed
to fund retiree health care liabilities
demonstrate the magnitude of the problem
facing cities and towns over the next decade
and beyond. [t is unrealistic to expect that
taxpayers should or would bear this burden,
and it is equally unrealistic to expect that
these cities would decimate basic services
like schools and public safety to pay for
these benefits.

Simply put, cities and towns can no longer
afford to provide retiree health care benefits
in their current form. Implementing the
recently enacted municipal health care
reform is an important step to reduce these
liabilities, but the obligations are so
enormous that the Legislature needs to
address the issue directly by adopting the
kinds of recommendations put forward in
this report.

Even with these changes, municipal retirees
would still enjoy a level of health care
benefits that has almost totally disappeared
for virtually all other retirees in the
Commonwealth. Delaying the inevitable
will simply require more drastic cuts in
benefits at a later date.
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Recommendations

It is urgent that municipalities and the
Legislature take steps to rein in these huge
and growing liabilities. Delay will only
require more difficult and sweeping action
later.

There is a serious question whether many

communities can afford to continue to
provide any sort of retiree health care,
particularly in combination with their
pension obligations and the costs of
employee health care. At a minimum, the
extraordinarily generous retiree benefits
must be scaled back, and the sooner
communities act the more likely they will be
able to preserve some form of those benefits.

This report makes a series of
recommendations to address this problem.
While municipalities have some flexibility
to implement changes, several of the key

reforms require legislative action. Because -

of the severity of the problem, the changes
in benefits need to apply to current
employees, and in some cases to current
retirees, rather than only for new hires as in
the case of pension changes. It is important
to emphasize that even if all the
recommendations were adopted,
municipalities would still be providing their
retirees with far more generous health
benefits than all but a tiny fraction of
Massachusetts employers.

Implement Municipal Health Reform

Municipal health reform is a huge and
immediate opportunity for municipalities to
reduce both current health care costs and
long-term retiree health care liabilities. By
implementing the health plan changes now
permitted under state law, municipalities can
lower the cost of retiree premiums and slow
the rate of growth of these premiums, which
will reduce municipalities’ long-term retiree

health care liabilities and annual required
contributions.

Tie Benefits to Years of Service and Raise
the Minimum Service for Eligibility
Instead of allowing all retirees to be eligible
for full retiree health care benefits after just
10 years of service, the Foundation
recommends that these benefits be tied to
length of service, as is the case with
pensions. For example, employees could
receive  the municipality’s —maximum
premium contribution of 75 percent at 35
years of service, with the contribution
reduced proportionately for shorter tenures.

At the same time, the Legislature should
consider raising the minimum length of
service required to be eligible for these
benefits from 10 years to 15 or even 20
years.

Raise the Fligibility Age for Retiree
Health Care

The Foundation recommends that the
eligibility age for retiree health care benefits
be raised from 55 to 60, consistent with the
recent reforms to the pension system.

. However, because the enormous retiree

health care |labilities reflect what
municipalities already owe—and do not
account for new hires—this change must
apply to current employees as well as new
hires.

Currently, municipalities begin providing
retiree health care benefits as early as age
55—ten years before they are eligible for
Medicare. As a result, these retirees are
enrolled in the same health plans as active
employees with premiums that are
significantly ~ higher than  Medicare
premiums, Raising the eligibility age
reduces the length of time for which a
municipality would have to pay pre-
Medicare premiums and be responsible for
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the overlapping health care costs of both the
retiree and the retiree’s replacement.

Increase Eligibility Hours and Prorate
Benefits for Part-Time Employees

Under state law employees must work only
20 hours per week to be eligible for retiree
health care. Thus, an employee who works
20 hours per week for 10 years is entitled to
the same retirce health benefit as an
employee who works 40 hours per week for
35 years.

The Foundation recommends that the
eligibility for retiree health benefits be
raised to 1,400 hours or approximately 27
hours per week for part-time employees. In
addition, the benefit should be tied to the
number of hours an employee works. For
example, an employee working three-fourths
of a full-time schedule would be entitled to
75 percent of the benefits of a full-time
employee with the same years of service.

End Spousal/Dependent Coverage
Providing spousal/dependent coverage to
retirees is an expensive obligation and is
unusually generous even among the
dwindling ranks of employers still offering
retiree  health care. The Foundation
recommends eliminating spousal/dependent
coverage for all future retirees who are
eligible for health benefits.

Costs for spousal/dependent coverage are at
least twice as much as individual coverage.
For example, in Haverhill’s least expensive
plan, the city pays approximately $15,800,
or over $9,900 more, for an early retiree
who elects family coverage instead of
individual coverage. For supplemental
Medicare plans, the city pays twice as much
for retiree-plus-spouse coverage as it does
for retiree-only coverage.

Reduce Municipal Share of Premium
Contributions

Municipalities currently contributing more
than 50 percent towards retiree health care
premiums can reduce their contributions
without  requiring  legislative  action.
However, for communities that adopt the
new municipal health care law, there is a
three-year moratorium on reducing the
community’s  contribution for retiree
premiums. ‘

Municipalities, particularly those that
contribute at the higher end, should revisit
their contribution rates at the end of the
moratorium required by the municipal health
care law. For those municipalities that do
not adopt the law, they should consider
reducing their premium contributions
sooner.
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