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Good morning, Chairman Scibak, Chair Clark and members of the Committee.  Thank you for inviting me to testify today about our proposal to further tighten and reform the state’s pension system.  This proposal is a major piece of our aggressive reform agenda to continue to change the way government does business. 

In January, I was honored to stand with the Speaker, the Senate President, and the Treasurer when I announced our next steps for pension reform, building on our past shared successes that closed loopholes and eliminated the most egregious abuses in the public retirement system, along with other long-awaited reforms in ethics, transportation, and education.  
The State retirement system is a defined benefit plan.  The average annual pension for state retirees is about $26,000.  The typical public employee contributes over 10% of his or her annual wages to the pension system, meaning that most of their benefits come from what they contribute into the system – not taxpayer money.  Massachusetts’ public employees are also not covered by Social Security. 

But for a long time long that was not the case.  A series of loopholes and avoided decisions has left us with an unfunded pension liability of close to $20 billion.  That problem was not created overnight and it will not be solved overnight.  I support the defined benefit program.  But without these reforms, it is not sustainable.

Providing a fair, fiscally-stable, and credible pension system for public employees is in the best interests of the Commonwealth, taxpayers and public employees.    Additional reforms are needed in order to address the system’s large unfunded liability and to ensure that the pension system will be sustainable for the future.  
These new proposals protect the existing system by overhauling it to make it more equitable and sustainable.  The changes will allow the Commonwealth to continue to provide secure and quality retirement benefits to the state employees who have earned them, while also preparing for our fiscal future.  I want to be clear that we have worked and will continue to work with our public sector unions on these reforms.  
Our proposal includes further pension reforms to achieve the following goals: 

First, we will extend the retirement age for virtually all state workers, including elected officials, from 55 to 60, with maximum retirement benefits at 67.  This change will align our system more closely with the retirement ages already set for Social Security benefits and in the private sector.

Second, we will eliminate the incentive for state workers to leave the workforce at the minimum retirement age.  Workers who choose to retire before reaching the maximum age for their group will receive an increased pro rata reduction in their retirement benefit. 

Third, we will increase the period of “averaging” used to determine retirement allowance from 3 to 5 years.

We will impose an anti-spiking rule that will limit excessive jumps in pension eligibility that may come in the absence of earned promotions or job changes.

And we will end “double dipping,” by eliminating the right of elected officials to receive a pension while receiving compensation for public service, and by requiring elected officials to repay the full value of the pension they have received in order to rejoin the system, just like any other state employee.

There are a number of other provisions in this legislation.  Secretary Gonzalez, who is the administration’s point on this issue, is available to answer any questions you have about the details.  

These reforms will give us the tools we need to address our pension system’s unfunded liability.  Today, the Commonwealth has a nearly $20 billion unfunded liability for pensions, and as a result of investment losses in the pension fund during the recession, we will be required to extend the pension funding schedule by 15 years to 2040.  We also have a $15 billion unfunded liability for retiree health benefits which is not currently being funded.   
You all know how vital I believe it is that we bear our generational responsibility, the obligation each of us owes to do what we can to leave things better for those who come behind us.  That is why I have committed to expanding our economy and creating jobs, to containing health care costs, to closing the achievement gap in the schools, and to curbing youth violence.

That is also why we cannot saddle our future generations with this massive fiscal problem, when we have the ability to address it today.  
“Pension Reform III” will further overhaul the benefits plan to ensure its long-term sustainability and credibility.  Coupled with our previous pension reforms, we expect the proposal before you today to save taxpayers more than $5 billion in pension costs over 30 years, and $2 billion in retiree health benefit costs for new employees over the next 30 years.

Thank you for your attention and for your consideration of this important subject.  Again, Secretary Gonzalez is available to answer any questions you may have.    
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