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EXECUTIVE DIRECTOR’'S MESSAGE

| am pleased to present the Executive Directordppsed 2012 operating budget for the
Essex Regional Retirement System (ERRS.) Thiséuatltempts to build on the
progress started by the Board of Directors begmmith the mid-year reforms of 2010
and continuing with the current 2011 budget. Toal @f the proposed 2012 operating
budget is to improve service levels to our retiraed members while reducing the
financial burden on our units. Towards that ehd,2012 Executive Director’s budget
proposes several new initiatives but the total aieg cost is actually reduced compared
to the approved 2011 operating budget. The totaluat requested for the ERRS 2012
operating budget is $1,086,524, or $52,365 less tthe operating budget for 2011. This
is a 6% reduction in operating costs in 2012.

Proposing an operating budget that is less thapribe year’s budget continues the cost
control trend started by the Board in 2010. Thgioal 2010 operating budget was
approved at $1,353,953After several staff and Board changes in 2016 ngaw Board
members implemented numerous cost control measiifesse measures included:

Reducing the number of law firms saving $138,000nfi2010 to 2011.
Reducing Administrative Expenses saving $63,000f2910 to 2011.
Reducing the Reserve Fund saving $65,000 from 292011.

The Board’s cost control measures in 2010 resutétal expenditures that were
$236,919 less than the approved budget. The ap@r2@11 operating budget was
$215,064 less than the approved 2010 budget.theigntent to continue this trend of
cost control in the development of the 2012 opegatiudget.

The proposed 2012 operating budget reduces costveral areas compared to the 2011
approved budget. These reductions include:

A $17,569 reduction in employee salaries.

A $41,597 reduction in health and dental insuranqeense.

A $29,500 reduction in actuarial consulting fees.

A $9,947 reduction in legal expense.

A $61,233 reduction in Early Retirement Incentived?am (ERIP) costs.
A $4,360 reduction in cleaning service costs.

A $7,800 reduction in Computer Costs due to a tmded ERRS.

! The operating budget refers to those costs dyreetated to the administration of the Essex Regjion
Retirement System. Costs such as investment mafesge liability payments to other retirement syss,
pension payments to retirees and refunds to menabbensot included in the operating budget. Thelsero
costs are included in the overall budget that ésented to the Board of Directors and the Advisory
Council and are listed in individual line-items aegite from the operating budget.
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We recognize that many of the savings listed alawgene-time savings. Our goal is not
only to control costs in the short-term but to dteep costs under control over the long
term. In order to accomplish this goal, a fivetyeperating budget projection was
prepared and is included in this narrative. Whilg multi-year forecast is based on
assumptions that may change, the five year projedtir ERRS shows an operating
budget in 2016 that is only $14,257 above the pged®012 budget. This is a total
increase in costs of 1% over five years.

A large portion of the cost containment measurelided in the 2012 operating budget
focus on personnel and salaries. Personnel casthalargest expenditure in the
operating budget. A great amount of time in 205k wevoted to creating a productive
and cost efficient organization at ERRS. Thisudeld a reorganization of staff, the
elimination of certain existing positions and tlevelopment of clear and defined job
descriptions. As transitions occur, salaries ataldished that reflect the market for
positions similar to the ones at ERRS. This itiitearemains on-going and additional
changes in the organization are possible durin@201

Another key element in controlling current and fetyear costs is the development of a
Capital Plan. Included in this budget narrativa getailed Capital Plan covering 2011
through 2016. The Capital Plan is focused primam technological upgrades and
maintenance designed to improve and enhance ER&&tams. We have undertaken a
complete inventory of our office furnishings, congrs, printers and other major office
items. This inventory included an analysis of ¢badition of all of these items. Each
item was then included on a planned schedule fdlacement. The Capital Plan allows
us to improve our ability to serve the retirees aranbers of our system through a
planned program of upgrades while keeping coststaahfrom year to year in the
operating budget.

The Board of Directors initiated an effort with th@11 budget to include Advisory
Council members in the development of the ERRS alnperating budgét. The 2012
budget proposal attempts to formalize this proéeseach budget cycle. A budget
calendar was approved during the summer of 20lthd¥Board of Directors and was
designed with the intent of bringing a detailed dgpetcto the Advisory Council in time for
the fall meeting. Our goal is to make this budgeicess compliant with the
requirements of the Public Employee Retirement Adstriation Commission (PERAC)
and our governing statute. We also aim to makétiuget approval process as inclusive
and transparent as possible.

Many of us who serve or work for the Essex Regidtetirement System are or have
been municipal employees. We are cognizant ofdisé funding the public pension

2 In the audit conducted by the Public Employeer@etent Administration Commission (PERAC) and
released in March of 2010, one of the findings tixas the previous Essex Regional Retirement Boadd h
not been submitting the annual budget to the AdyiSouncil for certification. The PERAC
recommendation was that the “Advisory Council macttto ‘certify’ the annual budget in compliancetwi
G.L.c.34B, 819
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system places on our member units. While the sssugounding the full funding of our
public pension obligations will continue for sonmaé, in the interim we can limit the
financial burden on our members to some degredifynating the abuses of the past
and being as efficient as possible in the admattisin of the Essex Regional Retirement
System. This is the objective of the proposed ZBRRS operating budget.

| hope you will find this budget narrative helpand that it provides a clear and full
understanding of our budget objectives for 2012 lzaybnd.

Thank you.

Charles E. Kostro
Executive Director
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BACKGROUND

The Essex Regional Retirement System (ERRS) ibfh65 retirement systems in the
Commonwealth of Massachusetts. Retirement systethe Commonwealth are
governed by Chapter 32 of the General Laws, whets gut the requirements by which
systems must operate, as well as determining ity and benefits for our members
and retirees. The Public Employee Retirement Adstrition (PERAC) is the state
oversight agency for local and regional retirensystems throughout Massachusetts.

ERRS was founded as part of Essex County governmd®37 and became a regional
retirement system after the abolition of countygownent under changes made to
Chapter 34B, Section 16, in 1996. Under Chaptérdf3he Acts of 2010, the
Legislature established the new Essex Regionatddetint System. A new Board of
Directors was created under this legislation anéwa Executive Director was hired in
March of 2011.

ERRS is the pension system for 48 member unitsddfs, six regional schools, 17
housing authorities and six special districts) tigtwout Essex County. ERRS provides
retirement benefit administration services to 1,6&#ees, disabled retirees and
beneficiaries, in addition to managing the accooh,927 active members throughout
its system.

As of December 31, 2010, the market value of ER§®ta was $269.6 million. The
unfunded liability of ERRS as of January 1, 201$257.8 million. Under the funding
schedule approved by the Board of Directors, ERRISwly fund its pension
obligations by 2035. ERRS is funded by three sesunf revenue: 1) Earnings on
investments, 2) Employee contributions and, 3) Ahm@ypropriations paid by its
member units. ERRS operates on a calendar yegebuycle and the proposed budget
presented in this narrative will be effective onuay 1, 2012 and will run through
December 31, 2012.

ERRS 2012 OPERATING BUDGET

The total amount requested for the ERRS 2012 dpgrhtidget is $1,086,524, or
$52,365 less than the operating budget for 201iis i§ a 6% reduction in operating
costs in 2012. A detailed, line-item operating ¢petds included as Appendix A in this
narrative.
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The operating budget refers to those costs direethted to the administration of the
Essex Regional Retirement System. Included irdétailed budget are other expenses
associated with ERRS. These are expenses thpaireut from funds other than the
operating or administrative budget. These expemsbsde:

Investment manager fees

Bank custodial fees

Capital calls for ERRS Investments
3(8)c Paymenfs

Annual pension payments
Refunds and transfer paymehts

Costs such as those listed above are not includgteioperating budget. These other
costs are included in the overall budget that és@nted to the Board of Directors and the
Advisory Council and are listed in individual limems separate from the operating
budget.

All of the costs, operating budget costs and thissed above, are on the detailed line-
item budget included as Appendix A and are desdnbehis budget narrative. Below
please find a description of the cost of each tieet as listed in the proposed 2012
ERRS operating budget.

PERSONNEL COSTS

The costs in this budget category fund all ERR&rged and benefits. The proposed
2012 ERRS operating budget requests $551,543 feopeel costs. This is $35,929 less
when compared to the 2011 operating budget. The 26sts for each line-item in this

section are:

Personnel Costs by Line-ltem

2011 2012
Account Budget Budget $ Change
Board Stipend 15,000 15,000
Employee Salaries 474,312 456,743 (17,569)
Health, Life and Dental Insurance 88,222 626, (41,597)
Medicare Insurance 6,388 6,675 87 2
Unemployment Insurance Charges 300 ®6,0 24,700
Worker’'s Compensation Insurance 3,250 50Q, (1,750)
Total Personnel Costs 587,472 551,543 (35,929)

3 3(8)c payments refers to the section of Chaptert32h requires retirement systems to pay a shiaae o
retirees benefit from another system if a portibthat benefit is based on service in your system.

* Payments made to members who leave the systemegquést a refund of deductions paid into the system
or who transfer to another system and requestie tigir money move with them to the new system.
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The breakdown by line-item for this section is dssed below.

Board Stipend

Members of the Board of Directors are paid a stipai$3,000 per year paid monthly.
The 2012 operating budget does not propose anygeharthis line-item and the stipend
for the five members of the ERRS Board of Directersains level at $15,000.

Employee Salaries

Since 2010, the Board of Directors have reversedrénd of escalating salary costs at
ERRS. In the three years prior to 2010, ERRS iealamcreased by $140,000 or 31%.
Beginning in 2010, however, salary costs at ERR& loclined. The 2012 proposed
budget for employee salaries of $456,743 represergduction of $135,542 or 23%
from the peak salary spending of 2009.

Below in Chart 1 you can see the rapid increasalary costs from 2006 to 2009, as

well as the reduction in salary costs in 2010, thredeveling of salaries in 2011 and
2012.

Chart 1
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In the proposed 2012 budget, employee salariesedreed by another $17,569,
compared to the approved budget for this line-ite®011. This savings is achieved
primarily from two initiatives. First, the Execué Director’s salary was reduced by
$10,000 from the budgeted amount for 2011.

Secondly, three part-time administrative positioiese eliminated in 2011. These part-
time administrative positions were provided to induals who had previously worked
for ERRS and who had retired. There were no fojotabescriptions for these positions
and they performed primarily data entry and offaceninistrative tasks. The positions
were paid at a rate of $28.81 per hour and thé aotzual cost was budgeted at $59,925
in 2011. These positions were eliminated in JUrgD&1 and the employees terminated.

A new position of Executive Assistant was created a formal job description approved
by the Board of Directors in April of 2011. Thiegtion works under the general
direction of the Executive Director and performsadentry, bank reconciliations and
other administrative duties in support of the ExeeuDirector and staff of ERRS. An
open, competitive hiring process was completedthagbosition was filled in August of
2011. The rate of pay for this position is $24p@0 hour for a 37.5 hour work week,
which is consistent with the market for similar piosis in local government. The budget
for this position for 2012 is based on 52.25 wesmhd is set at $47,025. This is a savings
of $12,900 compared to the part-time positions tiaat been budgeted in 2011.

Chart 2 on the next page lists all of the curretifions at ERRS and their 2011
budgeted salaries and proposed 2012 salaries. E¥d&®utive Assistant position is paid
for the months of August through December of 20binfthe balance remaining in the
amount budgeted for the part-time administrativeifms.)
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Chart 2

2011 2012 Difference
Employee Salary Salary
Executive Director 135,000.00125,000.00 (10,000.00)
Chief Financial Officer 87,212.99 87,212.99 -
Retirement Coordinator 70,577.Y970,577.79 -
Retirement Coordinator 61,927.8661,927.36 -
Membership Coordinator 59,669.0358,000.00 (1,669.03)
Executive Assistant - 47,025,0047,025.00
Part-Time Staff of 375 hours 10,803.f5 - (10,803.75
Part-Time Staff of 745 hours 21,463.45 - (21,463.45)
Part-Time Staff of 960 hours 27,657.60 - (27,657.60
Overtime/Merit Pay - 7,000.00 7,000.00
Total 474,311.97| 456,743.14 (17,568.83)

The Chief Financial Officer (CFO) position was deghin 2011. This position had
formally been the Chief Operating Officer. The PERaudit of ERRS released in

March of 2010 found numerous financial deficiencigscluded among theses findings
was a failure to properly record all transactionglte General Ledger, the failure to fully
reconcile bank accounts and expenditure reportsateee at a variance with the General
Ledger, among other items. The PERAC audit alsedaserious concerns about the
lack of proper segregation of financial respongibg among staff. For instance, a single
employee had the ability to record transactionghegeneral ledger, sign checks and
authorize wire transfers, reconcile accounts amegigge expenditure reports for the
Board of Directors.

ERRS took several steps to address these findindpeiPERAC audit. The position of
CFO was created, who was assigned responsibilitthfinancial management of all
ERRS assets, oversight of all financial operatiamg reporting, and management of IT
functions. No similar position had existed befarel there was no accountability for
performing the basic, necessary financial managéefoentions required by both
PERAC and sound business practices.

In addition, ERRS assigned responsibilities amdaff ;1 a manner that will allow for
the proper completion of monthly reconciliationsldar the appropriate segregation of
duties. The Retirement Coordinators will continodandle deposits, but will be the
only ones authorized to do so. The newly creatie® @osition will handle all general
ledger postings, but will not handle cash transasti sign checks or authorize wire
transfers. Only the Executive Director and Chamroathe Board of Directors will have
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check signing and wire approval authority. The rewcutive Assistant position is
responsible for performing monthly bank reconaditias. In 2011, ERRS provided
several hours of accounting training for the CF@nhsure the proper use of the General
Ledger.

The Retirement Coordinator positions were also kedan 2011 to increase job
responsibilities to a level commensurate with thlarges for the positions. The
Membership Coordinator role was also changed tedeERRS priorities and to expand
the scope of the position. In addition, these gearwere designed to improve service to
our members and to accomplish long overdue goatt, as scheduling regular site visits
and office hours, as well as implementing an autethdeduction reporting system,
among other service improvements.

The organizational chart in Chart 3 below is the BRRS structure.

Chart 3

( Board of Directors\

- J

g Charles E. Kostro\
Executive Director

- J

Katherine Carleton
Executive Assistant

| | | |
Elisa Hockenhull Krysten Wallace Lilli Gilligan Kenneth Mayne
Retirement Retirement Chief Financial Membership

Coordinator Coordinator Officer Coordinator

ERRS presently has only one position that is diassas non-exempt. However, ERRS
has instituted a performance management processtoate employee performance. As
part of this performance management process, em@lmjies will also be evaluated. It

is likely that in 2012 other positions could belassified from exempt to non-exempt
based on revised duties or position descriptidrtgerefore, an amount has been budgeted
for possible overtime costs in 2012.

Although no Cost-of-Living Adjustment (COLA) is grosed for ERRS employees in
2012, a small amount has been budgeted for possilit increases for employees who
exceed expectations. Salary adjustments requegeamnmendation by the Executive
Director and approval by the Board of Directorgmopen, public meeting.
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The total amount of overtime and merit pay incredsedgeted in 2012 is $7,000, or
1.5% of the total for all employee salaries.

ERRS has also had to address several operatioingiedeies not noted in the PERAC
audit in 2011. To correct deficiencies found iaas such as time and attendance
tracking, personnel record-keeping, and websiteagament, for example, vendors were
brought in to provide support. ERRS has fundeddle®sts via transfers from other line-
items in the 2011 budget.

In addition, the completion of the initial perfornee reviews will be completed at the
beginning of 2012. This will be an opportunityftmther evaluate where additional
changes or savings in personnel costs may be edalizhe evaluation of job duties and
the further use of private vendors will be on-goim@012. This process may result in
additional changes in employee responsibilities,ftlither consolidation of positions and
possibly in additional savings in employee salarigstil the process is complete,
however, it is proposed to fund employee salati¢sear existing levels.

Health, Life and Dental Insurance

This line-item reflects a savings of $41,597 corapgap the 2011 budget. This savings is
due to the elimination of the budgeted amount foaf8 member health and dental
coverage. The Group Insurance Commission (GICighvprovides coverage to ERRS,
advised in 2011 that Board members do not meehtieshold eligibility requirements

for health and dental insurance coverage. Asudtrie $49,446 budgeted for Board
member health and dental insurance in 2011 isnotdded in 2012.

ERRS did budget $38,775.84 for employee healthdemdal insurance in 2011. Through
the end of September, however, only 46% of the btethbamount had been spent.
Although this line-item will show a surplus in 2Qthe 2012 budget proposes to increase
this amount to $46,625.

The amount proposed in the 2012 budget is calailzdsed on the eligibility of six
employees for the family health and dental plaferetl via the GIC. This amount
should be the maximum possible amount that ERR$&thigve to pay for the employer
share of health and dental coverage.

ERRS has experienced significant turnover in teeyaar and the possibility always
exists for additional turnover in 2012. As a snoafjanization, any unexpected cost
increase has a disproportionate affect on the ERRIget. To avoid any unexpected
health and dental insurance costs in 2012, itopgsed that ERRS budget for the
maximum amount of potential exposure, even if patticipation in health and dental
coverage is unlikely. Money not spent in this litean can be used elsewhere in the
budget if other, unforeseen costs appear duringytldlget year.
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Medicare Insurance

This line-item is increased by only $287 in 20¥though turnover in personnel may
continue in 2012, the number of employees at ERRflikely to increase beyond the
current six, full-time positions. The 2012 cosBBRS for Medicare should, therefore,
remain stable. The budgeted amount for this liaetiin the last two years has been
approximately $6,600 and $6,400. Based on expamgito date in 2011 and assuming
full staffing throughout 2012, the proposed buddetmount of $6,675 should be
sufficient.

Unemployment Insurance Charges

ERRS is a contributor employer to the Division afdthployment Assistance. ERRS
also pays its share to the Unemployment Healthrémsie fund. In 2011, one of the part-
time employees whose position was eliminated inlafldl qualify for unemployment
insurance. The maximum benéefit for this employas &7,700 and funds to cover this
expenditure were transferred within the 2011 buddet of the end of September, ERRS
has not been notified that any other former empmdyes qualified for unemployment
compensation.

If further transitions occur in 2012, it is alwgysssible that ERRS may be subject to
some unemployment compensation charges. As almotair employer, ERRS must

fund these costs on a “pay-as-you-go” basis. ARinds exist outside of the operating
budget to pay unemployment compensation costs pitdposed that $25,000 be budgeted
for this line-item in 2012. This amount is the nmaxm benefit for one, qualified
employee at the rate of $625 per week for 26 wealks,a 13 week extension.

Unexpended funds from this line-item, should theyalbailable, can be used to off-set
unforeseen costs elsewhere in the budget.

Workers Compensation Insurance

The proposed budget requests $1,500 for workerpengation insurance in 2012. The
2010 and 2011 budgeted amounts for workers compensae much higher than actual
expenditures because costs for workers compensasarance and the insurance for the
ERRS offices were included in the same line-itenmistake. These costs have been
taken out of the actual expenditures recordeddohegear. Based on actual expenditures
for 2010 and 2011, $1,500 should be sufficient e&@hthe cost of workers compensation
insurance in 2012. (Workers compensation experatditun 2011 do not yet reflect any
charges resulting from the audit of actual payeafpenditures.)

The total for all personnel costs in the 2012 ofegebudget is $551,543 or $35,929 less
than the budget for 2011.
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PROFESSIONAL SERVICES

The costs in this budget category include consuftarvices and other professional
services and trainings utilized by ERRS. The psa0io2012 ERRS operating budget
requests $112,200 for professional services. iE#853 less when compared to the
2011 operating budget. The 2012 costs for eaehilém in this section are:

Professional Services by Line-ltem

2011 2012
Account Budget Budget $ Change
Segal Advisors Consulting Fees 39,500 39,500
Segal Actuarial Fees 32,000 2,500 (29,50
Fiduciary Insurance 26,000 26,000
Board Secretary 3,000 3,500 500
Medical Records Expense 500 1,000 500
Employee Payroll Services 1,700 1,700
IT Consulting Services Capital Cost 5,000 5,000
IT Consulting Maintenance Cost 10,000 10,000
Audit Consulting Services 15,000 15,000
Education, Training and Dues 1,500 5,000 3,500
Alarm System 5,000 3,000 (2,000)
Miscellaneous Professional Services 5,053 (5,053)
Total Professional Services 112,553 112,200 (353)

The breakdown by line-item for this section is dssed below.
Segal Advisors Consulting Fees

In December of 2007, Segal Advisors contracted WighEssex Regional Retirement
Board to provide investment consulting servicehlis Tontract paid Segal Advisors,
$77,000 in Year 1, $79,000 in Year 2, and $81,000aar 3. After the vast majority of
the retirement system’s assets were moved to thiecHRetirement Investment Trust
(PRIT) Fund in 2009, Segal Advisors amended theraonto provide three years of
investment consulting services from January 1, 201December 31, 2012 at annual rate
of $39,500.

The proposed 2012 ERRS operating budget fundsrthkyear of this amended contract.
One of the evaluations to take place in 2012 vélidhether ERRS needs to continue to
employ investment advisors. Currently, over 90%BRS assets are managed via the
PRIT Fund, under the aegis of the Public Resemesstment Management (PRIM)
Board. The balance of ERRS assets are investeshiales which are under agreements
that do not allow for them to be closed out unslp&cified a period of time. It is the
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policy of the Board of Directors to move investmeatnings to the PRIT Fund as current
investment agreements are terminated.

A review of the services provided by Segal Consgliris-a-vis the transfer of assets to
PRIT and the necessity for this service will beemaken in 2012. Concurrently, ERRS
will also evaluate its ability to manage the nonFPRssets within its current personnel
structure.

Segal Actuarial Fees

ERRS contracted with Segal Company in Februarn0&fiZor one year of actuarial
services at a cost of $32,000 for the purpose wipteting the actuarial valuation review
as of January 1, 2011 and required by statutecddtract exists with Segal Company for
2012 but historically ERRS has appropriated a saratbunt of funds for possible
actuarial consulting services in years in whichaluation is not to be performed. Itis
proposed that $2,500 be appropriated in 2012 ptssible use of Segal Company to
provide actuarial information as a follow up to thedivery of the valuation in 2011.
These services will be useful to ERRS as well asdwisory Council members.

Fiduciary Insurance

Fiduciary liability coverage insures trustees atadf snembers who oversee retirement
systems and public employee pension funds agaioistions of their fiduciary
responsibilities. In the private sector, any cogbon with similar assets to a retirement
plan has similar coverage. In relative measutbecsize of the fund, the cost of this
coverage is small. The cost also depends on zkeo$ithe total fund, not just those
assets invested directly by the system. Purchdiglogiary insurance is also considered
to be a prudent act on the part of the Board.

Amity Insurance provides ERRS with its fiduciargimance via the Massachusetts
Association of Contributory Retirement Systems (MA®). Amity is the insurance
provider for 95 of the 105 public pension fundshivitthe Commonwealth of
Massachusetts. Clients include many municipal{fi@sexample, employees of the City
of Boston, and the individual towns within the Coomwealth), firefighters, the
Massachusetts Building Authority, the MBTA Retiramh8oard, and individual
retirement boards, which include Boston, Cambridijeglsea, and Middlesex County.
The trustees of these retirement boards are inggaithst potential fiduciary violations
through Amity’s Public Entity coverade.

ERRS received its 2012 renewal application in Oetald 2011 so exact costs are not yet
known. The 2011 budget appropriated $26,000 fiesrdbverage and the same amount is

® Actual expenditures for Segal Consulting feesdhRexceed the $39,500 annual cost. This is dt r@fsu
a delay in billings and payments dating back attlem2010. ERRS will fund the payment of fivedan
possibly six quarters of Segal Consulting bill2011 in order to restore these charges to thepeprievel
in 2012.

® This information is provided via Amity Insurancetebsite located atww.amityinsurance.com
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requested for 2012. Only $24,252 of the $26,0¢0@piated in 2011 has been spent
and no further bills are anticipated. Althoughprtemium increase is anticipated at this
time, appropriating $26,000 allows for a 7% cushionase of a premium increase in
2012.

Board Secretary

ERRS employs a secretary to the Board of Directdrs records the minutes of Board
meetings and the Advisory Council meetings. Theeetary is paid $250 per meeting.
The Board of Directors typically meets once per tha@and the Advisory Council meets
twice per year. Based on 14 meetings, $3,500ise®ted for this item in 2012. This is
$500 more than the amount appropriated in 2011.

Medical Records Expense

Medical Records Expense pays for costs associatbdlisability hearings as well as
pre-employment physicals for newly hired employeese-employment physicals
account for the cost-overrun in this item in 208k further transitions are possible in
2012, it is recommended that funding in this litexi be increased by $500 compared to
the budget for 2011.

Employee Payroll Services

Several deficiencies were noted in ERRS’ payrotietand attendance tracking and
personnel record keeping in 2011. In an effoaddress some of these deficiencies,
ERRS contracted with Harpers Payroll Services twipe professional payroll and tax
reporting services. The proposed 2012 operatinigéuseeks to appropriate $1,700 to
continue to pay for this service for at least orareryear.

In the long term and given ERRS small workforcés enticipated that payroll issues will
be addressed and ERRS will no longer need to seektaide vendor for this service.

IT Consulting Services

This is a new line-item to fund the hiring of arntside consultant to provide IT support
services to ERRS. Currently, ERRS has a wide rafh@JE needs, including updating old
computers and printers, replacing antiquated operalstems, upgrading the server with
greater security and functionality and generallpiiaving overall IT performance. In
addition, ERRS is in need of rapid and reliablestipport to address day-to-day problems
that arise.

Presently, ERRS technology support is provideddase with the occasional reliance on
our database provider for outside IT support. By2011, ERRS has researched
reliable, competitively priced IT consultants whesialize in supporting public
agencies, particularly retirement systems.
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ERRS is also looking at significant IT capital needer the next few years. This
includes the need to update all of its workstatiand upgrading the ERRS server and
database. In addition, key initiatives such asmated deduction reporting, web
streaming of Board and Advisory Council meetingd aeveral website related
improvements will be dependent on ERRS’ IT capaédi

Based on the research completed by ERRS thuh@&fd12 proposed operating budget
is requesting $15,000 to hire an outside IT coastlt This appropriation is broken down
into two components. First, the proposed budgetdsiesting $5,000 to support an IT
consultant for an assessment of upgrades and lciapieovements. Anticipated
upgrades in 2012 include the purchasing and imsggthe hardware necessary to provide
video streaming of Board and Advisory Council megsi, upgrading the server, and the
replacement of the antiquated phone system. Sfcdhd proposed budget is requesting
$10,000 for regular, on-going IT maintenance argpsu.

Annual Audit

This is also a new line-item in the 2012 operabngget. ERRS is in the process of
reviewing its procedures and policies to insure theomplies fully with PERAC
regulations and with best practices. This is paldrly true in the management and
oversight of ERRS’ finances and assets.

This proposed line-item is to fund an annual aatlERRS’ financial practices and
operational controls. The audit will be providedhe Board of Directors, the Advisory
Council and PERAC. The annual audit proposedimlbdget will be a supplement to
PERAC's reviews. The audits will also be usediiplement improved internal controls
and to insure the integrity of ERRS’ financial mgeaent and operations.

The proposed 2012 operating budget is requestiBg®0 to fund the annual audit. A
scope of work will be developed and competitivepmsals sought for this service.

Education, Training and Dues

The proposed budget is requesting to increasdirieistem to $5,000, a $3,500 increase
over the budgeted amount in 2011. This item fundsbership in organizations that
support retirement systems, but its primary purpsse pay for training for Board
members and staff.

With 50% of its staff new to the organization anithvthe need to keep existing staff up-
to-date on pension issues, ERRS is making a pyiofisupporting education and training
programs and, therefore, is looking to increaselifugnin this line-item in 2012.

" ERRS conducted a competitive procurement proce26i1 and has hired Virtual Towns & Schools to
develop and implement a new website. This new itepsovides storage capacity for web streaming of
public meetings. The expected launch date fonthe website is late winter/early spring of 2012.
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Alarm System

ERRS maintains thousands of files containing peakimfiormation and other
confidential data. To protect the security of thi®rmation, ERRS maintains a high
level of security, which includes alarming its o#fs via ADT Security Services.

Costs in this line-item are being reduced in 2@124,250, a reduction of $750 from the
2011 budget. In the fall of 2011, ERRS undertoo&waew of its security services from
ADT and made several improvements. ADT securippres are now monitored on-line
on a regular basis by ERRS staff. In additiontacninformation has been updated and
improved.

Miscellaneous Professional Services

The $5,053 reflected in the 2011 actual expendittoethis item is a partial cost of the
search firm used to hire the Executive DirectoRRES is not requesting any funds for
this line-item in 2012.

The total cost for all Professional Services in2®.$112,200, a $353 reduction from
the 2011 operating budget.

LEGAL EXPENSE

Legal Services by Line-ltem

2011 2012
Account Budget Budget $ Change
Michael Sacco, Attorney at Law 65,000 75,000 10,000
Murphy, Hesse, Toomey & Lehane 90,000 50,000 (40,000)
Other Legal Expense 4,947 25,000 20,053
Total Legal Services 159,947 150,000 (9,947

Controlling legal expenses was a major initiati?éhe new Board of Directors in 2010.
The multitude of law firms previously employed Inetretirement system were
terminated and a competitive procurement was cdeducAfter the procurement process
was complete, two new law firms were hired. MidiHaa&cco, Attorney at Law was hired
to handle retirement cases and matters involviegétirement statute, Chapter 32 of the
Massachusetts General Laws, and Murphy, Hesse, @p&ni.ehane were hired as
counsel to the system to provide guidance on aerahgsues, such as Open Meeting
Law and public record compliance, among others.a Assult of these actions, spending
on legal fees has dropped significantly comparet piior years.
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Chart 4 below shows the budgeted amounts for kgyaices from 2010 through the
proposed 2012 budget.

Chart 4

Actual expenditures for legal fees beginning in@@4ve also been below budget. The
budget does contain a line-item for Other Legalébge. In 2011, ERRS entered into an
escrow agreement as a result of pending litigadiwh funded the escrow amount from
Other Legal Expense. This expense was not antedga the development of the 2011
budget but it was funded from transfers from otime-items and by using the Reserve
Fund in the 2011 budget. It was felt that the appate line-item in the 2011 budget to
record this one-time expense was under Other LEeg@aénses. This money was not,
however, for legal fees payable to the firms em@tblpy ERRS but is money set aside to
protect the retirement system against a possilleduiability.

Michael Sacco, Attorney at Law

The proposed budget in 2012 decreases overall flegalby $9,947. The budget does
request an increase in the fees for our law firmdliag retirement issues. This increase
of $10,000 is based on the potential need for guidan addressing retirement law
changes. The Legislature has moved to reform ¢insipn laws for the second time in
three years and changes in the pension statute reftiire clarification from counsel as
issues arise and for which no precedent existain§& may be needed to assist ERRS in
the proper application with the new statutes emboteler the pension reform initiatives.

In addition, an analysis of pending litigation attler possible issues that may arise in
2012 indicate the potential need for increasedemitent law related legal services.
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Based on these factors, a small increase of $10s0@@posed for the line-item for
Michael Sacco, Attorney at Law.

Murphy, Hesse, Toomey & Lehane

Off-setting this increase is a proposed reductic®4®,000 in the line-item for Murphy,
Hesse, Toomey & Lehane. Many of the issues ERRStiasulted with Murphy, Hesse,
Toomey & Lehane on have been addressed or resmh\&@ll1. This includes
implementing new meeting posting and agenda dewgop procedures to comply with
the Open Meeting Law, creating an employee handlgdo&h establishes policies
designed to eliminate many of the abuses foundR&®E along with other organization
improvements. As a result, it is not anticipateat the same level of consultation will be
necessary in 2012.

Other Legal Expense

A small legal reserve account of $25,000 has atsm lestablished in the 2012 operating
budget. This amount may be used for legal feesdkssary, or to address any
unforeseen expenditures related to legal matters.

In total, the legal fee budget proposed for 201@tiooies the trend of reducing the legal
budget that began in 2010 by proposing to furtle@rehse this item by $9,947 compared
to the 2011 budget.

CONDOMINIMUM EXPENSE

Condominium Expense by Line-ltem

2011 2012
Account Budget Budget $ Change
Monthly Condominium Fees 18,700 20,000 300,
Building Insurance 2,000 3,100 1,100
Maintenance and Repair Expense 1,800 002,0 200
Total Condominium Expense 22,500 25,100 600

The 2012 operating budget is seeking to increasariount for condominium expenses
by $2,600. This is due partially to an anticipateztease in the monthly fee in 2012 and
to the proper allocation of building insuranceliis line-item.
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Condominium Fees

ERRS owns two office suites at the Hawthorne Offfeek located in Danvers, MA.
These properties were purchased in 2000 for $18568 $190,000 a piefe.

Hawthorne Office Park is an office condominium cdempand ERRS is a member of the
Hawthorne Condominium Office Park Trust. The d@dffgark is managed by Gemini
Properties. As a member of the condominium tilERIRS pays a monthly condominium
fee. In 2011, this fee was $1,445 per month.

ERRS is increasing the budget for the monthly comdaum fees in anticipation of a
possible increase in these fees in 2012. The neanawgt firm has notified ERRS that
fees may be increased in order to pay for increasst$ for elevator maintenance.
Although ERRS is located on the first floor oflitgilding, elevator maintenance costs are
a shared cost per the master deed for the trust.

Building Insurance

Building insurance charges in prior years had beearded in the Workers
Compensation Expense line-item. This has beerctaad. However, in prior years
while the Workers Compensation Expense line-itepeaped to be under-funded, the
Building Insurance line-item appeared to be overdad.

Maintenance and Repair Expense

ERRS has also experienced the need to pay forrsdjpaseveral items within its office
suites in 2011, including to its HVAC units andbathrooms. While no major repairs
are anticipated in 2012, a small increase of $200aintenance and repair is requested
based on actual expenditures in 2011.

8 Deeds are recorded at the South Essex RegisBgeds, BK 16422, PG 520, and BK 16422, PG 525.
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ADMINISTRATIVE EXPENSES

Administrative Expenses by Line-ltem

2011 2012
Account Budget Budget $ Change
Retirement Appropriation 50,654 54,907 254,
Retirement Appropriation Error 35,623 ,GZ3
ERIP | — appropriation 33,372 (33,372)
ERIP Il — appropriation 27,861 (27,861)
Office Supplies 13,200 12,500 (700)
Travel 5,000 5,000
Storage Facility 1,400 1,500 100
Postage 22,070 21,000 (1,070)
Annual Statements 1,300 1,300
Election Expenses
Newsletter Expense 10,500 10,000 (500)
Electricity 4,200 4,200
Cleaning Services 9,360 5,000 (4,360)
Miscellaneous Administrative 500 (500)
Total Administrative Expenses 179,417 151,030 (28,386)

ERRS anticipates reducing Administrative ExpenseXil2, primarily as a result of the
completion of its assessment for the early retir@meentives, but also due to several
other reforms, such as competitive bidding foragfsupplies.

Retirement Appropriation

Like its member units, ERRS pays an annual assegdordts share of the pension
systems liability. This is not a cash payout It assessment is recorded on the ERRS
balance sheet.

In 2011, an error in ERRS 2009 salary survey wasadiered. ERRS under-paid its
share of the Fiscal Year 2012 annual assessme$8%6¢23. (As ERRS operates on a
calendar year budget, this amount was reflectéfRRS’ 2011 budget.) An amount is
added to ERRS’ budget in 2012 to pay its full anappr share of the Fiscal Year 2012
annual appropriation.

In addition, ERRS employees were offered particgpain the Early Retirement
Incentive Programs (ERIP) offered in 2002 and 20BRRS anticipates that its share of
the two ERIP programs will be paid in full at thenclusion of 2011 and there will be no
ERIP charges in 2012. This saves $61,233 in 2012.

20

On the web at: www.essexregional.com.



Other Administrative Expenses

All other administrative expenses are expecte@maain relatively stable in 2012.
Potential cost increases are anticipated to beeifBby cost control measures, such as the
competitive bidding of office suppli€sERRS is also seeking competitive proposals for
office cleaning services and anticipates savingtsuttial money as a result of this
process.

It should be noted that travel expenses, whileedticed in 2012 compared to 2011, are
still substantially below the travel budget of X0 originally approved for this line-
item in 2010. The same is true for the cost ofipming a newsletté?. The original
newsletter budget in 2010 was $62,000. ERRS aaties re-instituting the newsletter in
2012 but will produce the articles and updatesdnde. Together, the cost containment
efforts of the Board of Directors have substantiediduced travel and newsletter
production costs since 2010. Chart 5 below shinesdmparison of travel and
newsletter costs combined since 2010.

Chart 5

° The Executive Assistant has been designated #p@nsibility for the purchasing office supplies. A
Massachusetts Certified Public Purchasing Offidla, Executive Assistant has been able to redi of
supply costs by as much as 20% on purchasese bittho competitive bidding for office supplies had
been done prior to August of 2011.

9 The newsletter generally distributed to retirees members twice per year was discontinued in 2009.
ERRS is planning on re-introducing the twice pewrsiletter, in a different format, in 2012.
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COMPUTER AND OFFICE EQUIPMENT

Computer and Office Equipment by Line-Item

2011 2012
Account Budget Budget $ Change
Database Software 22,800 15,000 (3,800
Computer Supplies 1,000 1,000
Copy Machine Service Agreement 3,600 03,6
Telephone/internet/Web Hosting 5,600 08,1 2,500
Total Computer and Office Expense 32,000 35,500 (4,300)

The 2012 budget for computer and office equipmeniecreased by $4,300. This has
been achieved primarily through a credit to ERRSByments made for its annual
database software support.

Database Software

ERRS contracts with Tyler Technology Inc. (formefiixCS, Inc.) for software that
maintains a database with our retiree and membei@e information. This same
database also provides accounting services to ERBI8¢ding the maintenance of the
General Ledger. Under an agreement entered i2006, ERRS has been paying
$18,750 for support services for the databaseind@stigation into the 2006 agreement
undertaken in the summer of 2011 discovered tleastipport services fee was actually
for an upgraded version of the database softwAseERRS never upgraded to this more
expensive version, Tyler Technologies was contaatebla credit in the amount of
$21,562 was issued to ERRS’ account. Furtheratimeial support services fee charged
to ERRS was reduced to $17,565.46. ERRS has ooediwith Tyler Technologies that
the credit issued to our account can be used tahgagnnual support services fee. Thus,
there will be no expense to ERRS for database aoftaupport in 2011 and $3,997 of
the credit will be used to reduce the cost of theual support fee in 2012.

In addition to its annual support services fee, BRRay pay for non-routine support
services from Tyler Technology during the courséhefyear. These extra services could
be unique report writing capability or changeshi® standard accounting format.
Therefore, ERRS’ proposed appropriation for tmgditem in 2012 includes the reduced
annual fee plus a small amount for possible aduafiservices.

ERRS has in its Capital Plan a schedule to upgitseldatabase to a more recent version
in 2013 Also, a new line-item requesting $1,000 has testablished in the 2012
budget to purchase supplies for our computers.

" ERRS is presently using a version known as RET#BERA is the newest version of the database
software.
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Office Equipment

The two line-items for the copy machine lease chand for the telephone and Internet
service are unchanged. (ERRS has programmed aoper in its Capital Plan for
2014.) Comcast provides ERRS with its telephortelaternet service and no change in
cost is anticipated for 2012.

ERRS did contract with Virtual Towns & Schools tfonew website. Virtual Towns &
Schools received the highest rated technical sodtee procurement process and also
offered the lowest priced cost proposal. The ahswaport costs for Virtual Towns &
Schools is $2,500 in 2012 and that has been addibe budget. Start up costs for the
new website were budgeted in 2011.

CAPITAL AND RESERVE ACCOUNT
Capital Account

ERRS’ Capital Account funds any major, non-recigniurchase. Nearly all of ERRS’
operation is office and administrative work andtréfore, its capital purchases are
primarily for technology upgrades, copiers andaffiurniture. In 2011, ERRS
conducted an inventory of all of its office compstesoftware, equipment and furniture.
Based on the results of that inventory, ERRS deesla five year capital plan (capital
purchases for 2011 are included as a referendeiplan.) The five year capital plan is
designed to address ERRS’ capital needs by focusirtjose items that are most critical
to our operation, replacing the oldest items farstl planning expenses over a period of
time so that there is no spike in capital costs ¢heates a large budget increase in any
one year.

Attached as Appendix C to this narrative is thedied ERRS Five Year Capital Plan.
Some capital purchases will be undertaken in 2Bclyding the purchase of three new
workstations and new office desk chairs. The inmgndemonstrated that ERRS’
computers and operating systems are outdated,asidvhave limited functionality.
ERRS is proposing to replace three of the oldestesys in 2011.

ERRS’ desk chairs are also old and, in many cagpsed or broken. ERRS is proposing
to replace several desk chairs in 2011 as well.

Beginning in 2012, ERRS is planning on addressawgial major capital improvements.

This includes purchasing hardware that will allaw the web broadcasting of Board and
Advisory Council meetings via ERRS’ new websiteRRES has estimated the cost of this
hardware at $5,000.

ERRS current server is old and limited. Basic fioms such as Out of Office Reply for
email, access among staff to calendars and shadgnts, and a lack of security for
individual employee files severely plague ERRSIligbio function effectively and
efficiently. ERRS is planning on assessing it¥seupgrade options in 2012 and, ideally
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purchasing a new server during the year. ERR&$t@mated the cost of a server
upgrade at $10,000.

ERRS’ office phone system is apparently more thdaade old and limits the
organization’s ability to function effectively. B is planning on replacing its phone
system in 2012 and has estimated a cost of $23t0Bi6 purpose.

In total, ERRS is planning on spending $17,700apital improvements in 2012. This is
$7,700 above the capital budget for 2010. Howewgrrovements in ERRS
technological capacity are essential to improveotiganization’s efficiency and ability to
serve the public. The capital plan’s spendingeases in 2012 (and in 2013 when an
upgrade to the ERRS database is planned) are damyénmeasure to the lack of any
capital planning in the past, creating a need thress critical operational issues in a
relatively short period of time. ERRS proposedi@lan is designed to fix these
operational problems and avoid any similar problemtke future through a planned
system of upgrades and maintenance.

Reserve Fund

ERRS is proposing to appropriate $50,000 for itsdRee Fund in 2012, which represents
a $15,000 increase compared to the amount apptegii@2011. However, in 2011, the
Board of Directors did reduce the budget for thedRee Fund from $100,000 in 2010 to
$35,000.

ERRS is proposing to increase this line-item by,8Q86 in order to have funds available
to hire a consultant to assist in developing césh &nd investment policies. The
increase in the Reserve Fund is for the purpo$enofing this potential consulting cost in
2012.

The balance of the Reserve Fund ($35,000) shousdifiieient. Although the Reserve
Fund was totally expended in 2011, this was dumamily to a need to move funds to
Other Legal Expenses to pay the Escrow Agreementidsed earlier. Otherwise, ERRS
had spent less than $10,000 from the Reserve Fuadgh September of 2011, and most
of that spending was in support of new initiatigesh as start up costs for the new
website or the new payroll vendor. Costs suclhaset are funded in other line-items in
the proposed 2012 budget.

TOTAL OPERATING EXPENSE
This covers all of the administrative expensedlierEssex Regional Retirement System

for 2012. The total amount requested for the ERBE2 operating budget is $1,086,524,
or $52,365 less than the operating budget for 2011.
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OTHER EXPENSES
Management Fees

ERRS pays fees to its investment managers basagercentage of its total assets.
These fees are typically taken from the assetsvasiments directly on either a monthly
or quarterly basis.

In addition, ERRS also pays fees to its custodaalkh State Street Bank. As the
custodial bank for ERRS, State Street providesdahewing services:

Holds assets of certain accounts.

Settles trades directed by the investment manager.
Collects dividends and interest paid on securities.

Proxy servicing.

Detailed accounting of all transactions, monthlg annually.
Daily and month end pricing of assets.

Class actions services.

Tracks assets by manager and provides consolidapedting.

ERRS also must pay capital calls as part of ite@gent with the remaining investment
managers under contract to the retirement system.

To provide a better understanding of what feegeélieement system is paying, ERRS is
proposing to track manager and investment feesnewaway in 2012. Rather than the
single line-item entitled Investment Manager Fews lavestments from the 2011 budget,
ERRS is proposing four separate line-items, asdisielow:

Investment Manager Fees (fees paid to the mana§&RRS remaining non-
PRIT investments.)

PRIT Fund Management Fees (fees paid for managriREinvestments.)
State Street Custodial Fees (fees paid to ERR$odiat bank.)

Capital Calls (money paid to meet ERRS’ obligatianger its investment
agreements.)

This new reporting format will make it easier fdRES to record investment fees paid
out and, we hope, will provide a clear understagdiinthe public as to what type of fees
are being paid and to whom. It is also uncleanaghether some or any of the capital
calls paid out in prior years are being recordetheexpenditure report.

The estimated amounts reflected in these line-item2012 are based on ERRS
historical experience. The estimated amountstale®into consideration the reduction
trend in investment fees paid since ERRS has moved90% of its assets into the PRIT
Fund.
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3(8)c Payments

These payments are made by ERRS to other units timelenembership section of
Chapter 32. The specific section requiring thesgnents is 3(8)c and the payments are
normally referred to by referencing this sectionha statute.

Under Chapter 32, Section 3(8)c, whenever anyegttinember or beneficiary receives a
pension or survivor’s allowance from a pensioneysand a portion of that benefit is
attributable to another pension system, the sysésponsible for the portion of the
benefit can be billed by the original pension syst&lministering the benefit. PERAC
approves the allocation of payments and these patgnaee primarily made in January
and February of each year. ERRS tracks these pagnmea line-item in its expenditure
report and they are included in this 2012 budgepgsal as well.

Pensions

This line-item reflects the pension payments toeges in the ERRS system. Pension
payments are made on the last business day ofnreatn. (ERRS also deducts the
retirees share of their health insurance costgsmugs payments to the member units as
part of the pension payroll.)

ERRS tracks the pension payroll as part of its ealfiare report and an estimated
amount is included in this 2012 budget proposal2d11, the monthly tracking has
shown an increase in the pension payroll each mdBRRS’ pension payroll estimate
assumes this trend continues and has built in@ease in the estimated annual payroll.
This assumption is carried forward throughout thee Frear Expenditure Forecast as
well.

Refunds and Transfers

This line-item tracks the amount of funds refuntetbrmer members of the retirement
system who have resigned or otherwise left servineaddition, it includes the amounts
transferred to another retirement system when abeeteaves service at ERRS and
becomes a member in another qualified public pensystem. A member in this case
can have their service and deductions transfeadaeir new retirement system.

ERRS is in the process of developing a policy famdiing refunds to certain members
that were improperly charged for the buyback otltedle service. This error was
discovered by the PERAC monitoring team in 2008e €rror goes back an
indeterminate number of years. ERRS has not refdiod transferred more than
$2,000,000 in any recent budget year. In 2011tdtee expenditure is on pace to be well
below the $2,500,000 budgeted. The 2012 budgatessthat the refunds of the
erroneous payments referenced in this sectiontak#é place over a two year period, the
2012 and 2013 budget years. Therefore, the anpyopbsed for the 2012 budget for
refunds and transfers is $2,000,000.
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The total amount of all transactions in 2012 isnested to be $41,019,024. This is
$2,080,135 more than in 2011. This increase iathble to two factors:

The inclusion of Capital Calls in the expenditugparting under Management
Fees. This administrative reporting change add? &illion to the estimated
budget in 2012.

The estimated increase in the pension payroll basdtle trend of actual
expenditures in 2011. This increase is offsetdaluctions, primarily in refunds
and transfers but the net is an increase of $900102012.

Attached is the detailed budget proposal for 20d@eun Appendix A and the detailed
Five Year Forecast under Appendix B.
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