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I write first to inform you that the Retirement Board voted to grant a 3% COLA to retirees, and
second, to share with you the results of our analysis that made it clear to the Board that giving
the retirees an increase was absolutely the right thing to do — even though your employees are
getting little or nothing, and even though Social Security is giving 0%.

Please know that the members of this Board are very aware of the financial calamity the towns
are experiencing. They make it a point to consider the impact their decisions will have on your
units, your employees, and your retirees. All five Board members have many years of
experience in municipal finance and are on this Board because they want to insure that this
system is run efficiently and fairly.

The Board members read with great interest the letters received and share the same concerns. It
would have been great if we could have shared the findings of our analysis with you earlier, but
the Board had not yet met to discuss them. Therefore, they were not available for release. With
most things, there are more factors to consider, and in this case, there is one factor that makes a
huge difference: COLA to our system retirees is limited to the first $12,000 of their annual
pension. Social Security has no limit, and you, as the employer, have no limit when giving your
employees a COLA. FRRS, by law, has a limit of $12,000.

This one detail has a big impact and makes all the difference.

Very simply:
o Ifthe town gives a $28,000 employee a 2.5% increase, they will get an extra $700.
e If Social Security gives a 2% COLA, the increase will be $560.

e When FRRS gives a 3% COLA, by law, it can only be on the first $12,000, so the retiree
is only going to get a $360 increase.

The two graphs that follow, sum up the effects on a person receiving $28,000 a year. (The
poverty level in Franklin County is currently $13,499. Minimum wage yields $16,640 annually.
“Living Wage” for two adults in Franklin County is calculated to be $29,598. Our use of
$28,000 as an example seems reasonable.)

telephone: 413-774-4837 fax: 413-774-5677 e-mail: Admin@FranklinRegionalRetirement.com



2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

SocSec 3.5% 2.6% 1.4% 21%| . 2.7% 4.1% 3.3% 2.3% 5.8% 0.0%
Employees 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
Retirees 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

$28,000 Retiree - Cumulative Gain in COLA over 10 years
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These graphs make it clear: as time goes by, our retirees fall farther and farther behind in the
COLA race. To skip one year of COLA would add insult to injury.

In fact, it would take 15 years of 0% COLAs from Social Security before our retiree caught up.
FRRS will never catch up, so it is important to keep doing the 3% every year.
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Enclosed is the report the Board reviewed and discussed at its meeting on Tuesday. I think it is
self-explanatory. We took two different approaches. First, we calculated ten years of COLA on
a range of annual benefits from $10,000 to $28,000. (We also threw in some key markers:
midpoint, crossover, and averages.) The second approach was to calculate the COLA effect on
our actual retirees (sort of) over the last ten years. (I say “sort of” because it is somewhat
hypothetical: we took our current list of retirees and applied the last ten years of COLAs to their
current benefit. It would be more like tracking a sample group — no accounting for new retirees
or deaths — just this group as a constant — but it still gives a good measure of the real effect.)

The results are dramatic. While the bottom half of FRRS retirees do slightly better than Social
Security, the other half fare far worse'. What is important to keep in mind, is that the impact is
even greater for this “upper half” because it is more likely, at an average of $20,268, that the
FRRS retirement benefit is the bulk of their annual income.

So now you know what the Board knows: because of the $12,000 limit, our retirees will never
keep up with Social Security or with the raises you give your employees, even if you gave them
nothing for a long time to come. In the graph above, even with Social Security’s 0% increase
this year, the $28,000 retiree fell behind by $5,195 over a ten-year span - never to be recovered.

Again, it would have been great if we could have shared the findings of our analysis with you
earlier, but I trust you now understand the larger picture and can share this insight with anyone
who at first glance would think it wrong to give any COLA.

Please call me if you have any questions.

Sificerd Y,

Wy Alriedd

Dale Kowacki
Executive Director

Enclosure

1 — Of the 407 retirees, the midpoint annual benefit is $10,742. In this analysis, the 203 people who fall below this midpoint did
slightly better than Social Security over the ten-year period of COLAs in a total amount $30,632. However, the 204 people who
are above this midpoint did far worse by -$477,007 in total over ten years.
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