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“Underfunding, questionable investment decisions, 
imperfect assumptions on future market returns, 
declining interest rates, and the structure of defined 
benefit plans have created a fiscal crisis for many 
public pension plans.”   The CPA Journal 
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The Retirement Board’s primary responsibility is the 
preservation of basic benefits promised to employees and 
retirees. 

Andover’s ability to pay future pension contributions set by 
the Retirement Board is unsustainable. It is almost actuarially 
impossible for Andover to fully fund its pension without 
massive tax hikes and reduction of services that are 
implemented solely to allow increases in pension payments. 
Serious reforms are required to ensure basic benefit promises 
are kept.  



Andover’s Unfunded Pension Liabilities 

4

$14.9M

$40.5M

$90.4M

$131.8M

$.M

$20.M

$40.M

$60.M

$80.M

$100.M

$120.M

$140.M

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015



Andover’s Funding Ratio
(Pension Assets divided by Pension Liabilities)
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Different views of Andover’s unfunded pension liability
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Andover’s Financial Condition
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Andover’s true net position (net worth) (2)  ($140.7 M)  

Andover’s 5 year financial forecast (3)              ($16.4 M)

Pension contributions next 15 years                   $300 M

Pension contributions previous 15 years              $76 M

Commonwealth of Mass. 
unfunded pension liability (4)                           ($ 38 Billon)
Andover teachers unfunded pension
pension liability (5)                                                ($152.9 M)   



Current Funding
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 Andover’s 47% funded ratio is one of the lowest in the State and well 
below the national average of 72%. 

 Increasing employer contributions by 400% ($300 M) over the next 15 
years is nearly impossible for Andover to pay when it is projecting large 
deficits over the next 5 years.

 These deficits will increase exponentially beyond the next 5 years. 



5th Member of the Board
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 Should be unbiased and independent

 Offer options and solutions to bring together 
different views of the board

 Bring potential solutions to help address the major 
financial problems

 Bring a new perspective to weigh in on current issues 
facing the Board



Sample of issues the 5th member will need to 
address
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 Selection of Actuarial Assumptions – including the 
discount rate

 Cost of Living Adjustments (COLA)

 Asset Allocation

 Eligibility Requirements

 Member Buy Back of Time



References
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(1) Estimate (not calculated by an actuary) using a discount rate based on a risk free rate tied to the 
government bond rate. Government Accounting Standards Board originally proposed this rate but 
backed down and has continued to allow a subjectively determined expected market rate of return. 
The Private Sector and most of the Public Sector outside the United States uses the lower discount 
rate.  

(2) Andover’s net positon was obtained from the town’s 6/30/16 financials and reduced by: a)deferred 
charges (principally pension assumption adjustments) of $42.5 M that will be applied to net position 
over the next several years, and b) the portion of the OPEB unfunded liability of $115.7 M not on 
Andover’s balance Sheet at 6/30/16, net of the OPEB Trust fund of $5.4 M not recorded on the 
balance sheet. Accounting rules requires the full OPEB unfunded liability be recorded on the balance 
sheet by fiscal year 2018.

(3) From 2017 Finance Committee Report.

(4) From the 2016 Commonwealth of Massachusetts Actuarial Report.

(5) From  Andover’s 6/30/16 annual financial report. 



 

SUMMARY OF TERMS 

Intermunicipal Agreement 

for 

Potable Water Service 

 

 

SUPPLIER: Town of Andover, MA 

CUSTOMER: Town of North Reading, MA 

SERVICE PROVIDED: Up to 2.6 million gallons per day (MGD), maximum day demand, 

effective July1, 2019. Option for up to 3.0 million gallons per day 

(MGD) after six years, subject to permitting and appropriation.  

CAPITAL EXPENSE: Town of Andover will be responsible for capital expenses in 

Andover related to the delivery of potable water to North 

Reading. 

COSTS INCURRED: Andover will assume North Reading’s costs already incurred to 

join the MWRA, up to $800,000*, amortized over 10 years.  

WATER RATE: 95% of Andover’s Tier 1 Rate, with annual increases not to exceed 

2.5% for a term 10 years.  

TERM: 99 years pending Town Meeting and Legislative Approval.  

SERVICE QUALITY 

AND QUANTITY: 

Andover to be responsible for water meeting all state and federal 

guidelines at time of delivery to Town line.  Any reductions in 

water service quantities, caused by water bans/restrictions and the 

like will be adhered to by both parties.   

BACK-UP WATER 

SUPPLY TO READING: 

Upon indemnification, Andover will commit to establishing 

emergency back-up water supply for the Town of Reading, to the 

extent feasible.  

PERMITTING/ 

APPROVALS: 

Each Town to be responsible for their own municipal approvals.  

The Towns will cooperate in obtaining any necessary “Home Rule” 

petition.  Andover will coordinate and obtain any Andover permits 

to deliver water in accordance with this agreement.  Andover will 

provide engineering and administrative support needed to obtain 

permits to assist North Reading with inter-basin transfer 

permitting.  

INTERIM 

AGREEMENT: 

The Towns would enter into a one-year agreement on the above 

terms, with automatic renewal to a second year without notice 

before November 1, 2019. All existing terms remain in full force 



and effect, with the exception of the Water Rate, which shall 

increase by 2.5% annually, beginning July 1, 2019. 

EXTENSION OF  

INTER-MUNICIPAL 

AGREEMENT 

 

If the parties agree to a long term successor agreement prior to the 

extension period of the current Inter-Municipal Agreement, 

Andover agrees to set the effective rate of 95% of Andover’s Tier 

1 rate retroactively to the beginning of the fiscal year in which the 

long term agreement is executed. 

SEWER 

COLLABORATION: 

Andover recognizes that North Reading intends to further 

investigate the feasibility of connecting through Andover’s sewer 

network to the Greater Lawrence Sanitary District sewer treatment 

facility. Andover is committed and will fully cooperate with this 

effort.  

  

The motion ________ 

 

 

 

_____ Yes  

_____ No 

 

Andover Board of Selectmen 

 

____________________________________ 

 

____________________________________ 

 

____________________________________ 
 

____________________________________ 
 

____________________________________ 
 

 

____________________________________ 
Andrew Flanagan, Town Manager  

 

Date________________________________ 

 

*Actual figure to be determined  
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