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The Honorable Gina M. Raimondo, Governor of Rhode Island
The Honorable Nicholas A. Mattiello, Speaker of the House
The Honorable M. Teresa Paiva-Weed, Senate President
Rhode Island State House

Providence, RI 02903

Dear Governor Raimondo, Speaker Mattiello and President Paiva-Weed:

As chairperson of the Locally-Administered Pension and OPEB Study Commission, I
respectfully submit the Commission’s recommendations to you for consideration. The
Commission was established as part of the 2011 pension reform to review existing legislation
and pension plan administrative practices and to make recommendations for the improved
security and funding of locally-administered pension and other post-retirement benefit
obligations of local entities. After many months of education, meetings, reviewing data, reports
and testimony, the time has come to provide you with recommendations, among them the need
for continued long-term oversight. The need to understand the diversity in local plans was
imperative. We have listened carefully and attentively to local plan sponsors and governing
bodies so that our recommendations would be responsive to the needs of plan participants,
municipalities and the state.

The data we reviewed in the course of our meetings was complex. We were fortunate to have
actuary Dan Sherman and a dedicated staff in the Division of Municipal Finance to break down
the numbers and help us pause to put them in context. We are cognizant of our responsibility
and the needs of the plan participants whose lives are touched by our actions.

I especially wish to thank the members of the commission for their time and effort as well as
their honest expression of opinion for the benefit of all local plan participants. Even in moments
of spirited discussion or disagreement, there has always been a tone of respect and courtesy
throughout the proceedings. These proceedings, which were recorded on Capitol TV, can be
viewed at http:/ricaptv.discovervideo.com/view/search?c=All&k=pension&s=1. The agenda and
attachments can be found at http://sos.ri.gov/openmeetings//?page=view_entity&id=5985.

I hope that you consider the recommendations put forth as we move into the new legislative
session. If you have any questions regarding the recommendations, please do not hesitate to
contact me.

Sincerely,
I g p 441
Telerraiy s ”}@W’y/é
Rosemary Booth Gallogly

Chairperson of the Pension & OPEB Study Commission

One Capitol Hill, 1st Floor, Providence, RI 02908 | Tel. (401) 574-8999 Fax (401) 574-8997 TTY Relay via 711
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Executive Summary

The Commission was established to review existing legislation and pension plan
administrative practices and to make recommendations for the improved security and
funding of locally-administered pension and other post-retirement benefit obligation plans
of municipal entities. The composition of the 14-member commission was designed to
bring forward the varying views of the stakeholders involved. As a commission, we
believed it was vitally important to fully understand the problem, making the investment
of our time to talk to professionals in the actuarial, administrative and legal fields, active
and retired plan participants and the governing bodies of local plans. The nature of our
analysis was to create awareness of the problem, its magnitude, and foster discussion.

Because the retirement security act required Funding Improvement Plans (FIP), we
proactively developed guidelines and templates for the municipalities to use in submitting
FIPs. Funding Improvement Plan Guidelines are shown in the appendix. The guidelines
provided the Commission with consistent information to begin its comprehensive review
of existing practices and help us understand what local plans were doing to move out of
critical status.

When the Commission began meeting they looked at local plans in critical status. Critical
status means a funded ratio of 60% or less. What makes a funded ratio important? Simply
put, it is a measure of assets available to pay benefits. Today, there are 22 plans in critical
status. This is a dynamic landscape. East Providence and North Providence emerged
from critical status with the receipt of the much-publicized Google funds. The
Narragansett Town Employee Plan, the West Warwick Town Employees Plan, and the
Woonsocket Police and Fire Plan entered critical status when their new actuarial reports
were released to us.

The Commission has met 39 times and together we have logged approximately 1000 hours
of meeting time. These numbers don’t begin to estimate the time and effort the
commission members spent traveling to meetings and reviewing hundreds of pages of
support materials to prepare for these meetings. The materials have been complex and the
commission members approached this work with care and consideration.

We collected data necessary for objective analysis. We started with a range of knowledge
and backgrounds among the members and worked as a team to develop the
recommendations contained in this report. We initiated meetings that were aimed at
developing actuarial literacy for the commission as well as citizens and groups interested
in our work. We have developed a lengthy public record and source of information for
policy makers. We have taken the results and made interpretations based upon best
practices and objective criteria.

We learned that local plans are varied. Some plans are closed, with no new employees
entering the plan. Membership is diverse. Only 12 out of the 34 plans studied remain out
of critical status. We believe that the Commission’s work over the last two and half years
has been crucial to illuminating the issue and developing a path for municipalities to exit
critical status. Does a “one-size-fits-all”” approach work? The answer was a resounding
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no to a one-size-fits-all approach even as it became clear that oversight was a necessary
component in restoring vitality to plans in critical status.

We have kept abreast of significant changes in the reporting requirements for government
pension and OPEB plans. These changes are expected to have significant effects on
liabilities, financial statement disclosure and are the subject of much scrutiny by rating
agencies.

As part of our review we looked to neighboring Massachusetts and the structure of its
Public Employee Retirement Administration Commission (PERAC). This entity, which
oversees local plans in Massachusetts, is a seven member board with appointments from
the governor and state auditor. Our many discussions revealed that the Commission was
not in favor of centralized oversight like PERAC, particularly in terms of plan
administration and approval authority. See appendix for PERAC structure.

The meetings held over almost three years have provided us a breath of experience which
has helped shape our recommendations—recommendations that we have considered in a
deliberate and circumspect manner. We transmit them to you with our hope that they are a
basis for positive change for local plans and forward movement building upon the existing
retirement security act.

Further to this point, each member of the Commission was asked to provide input so that
the report would fairly balance dissenting opinions. The Commission considered
dissenting opinions no less valuable than opinions where agreement was reached and each
commission member was invited to add additional comments for the dissenting opinion.
Every effort has been made to provide a balanced perspective.

The Crisis

A brief background on the origin of the Commission is important to understanding the
process and recommendations we make in this report. In August of 2011, the City of
Central Falls filed for bankruptcy. It gained attention in the national news and provided
the sobering cautionary tale as to what could happen to public employees in plans with
large unfunded pension liabilities. In November of that same year, the Rhode Island
House and the Senate voted in support of the Retirement Security Act. The legislation was
signed by Governor Chafee on November 18, 2011.

The legislation aimed to ensure the sustainability of the state’s public retirement system.
While the reforms of 2011 directly impacted the state-administered Municipal Employees
Retirement System (MERS), they did not directly extend to locally-administered
municipal pension plans. At this point there were 34 locally-administered plans in 24
communities, of which half cover public safety employees. While many of these plans
were also underfunded, their independence and the fact that they are affected by various
separate collective bargaining agreements made it difficult to include them
comprehensively in the 2011 reforms. In other words, the local community is entirely
responsible for administering and funding these plans.
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The legislation set the stage for additional review of locally-administered plans by
establishing this commission and requiring local plans to complete an initial actuarial
valuation and experience study by April 1, 2012. For each plan year thereafter, an annual
valuation report must be submitted, as well as an experience study no less than every three
years. It required specific actions for plans that have funded ratios of less than 60 percent,
including notice to all participants and beneficiaries as well as requiring funding
improvement plans.

Many positive steps have been taken by municipalities to address pension and OPEB
liabilities. However, pension and OPEB funding issues continue to exist on the local
level. The problems are in some instances both severe and urgent, and continued oversight
and work with the municipalities is needed to ensure both fiscal stability for the
municipalities, and pension and healthcare security for municipal employees and retirees.
While many communities are addressing local pension plan issues, the OPEB liability for
most communities continues to remain largely unfunded. Only twelve municipalities have
begun setting aside funds indicating that there is a continuing need to monitor both
unfunded liabilities.

Our Challenge

The Commission engaged in a frank discourse over how much guidance is necessary,
welcomed or expected by municipalities. The overarching outcome of our
recommendations is to provide security and stability for municipalities, retirees, and
citizens. Awareness and education is not a compelling enough outcome for Commission.
The Commission is, by statute, charged with making recommendations to the General
Assembly.

“The Commission shall review existing legislation and pension plan
administrative practices and to make recommendations for the
improved security and funding of locally-administered plans and

other post-retirement benefit obligations of cities and towns.”
(RIGL §45-65)

Many discussions took place related to developing tools and changes to legislation that
municipalities could use to improve the funded status of their local plans(s). Some ideas
were recommended, others not, and some were deemed to require further study regarding
implications which could interfere in the collective bargaining process. For example, one
idea was to introduce enabling legislation allowing for actions on those plans in critical
status to make changes to COLAs or other relief from existing municipal collective
bargaining agreements. The intent with such enabling legislation would be to provide
municipalities with a tool to address the benefit side of the pension equation.
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Guiding Principles
The Commission recommends the future form of oversight be guided by the following
principles, and all decisions from the oversight body should reflect these principles:

= Foremost, the need for sustainable government

= A commitment to intergenerational equity (by recognizing promises to retired
employees and not shifting costs to future generations) balanced with cost control

= Consideration of the need for competitive retirement benefits balanced with the
prudent use of taxpayer dollars (for municipal services, education, maintenance of
credit ratings)

= Activities, deliberations and determinations are transparent and respect the public
trust

= Funding policies and related methodologies adopted by the locally-administered
pension plans and accounting for OPEB liabilities are consistent with sound
financial, accounting, and actuarial principles

When the Commission’s recommendations are considered and action is taken, the
Commission believes that the best outcome would be consistent with these principles.
And, as a new oversight board is developed, the Commission would hope that a new board
strives to be guided by principles that leave room for responsible people to develop
practical solutions—solutions which allow for the independence desired by locally-
administered plans while offering security to plan participants and accountability to all
stakeholders.

In retrospect, these principles enabled the Commission to engage in respectful, spirited
discussions which form the basis for this document. Members of the Commission devoted
a considerable amount of time providing their honest expression of opinion for the benefit
of local plan participants. Even in moments of spirited discussion or disagreement, there
has always been a tone of respect and courtesy throughout the proceedings.

Strategies and Accomplishments
Raising awareness and increasing access to information

It was important to ensure that stakeholders were aware of the extensive data collected by
the Commission and the importance of this information for effective decision-making.
This was fundamental to our process. Commission members at one time or another all
voiced the sentiment that it is important to have current, relevant data to make informed
decisions. The Commission has included an appendix, divided into three parts—part one
is supplementary information included specifically for reference to the recommendations;
part two includes general pension information such as our recent outreach to all critical
status plans highlighting FIP implementation progress and ARC payments planned, paid,
and budgeted; part three contains information related to OPEB such as survey results and
an important analysis of data based on OPEB valuation reports received through
November 2014,
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The Division of Municipal Finance (DMF) in the Department of Revenue collects and
displays all local municipal pension plan information on its website and continues to work
directly with municipalities in training and education on the latest policies effecting
pension and post-employment benefits, in conjunction with the Auditor General’s Office.
The Department of Revenue staff is always interested in making the data more

understandable, meaningful and accessible.

We surveyed municipalities on pension related issues, such as governance structure, plan

documents and fiduciary responsibilities.

A summary of the survey can be found in the

appendix, part Il. The importance of transparency cannot be overemphasized. During the
course of our meetings many commission members have expressed the necessity to “shine

a bright light” on the pension and OPEB issues.

To that effect,

we also surveyed

municipalities on OPEB related issues. The responses to the OPEB survey can be found
in the appendix, part I1l. We provided education on pension terminology, and methods
and changes in GASB standards which was essential for commission members and other

stakeholders. See the glossary in the appendix, part I.

Commission meetings were televised. In addition to televised meetings, recorded
videotaping of each meeting was made by Capitol TV so that stakeholders can view
meetings at any time. The link is http://www.rilin.state.ri.us/CapTV/pages/vod.aspx

Accurate and detailed minutes of all commission meeting are available on the DMF
website. The Division of Municipal Finance has an entire section devoted to pension and

OPEB valuations, experience studies and funding improvement plans.

DMF assisted the

Commission to make it easy for stakeholders—mayors, managers, active and retired plan
participants, and policymakers to name a few—to access information easily.

o i

Division of Municipal Finance
S

Local Pensions & OPEB

Unfunded Actuarial Accrued Liability of Local Pension Plans

Unfunded Actuarial Accrued Liability (UAAL)

Meetings

Al Stugy Commission
[l meetings are neld at

S 1000 AM in the Senate

+ Monday, Septamber 29
1 2014

+ Monday, Octobar 27
2014

+ Manday, November 24
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Developing shared goals

Our relationship with municipalities was a vital means of collecting information. Funding
improvement plans (FIPs) were required by statute. To encourage consistency from all
communities, the Commission developed guidelines, shown in the appendix, part Il. With
assistance from the Commission’s actuary, a series of public meetings was held over the
course of three months where municipalities presented their funding improvement plans
before the Commission. With few exceptions, the original FIPs, if implemented, would
bring plans out of critical status by 2033. It should be noted that due to the low funding
levels, progress in the early years is marginal. As shown below, a graphical representation
of plans in critical status based upon the most recent valuations available to the
Commission reveals that 22 plans are under 60% funded. The unfunded liability for all
locally-administered plans together is more than $2 billion. Also included in the appendix
is a more recent update on the progress of implementation in the form a narrative. Bear in
mind that pension and OPEB information constantly requires updating and will be
accurate as of the date shown on the exhibit. Many original FIPs required negotiation
with employees and in some cases retirees, and therefore final FIPs may yield different
results.

Funded Ratios for Local Pension Plans as of November 5, 2014*
0.0% 20.0% 40.0% 60.0% 80.0% 100.0% 120.0%

Narragansett Police | 0.0%
Coventry Police == 10.3%

Warwick Police & Fire |
lohnston Police
Coventry Municipal
Johnston Fire

Scituate

Westerly

Lincoln
Smithfield Fire
Warwick City
East Providence
Middletown
Warwick Police Il
Little Compton
Warwick School
Warwick Fire Il
North Providence

Woonsocket :

lamestown

West Warwick 17.1%
Central Falls 18.4%
Smithfield Police 19.2%
Cranston 20.2%

— 703%
—SS 21.T7%

27.2%
28.2%
| 30.0%

Providence |— 31.4%
Coventry School | - 4 31.7%
Cumberland | , 33.7%
Pawtucket | . 4 34.0%
Newport Fire | - 4/ 39.2%
Bristol
Portsmouth |
Tiverton
Narragansett Town |
Newport Police

* Funded ratios are based on the most recent valuation reports available to the Division of Municipal Finance as of this date.
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Ultimately we hope that each municipality has viewed us as partners in the process of
developing better financial health for pension and post-employment benefits. We need to
ensure that the proposed oversight body facilitates greater interaction, understands the
needs of all stakeholders and evaluates data presented using best practices and a public
disclosure process.

Delivering training

We developed resources and materials, both online and in hardcopy, to support data
contained in actuarial reports received. The Division of Municipal Finance and the Office
of the Auditor General conducted training for municipalities to highlight complex
Government Accounting Standards Board (GASB) reporting requirements and continues
to do so. See appendix for a copy of the jointly issued Muni-news.

Developing training and recommendations to improve local pension plan health and
achieving improvement in funded ratios is not an easy task. Promoting an increase in the
knowledge base and changes in behavior towards best practices relies on regular
interaction with municipalities.

Finding

The Locally-Administered Pension and OPEB Study Commission finds that there is a
strong need for continued oversight of local pension and OPEB plans. This need is
demonstrated by the review process undertaken by the Commission and the ongoing
nature of the material reviewed by the Commission and support staff, including valuation
reports, experience studies, funding improvement plans, testimony related to actual
implementation of improvement plans and responses to survey questions. Each year, new
valuation reports are received by the DMF in the Department of Revenue and the Office of
the Auditor General and as this occurs, the picture changes relative to plan assets,
liabilities, unfunded accrued actuarial liability and the plans funded ratio. Some local
plans have declining funded ratios and although not yet falling under the statutory
definition of critical status, these communities may need additional guidance.

New accounting and financial reporting guidance will soon require that governmental
employers recognize the net pension obligation for its employees participating in defined
benefit plans. In most instances, this will be a significant liability newly reflected on local
government balance sheets. While this information was largely disclosed in previous
government financial statements, the new changes will require that the full amount
“owed” for pension liabilities be recognized in a highly visible way thereby increasing
focus and attention, particularly when plans are poorly funded.

Similar accounting and financial reporting changes are proposed (but not officially issued)
for OPEB plans, which will have a further dramatic effect on governmental financial
statements. Few OPEB plans are currently well funded since many have only recently
begun to contribute on an actuarially determined basis. Having an oversight body vested
with monitoring OPEB plans and exploring options that could ultimately promote
efficiency and reduced costs is therefore both timely and necessary.
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Recommendations Considered

The Commission has considered eleven recommendations to improve local pension and
OPEB plan health and help municipalities meet the challenge that will ensure sustainable
benefits that are also affordable and competitive. We’ve taken great effort to incorporate
dissenting viewpoints in this document so that legislators can fully and objectively assess
alternatives.

Establish an oversight board

Expand legislation requiring fiscal impact statements

Require an annual funding notice

Expand proposed budget language in municipal disclosure process
Continue funding municipal incentive aid program

Study feasibility of administering a voluntary program to invest plan assets
Consider expanding criteria for oversight under the fiscal stability act
Develop a voluntary MERS pathway

Continue to monitor OPEB plans

10 Consider funding improvement plans for OPEB

11. Consider establishing a state-wide OPEB trust

©CoNoA~wWNE

1 | Establish an Oversight Board

The Commission recommends amending RIGL 845-65-8 to replace the study commission
with an oversight board charged with the responsibility of overseeing all locally-
administered pension plans. The oversight board would not be involved in determining
benefits or benefit structure. Its responsibility would be to ensure that regulations are
developed through a public hearing process and that local plans follow the best practices
of actuaries and government financial standards.

Membership of the Oversight Board. There was considerable discussion about the
membership composition of the board. After consideration of the organization structure of
the Pension Study Commission and of other area oversight bodies, the Commission
proposed that a balanced oversight body may be composed of the following categories of
stakeholders: local elected officials/town managers, labor, state officials and independent
public members as follows:

= Local mayors, managers, or town administrators (representing elected and
appointed positions)

= Police, fire and municipal representatives — with both active and retiree
representation

= School department and teacher representation (considered especially important to
the OPEB issues)

= League of Cities & Towns member or designee

= Director of revenue or designee

= Director of administration or designee

» Auditor general or designee

= General treasurer or designee

Report of the Pension & OPEB Study Commission
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= Independent public members with expertise in finance, investments, accounting or
actuarial expertise

The current statute provides for the following composition of the Pension & OPEB Study
Commission: Fourteen (14) members: the director of the department of revenue, or his or
her designee; who shall be the chair, the auditor general, one member each representing
the department of administration, the general treasurer, the League of Cities and Towns
and the Rhode Island Public Expenditures Council, and three (3) members appointed by
the governor representing municipal police, fire and non-public safety employees. In
addition, the Speaker of the House and President of the State Senate shall each appoint
one member to the commission and then shall jointly select and appoint one elected mayor
from a city or town with a population greater than 50,000, one elected mayor from a city
or town with a population less than 50,000 and one appointed town administrator.

Commissioners expressed the concern that any proposed board that was not balanced in
representation may dictate to the municipalities and/or labor without consideration of the
interests of these groups. The commission members were conflicted in determining the
composition of a group of impartial oversight board members. Mayors and union
representatives had concerns about an oversight body without representation from their
groups. Some commission members cited a need for representation of active and retired
plan members. Other members expressed the concern that impartiality may be difficult
for a sitting mayor/ town manager to take a position contrary to another mayor’s/town
manager’s funding improvement plan. The state director of administration was included
particularly as the new oversight body begins considering OPEB issues and the possible
formation of a state-wide OPEB trust and voluntary MERS pathway.

Clearly, there is a delicate balance between having a board that is large enough to
represent all stakeholders and yet small enough to get the job done. Some felt that a large
board might be unwieldy and would make it difficult to get even simple matters like a
quorum accomplished. Regardless of the size of the board, the principles identified by the
Commission and a public process must be adhered to. The public hearing process would
be the mechanism for all interested persons or groups to provide testimony, data, and
insight into a particular issue being considered by the oversight board.

Any recommendation should be considered in a “form follows function” approach. In
other words, once it’s been decided what the authority and powers of the board would be,
the General Assembly then can develop a body best suited to carry out these functions in
an impartial manner. After considerable discussion, the Commission reiterated that a
body is needed for oversight and the exact composition should not overshadow the
unanimous agreement that an oversight body is necessary.

Authority and Powers of an Oversight Board. The Commission emphasizes that the
authority and powers of the Oversight Board are not intended to interfere with the
collective bargaining process, or encourage unnecessary involvement in municipal
financial affairs. Rather, it is intended to shine a bright light on problems and develop
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broad solutions using objective criteria of sound actuarial, accounting and financial
practices.

For example, one suggestion is to utilize a ranking (red, yellow, green zones) with certain
requirements for each ranking. It was suggested that the new oversight body research
concepts in order to provide an automatic correction for plans that enter a low funding
range. These automatic correction levels would have varying degrees of authority
depending on the deviation from accepted actuarial and accounting practices. Any
concept in this section should be further developed through the public hearing process
and, when necessary, possibly through the legislative process.

These concepts include:

= Develop regulations or procedures that would set the parameters for the work of
the Oversight Board. These would be developed through a public hearing process.
The oversight body would contact municipal governments and plan participants
via plan sponsors, to engage in dialog and written comment on proposals. The
public would be encouraged to participate in recommendations through a public
comment period or hearing process. Some members of the Commission have
concerns that the public hearing process is not enough. For example, it was
expressed that without certain representation on the oversight board, a public
hearing process would not be sufficient.

= Establish training standards for members of all locally-administered pension
boards or investment bodies. This could include minimum continued education
requirements for fiduciary training, investments, ethics, and open meetings. This
training requirement should be designed to be flexible so that it does not place an
undue burden on local pension and investment board volunteer members. For
example training could be delivered through video-taped training sessions or

webinars.
= Require all local
. . I —
governments with defined
benefit pension plans to “The Government Finance Officers Association (GFOA)

formally adopt a funding recommends that every state and local government that offers

policy, subject to approval defined benefit pensions formally adopt a funding policy that
by the Oversight Board, provides reasonable assurance that the cost of those benefits
which provides for will be funded in an equitable and sustainable manner.”

actuarially sound,
reasonable assurance that
the cost of those benefits
will be funded in an equitable and sustainable manner. This is based on the
Government Finance Officers Association’s (GFOA) best practice guidelines for
funding defined benefit pensions.® While municipalities follow GASB for
accounting purposes, this best practice is a by-product of GASB 67 and 68 changes
where there is a de-linking of the accounting guidance from the funding. Since
this is a transition period, municipalities will need to bolster their funding policy.

% See appendix for the full GFOA best practice guidelines.
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Adopt guidelines for all locally-administered plans, including those in critical
status, and utilize these guidelines to provide a standard for measuring the fiscal
health of the plan, improvement in funded status and compliance. While not in
statute, the guidelines would provide an objective tool for evaluating a FIP when
presented, and monitoring FIP progress.
Review funding improvement plan submissions for those plans in critical status to
determine whether the FIP meets the established guidelines.
Recommend withholding non-education state aid if:

a. there are two consecutive years of not paying at least 95% of the actuarially

determined contribution for pension plans in each year
b. increases in benefits which create an increase in the unfunded liability, are
granted when the plan is in critical status

c. failure to take actions required in final FIP or failure to submit a FIP
This concept was discussed extensively with respect to binding arbitration
decisions increasing ARCs and significant market reductions reducing plan assets.
It was suggested that non-education aid funds that are withheld be directed back
into the pension plan to reduce the unfunded liability.
Request data from the locally-administered pension plan regarding its investment
and asset allocation policy, and actual investments when the plan’s investment
performance is 200 basis points or more below the MERS investment return for the
same comparable two-year period calculated pursuant to GASB 67 guidelines.
The Board may also make recommendations or require investment of the pension
fund assets by the State Investment Commission when deemed necessary and
appropriate after consideration of the investment policies and investment
performance of the locally-administered plan.
While some Commission members questioned whether MERS was the appropriate
plan to measure against, the Commission’s consulting actuary stated that local
plans generally use the state plan as a benchmark. Any wide variation of plan
performance (more than 200 basis points) must be viewed in the context of
whether or not the plan is closed (where members are retirees only and no active
employees entering the plan). These plans should be viewed differently due to
asset allocation and stream of income.

Advocate for sufficient resources to fund the activities of the Division of
Municipal Finance in support of the board’s responsibilities as part of the annual
budget process.

Power to question and require the plan’s actuary to make a presentation on the
actuarial assumptions and methodology used in the valuation.

Ability to refer complaints regarding pension fraud or other matters to the
appropriate enforcement body. The process for whom to contact would be
outlined by the oversight body in regulation.

Consider establishing units for actuarial, audit, investment, legal, disability, fraud,
information technology and communication services similar to Massachusetts’
PERAC agency.

Review and accept annual report, prepared by the Division of Municipal Finance,
and submit report to the governor and general assembly.
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= Potential for drafting legislation. One example suggested was enabling legislation
allowing for actions on those plans in critical status to make changes to COLAs or
other relief from existing municipal collective bargaining agreements. The intent
with such enabling legislation would be to provide municipalities with a tool to
address the benefit side of the pension equation. This particular concept, in terms
of the specific example discussed, did not generate consensus. The idea that
legislation, in general, might be developed with support from the Commission was
agreed upon.

The concepts developed for the authority and powers of the oversight board also met with
considerable discussion, particularly as they relate to the withholding of state aid and
adoption of a funding policy which must be approved by an oversight body. The auditor
general and director of revenue both agreed that some enforcement powers were necessary
for steering plans on the path to sustainability. Without enforcement measures there
would be slow or little progress other than a process of public shaming. However, as has
been stated before, no consensus was reached on withholding state aid.

Whether to require adoption of a formal funding policy addressed what some commission
members considered to be an assumption of fiduciary responsibility. It was noted that
there is an existing fiduciary responsibility on the part of local plan sponsors to plan
participants and that since it was already established it might further be suggested that
perhaps the oversight board should consider approving the adopted funding policy.*

Other members responded that many of the suggested requirements were over-reaching
and gave the state too much control over local issues. Changing certain items to
“voluntary” provided some measure of support. One commission member, in expressing
his dissent, stated that he had concerns about giving certain powers to an oversight body
and that agreement to this recommendation was directly related to the body’s composition.
The view was that if there was not a well-composed oversight body, he would have a
greater concern with the powers and authority given to the oversight body. His concern is
that there would be interference in the collective bargaining process and unnecessary
involvement in municipal affairs.

The Division of Municipal Finance and Office of Auditor General will provide staff
support for this board, including but not limited to:
= Maintain a database of all actuarial valuations which summarizes key information
from the valuations.
= Maintain local pension and OPEB valuations and experience studies on the DMF
website.
= Collect and analyze municipal data and make recommendations to the oversight
body based upon the principles described and best practices.
= Prepare an annual report summarizing the plans in critical status addressing the
progress made and compliance with the guidelines.

* See appendix for the GFOA best practice which outlines the core elements of a funding policy. Also
included is a sample funding policy.
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= Provide oversight to ensure FIP implementation is on track.

= Confirm whether FIPs have been approved by the governing body of the
municipality.

= Provide ongoing education and training.

2 | Expand Legislation Requiring Fiscal Impact Statement

The Commission discussed amending RIGLs 816-2-21.6, and 845-5-22 related to
collective bargaining, and fiscal impact statements by requiring that the impact statement
be accompanied by a statement from an actuary, with a cost estimate, for collective
bargaining changes affecting only plan design of pension and OPEB items, prior to
entering into them, if there is a material change. One member pointed out that a definition
of materiality should be considered.

This recommendation would ensure that the cost or savings to the municipality or fire
district is analyzed with a long-term perspective. Without an actuary’s analysis, the
currently required fiscal impact statement could significantly underestimate the cost or
savings of changes in future pension and OPEB promises which will fall upon future
generations.

While there was general consensus on this concept, there was discussion about whether
this recommendation represented an unfunded mandate. Some commissioners thought that
seed money for the first year of implementation would be appropriate and this should be
considered. One member asked that the cost for preparation of this estimate be quantified
thinking that it could be expensive and since it would be mandated that cost assistance
should be provided to the municipality. Others on the commission stated that
municipalities should know the full cost for benefits prior to adopting any change as this
recommendation is a good management practice. It was suggested that we quantify the
cost of preparing an impact statement. One commission member emphasized that we
should not undervalue the utility of this recommendation even though there was some
debate as to the cost. He noted the Commission’s extensive progress made by working
collaboratively on issues such as this one. Another commission member thought that this
should not be mandatory, but could be a recommended best practice.

Dan Sherman, the commission’s actuary, stated that preparing such a statement would not
necessarily be a huge cost and the actuary can help in this process.> State law requires an
actuarial valuation be prepared prior to action on any changes to state-administered
pensions.

® The cost of an actuarial study would be dependent on the nature of the change(s), the size of the group and
the complexity of the plan. For example, estimating the cost for going from Final 5 year average to Final 4
year average, would take about an hour of actuarial work costing approximately $1000. If the request was
to change the eligibility for a vested termination benefit from 7 years to 6, an actuary might say
“insignificant” and not send a hill.
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3 | Require an Annual Funding Notice

One of the commonly stated concerns from plan members, especially those who are
making concessions as part of a Funding Improvement Plan, is lack of trust of the plan
sponsor to make the annual funding payments and invest the funds prudently. It is
important that each stakeholder feels that the information relating to their pension plan is
transparent and available to them on a regular basis. The 2011 Retirement Security Act
provided that letters be sent to members and other stakeholders if the plan was in critical
status. Ongoing communication to plan members is important for all local plans, and is a
best practice adopted by the private sector.

The Commission recommends requiring that an annual statement be filed each year by any
local plan, to the oversight commission, the governing body, the participants and
beneficiaries of the plan, in a format to be determined by the Division of Municipal
Finance, which summarizes key information in the valuation report and how to obtain a
copy of the report. This Annual Funding Notice would include important information
about the funding status of the pension plan. All locally-administered pension plans
would provide this notice every year regardless of their funded status. This notice is
provided for informational purposes. A sample Annual Funding Notice can be found in
the Appendix.

One commission member considered this concept a great comfort to members knowing
that there is a public notice requirement. This concept meets the principle of openness and
transparency. One municipality is already doing a notice along these lines whereby it is
the municipality’s requirement to provide notification to all plan participants if the
actuarially determined contribution is funded at less than 95%.

Other members felt questions regarding cost need to be considered—actuary and
municipal staff time along with postage. It was pointed out that the notice could be
delivered to retirees with their paper check and therefore there would be no additional cost
to implement this recommendation by mail. The information can generally be completed
by the municipal finance director with brief assistance from the actuary. The Treasurer’s
office weighed in with the observation that the Employee Retirement Income Security Act
(ERISA) requires that changes implemented which do not follow the actuary’s
recommendation require that a notice be sent to all participants. Also, there would need to
be information or language stating it is the responsibility of the member, whether active
employee or retiree, to inform the plan of any change in contact information or change of
address. It was suggested that this be part of both the template and proposed legislation.
Alternatively, it was also suggested that the wording in the notice remain flexible in order
for municipalities to adjust to their needs. Municipalities should be allowed to
disseminate in various ways (i.e. website). One member stated that it is important to
ensure that this information would not open up municipalities to any liability issues.

In the City of Pawtucket, the annual funding notice requirement is already required by
local ordinance by providing for notice to active and retirees if the funding is budgeted at
less than 95% of the actuarially determined contribution. There was general consensus
that this recommendation would encourage future municipal leaders to be transparent and
continue the work started by the Commission.
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Addressing the cost issue, it was noted that MERS notifications sent to its members are
part of the administrative cost spread across all the plans. It would be advisable for local
plans to discuss this with their advisors before including in administrative costs.

4 | Expand Proposed Budget Language in Municipal Disclosure Process

It is recommended that RIGL §44-35-7 be amended to include language indicating the
budgeted actuarially determined contribution (ADC) for locally-administered pension
plans (if applicable) for the proposed budget year, the percentage contributed for that year,
and the funded ratio based on the most recent actuarial valuation. A draft of language for
the change in statute is provided in the Appendix.

There was general consensus that this recommendation was an easy addition to an already
required public notice.

5 | Continue Funding Municipal Incentive Aid Program
Recommend continued funding through the Municipal Incentive Aid program for
municipalities if criteria according to the statute are met. In addition, the following
amendments were recommended by the Commission:

= Amend the statute for municipal incentive aid: if a municipality is not eligible to
receive the aid in FY 2014, the respective amount would be re-appropriated into
the following fiscal year, at which time the amount re-appropriated would be
distributed to the municipality provided that the municipality has satisfied the
eligibility requirements for the prior fiscal year and the current fiscal year. This
recognizes that the timing for meeting the guidelines for some municipalities will
not impose an unintended punitive effect.

= Amend the statute so that the Required Funding Contribution only applies to
municipalities that have a funded ratio below 100%. The statute requires that
pension plans that are not in critical status fully fund the Required Funding
Contribution in order to receive the incentive aid.

It should be noted that the bullet points in this recommendation have been addressed in the budget passed by
the General Assembly during the 2014 session.

6 | Study feasibility of Administering a Voluntary Program to Invest Plan Assets

The Commission recommends further study to determine whether the State Investment
Commission could administer a program which invests assets of locally-administered
pension plans or OPEB trusts on a voluntary basis.

The members of the Commission were somewhat in agreement provided that the language
was changed to reflect this as a voluntary program. Others stated that reduced risk, lower
fees, diversification of assets, professional management and efficiencies related to
economies of scale made this a very worthwhile recommendation. Additional work would
need to be provided by the Treasurer’s Office. Ultimately, the Commission agreed that
further study is necessary to implement this program. The Commission discussed having
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the consulting actuary, Dan Sherman, provide assistance in developing a model program
similar to Massachusetts.

7 | Consider Expanding Criteria for Oversight under the Fiscal Stability Act

The Commission did not reach consensus on whether to include language that the “critical
status” of a locally-administered pension plan would be considered as one of the criteria
under the provisions of the Fiscal Stability Act. Under current law, if a municipality or fire
district meets two out of five criteria, as specified in the statute, that municipality or fire
district may be subject to state oversight. The criteria under RIGL 845-9-3 are:

= The city, town, or fire district projects a deficit in the municipal budget or fire
district budget in the current fiscal year and again in the upcoming fiscal year;

= The city, town, or fire district has not filed its required audits with the auditor
general by the deadlines required by law for two (2) successive fiscal years (not
including extensions authorized by the auditor general);

= The city, town, or fire district has been downgraded by one of the nationally
recognized statistical rating organizations;

= The city, town, or fire district is otherwise unable to obtain access to credit markets
or obtain financing when necessary on reasonable terms in the sole judgment of the
director of revenue;

= The city, town, or fire district does not promptly respond to requests made by the
director of revenue, or the auditor general, or the chairpersons of the house and/or
senate finance committees, for financial information and operating data necessary
to assess the fiscal condition of the city, town, or fire district in the sole judgment
of the director of revenue.

It was discussed that critical status be added as an additional event so that there would be
two out of six items which might trigger state oversight or perhaps three out of six. This
idea, supported by some commission members, is meant as additional criteria for
consideration purposes only, perhaps preventing some of the dire situations experienced in
other communities. It is a means of additional measurement and is not intended to imply
that a municipality with a local plan already in critical status would automatically be
placed under oversight. In fact, the Commission Chair stated that the state has not
necessarily intervened when a municipality or fire district has met two of the five statutory
criteria. The department of revenue will conduct additional analysis first indicating that
this is one more measurement tool to access fiscal stability. An additional reason
suggested was that there are examples of municipalities who have had surpluses only
because they have not been paying the plan’s ARC. In other words, it might be possible to
by-pass the existing criteria by not funding the ARC. Another commission member noted
that it may take a rating agency some time to pick up on an issue and until a rating
downgrade occurs the entire financial picture would not be clearly depicted. The
Commission discussed including language that as long as a municipality is “on the
pathway” towards an increased funding level and following the funding improvement plan
(FIP) this would not be a criteria. In other words, it remains neutral if a community is
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following its FIP. As a point of clarification, expanded criteria would not automatically
trigger state oversight.

Commission members remain divided on this recommendation, with one member
indicating strong dissent because the recommendation did not specifically address funding
and stability of the local plans, but rather was strengthening another statute. It was
considered over-reaching of the Commission’s power and authority to add more reach to
an already powerful statute. The commission member stated that this addition to the
statute “increases the potential for it to be exploited and places municipalities at an
unnecessary risk” in addition to the belief that it was an unnecessary recommendation. It
was emphasized that the statute would work against measures already enacted by the
General Assembly and exposes municipalities to what was felt as unnecessary oversight.

8 | Develop a Voluntary MERS Pathway
Create a voluntary and optional pathway to MERS that interested communities can follow:
= Consider providing one-time incentives
= Provide specific period to reach benchmark funding requirements
= Allow for re-amortization of recalculated unfunded liability
= Allow members to retain existing service credits
= Include additional protection for existing MERS plans and members by developing
entrance agreements which address a local plan’s responsibility to fund the
actuarially determined contribution and the consequences for failure to make the
required funding contribution. This would ensure that a local plan’s funding has
the same priority as a MERS plan. This is particularly important for a poorly
funded closed plan.

The Commission was not opposed to this recommendation provided that it remains a
voluntary and optional pathway.

Benefits to local plans joining MERS include the ARC payment requirement, minimized
investment risk, and the investment return potentially optimized by participation in a
professionally managed and diversified portfolio. Further, there would be economies of
scale derived from reduced investment expense and actuarial costs (costs are spread over a
larger portfolio), the elimination of local administration duties and elimination of the local
disability determination process.

It should be noted that closed plans present a particular challenge. Commission members
recommended further study as this is conceptually agreeable but needs to be cautiously
developed. This would be especially important with regard to closed plans. Most
commissioners expressed the idea that a mandatory recommendation to move plans into
MERS would not work and some expressed very strong opposition to anything mandatory.
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9 | Continue to Monitor OPEB Plans

Funded Plans

The Commission considered regular submission chartestown | -+
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and towns, nine separate school valuations, and

four regional school districts). Most were found to provide some level of OPEB at the end
of FY 2012. At this time we have not included fire districts, water and sewer authorities
and housing authorities. The total OPEB liability for Rhode Island’s cities, towns and
regional school districts is $3.1 billion based on the most recent valuations received. This
liability is funded at 1.4%, resulting in a net unfunded liability of $3.0 billion.

It was also clear from our study that actuarial data lags behind fiscal year reporting. In FY
2012 financial statements, 19 of the 52 plan sponsors had 2012 valuation reports (37%).
The number of plan sponsors that have begun prefunding the OPEB liability is 14, or 27%,
of the 52 plan sponsors studied. Seventy three percent of local OPEB plan sponsors have
not set aside money to pay future benefits. On a national level, many consider this
unfunded liability perhaps more critical than pension issues due to the varied nature of the
bundle of benefits provided in a plan.

The Commission agreed that continued monitoring of OPEB plans would be valuable.

10 | Consider Funding Improvement Plans for OPEB

The Commission discussed whether to recommend that a funding improvement plan for
OPEB, similar to the FIP for pensions, be required. There was no consensus on this
although all commission members agreed that this is a substantial liability that will need to
be addressed in some way. The Commission recognizes that guidelines would need a
different approach due to the magnitude of the issue. Again, the total OPEB liability for
Rhode Island’s cities, towns, and regional school districts is over $3 billion based on the
most recent valuations received with funding at less than 2%.

11 | Consider Establishing a State-wide OPEB Trust

The Commission discussed whether to recommend establishing a state-wide OPEB trust to
maximize efficiencies and investments for local plans. The Commission considered it
important noting that most plans are paying for benefits on a pay-as-you-go basis and the
liabilities are substantial (over $3 billion for 52 plans studied). Collectively, assets totaling
approximately 1% of liabilities have been set aside for the payment of future benefits. A
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trust could be created by the State similar to the Municipal Employees Retirement System
(MERS) agent multi-employer plan or as a collaborative of cities and towns administered
by the RI Interlocal Trust. This structure allows for separate accounting whereby one
plan’s assets are not used to pay for another plan’s liabilities.

Both could be established to administer benefits and/or pooling of investments. The
pooled investments would maximize returns and help to reduce risk. Again, economies of
scale would bring benefits to small plans and reduce inefficiencies in the existing
approach. Commission members acknowledged that administering benefits would be
burdensome. The Commission recommended further study before a state-wide trust is
established. This may even be an extension of the concept of shared or pooled services.
Some commission members felt that specifying a minimum number of municipalities
volunteering to participate was necessary in order to create the structure.

Conclusion

The Commission is hopeful that these recommendations and comments will provide a
strong foundation for the General Assembly to make informed decisions and adopt
legislation that embodies the principles we as a commission have utilized in our
deliberations.

The Commission is grateful to Dan Sherman, of Sherman Actuarial Services, LLC who
serves as consulting actuary to our group. Dan’s expert testimony was always clear,
understandable and based upon sound practice. We were also fortunate to have other
actuaries address us—Joe Newton from Gabriel Roeder Smith (GRS), Becky Sielman
from Milliman, and David Ward from Angell Pension Group. We thank Frank Karpinski
Executive Director from the State of Rhode Island Retirement System who explained
MERS to us and Joe Connarton from the Massachusetts Public Employees Retirement
System who explained local plan oversight in our neighboring state. The Commission
greatly appreciates their assistance to us.

The Commission recognizes the ongoing support Rhode Island municipalities need to
begin to effectively manage the substantial liabilities present in local pension and OPEB
plans and put these plans on a path toward fiscal sustainability. While we have achieved
our goal of presenting recommendations to the General Assembly, the Commission
recognizes that there is an ongoing yearly flow of actuarial data to collect and analyze, as
well as continuous monitoring required so that the long-term health of local pension and
OPEB benefits is clear and achievable.
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Appendix

Part | — Supplementary Information for Recommendations
Part 11 — General Pension Related Information
Part 111 — OPEB Related Information
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Retirement Security Act for Locally Administered Pension Funds
Chapter 45-65

8§ 45-65-1 Short title. — This chapter shall be known as and may be cited as the "Pathway to
Retirement Security for Locally Administered Pension Funds Act.”
8 45-65-2 Purpose. — The purpose of this chapter is to provide retirement security to current and
retired municipal employees by codifying standards to promote the sustainability and longevity
of pension plans established and administered by municipalities.
8§ 45-65-3 Legislative findings. — It is the intention of the general assembly to begin the process
of ensuring the sustainability of locally administered pension plans and to advance and maintain
the long-term stability of such plans. The general assembly finds and declares that:
(1) Rhode Island law authorizes and empowers municipalities to administer their own municipal
pension plans; currently, there are thirty-six (36) such plans administered by twenty-four (24)
municipalities.
(2) According to a report by the Office of the Auditor General entitled Pension and OPEB Plans
Administered by Rhode Island Municipalities (September 2011): "Many municipal pension plans
are severely underfunded which presents the risk that sufficient funds will not be available to
meet promised benefits to retirees. It also undermines the overall fiscal health of the plan's
sponsor."
(3) Itis in the best interests of individual employees, taxpayers, municipalities and the state itself
to maintain viable and sustainable municipal public pension plans. These interests include:
Preserving a level of pension benefits that is, over the long term, reasonable for current
and retired municipal employees and affordable for taxpayers;
Avoiding significant and unanticipated retirement benefit reductions, which could cause
an increase in poverty among retired municipal employees and a resulting strain on state
social services;
Maintaining investments in infrastructure and education on the state and local levels in
lieu of diverting critical resources to satisfy pension obligations;
Preventing the financial downgrade of municipalities by rating agencies as a result of
unfunded pension obligations, which would make it more difficult to access the capital
markets and increase the costs of borrowing;
Encouraging rating agencies, in recognition of the state's proactive approach toward
financial discipline, to take positive credit actions on Rhode Island municipal bonds; and
Creating a more stable and well-managed environment in Rhode Island to attract new
businesses and maintain and expand existing businesses, which will diminish the
uncertainty and fiscal instability that accompany uncontrolled pension obligations.
(4) The first step in ensuring the viability and sustainability of local pension plans is to get an
accurate analysis of the current condition and fiscal health of the individual plans. § 45-65-4
Definitions. — As used in this chapter the following terms shall have the following meanings:
(1) "Actuarial experience study” means a report provided by an actuary that includes a recent
discussion of plan experience, recommendations for actuarial assumptions and methods, and
information about the actuarial impact of these recommendations on the liabilities and other key
actuarial measures.
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(2) "Annual actuarial valuation study” means a valuation of a locally administered plan
completed by an actuary, and a certification based on that valuation indicating whether such plan
is or is not in critical status, on an annual basis.

(3) "Critical status" means that, as determined by its actuary, as of the beginning of the plan year,
a plan's funded percentage for such plan year is less than sixty percent (60%).

(4) "Locally administered plan” or "plan” means any defined benefit pension plan established by
a municipality for its employees, other than: (a) A plan that is part of the Employees' Retirement
System of Rhode Island as defined in chapter 36-8 or the Municipal Employees' Retirement
System of Rhode Island as defined in chapter 45-21; or (b) A plan established by a municipality
that has filed for bankruptcy protection pursuant to chapter 9 of title 11 of the United States
Code, a plan established by a municipality for which a receiver has been appointed pursuant to
chapter 45-9 or a plan established by a municipality for which a fiscal overseer has been
appointed pursuant to chapter 45-9.

(5) "Municipality” means any town or city in the State of Rhode Island, any city or town housing
authority, fire, water, sewer district, regional school district or public building authority as
established by chapter 14 of title 37.

8 45-65-5 Actuarial valuation methodology. — Actuarial methods used by the actuary in
preparing an actuarial experience study or annual actuarial valuation shall be in compliance with
accepted actuarial standards and applicable public pension accounting laws, rules and
regulations. The actuary shall not, year to year, change actuarial methods for the sole purpose of
achieving a more favorable funding or fiscal result. Any actuarial study shall be made by the
actuary in good faith and in accordance with accepted actuarial standards.

8 45-65-6 Certification and notice requirements. — (1) Every municipality that maintains a
locally administered plan shall submit its initial annual actuarial valuation study to the study
commission created herein under § 45-64-8 on or before April 1, 2012, and for each plan year
ending on or after December 31, 2012, within six (6) months of completing such plan year. The
initial actuarial experience study shall be submitted to the study commission on or before April
1, 2012, and subsequent actuarial experience studies must be submitted to the study commission
no less frequently than once every three (3) years.

(2) In any case in which an actuary certifies that a locally administered plan is in critical status
for a plan year, the municipality administering such a plan shall, not later than thirty (30)
business days following the certification, provide notification of the critical status to the
participants and beneficiaries of the plan and to the general assembly, the governor, the general
treasurer, the director of revenue, and the auditor general. The notification shall also be posted
electronically on the general treasurer's website. Within one hundred eighty (180) days of
sending the critical status notice, the municipality shall submit to the study commission a
reasonable alternative funding improvement plan to emerge from critical status.

(3) The state shall reimburse every municipality for fifty percent (50%) of the cost of
undertaking its annual actuarial valuation study, which is due on April 1, 2012.

(4) Notwithstanding any other law to the contrary, the funding improvement plans and actuarial
valuation studies submitted pursuant to this section shall be public records.

8 45-65-7 Failure to comply. — (1) With respect to any municipality that fails to comply with the
requirements of this chapter within the prescribed time, the general treasurer is authorized to
withhold moneys due to the municipality from the state for any purpose other than education,
including, but not limited to, municipal aid and other aid provided under 88 45-13-5.1, 45-13-12,
44-34.1-2, 44-13-13, 44-18-18.1, 44-18-36.1(b) and 42-63.1-3.
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§ 45-65-8 Study commission. — A study commission for locally administered plans shall be
established to review existing legislation and pension plan administrative practices and to make
recommendations for the improved security and funding of locally administered plans and other
post-retirement benefit obligations of cities and towns. The commission shall consist of fourteen
(14) members: the director of the department of revenue, or his or her designee; who shall be the
chair, the auditor general, one member each representing the department of administration, the
general treasurer, the League of Cities and Towns and the Rhode Island Public Expenditures
Council, and three (3) members appointed by the governor representing municipal police, fire
and non-public safety employees. In addition, the Speaker of the House and President of the
State Senate shall each appoint one member to the commission and then shall jointly select and
appoint one elected mayor from a city or town with a population greater than 50,000, one elected
mayor from a city or town with a population less than 50,000 and one appointed town
administrator.

8 45-65-9 Severability; indispensable party. — The holding of any section or sections or parts
hereof to be void, ineffective, or unconstitutional for any cause shall not be deemed to affect any
other section or part hereof. The state shall be an indispensable party in any action contesting the
validity of this chapter.
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Structure of Massachusetts Public Employee Retirement Commission

(PERAC)

PERAC consists of seven members. The Governor appoints three members:
= the Governor or his designee
= a representative of a public safety union
= an expert in the investment of funds

The State Auditor appoints three members:
= the Auditor or her designee
= the President of the Massachusetts AFL-CIO or his designee
= a representative of the Massachusetts Municipal Association

A seventh member of PERAC is appointed by the other six members and serves as Chairman.

An executive director, selected by the Commission, plans, directs, coordinates, and executes
administrative functions in conformity with the policies and directives of the Commission.
Nearly all contributory retirement boards for public employees in Massachusetts consist of five
members. PERAC oversees 106 retirement boards with over 500,000 members.

PERAC Commission Members®
= Governor Deval Patrick or his designee: Alan G. Macdonald, President Emeritus,
Massachusetts Business Roundtable
= A representative of a public safety union (appointed by the Governor): James M.
Machado, Sergeant, Fall River Police Department

= A person trained and experienced in the investment of funds, having been principally
employed in such occupation for ten years (appointed by the Governor): Gregory R.
Menis, Assistant Secretary, Finance and Infrastructure, Administration and Finance

= State Auditor Suzanne M. Bump or her designee: Gerald A. McDonough, Deputy Auditor
for Legal and Policy, Office of the State Auditor

= The President of the AFL/CIO or his designee (appointed by the Auditor): Robert B.
McCarthy, President Emeritus of the Professional Firefighters of Massachusetts

= A representative of the Massachusetts Municipal Association (appointed by the Auditor):
Donald R. Marquis, Former Town Manager, Arlington

= The Chairman of the Commission (appointed by the other six Commission
members): The Honorable Domenic J.R. Russo, Retired First Justice of the East
Boston Division, District Court of Massachusetts

! This list shows PERAC’s members according to an April 9, 2012 presentation from PERAC’s Executive Director,
Joseph E. Connarton to the Locally-Administered Pension & OPEB Study Commission. According to the most
recent annual report, the Governor’s designee and the investment professional have been replaced by John Langan,
Deputy Director from the Office of Employee Relations and Philip Y. Brown, Esq., respectively. New appointments
to the board, based upon the election of a new governor and a term vacancy, will require new appointments. Visit
www.mass.gov/perac for more information.
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PERAC Organization Structure and Staff

PERAC was created for and is dedicated to the oversight, guidance, monitoring and regulation of
the Massachusetts Public Pension Systems. Its mission is the professional, prudent, and efficient
administration of these 105 public pension systems is for the mutual benefit of the public
employees, public employers and citizens of Massachusetts. PERAC is organized in nine
separate units with 46 staff members. The units are identified and shown with the number of
staff positions as follows:

Administration, 11

Actuarial, 5

Audit, 8

Communications, 4

Disability, 6

Fraud Prevention, 1

Information Systems, 6

Investment, 5

Legal, 5

©CoNooA~wWNE

PERAC compiles an annual report indicating investment return performance, asset growth,
investment return history, and history of appropriations. Also included is actuarial data
including funded ratio, valuation date, actuary, assumed rate of return, funding schedule,
unfunded liability. See sample for Wakefield, MA included on next page.

In addition to the actuarial profiles, PERAC assists local plans with medical panel requests and
conducts comprehensive medical evaluations. PERAC also conducts re-examinations of
disability retirees and post-retirement monitoring of disabled retirees.

PERAC conducts audits of retirement systems, follow-up audits and issues Certificates of
Achievement to retirement systems operating in an exemplary fashion.

PERAC conducts seminars and training regarding issues arising from pension reforms, open
meeting law regulations and preparation of the required Annual Statement. See attached.
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Councils and Governing Bodies

(Pertaining to Recommendation #2)
CHAPTER 45-5

§ 45-5-22 Collective bargaining fiscal impact statements. — (a) Prior to executing any
collective bargaining agreement between a city or town and representatives of police personnel,
firefighters, and/or other municipal employees, (other than teachers and/or other school
employees), the city or town council shall prepare or cause to be prepared a collective bargaining
fiscal impact statement. These statements shall set forth, in dollar amounts, estimates of the fiscal
impact, during the term of the proposed agreement. No comment or opinion relative to the merits
of the terms of the contract shall be included, except that technical or mechanical errors or
defects may be noted.

(b) The fiscal impact statement and the awarded contract shall be publicized and shall be made
immediately available upon ratification of the contract.
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School Committees and Superintendents [See Title 16 Chapter 97 — The
Rhode Island Board of Education Act]

(Pertaining to Recommendation #2)
CHAPTER 16-2

§ 16-2-21.6 Collective bargaining fiscal impact statements. — (a) Prior to executing any
collective bargaining agreement between a school committee and representatives of teachers
and/or other school employees, the school committee in any municipality, or regional school
district with an elected school committee, or the chief executive officer in any municipality with
an appointed school committee shall prepare or cause to be prepared a collective bargaining
fiscal impact statement. These statements shall set forth, in dollar amounts, estimates of the fiscal
impact, during the term of the proposed agreement. No comment or opinion relative to the merits
of the terms of the contract shall be included, except that technical or mechanical errors or
defects may be noted.

(b) The fiscal impact statement and the awarded contract shall be publicized and shall be made
immediately available upon ratification of the contract.
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Government Finance Officers Association

The Role of the Actuarial Valuation Report in Plan Funding

Background. The actuarial valuation report has always played an important role as
the basic source document for information regarding actuarially determined
contributions' and the funded status of pension and other post-employment benefit
(OPEB) plans. The actuarial valuation report, prepared in accordance with Actuarial
Standards of Practice (ASOP), will soon come to play an even more critical role in
the wake of the implementation of GASB Statement No. 68, Accounting and
Financial Reporting for Pensions, because funding information for pensions will no
longer automatically be provided in financial reports. That is, the actuarial valuation
report will soon be the sole source of information for many financial decision
makers desiring to make informed decisions about the funding of pension benefits.

GFOA recommends that state and local government finance officials and others with
decision-making authority carcfully review and understand their actuarial valuation
report and use the information it contains to make policy decisions that ensure that
pension benefits are funded in a sustainable manner, consistent with the pension
funding guidelines developed by GFOA and the other major state and local
government professional org:lniz:ltions_"

Reviewing and Understanding the Valuation Report

The purpose of an actuarial valuation is 1) to determine the amount of actuarially
determined contributions (i.e., an amount that, if contributed consistently and
combined with investment earnings, would be sufficient to pay promised benefits
in full over the leng-term) and 2) to measure the plan’s funding progress. Key items
to consider in reviewing the valuation report include:

=  Actuarially Determined Contribution. The actuarially  determined
contribution represents the amount needed to fund benefits over time. If
the contributions are not fully paid, interest accrues on the unpaid portion
at the plan’s expected long-term rate of return.” Persistent underfunding will
ultimately jeopardize the plan’s sustainability. The GFOA recommends that
the full amount of the actuarially determined contribution be paid to the
plan cach year.

= Liabilities, Assets, and Funded Ratio. The acmarial accrued liability (AAL)
represents the present value of benefits carned, calculated using the plan's
actuarial cost method. The actuarial value of asscts (AVA) reflects the
financial resources available to liquidate the liability. The unfunded actuarial
accrued liability (UAAL) is the difference between the AAL and the AVA, The
funded ratio (AVA/AAL) reflects the extent to which accumulated plan
assets are sufficient to pay future benefits. The GFOA recommends that the
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Government Finance Officers Association Best Practice

funding policy aim to achieve a funded ratio that approaches 100 percent,
with asset smoothing and amortization methods consistent with the
government's funding policy and ASOP.

= Actuarial Assumptions. Since the future is unknown, actuarial valuations
must be based on assumptions. For an actuarial valuation to be reliable, the
assumptions used should reflect the best information available, which
should be supported by rigorous discussion and analysis. Likewise,
information concerning the demographic characteristics of the covered
population needs to be current.

= Historical Information. Certain historical information is especially useful for
understanding funding:

o Multivear information on the plan’s funding progress that includes
the AAL, the AVA, the funded ratio, and the UAAL as a percentage of
payroll, consistent with the government’s funding policy; and

o Multi-vear information on both actuarially determined contributions
and actual amounts contributed (by definition, if actuarially
determined annual required contributions are paid faithfully each
year to the plan, the plan should accumulate sufficient resources
over time to pay benefits, regardless of the actuarial cost method
sclected).

[n both cases, the number of periods for which data are presented should be
sufficient to allow for the meaningful analysis of trends (e.g.. 6 to 10 years
and longer if available).

= Actuarial Comments. Actuarial Standards of Practice (ASOPs) require
actuaries to make certain disclosures in their reports. These disclosures are
commonly presented as comments intended to help users understand the
report and include: 1) the report’s intended purpose; 2) cautions regarding
risk and uncertainty; and 3) constraints regarding the use of the report for
other than its intended purpose. In addition, if a prescribed assumption or
method is used that the actuary belicves is unreasonable or conflicts with
the ASOPs, the actuary has a duty to disclose that fact in the report.”

= [nformation Needed to Prepare Financial Reports. The actuarial report may
also provide all of the information needed to prepare the government’s
financial reports in conformity  with generally accepted accounting
principles (GAAP) or legal or contractual requirements. This information
may be provided as part of the valuation report or through a separate
actuarial report.

=  Other information, An actuarial valuation report also may include: 1)
projections of future contributions and funded status; 2) an analysis of the
impact of potential changes in actuarial assumptions; and 3) the impact of
economic volatility on the plan’s contributions and funded ratio.”

Recommendation.
Using the Actuarial Report to Make Appropriate Decisions
The information contained in an actuarial report is complex and can be difficult to

understand for those who are not accustomed to working with this kKind of
information. For this reason, simply providing a copy of the actuarial report to
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Government Finance Officers Association Best Practice

decision makers does not ensure that everyone has a full understanding of its short-
terin and long-term implications, In most governments, the finance officer is in the
best position to communicate the contents of the actuarial report, as the finance
officer is familiar with the nvances of the actuarial report and is also intimately
familiar with the organization’s financial situation. Accordingly, the first step toward
using an actuarial report to make appropriate decisions is for the finance officer to
communicate the information the report contains to decision makers and the
general public in a clear and understandable manner. Effective communication is
especially important when changes to benefits are being considered.

To draw full benefit from the information contained in an actuarial report, the
review of the information it contains must be followed by appropriate action steps:

= Making Required Contributions. The key purpose of an actuarial valuation is
to inform plan sponsors of the amount that needs to be contributed cach
vear to adequately fund benefits, Consequently, the first action step is to
take appropriate steps to ensure that actuarially determined contributions
are faithfully paid to the plan each year. If those contributions are not
made, follow-up action should be taken to understand the underlying cause
of the underfunding and to resolve it.

= Assessing Funding Progress. Historical information should be used to assess
funding progress (e.g.. Is the plan’s funded ratio improving over time? Is the
rate of improvement consistent with the employee’s funding policy?).

= Mitigating Risks. Information from the actuarial valuation can help to
uncover risk exposure related o the funding of benefits. Decision makers
should identify those risks and take appropriate and timely action to mitigate
them. For example, if the valuation shows a high degree of asset volatility, it
may be prudent to lower that volatility through adjustments to asset
allocations or by other means, such as examining the methodology used to
determine the actuarial value of asscts.

= Ensuring Reliable Data. For an actuarial valuation to be reliable, the
underlying data must be reliable as well, inchiding the demographic
information related to plan members, the economic information related to
investment returns and payroll growth, and the detailed descriptions of
current benefits. Emplovers should work closely with the actuary to ensure
that reliable information is provided in a timely manner.

= Validating Mcthods and Assumptions through Experience Studies, The
reliability of an actuarial valuation also depends on the use of reasonable
methads and  assumptions. Experience studies, performed no less
frequently than every five years, can help to ensure the assumptions are in
line with the plan’s demographic and economic experience, or can be used
as a guide to make necessary changes. Likewise, a comprehensive audit of
the plan’s actuarial valuations performed by an independent actuary at least
once every live to eight years can be used to evaluate the appropriateness of
the actuarial methods, assumptions, and their application.
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Notes:

I

i*r

The new GASB standards no longer use the term “annual required contribution”
or “ARC." Instead, the new standards refer to the disclosure of an “actuarially
determined contribution.”

Guidelines for Funding Defined Benefit Pensions, GFOA best practice, 2013.

The long-term expected rate of return is significantly higher than the short-term
rates used in operating funds.

Actuarial Standards Board, Acruarial Standards of Practice No. 41, Actuarial
Communications, December 2010,

California Actuarial Advisory Panel, Model Disclosure Elements for Actuarial
Valuation Reports on Public Retirement Systems in California, December 201 1.

Appraved by the GFOA's Exccutive Board, February, 2013,
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Government Finance Officers Association

(SFOA Best Fractice

Core Elements of a Funding Policy

Background. The Government Finance Officers Association (GFOA) has
recommended that every state and local government that offers defined benefit
pensions formally adopt a funding policy that provides reasonable assurance that
the cost of those benefits will be funded in an equitable and sustainable manner! To
provide the desired degree of assurance, a pension funding policy would need to
incorporate the following principles and objectives:

1. Every government employer that offers defined benefit pensions should obtain
no less than biennially an actuarially determined contribution (ADC) to serve as
the basis for its contributions;

2. The ADC should be calculated in a manner that fully funds the long-term costs
of promised benefits, while balancing the goals of 1) keeping contributions
relatively stable and 2) equitably allocating the costs over the employees’ period
of active service;

3. Every government employer that offers defined benefit pensions should make a
commitment to fund the full amount of the ADC each period. {(For some
government employers, a reasonable transition period will be necessary before
this objective can be accomplished);

4, Every government employer that offers defined benefit pensions should
demonstrate accountability and transparency by communicating all of the
information necessary for assessing the government’s progress toward meeting
its pension funding objectives.

These principles and objectives necessarily will affect decisions related to the
treatment of three core elements of a comprehensive pension funding policy:

= Actuarial cost method- the technique used to allocate the total present value
of future benefits over an employee’s working career (normal cost/service
cosl).

= Asset smoothing method - the lechnigue used o recognize gains or [osses in
pension assets over some period of time so as to reduce the effects of
market volatility and stabilize contributions.

= Amortization poficy - The length of time and the structure selected for
increasing or decreasing contributions to systematically eliminate any
unfunded actuarial accrued liability or surplus.

Recommendation. To ensure consistency with the principles and objectives
described above, the GFOA recommends that a pension funding policy treat each of
Its core elements as follows:

203 North LaSalle Street, Suite 2700 | Chicago, lllineis 60601-1210 | phone 312.977.9700 | fax 312.977.4806 | www.gfoa.org

Report of the Pension & OPEB Study Commission 36



- Government Finance Officers Association Best Practice

Actuarial cost method. The actuarial cost method selected for funding purposes
should conform to actuarial standards of practice and allocate normal costs over a
period beginning no earlier than the date of employment and should not exceed the
last assumed retirement age. Moreover, the selected actuarial cost method should be
designed to fully fund the long-term costs of promised benefits, consistent with the
objective of keeping contributions relatively stable and equitably allocating the costs
over the employees’ period of active service.” While not the only method that
would satisfy this criterion, the entry age method—Ievel percentage of pay normal
cost—is especially well suited to achieving this purpose.

Asset smoothing. The method used for asset smoothing should:

= Be unbiased relative to market. Thus, for example:

¢ The same smoothing period should be used for both gains and
losses, and

e Market corridors (a range beyond which deviations are not
smoothed), if used, should be symmetrical®, and

= Provide for smoothing to occur over fixed periods (the use of rolling periods
normally should be avoided), ideally of five years or less, but never longer
than ten years.

e Provide for a market corridor if smoothing is o occur over a period
longer than five years.

Amortization. Amortization of the unfunded actuarial accrued liability* should:

= Use fixed {closed) periods that

e Are selected so as o balance the twin goals of demographic
matching {equitable allocation of cost among generations) and
volatility management (funding at a level percentage of payroll) and

o Never exceed 25 years, but ideally fall in the 1520 year range;

= Use a layered approach for the various components to be amortized (that is,
an approach that separately tracks the different components to be
amortized); and emerge as a level percentage of member compensation or as
a level dollar amount.

Additional considerations for plans closed to new entrants. When a plan is closed to
new participants, the aggregate actarial cost method - level percentage of pay
normal cost — is especially well suited for funding.

For closed plans with no remaining active members:
= Special attention needs t be given to the mix of investments (given the
shorter time horizon); and

= In comparison Lo open plans:

¢ Assel smoothing periods should be shorter {typically no longer than
three years);

= Corridors, if used, should be narrower; and
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« Amortization periods should be shorter {typically no longer than 10
years for gains and losses).

For closed plans that still have active members:
= The continued use of level percent of member compensation amortization

remains appropriate, but not for a long period (i.e., as the number of active
members decreases); and

= In comparison to open plans:
e Assel smoothing periods should be shorter;

= For assel smoothing periods that exceed five years, a
corridor (not to exceed 20 percent) should be used; and

* Amortization periods should be shorter.

References.

California Actuarial Advisory Panel, Actwarial Funding Policies and Practices for
Fublrc Pension and OFEB Plans, February 2013

NOTES;
1“Funding Defined Benefit Pensions” (2013) (CORBA).

2 Employers using some other actuarial cost method should carefully monitor
demographic changes and trends in the covered workforce inasmuch as such
changes could result in increased employer contributions as a percentage of payroll.

*Generally, the appropriate corridor will depend upon the length of the smoothing
period, with longer smoothing periods requiring narrower corridors.

“Special considerations may apply to the amortization of a surplus (e.g., use of a
longer amortization period).

Approved by the GFOA's Execiitive Boars, March, 2013,

Report of the Pension & OPEB Study Commission 38



Sample Funding Policy

Emerald City Pension Plan

The City has adopted a revised funding policy effective (enter date) that provides reasonable
assurance that the cost of those benefits will be funded in an equitable and sustainable manner.
The City, with consultation with its actuary and the most recent Experience Study, shall establish
reasonable actuarial assumptions in the determination the liabilities. The essential elements of
the Policy are as follows:

Actuarial Cost Method

The costs of the Plan have been determined in accordance with the (enter method) actuarial cost
method.

Asset Method

Assets held by the fund are valued at market value. The actuarial value of assets is determined
using (enter asset method).

Amortization Method

Describe how the unfunded accrued liability will be paid. Include the number of years, the rate
of increase in payments, if any. Include whether it is a closed or open amortization method. If it
is closed, describe how new unfunded liabilities will be amortized when they become known.
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ANNUAL FUNDING NOTICE TEMPLATE

Annual Funding Notice
For
[insert name of pension plan]

Introduction

This notice includes important information about the funding status of your pension plan (“the
Plan”), as well as other information such as participant information and funding and investment
policies. All locally-administered pension plans must provide this notice every year regardless
of their funded status. This notice is provided for informational purposes and you are not
required to respond in any way. As a plan member, you are responsible for providing the plan
sponsor with your current address and contact information at all times. This notice is for the plan
year beginning [insert beginning date] and ending [insert ending date] (“Plan Year”).

How Well Funded Is Your Plan

[Under Rhode Island law], the plan must report how well it is funded by using a measure called
the “funded ratio.” This percentage is obtained by dividing the Plan’s Assets by Plan Liabilities
on the Valuation Date for the plan year. In general, the higher the percentage, the better funded
the plan. Your Plan’s funded ratio percentage for the Plan Year and each of the two preceding
plan years is shown in the chart below, along with a statement of the value of the Plan’s assets
and liabilities for the same period. In addition, the required funding payment and the planned
contribution for the plan year, as well as the required funded payment and actual payments for
the two preceding plan years are shown, along with the funded percentage for each year.

Summary of Key Valuation, Funding and Investment Data
[Insert plan  [Insert plan [Insert plan
year- most year - year - 2 years
recent] preceding preceding]
1  Valuation date [OKIXxIXX] PoxHxx/xxK] DoHxx/xx]
2  Plan assets [amount] [amount] [amount]
3 Plan liabilities [amount] [amount] [amount]
4 Funded ratio [=line2/line3]  [=line2/line3] [=line2/line3]
5  Actuarially determined contribution [amount] [amount] [amount]
6a. Funding from general fund [amount] [amount] [amount]
6b. Funding from non-general fund [amount] [amount] [amount]
6  Total funding [amount] [amount] [amount]
7  Planned/actual payment [amount] [amount] [amount]
8  Percentage contributed [line7/line 5] [line7/line 5] [line7/line 5]
9  Money weighted rate of return [percentage] [percentage] [percentage]
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SAMPLE FUNDING NOTICE (PAWTUCKET EXAMPLE)

ANNUAL FUNDING NOTICE
For
City of Pawtucket Police and Firefighters Pension Plan

Introduction

This notice includes important information about the funding status of your pension plan (“the
Plan”), as well as other information such as participant information and funding and investment
policies. All locally-administered pension plans must provide this notice every year regardless
of their funded status. As a plan member, you are responsible for providing the plan sponsor
with your current address and contact information at all times. This notice is provided for
informational purposes and you are not required to respond in any way. This notice is for the
plan year beginning July 1, 2013 and ending June 30, 2014 (“Plan Year”).

How Well Funded Is Your Plan

Under Rhode Island law, the plan must report how well it is funded by using a measure called
the “funded ratio.” This percentage is obtained by dividing the Plan’s Assets by Plan Liabilities
on the Valuation Date for the plan year. In general, the higher the percentage, the better funded
the plan. Your Plan’s funded ratio percentage for the Plan Year and each of the two preceding
plan years is shown in the chart below, along with a statement of the value of the Plan’s assets
and liabilities for the same period. In addition, the required funding payment and the planned
contribution for the plan year, as well as the required funded payment and actual payments for
the two preceding plan years are shown, along with the funded percentage for each year.

2014 2013 2012
1  Valuation date July 1, 2014 July 1, 2013 July 1, 2012
2  Plan assets 97,220,726 82,981,582 73,435,524
3  Plan liabilities 238,725,116 | 243,784,564 218,309,558
4 Funded ratio 40.7% 34.0% 33.6%
5  Actuarially determined contribution 12,996,379 12,386,341 11,391,106
6a. Funding from general fund 12,996,379 12,386,341 11,391,106
6b. Funding from non-general fund - - -
6 Total funding 12,996,379 12,386,341 11,391,106
7  Planned/actual payment 12,996,379 12,386,341 11,391,106
8  Percentage contributed 100% 100% 100%
9  Money weighted rate of return [percentage] [percentage] [percentage]
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Property Tax and Fiscal Disclosure — Municipal Budgets

(Pertaining to Recommendation #4)
Chapter 44-35

§ 44-35-7 Publication of town and city budget summary. — At least ten (10) calendar days
prior to the financial town meeting or, for towns and cities without town meetings, the first
hearing on the budget for the purpose of adopting the budget, the chief elected official in each
town and city shall cause to be published a budget summary in a newspaper of general
circulation in the town or city. The budget summary shall set out proposed expenditures by
department or function and receipts by source for the proposed budget year, and comparisons of
these with estimated expenditures and receipts for the current budget year.

The published budget summary shall be in the following form:

(CITY, TOWN) of (NAME)
REPORT TO TAXPAYERS ON CURRENT AND PROPOSED BUDGET
Function or  Amounts Proposed
Purpose of  Actually Budget year
Expenditures &n bsp; Budgeted for Operating
Current Year Capital
Operating
Capital
Expenditures
1. Education
2. General Financial
Admin.
. Public Works
. Police Protection
. Fire Protection
. Sewerage
. Other Sanitation
. Parks and Recreation
. Interest on General

O oo ~NO Ol W

Debt

10. Principal on
General Debt

11. All Other (Specify)
Revenues

1. Local Property

2. Local Non-Property

3. Federal

4, State

5. All Other (Specify)

TOTAL BUDGET
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Suggested new language for 844-35-7:

The [insert name of municipality] administers locally-pension plan(s) for [insert name of locally-
administered pension plan(s)]. It is proposed to contribute $xx to the plan(s) for the proposed
budget year which would amount to xx percent (xx%) contributed for that year, based on the
most recent actuarial valuation report dated xx/xx/xx. This contribution consists of $xx from the
general fund and $xx from other funds. The pension plan(s) is xx percent (xx%) funded, based
on the most recent actuarial valuation. The plan is above/below critical status (critical status is
defined as a funded ratio of less than 60 percent).

Certification: This is to certify that data contained in this report are accurate to the best of my
knowledge.

Date Signature of Official
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RIGL 45013.2 Municipal Incentive Aid Article 2
(Pertaining to Recommendation #5)

11

ARTICLE 2 AS AMENDED

RELATING 1O STA'TE AID

SECTION 1. Sections 43-13.2-4 and 45-13.2-6 of the General Laws in Chapter 43-13.2
entitled "Municipal Incentive Aid" is hacby amtended 1o vead as tollows

45-13.2-4, State Aid Incentive Program appropriated. = There are hereby appropriated

funds for a state aid program entitled "Municipal Incentive Aid Program.” For fscal year 2014,

fiscnl vear 2015 and fiscal vear 2010, the amount of tive million doliars ($5.000.000) shall be

approprited—emd—w—nnonnt -al-ten—miiion o —HHHERIN0Y willde—requestod Hor

HEERHRE Y JOF e 2eHS Vo meid—vear—2046. Municipal Jncentive Al shall be
adntinistered and managed by the division of municipal finance within the department of revenue.

43-13.2-6. i

rihutions, -- (a) Municipal Tneentive Aid described in this chapter shall be
distributed to eligible municipalitics on the basis of the mest recent population cstimate for cach
wunicipality as a share of the telal stale population reported by the US. Department of

Caommeree, Bureau ol the Census as of January 1 in the year of the payment. Such payments shall

be made to cligible communities in March 20 geed 2 S d-l eeh-26HE of gach vear fo the

exten that tinds are appropriated.

(b} For liscal yeor 2014, manicipalities shall be eligible o reecive aid under this chapter
if: (1) the municipality has no locally-administered pension; or (2] the mimicipality notified plan
participants, beneficiaics and others pursuant o chapter 45-63, and submitted Lo the state’s
department of revenue » Funding hnprovement Plan ("FIP™). pursuant w sectien 45-65-6. for

every locally-administered pension plar in that municipality, and each F1I' had been approved by

the plan sponsor and the lucal governing body no Loter than June 1. 2013 ar (3) there existed a
focally-administered pension plan(s) in that municipakity, but either: (i) no FIP was required

ursuant 1o chapter 45650 ar (i) a FIP is required pursuant to chapter 43-05, but, the due datz tor
p P 1 3 P

the FIP submission is after the March payment of state did.

¢} For (scal vew= year 2013 and2006 and eqeh sl yomr tereafler hat municipal
K year

ingentive aid is disteibylgel w eligible municipalities ager this chapter, municipalities shall be

cligible 1o receive aid under this chapter, ift (1} the municipality has no locally-adminisiered
pension; or (2) the municipality has transitioned oll locally-administered pension plans nto

MERS by June 30, 2014 or (3 the municipality had notified plan participants, beneficiarics and

Art2
RELATING TO STATL Al
(Puge 1ol )
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others pursuant to chapler 45-65 and had submitted 1o the state’s department of revenue a FIP
pursuant te chapter 43-65, for every locally-administered pension plan and eaclr submitted ¥117
meets the puidelines of the Study Commission on Locally-Administered Pension Plans created
pursuant to section 45-65-8 or otherwise applicable guwdelines or regulations and each FIP has
been approved by the plan sponsor and the local governing body, or (4} the municipality bas
implemented the original recommended FIP or an amended FIP pursuant to chapter 45-63 within

onie month ailer the close of the liscal vear and made the reguired tunding pavment (ormarly

relerred 10 as Annualy Required Conwibution. or ARCY i compliance ywith the municipalily's

adopted FIP(s) and the funding puidelines established by the Pension Studv Conunission ekebtee

b e e P a-ac i Cortriedh
phetaese and the FIPs arc approved by the plan sponsor and the lecal poverning body: or (5}
there existed a locally-administered pension plun in that municipality. but either: (i) no FIP was

required pursuimt to chapter 45-65 and gither: {A] the numicipality is funding one hundred

percent {10095} of its required funding payment: AmesalbeRoguad-Co bR or (03]

the mupicipality has a funded ratio of one hundred pereent (100%) or_preater; or (it) FIP is

requited pursuant Lo chapler 45-65, however, the dug date {or the TIP submisson or

irplemeatation is after the March pavment of (his municipal incentive aid.

(d) I ar [ X L LVEYEN T IETE TN -I'<- o L L L “I-‘”eﬂ o Hy
Hrtfrcr—t -t e tathocaed-o-i ekt H b chisberbetted U
L e Hre-o e et phitios et seal e + ; C bt
Feor-propithitrorestirte ot ol Pty sl 1 thoterabatte-propthe o eported
Bathe L S—Pepurtmento bt ree—Brert-ol-treCersy

vear Mereatter that 4 municipality is not eligible 1o receive a distitbution under his chapter, the

distribution_that_said nwunicipality woukd bave roceived had it been clipible shall be

reappropriated 1o he bnmediately following fiscal vear, al which time the ameunl reuppropriated

shall be distrbyled to said municipality provided that said municipality has satisfied the

clicibility requirements of both the prioy fiscal year and the Oign current (Tscal vear In the evenl

that said municipality fails o satisfy the eligibitity reguirenients for the prior and the then current

ive distribytions in the next fiscal year is deternninged.

fiseal yoar by the time that elizibility to ree

then e amount that would have beey, distribured to the mupicipabity for said prior year will be

distributed in the month of May amene the municipalities tht received a digtiybution in the privr

Fseal vear, with the sharg 1o Te received by eagh mumicipality ealevioted in the same manner s

distributions were caleulated in the prior figeal year.

SECTION 2. Section 45-13-5.1 of the General Laws in Chapter 43-13 enlilled "State

Art2
RELATING TO STATL AID
(Page 2 ol'4)
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Glossary

Actuarial Accrued Liability - Generally represents the portion of the present value of fully
projected benefits attributable to service credit earned (or accrued) as of the valuation date.

Actuarial Assumptions - Factors which actuaries use in estimating the cost of funding a defined
benefit pension plan. Examples include: the rate of return on plan investments, mortality rates,
and the rates at which plan participants are expected to leave the system because of
retirement, disability, termination, etc.

Annual Required Contribution (ARC) - The employer’ s periodic required contributions,
expressed as a dollar amount or a percentage of covered plan compensation, determined under
GASB 25. The ARC consists of the Employer Normal Cost and the Amortization Payment.

Actuarial Valuation - The determination, as of a valuation date, of the Normal Cost, Actuarial
Accrued Liability, Actuarial Value of Assets, and related Actuarial Present Values for a plan.
An actuarial valuation for a governmental retirement system typically also includes calculations
of items needed for compliance with GASB 25, such as the funded ratio and the ARC.

Actuarial Value of Assets - The value of pension plan investments and other property used by the
actuary for the purpose of an actuarial valuation (sometimes referred to as valuation assets).
Actuaries often select an asset valuation method that smoothes the effects of short-term
volatility in the market value of assets.

Amortization - Paying off an interest bearing liability by gradual reduction through a series of
installments, as opposed to paying it off by one lump sum payment.

Amortization Payment - That portion of the pension plan contribution or ARC which is designed
to pay interest on and to amortize the Unfunded Actuarial Accrued Liability.

Annuity - A series of periodic payments, usually for life, payable monthly or other specified
intervals. The term is often used to describe the part of a retirement allowance derived from a
participant's contributions. A deferred annuity is one in which payments do not commence until
a designated time in the future.

Critical Status — A status, as determined by a municipality’s actuary, as of the beginning of the
plan year, where a plan's funded percentage for such plan year is less than sixty percent (60%).

Defined Benefit (DB) Plan - A pension plan that is designed to provide participants with a
predefined, predictable and guaranteed benefit based on a formula that takes into account an
employee’ s compensation, years of service, and age, or a combination thereof.

Defined Contribution (DC) Plan - A pension plan in which contributions are made to an
individual account for each employee. The retirement benefit is not pre-determined and is
entirely dependent upon the account balance at retirement, and is based on the money that
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accumulates in an employee’ s account, reflecting any employer contributions and employee
contributions and any investment gains or losses.

ERISA: Employee Retirement Income Security Act - This federal legislation sets minimum
standards for pension design to increase the security of private sector employees' benefits.

Experience Study - A periodic review and analysis of the actual experience of the Retirement
Fund which may lead to a revision of some actuarial assumptions. Actual rates of death,
retirement, disability, or termination and salary increases are compared to the assumed values
and modified as appropriate by the actuary.

Funded Ratio - The ratio of the actuarial value of assets (AVA) to the actuarial accrued liability
(AAL). Plans sometimes calculate a market funded ratio, using the market value of assets
(MVA), rather than the AVA, although GASB 25 reporting requires the use of the AVA.

Normal Cost - The normal cost generally represents the portion of the cost of projected benefits
allocated to the current plan year. The employer normal cost equals the total normal cost of the
plan less employee contributions.

Normal Retirement Age - Participants are not required to retire when they reach retirement age.
Participants generally continue to earn benefits if they work past retirement age.

Portability - The ability of an employee who changes jobs and joins a different retirement
system to bring his or her retirement assets with them without penalty.

Present Value - The current worth of an amount or series of amounts payable in the future, after
discounting each amount at an assumed rate of interest and adjusting for the probability of its
payment or receipt.

Post Retirement Benefit Increase — Often referred to as cost of living adjustments (COLAS),
these are increases to the initial benefit received upon retirement and can be a percentage based
on an index such as inflation or a fixed dollar amount.

Rate of Return — This is the gain or loss of an investment over a specific period of time. The
Real Rate of Return is return on an investment after adjusting for inflation. Actuarial gains or
losses represent the difference between the actual rate of return and that expected based on the
actuarial assumptions.

Social Security Retirement Age - The age, used as the normal retirement age under the Social
Security Act, to pay unreduced benefits, that depends on the calendar year of birth.

Unfunded Actuarial Accrued Liability (UAAL) - The excess, if any, of the Actuarial Accrued

Liability over the Actuarial Value of Assets. In other words, the present value of benefits
earned to date that are not covered by current plan assets.

Report of the Pension & OPEB Study Commission 47



Vesting - Determination that an employee has reached a defined number of years of service to
be eligible to receive a pension benefit based on the benefits he or she has accrued, or some
portion of them, even if employment under the plan is terminated.

401(k), 403(b), and 457 Plans - These are defined contribution plans which permit employees to
save for retirement on a tax-deferred basis. 401(k) plans are found in the private sector and the
public sector in some states. 403(b) plans are for employees of public educational institutions
and certain non-profit tax-exempt organization. 457 plans (also known as deferred

compensation plans) are for governmental employees and non- church-controlled tax-exempt
organizations.
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Muni-news

a newsletter for Rhode Island municipalities
o

Issued jointly by the:

April 2014

.,j*r"" L ™ e Division of Municipal Finance, Department of Revenue

e Office of the Auditor General

Planning for GASB’s New Pension
Accounting Standards

Two accounting pronouncements issued by the Governmental
Accounting Standards Board (GASB) - Statements No. 67 and 68
- will have a significant impact on government financial statements
beginning in fiscal 2014. For separately issued plan financial
statements and municipalities with locally administered pension
plans, changes will be required in 2014. In fiscal 2015, all
government employers participating in a defined benefit pension
plan will be required to make changes in their financial reporting.

The following is a brief summary of:

= the likely impact on fiscal 2014 and 2015 financial reporting
depending upon which defined benefit pension plans (ERS,
MERS, or locally-administered plans) cover a municipality’s
employees;

= ongoing planning activities at the State level to assist
employers that participate in the state-administered ERS and
MERS plans to implement the new standards;

= recommended planning activities if the municipality
administers its own pension plan (a locally-administered
pension plan); and

= resources available to help with the implementation of these
new pension accounting standards and explain the impact of
these standards on the financial reporting of governments to
elected officials and citizens.

The new standards -

Statement No. 67 — Financial Reporting for Pension Plans (an
amendment of GASB Statement No. 25) — effective for fiscal 2014
financial statements — generally impacts separately issued plan
financial statements and governments that include a locally-
administered pension plan as a pension trust fund within its
financial statements.

Statement No. 68 — Accounting and Financial Reporting for
Pensions (an amendment of GASB Statement No. 27) - effective
for fiscal 2015 financial statements — applicable to the financial
statements of any governmental employer contributing to a
defined benefit pension plan for its employees.
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Fiscal 2014 financial reporting —

If the municipality only participates in the state-administered
ERS (teachers) or MERS plans and does not have a locally-
administered defined benefit plan there will be no impact due to
the new standards on a municipality’s fiscal 2014 financial
statements. However, significant financial reporting changes will
occur in fiscal 2015 as described below.

If the municipality has a locally-administered pension plan(s),
which is included as a pension trust fund within the financial
statements, new note disclosures and required supplementary
information (RSI) are required to be included within the financial
statements for fiscal 2014. This information needs to be provided
by the plan’s actuary. Advance planning with the actuary to
ensure this new data is available to meet the fiscal 2014 financial
reporting/audit timeline is critical. GASB has outlined
requirements regarding when the actuarial data must be
measured. For locally-administered plans, a municipality and its
actuary need to coordinate the measurement dates, any required

changes in actuarial

assumptions, and the timing | Muni-news is a new joint
of data provided to and from | effort between the Department

the actuary. GASB requires of Revenue and the Office of the
that decisions regarding Auditor General to communicate
measurement  dates  be matters  of interest  to
consistently  observed  in municipalities. This  first
future periods. This requires newslettgr, 'prepared by the
advance planning fo ensure OAG, highlights recommended
A P ) Ig hedule i planning considerations for the
L e:et\:ll actuanda sche uebls financial reporting impact of the
workable and can be

. new GASB pension accounting
adhered to going forward.

standards.
When a municipality has a

locally-administered plan, the fiscal 2014 financial reporting impact
is limited to the inclusion of new note disclosures and RSI.
Further financial reporting changes occur in fiscal 2015.

Fiscal 2015 financial reporting —

For all government employers with employees participating in a
defined benefit plan, the net pension liability will be recorded on
the government-wide financial statements at June 30, 2015. The
net pension liability will be calculated in accordance with the new
GASB requirements and reflects the market or fair value of assets
accumulated as of the measurement date. Under current
accounting standards, a liability was recorded on the financial
statements only when a government contributed less than the
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annual required contribution. The recording of the new net
pension liability (for all defined benefit pension plans) will likely be
a material liability on a government's financial statements.

Annual pension expense is generally the change in the net
pension liability between years — this amount is different from the
previous recognition of annual pension cost based on the annual
required contribution. Certain actuarial gains and losses are
deferred and amortized over a defined period as outlined in the
standard rather than recognized immediately. The governmental
fund level financial statements will still include contribution or
funding based amounts as expenditures as opposed to the new
pension expense amounts described above.

For employers who participate in multiple plans (e.g., a
combination of state-administered and locally-administered plans)
— the net pension liability and pension expense recorded on the
government-wide financial statements will be a composite of all
the defined benefit plans. For a cost-sharing plan, such as ERS
which includes teachers, the municipality will recognize their
proportionate share of the ERS plan’s net pension liability and
pension expense.

For employers participating in the state-administered ERS and
MERS plans, the data needed to meet the new net pension
liability, pension expense, and note disclosure requirements will
be provided by the Employees’ Retirement System of Rhode
Island (ERSRI) and the Office of the Auditor General (OAG).
ERSRI's actuary will calculate and provide the new GASB
required information including each participating employer's
proportionate amounts. ERSRI's actuary will also provide the new
information for each participating employer in the MERS plan (an
agent plan). The OAG will audit and opine on the data provided
by ERSRI's actuary. This will allow the auditor of a municipality’s
financial statements to rely on the audited data provided by
ERSRI with only minimal tests of the data.

Planning between ERSRI, ERSRI's actuary, and the OAG is
underway to coordinate specific responsibilities and the timeline to
ensure that employers participating in plans administered by
ERSRI have GASB compliant, audited data available to meet their
financial reporting needs for fiscal 2015.

For locally-administered plans, the data needed for fiscal 2015
financial reporting will again largely be provided by the plan’s
actuary. Planning decisions made to meet the fiscal 2014
financial reporting considerations for a municipality with a locally-
administered plan should facilitate obtaining the information
needed to record the net pension liability and pension expense.

Conclusion -

Due to the complexity of these new pension accounting standards,
municipalities should immediately begin planning with their
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actuary and auditor to ensure all the necessary information will be
available for inclusion in their financial statements.

The significant changes in financial reporting and actuarial
information provided for pension plans should be discussed in
advance with elected officials and those charged with governance.

Additional training opportunities are planned to assist Rhode
Island municipalities in meeting the new pension accounting
standards. These future training events will include detail about
the nature and timing of information for the state-administered
ERS and MERS plans.

Technical Resources -

GASB has good implementation guidance on its website at
gasb.org . Copies of the statements, implementation guides in a
Q&A format, podcasts, and other related guidance materials are
available at no cost. Links to guidance materials:

e  About the new standards

http://www.gasb.org/isp/GASB/Page/GASBSectionPage&cid=1176163528472

e Implementation toolkit

http://www.gasb.org/isp/ GASB/Page/GASBSectionPage&cid=1176163527940

The Government Finance Officers Association (GFOA) has the
following document available for purchase:

An Elected Official's Guide: The New Pension Accounting

http://gfoa.org/downloads/GFOA2013EOQGNewPensionAccounting.pdf

Newlsetter policy: This newsletter is intended to provide municipal
officials and other interested parties with general information on matters
of interest to municipalities. It is neither designed nor intended to address
complex issues in detail.  Accordingly, guidance provided in this
newsletter cannot replace specific guidance provided to a municipality.

This newsletter will typically be published quarterly.
Inquiries about matters included in the newsletter can be directed to:

Division of Municipal Finance, Department of Revenue
One Capitol Hill

Providence, RI, 02908

tel. 401.574.9900

email: Susanne.Greschner@dor.ri.gov>
web:_www.municipalfinance.ri.gov

Office of the Auditor General
86 Weybosset Street
Providence, Rl 02903

tel. 401.222.2435

email: ag@oag.ri.gov

web: _oag.ri.gov
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
Department of Revenue

Office of the Director TEL: (401) 574-8999
One Capitol Hill FAX: (401) 574-8997
Providence, Rl 02908-5855 TDD: (401) 222-1227

July 3, 2012

Dear Mayors, City and Town Managers, and Town Administrators,

Over the course of several months, the Pension Study Commission (*Commission”) worked to
develop funding improvement guidelines to assist municipalities whose locally-administered
pension plans are deemed to be in critical status. As you know, R.l. Gen. Laws § 45-65-6 (2)
states

“...Within one hundred eighty (180) days of sending the critical status notice, the
municipality shall submit to the study commission a reasonable alternative funding improvement
plan to emerge from critical status.”

This means that a funding improvement plan to restore the funded ratio to 60% or better is due
no later than November 11, 2012.

Numerous discussions ensued and at its last meeting on June 18, the Commission voted to
provide these guidelines to municipalities.

Part | provides an overview of the documentation that the municipalities should include in their
funding improvement plans and Part 11 lists specific guidelines. The Commission also provides
a sample improvement plan, which is included as an Appendix to this letter.

I. FUNDING IMPROVEMENT PLAN DOCUMENTATION

A funding improvement plan should be formulated, based on reasonably anticipated experience
and reasonable actuarial assumptions, and should show at least the following:

= FY 2014 Funding of the ARC before and after changes are made;

= Amortization cost, method, including period, interest rate and rate of increase in
payments, if any;

= Assets (Market and Actuarial) and liabilities, before and after changes were made;
» Funded status, before and after changes were made;
= Employer and Employee Normal Costs, before and after changes were made;

= Description of benefit changes (if applicable);
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= Provide a description of the plan to emerge from critical status;

= Time frame when municipality expects to emerge from critical status;

= Required actions to implement the plan;

= Two deterministic forecasts over the amortization period and two years afterwards of the
after change values listed in items 1 through 5 above, plus, total Payroll and total Benefit
Payments. One forecast is based on the actuarial assumptions. The second on the same
assumptions except the investment return is 50 basis points lower than the assumption for
all years;

= Include the actuarial assumptions used to forecast total Payroll growth, new entrants for
open plans; and

» Five-Year Forecast of municipal revenue growth for the time period until plan is no
longer in critical status.

1. FUNDING IMPROVEMENT PLAN GUIDELINES

The Commission has developed guidelines to further assist cities and towns in the formulation of
the Funding Improvement Plans. Generally, the funding improvement period should not exceed
20 years with the plan emerging from critical status within that timeframe.

The local governing body shall submit four funding improvement strategies to the Pension Study
Commission consistent with these guidelines and identify which one has been chosen as the
funding improvement plan. If no funding improvement strategy is approved by the local
governing body, the Pension Study Commission will notify the General Assembly.

1. For municipalities that are funding 100% of the Annual Required Contribution (ARC):

e Maximum amortization period of 30 years in which plans must emerge from critical
status within 20 years;

e maximum percent increase in amortization payments would be 4% (except to make up
for funding of 100% of ARC);

e no decrease in contribution from one year to the next unless the reduction is the result of
a reduction in benefits;

e encourage shorter amortization schedules, with increasing payments;

e for frozen plans with only retirees the amortization period would be not more than the
average future lifetime of the retirees;

e N0 open amortization method;
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e future changes in UAL due to changes in plan benefits, actuarial assumptions and
methods, or experience may be amortized up to 20 years as a separate base; and

e relief provision that would provide for a temporary increase in ARC payments by no
more than 8%.

2. For municipalities that are not funding 100% of the ARC:

e Contribution has to be increased such that the portion of the ARC actually contributed
increases by 20 percentage points each year until it reaches 100%;

e maximum amortization period of 30 years in which plans must emerge from critical
status within 20 years;

e maximum percent increase in amortization payments would be 4% (except to make up
for funding of 100% of ARC);

e no decrease in contribution from one year to the next unless the reduction is the result of
a reduction in benefits;

e encourage shorter amortization schedules, with increasing payments;

e for frozen plans with only retirees the amortization period would be not more than the
average future lifetime of the retirees;

e N0 open amortization method; and

e future changes in UAL due to changes in plan benefits, actuarial assumptions and
methods, or experience may be amortized up to 20 years as a separate base.

If the local governing body believes they cannot meet these guidelines due to extenuating
circumstances or other situations, a full explanation should be provided to the Commission.

In addition, the local governing body shall indicate if they considered a transition to MERS and,
if so, identify what were the significant factors and/or obstacles in that consideration. Further, it
would be helpful for the Commission if municipalities identified what actions could be taken to
potentially facilitate moving locally administered plans to MERS.

We hope that you find these guidelines and the sample improvement plan helpful. 1 would also
like to mention two seminars that will be held on July 10 and August 7. On these dates we will
discuss these guidelines and will answer any questions you may have. You will receive an
agenda for these seminars under separate cover.
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Sincerely,

/
Rosemary Booth Gallogly
Chairperson of the Pension Study Commission

Cec:
Members of the Pension Study Commission
Susanne Greschner, Chief, Division of Municipal Finance
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APPENDIX
Example of a Funding Improvement Plan (Option 1 of 4)
For Community X

Police and Fire Retirement System
October 31, 2012

This represents a sample funding improvement plan which is based on-actual data for a Rhode

Island community, but does not reflect the proposals for benefit modifications.
N \

\ )
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Executive Summary

In accordance with Rhode Island General Laws Section 45-65-6, the City is submitting this
Funding Improvement Plan (Plan) to the Locally-Administered Pension Plans Study
Commission. The City had completed an actuarial valuation and an experience study as of
October 31, 2011. Based on these results the funded status of the pension system is 33.6% and
therefore, considered in critical status.

In the pages that follow we will describe our plans for increasing this ratio to the point that the
plan is no longer considered in critical status. The local governing body for the City has adopted
option number 1, in order to emerge from critical status. The other options are described in
separate reports. This will be accomplished through increased funding and negotiating pension
benefit reductions with the members of the retirement system. We‘expect to achieve this goal in
about 16 years.

Current Funding

The City has accepted the recommendations of our actuary for modifications to the actuarial
assumptions. Based on these results, the actuary is.recommending a pension contribution of
$7,525,388 to the trust based on a 30 year amortization with payments increasing 4.25% per
year. The City has budgeted $1,795,827 for fiscal year 2012, or 23.9% of the recommended
contribution. This also represents 1.44%- of revenue. For fiscal year 2011, the City
contributed 20% of the recommended cq‘bution.

Option 1

Future Funding

The Plan is to increase the funding of the system for fiscal year 2013 to 40% of the
recommended contribution. This.will be increased.20% per year until it reaches 100% of the
recommended contribution for fiscal year 2016. The amortization period will be shortened from
30 years to 25 years in.the determination of the recommended contribution. Exhibit A shows the
forecast of key values under- this approacyesed on the actuarial assumptions adopted, and new
participants entering the plan to replace those terminating and retiring. Exhibits D and E
describe the actuarial assumptions and plan provisions, respectively.

To support this substantial increase the funding of the system, cuts in other line items of our
budget will be required. The following reductions will be made for FYE13:

e Ten positions in various departments will be eliminated

e The Capital budget will be reduced by $500,000

e Negotiated changes in healthcare benefits will save $2,500,000

The revenue enhancements will be made as follows:
Enhancement #1
Enhancement #2
Enhancement #3
Enhancement #4
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Plan Changes

The City intends to negotiate reductions in the pension benefits provided to current active and
retired plan participants as follows:
e Current Cost of Living adjustments are 3% compounded regardless of the Consumer

Price Index. Our intent it to decrease this to the lesser of 2.5% or the change in
Consumer Price Index.

Currently, a participant is eligible to retire at any age after 20 years of service, with no
reduction for early commencement. Our intent is to increase the number of years to 25
and include age 60 to receive an unreduced benefit. Early retirement eligibility will be
age 55 with at least 10 years of service. However, the besr? for early commencement
will include an actuarial reduction for commencing benefits'prior to age 62.

Currently, the benefit formula provides 2.5% of the final average salary of each of the
first 24 years of service. Starting with the next collective bargaining agreement, we
expect to lower this rate to 2.25%.

The benefit is currently based on the final salary earned by the'participant prior to
retirement. We expect to negotiate a change to-using the highest 3 year average salary as

the basis of the benefit calculation.

Our actuary has estimated that these maodific

liabilities of the plan. Their estimates ar

follows:

Current Plan Proposed Plan
Provisions Provisions

Employer Normal Cost $1,893,623 $1,420,217
Employee Normal Cost $986,056 $986,056
Total Normal Cost $2,879,679 $2,406,273
Accrued Liability $159,321,987 $143,389,788
Unfunded Accrued Liability $105,8 4 $89,868,375
Funded Ratio ?/0 37.3%
ARC $8,166,245 $6,748,264

s will substantially reduce the costs and

Exhibit B shows the key values forecasted for the next 27 years based on these revised
provisions-and the new Funding Policy. Exhibit C is the same forecast as Exhibit B, except the
actual return on investments is .5% less than the assumption.

The City assumed that there will be no changes in the retirement system benefits that generate a

net increase in the costs and liabilities of the system until the system and the OPEB plan have

each achieved at least an 80% funded ratio.
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Exhibit A
Forecast of key values

Exhibit B
Forecast of key values (revised provisions)

Exhibit C
Same Forecast than Exhibit B, except actuarial return on investment is

0.5% less than assumption ‘

Exhibit D \

Actuarial Assumptions
(List all pertinent assumptions)

Exhibit E \
Plan Provisions
(List all significant plan provisions here, j*ﬁore and after changes are made to the

program) i

~
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Summary of Responses to Locally-Administered Pension Plan Surveys
Prepared by: Division of Municipal Finance
Date: March 27, 2012

Note: There are 24 municipalities administering 36 local pension plans. All communities responded to the survey. In
instances where municipalities administer more than one plan, it was not always clear whether the response was for all
plans or just for one. Furthermore, in some instances respondents gave multiple answers to the same question resulting in
more responses than the number of respondents. In other instances, respondents did not answer the question. Lastly, the
following overview, as compiled by the Division of Municipal Finance should be used for an overall comparison. Results
by municipality are provided separately.

1) What is the date of your most recent experience study?

Fall, 2011: 1 March, 2012: 3
3/19/2012: 2 March 8, 2012: 1
July, 2008: 1 1/28/2011: 1
2/27/2012: 1 Never Done: 5
Expected 4/1/2012: 6 In process: 2
6/10/2011: 2 Not available: 1
July 1, 2011
2) Has your municipality hired, or is in the process of hiring, an actuary to complete

the experience study, which has to be submitted to the Study Commission by
April 1, 20127 If yes, when do you expect to submit the experience study to the
Study Commission? If no, please provide written notification to the Pension
Study Commission explaining why not.

5 — will be completed by April 1, 2012 deadline

3-yes

1 — anticipated completion is March 19, 2012

1 —in process of

1 - yes — March 27, 2012

1 - March 31%

2 — Town expects the report to be ready by April 1, 2012

3 —yes —prior to April 1

1 - we are attempting to make the April 1* deadline

2 —we will be submitting the experience study by April 1, 2012

1 —in progress to be completed by April 1, 2012

1 - will need additional time to complete the actual study (Warwick Public Schools)

1 — actuary said they will not be able to meet the April 1 deadline (West Warwick)

1- we believe information provided by Buck Consultants and Sherman Actuarial
Services satisfy the Pension Study Commission’s requirements (Central Falls)

1 - Yes, Hopefully by April 1%

1 — Actuaries are working to have it completed by 4/1/12. It will be submitted at time

of receipt
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3) What is the date of your most recent actuarial valuation(s)?

6/30/2011: 16 10/31/2010: 1 1/1/2011:1 3/31/2011:1  7/1/2010: 2
6/30/2010: 3 6/30/2009: 1 1/2012:1 7/1/2012 (To be finalized shortly)

4) How often do you have an actuarial valuation completed? Have you been in
compliance with GASB standards on frequency of valuations?

Of the 24 cities and towns which responded to our survey on Local Pension Plans, a
total of 18 (75%) responded that they have an actuarial valuation completed annually.
The remaining 6 (25%) cities and town have the valuation completed every 2 years.

5) Has your municipality hired, or is in the process of hiring, an actuary to complete
the valuation, which has to be submitted to the Study Commission by April 1,
20127 If yes, when do you expect to submit the valuation to the Study
Commission? If no, please provide written notification to the Pension Study
Commission explaining why not.

Of the 24 communities, 22 responded they either have or will send the valuation to the
Study Commission by April 1, one community responded the valuation is current, and
one community responded it is in process.

Yes — 4/1/2012: 19 Yes—nodate: 1  Already submitted: 1
Completed and already submitted: 2 In process: 1
Our valuation is current: 1 Sent to DMF: 2
6) If applicable, which actuarial firm has your municipality hired?
Angel Pension: 3 Fallon Pension Actuaries: 1 Nyhart: 3 McCloud &
Buck Consultants: 5 Gabriel, Roeder & Smith: 3 Segal: 1 Nichols: 1
Buck Consultants & Hooker & Holcombe: 1 Stone:1  NA:1
Sherman Actuarial: 1~ Milliman: 4 USI Advisor: 2
7) How was the governance structure established? (Please note: Multiple answers

were given to this question.)

Benefit Administration Investment Assets
a) Ordinance 19 9
b) Contract 11 4
c) Arbitration Decision 2 2
d) Past Practice 3 2
e) Plan Document 2 2
f) Ordinance & Contract 2 -
g) City Charter 2 2
h) Council Resolution 1 1
i) Other: To Be Determined 1 1
J) Other: Trust 1

2
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8) How were plan benefit provisions enacted? (Please Note: Multiple answers were given to
this question.)

a) Ordinance 14
b) Contract 20
c) Arbitration Decision 6

d) Past Practice

e) Resolution

f) Plan Document

g) Other: To be determined

el

9) Where are your plan documents as they relate to benefit structure located (e.g.,

city/town website, employee manual, with plan administrator)? (Please Note:
Multiple answers were given to this question.)

Plan Administrator: 11 Town/City Clerk: 4 Website: 4

Finance Department: 8 Legal Department: 1 Town Ordinance: 1
Town Mgr/Administrator: 2 Town Council Pres.: 1  Police/Fire Contracts: 1
Pension Board: 1 Personnel Office: 1

10)  Who has fiduciary responsibility over decisions? (Please Note: Multiple answers were
given to this question.)

a) Investments

Pension Board: Plan Administrator: 1 Town Manager: 1
(along with town treasurer) Investment Counsel: 1
Pension Board/Comm.: 10 Finance Director: 3
Investment Committee: 3 Town Council: 1
Washington Trust: 1 City Treasurer: 1
Budget Committee: 1 Inv. Board and City Council: 1

b) Benefit administration

Town Treasurer: 1 Town Administration: 3 Town Manager: 1
Pension Board/Comm.: 8 Personnel Office: 2

Finance Director/Dept: 7 Town Council: 2

Washington Trust: 1 Treasurer’s Office: 2

Budget Committee: 1 Citizens Bank: 1

11) Please identify who is responsible for day-to-day local administration of the plan.
(Please Note: Multiple answers were given to this question.)

a. Investments

Wells Fargo: 1 Washington Trust: 2

Pension Board & Wainwright Investment Counsel: 2
Investment Advisor: 8 Pension Committee: 2

Janney, Montgomery & Scott: 1 Investment Advisor/Finance Director: 3

Report of the Pension & OPEB Study Commission 64



Finance Director: 5 School Admin. & Union Designees: 1
Investment Manager: 1 To Be Determined: 1

b. Benefit administration

Town/City Treasurer: 2 Human Resources Director: 6  Pension Board &
Citizens Bank: 2 Pension Committee: 2 Town Admin.: 1
Finance Department: 5 Finance Dept. & HR Mgr: 1 To Be Determined: 1
Accounting Supervisor: 1 Pension Board & Dir. of Finance: 1

Finance Director: 3 Pension Admin. & Retirement Office: 1

Budget Committee: 1

12) How often does your Governance Board receive updates on status and performance
of plan investments?

Quarterly: 17
Monthly: 9
To Be Determined: 1

13) If you have a retirement board and/or an investment committee, what type of
fiduciary training are you providing to your retirement board and/or investment
committee? If fiduciary training were available, would you like to attend?

16 - indicated no training provided, but would attend if available.

1 - indicated minimal training was provided.

1 - indicated no training provided, but is working with RI League of Cities & Towns
to implement training.

1 - indicated their board of seasoned executives with finance experience are provided
with information from Washington Trust.

1 — indicated board members are experienced investment or banking professionals

1 - indicated board members receive training via meetings with actuaries and
investment manager.

1 — indicated training provided by Investment Counselor.

1 —indicated they didn’t know due to the experience of the members of the city’s Trust
and Investment Commission.

1 — The city has retained an outside consultant and plans to provide training to the
retirement board and investment committee prior to June 2012.

14) Please identify who is the custodian of the plan’s funds and list any investment
consultants or investment managers retained by the local plan.

2 — Wells Fargo 3 — Washington Trust 2 — USB Financial Serv.
1 - Central Falls/John Hancock 2 — Bank of America 3 - Citizens Bank
1 — Merrill Lynch 1-TD Bank 1 -JP Morgan
2 — Janney Montgomery & Scott 2 —John Hancock 3 — State Street Bank.
1 - Schwab 1 — USI Advisors
4
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15) Did your municipality conduct a pension asset/liability study? If so, when?

- 14 indicated “No”

- 1 indicated Buck Consultants & Sherman Actuarial Services satisfied this requirement.

- 1 indicated “Yes” on 6/30/2011

- 1 indicated “Not recently”

- 1 indicated that “if you mean an Actuarial Study, then July 1, 2011”

- 1 indicated “Evaluated as part of the annual valuation”

- 1 indicated “not a separate pension asset/liability study, only what is included in the
yearly actuarial report”

- 1 indicated “Yes” (Nyhart study in process)

- lindicated “Yes, it was conducted as of June 30, 2011”

- 2 indicated “Yes, 2010~

- 1 indicated “Yes an actuarial valuation is done every 2 years with the most recent report
dated 7/1/2011”

- 1 indicated “Annually, the last being July 1, 2011

- 1 indicated “Yes this year”
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Plan

Original FIP

FIP Status

Bristol Police

The original FIP calls for fully funding the ARC
with shorter amortization and given the size
of plan, no plan changes were indicated.

No changes were made to the original FIP. The town is continuing to
fund 100% of the ARC and has indicated that there are 3 active members
remaining in the plan.

Coventry Municipal

The plan was to negotiate benefit reductions
(employee contribution increase and move to
DC for new employees), tax increases, cost
savings and increased funding, phased up to
ARC.

The town plan has an increased employee contribution rate and
implemented a defined contribution plan and closed defined benefit plan
to new entrants. Three year wage freeze was not implemented. In
addition to the percentage of ARC payments made/scheduled to be
made in FY13 — FY15, the town has made supplemental payments
directly towards the pension liability.

Coventry Police

The plan was to negotiate benefit reductions
(employee contribution increase and move to
DC for new employees), tax increases, cost
savings and increased funding, phased up to
ARC.

The following items from the FIP were in arbitration/court: freeze
longevity pay increase, change to a five year final average earnings
definition, increase the contribution rate to 20%, change retirement
eligibility to age 55 with 25 years of service and change benefit formula
as stated in FIP option 1, eliminate COLAs for all participants including
retirees, closed defined benefit plan to new entrants and implement a
defined contribution plan as stated in FIP.

The town did not receive any items in the original FIP from the arbitrator,
however he did create a new retirement tier that requires officers hired
after 12/31/12 to pay a higher percentage of their salary into their
pension. The pension base for these officers is not as favorable as those
in the prior retirement tiers. The arbitrator also increased the minimum
age and years of service requirements for these officers. COLAs remain
unchanged. In addition, the percentage of ARC payments
made/scheduled to be made in FY2013-15, the town has made
supplemental payments toward the pension liability. The Town states
the original FIP has been revised and is expected to be approved by the
Town Council at its January meeting.

Coventry School Plan

The original FIP, which was not approved by
the governing body, indicated negotiations to
change to a 30-year closed amortization,
remove COLAs for future retirees, change
benefit formula, change average earning to
career average earning.

The ownership of plan is in question.

The original FIP was negotiated with plan participants. The town of
Coventry and school committee had maintained having no funding
responsibility other than the contractually required contribution of
12.75% of covered payroll. Representatives from the interested parties
started meeting in 2013 to find a resolution to the matter. After meeting
for a year, no progress had been made. The town had considered filing a
motion for declaratory judgment. At the request of Governor Chafee,
Steve Hartford started attending meetings to help resolve the matter and
move the process along.

The Division of Municipal Finance offered the services of the state’s
consulting actuary who ran various actuarial scenarios in an effort to
create a FIP that would be favorable to all interested parties. Meetings
were held in November and December at which the actuarial scenarios
were discussed. At the December meeting, all parties agreed there were
sufficient areas of agreement on responsibility for the unfunded liability
in order to draft a tentative agreement to present to all bodies for their
consideration.

Cranston Fire & Police

The FIP called for full ARC payment and COLA
elimination. It was planned to increase to
100% funding by 2014 along with a
temporary or permanent COLA freeze,
extend amortization, and make a one-time
contribution.

At a class action fairness hearing on 12/13/13, the judge entered a final
order approving a settlement between police and fire unions and retirees
modifying the original FIP. The 10-year COLA freeze still applied to those
who decided to opt out and continue their individual suits.
Approximately 76 individuals opted out of the settlement. Under the
terms of a settlement, the annual 3% compounded COLA is suspended,
excluding current or future widow that do not opt out of the settlement,
every other year over a ten year period beginning 7/1/2013. After the 10
year period, for years 11 and 12, the 3% compounded COLA shall be
reduced to 1.5% compounding (excluding current or future widows who
do not opt out of the settlement). After year 12, the COLA is fixed
permanently at 3% compounded per year without any further escalation
based upon any raises to active employees. There were no one-time
contributions in excess of the ARC for FY 2013 and 2014. The City
implemented the above changes to the original FIP that was approved by
the Superior Court to resolve the class action and will continue to fund
per the settlement.
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Plan

Original FIP

FIP Status

Cumberland Police

The plan is to fully fund the ARC and
negotiate benefit reductions. Also plan to
change the definition of salary, accrual rate
years of service, early retirement benefit, and
move new hires to DC plan as well as
increase employee contribution.

The Town of Cumberland has negotiated changes to the benefit formula.
For police hired on or before 7/1/2013, benefits earned through this date
are protected under the original formula of 2.75% of average pay for the
20 years plus 1% of average pay for the next 5 years. For service after
7/1/13 the benefit formula is changed to 2.5% of average pay for the first
20 years plus 1% for the next 10 years. The maximum retirement benefit
is 60% of average pay. Members hired after 7/1/13 earn 2% of pay for
each year of service up to 30 years with pay averaged over the member’s
career. Officers with at least 15 years of service as of 7/1/13 can retire
prior to 7/1/14 under benefit formula prior to the changes. Employee
contribution rate is 8% for employees hired on or before 7/1/13 or 11 for
those hired after this date. For employees hired after 7/1/13, the
retirement age is 55 with 25 years of service, pay is defined as base
salary, longevity and holiday pay with early retirement eliminated.

Johnston Fire & Police
(2 plans)

The FIP proposed substantial changes for
actives and retirees along with increased
funding of ARC subject to negotiations. Plan
to increase retirement age to 55, have a new
definition of salary, average salary at 10
years, 20 year frozen COLA, re- amortization
at 24 years.

The Town of Johnston is following projection 6B of the FIP submitted to
the Commission and approved by its governing body. As of November
2014, the Town has contributed what it refers to as the “contribution
expected to be paid,” not the ARC (The Town planned to fund 62% of FY
2014 ARC per the FIP). The Town finalized its fire contract in March 2014
and did not achieve FIP changes. Negotiations with police employees are
almost complete and the changes outlined in the FIP in order to fully
fund the ARC have also not been achieved. Based up the 7/1/13
valuation report, the Town is actually paying 42% of the ARC. The Town
stated that they have made progress with the OPEB liability.

Narragansett Police (closed)

The plan is to continue current plan benefits
and pay fixed $102,200 per year until fully
funded.

There is no change to the FIP which states that 60% funded level will be
achieved in 20 years by 2032.

Narragansett Town

The plan is to change retirement age for
police and fire to age 60 and 10 years of
service or 25 years of service, other
employees up to age 65 and 10 years, reduce
accrual to 2%, COLA deferred until 2021
which then resumes 3% compounded.
Inactive employees have temporary COLA
deferral only.

Police and fire have agreed to a retirement age of 25 years of service and
reducing the accrual to 2% for employees hired after 7/1/13. The COLA
for police and fire is suspended until 6/30/21 and back to compounded
with exceptions (police 3% COLA simple for hires after 7/1/13 and fire 3%
simple for new employees hired after 7/1/13. The major changes were
made in relation to the OPEB liability during the latest negotiations.

The new memorandum of agreement provides that municipal employees
hired on or after July 1, 2014 shall be eligible to retire upon the
completion of (10) years of credited service, provided that such
employee has attained the age of sixty five (65) years, or at any age after
completion of twenty-five (25) year of credited service. The amount of
unreduced monthly retirement benefit shall be equal to two percent
(2%) of the average final compensation multiplied by the member’s years
of credited service, to a maximum benefit equal to seventy-five percent
(75%) of the member’s average final compensation. The cost-of-living
adjustment for these retirees shall be suspended until 2021at which time
it shall be restored at a rate of three-percent (3%) per year
uncompounded. A revised and approved FIP is expected in January.

Newport Fire

Continue current funding policy and plan
benefits.

There is no change to the FIP which is to continue to fund the plan in
accordance with the actuarially required contribution and there are no
items that are not fully implemented effective July 1, 2014.

Newport Police

Continue current funding policy and plan
benefits.

There is no change to the FIP which is to continue to fund the planin
accordance with the actuarially required contribution and there are no
items that are not fully implemented effective July 1, 2014.

Pawtucket Police & Fire

FIP calls for reductions in COLA, and active
benefits. Exception for retirees earning
<$30,000.

There will be a 3-year COLA freeze, effective 7/1/14, except for retirees
earning less than $30K. The calculation of retirement benefit changed to
2.5% for first 20 years or 50% and 2% for the next 10 years for a total of
70%, approved in new fire contract (term 7/1/13 to 6/30/16). The
contribution for actives is changed from 7.5% to 9%, in new fire contract
for newly hired after 5/1/13. There is a different contribution for fire
employees hired before that date. Added a termination benefit option of
2.5% to credit service with less than 20 years but more than 10 years
served, changed pension salary base to a 3-year average. Police contract
is still being negotiated and is expected to include similar language.
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Plan

Original FIP

FIP Status

Portsmouth Muni, Police & Fire

FIP is to continue policy of funding ARC.
Current employees will stay in the defined
benefit plan, benefit multipliers will decrease
to 1% for service after 7/1/13, COLA will be
reduced to 1.7% for all future retirees and
COLA will begin five years after retirement,
employees will contribute 4% of pay to the
defined benefit plan, employees will
contribute 5% of pay and the Town will
contribute an additional 1% of pay to a
defined contribution plan (School
Department contribution of 3% of pay for its
employees), new employees will join a
defined contribution plan with employees
and town each contributing 8% of pay.

Town introduced pension reforms which were not included in the 7/1/13
valuation. The ARC will be 100% funded in the 7/1/14 valuation.
According to the town, they use a lower rate of return, 6.75%. The Town
negotiated that current employees will stay in the defined benefit plan,
benefit multipliers will decrease to 1% for service after 7/1/13, COLA will
be reduced to 1.7% for all future retirees and COLA will begin five years
after retirement, employees will contribute 4% of pay to the defined
benefit plan, employees will contribute 5% of pay and the Town will
contribute an additional 1% of pay to a defined contribution plan (School
Department contribution of 3% of pay for its employees), new employees
will join a defined contribution plan with employees and town each
contributing 8% of pay. Police are in arbitration for contribution to
defined benefit move from 8% to 9%.

Providence City Employees

The plan called for pension benefit
reductions provided to current active &
retired plan participants, including: freeze all
scheduled COLA’s for next 10 years. For class
A: freeze all COLA’s indefinitely for all
current and future retirees.

The City negotiated COLAs to be frozen for 10 years, Class A and Class B
COLA’s frozen as outlined in FIP, all 5% and 6% COLAs permanently
eliminated, benefit based on average of the four highest years out of the
last 10 years, and all employees are required to contribute for each year
they receive a pension accrual.

Scituate Police

FIP calls for COLA reduction for future
retirees to 2% (from 3%), lower benefit
accruals, change salary to a final 5-year
average, annual employee contribution
would increase from 10% to 12%, increased
funding.

The plan to reduce the benefit accrual, reduce the COLA from 3% to 2%
and increase the employee contribution to 12% is currently in
arbitration. Upon resolution of the arbitration, the town stated that they
will be able to fully access the status of their FIP, and make changes
which they will submit for approval, if applicable. Since the town is
currently in arbitration, the FIP is contingent upon an arbitrators’
decision that is yet to be rendered.

Smithfield Police

The plan calls for increased funding and
budget cuts. Scenarios include increasing
ARC from current 78.3% in FY 2013 to 100%.

The town responded that there are no budget cuts as referred to in
original FIP to support additional contribution. The town is committed to
fully funding the ARC according to its FIP and as actuarially determined
per valuation reports.

Tiverton Police

Plan to increase funding. The contribution
would increase to 119% of recommended
contribution for no less than 8 years.
Pension eligibility increased to 25 years and
amortization is changed from open 25 years
to closed amortization.

The town reported that it has implemented the original FIP which is to
increase its funding to 119% of the recommended contribution in FY
2013. Changed to closed amortization, thus meeting the guidelines.

Warwick Fire & Police |

FIP did not recommend changes. The plan is
to continue with 40 year contribution
strategy until ARC is fully funded in 2035.

Continuing with 40 year contribution strategy as established by the City
Council ordinance.

West Warwick
Municipal Police & Fire

Increased funding, negotiated plan changes,
increases in revenue, decreased in other
budget line items.

On 4/1/14 the town council approved a 5-year plan which has the town
planning to fund the pension ARC at 100% beginning in FY15. There has
been successful negotiation with all employee unions and retirees. The
actuary completed a revised FIP to reflect the negotiated concessions.
The revised FIP, which was approved by the governing body on 6/3/14,
indicated that the town contributed $6 million for FY 2014, or 58%, of the
recommended contribution. The plan calls for funding to increase to
100% of the ARC by FY 2016. The pension plan will emerge from critical
status by FY 2033.

Woonsocket

Retirees continue to receive monthly benefits
according to their elected benefit form. All
future COLAs are eliminated for those
currently eligible for them.

On December 23, 2014, many police and fire retirees entered into a MOA
with the City that reduces annual 3% compounded COLA to 2%
compounded every other year until 2023. A two percent compounded
COLA will be granted for FY 2017 (effective 7/1/16); FY 2019 (effective
7/1/18); FY 2021 (7/1/20), FY 2023 (7/1/22), and then for each fiscal year
thereafter until the fund reaches 80%. When the fund reaches an 80%
funding level, then a 3% compounded COLA will be granted. Other non-
represented retirees will be given the opportunity to sign onto
agreement and have 2% COLA restored retroactively. Revised FIP will be
presented to the Woonsocket Budget Commission in January for
approval.
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OPEB DATA

Discount
Valuation Date [Municipality Rate Health Care Cost Trend Rate
6/30/2011|Barrington 5.0% |8% per year graded off 0.50% per year to an ultimate rate of 4.50% per year
6/30/2011|Barrington Schools 5.0% |8% per year graded off 0.50% per year to an ultimate rate of 4.50% per year
7/1/2012|Bristol 6.75% [7.1% initial rate to an ultimate rate of 4.7%
7/1/2011(Burrillville 4.00% (8% initial rate to an ultimate rate of 5%
12/31/2011|Central Falls 4.50% (8% initial graded off 0.5 per year to an ultimate rate of 4.5%
7/1/2012[Charlestown 7.50% |5.6% initial to an ultimate of 4.6%
7/1/2011{Coventry 4.00% [5.8% to an ultimate of 4.4%
7/1/2012|Cranston 7.50% |8.5% graded 0.5% per year to an ultimate of 4.5%
6/30/2011|Cranston Schools 3.50% |9.0% graded 0.5% per year to an ultimate of 4.5%
6/30/2012|Cumberland 4.00% [10% graded 0.5% per year to an ultimate of 5%
6/30/2011|East Greenwich 4.25% [8.5% per year graded off 0.50% per year to an ultimate rate of 4.5% per year.
6/30/2011|East Greenwich Schools 4.25% [8.5% per year graded off 0.50% per year to an ultimate rate of 5.00% per year.
10/31/2011|East Providence City Plan 4.50% |9% decreasing by 0.50% annually to an ultimate rate of 5.0%
10/31/2011|East Providence School Plan 4.50% [9% decreasing by 0.50% annually to an ultimate rate of 5.0%
NA|Exeter
7/1/2009(Foster 4.00% |10% initial graded 1% annually to an ultimate rate of 5.0%
7/1/2010|Glocester 4.00% |10% initial graded 1% annually to an ultimate rate of 5.0%
NA|Hopkinton
7/1/2011{Jamestown Town 4.00% (8% graded 0.5% per year to an ultimate rate of 4.5%
7/1/2011{Jamestown School 4.00% [8.5% per year graded off by 0.50% per year to an ultimate rate of 4.5%
6/30/2012|Johnston 3.50% |9.5% graded 0.5% per year to an ultimate of 5.0%
6/30/2013|Lincoln 7.50% |9.0% initial graded 0.5% per year to an ultimate of 5.0%
6/30/2011|Little Compton 4.00% (8% graded off 0.5% per year to an ultimate rate of 4.5%
6/30/2011|Middletown 7.50% |8% graded off 0.5% per year to an ultimate rate of 5%
6/30/2012|Narragansett 4.50% [10% initial graded 1% per year until 7%, then 0.5% per year until the ultimate rate of 5%
7/1/2012|Newport 7.50% |Ultimate Healthcare Cost Trend Rate of 3.8%
NA[New Shoreham
7/1/2010{North Kingstown 4.00% [9% initial graded 1% per year to an ultimate rate of 5%
7/1/2012(North Providence 4.00% [7.3% initial rate with an ultimate rate of 4.7% over 70 years
7/1/2011(North Smithfield 4.00% [9% initial graded 1% the first year, 0.5% in years after to an ultimate rate of 5%
7/1/2011|Pawtucket 4.00% (8% graded off 0.5% per year to an ultimate rate of 5%
6/30/2013|Portsmouth 5.24% |9% per year graded off by 0.50% per year to an ultimate rate of 5% per yea
6/30/2012|Portsmouth School 4.00% [9.5% per year graded off by 0.50% per year to an ultimate rate of 5% per yeal
7/1/2011|Providence 4.00% [7.5% initial graded to a 4.5% ultimate after 11 years
NA|Richmond
3/31/2013|Scituate 4.50% [7.5% initial graded off 0.5% per year to an ultimate of 4%
6/30/2013|Smithfield 5.25% |9% initial to an ultimate of 4.5% by the year 2021
7/1/2011{South Kingstown 8.00% |5.8% initial rate to an ultimate rate of 4.4% after 49 years
7/1/2012(Tiverton 3.50% |11% initial graded 1% per year to an ultimate rate of 5.0%
6/30/2012|Warren 4.00% [10% graded 0.5% per year to an ultimate rate of 5%
7/1/2011{Warwick 4.00% [15.2% to an ultimate rate of 5.7%
7/1/2011{Warwick Schools 4.00% [5.4% to an ultimate rate of 5.7%
NA|West Greenwich
6/30/2012|West Warwick 4.00% [9% initial graded 0.5% to an ultimate rate of 5%
7/112012|Westerly 7.50% |10% initial graded 1% to an ultimate of 5%
7/1/2012|Westerly Schools Not available
7/1/2011|Woonsocket 4.00% [9% initial to an ultimate rate of 5% by 2015
7/1/2011{Woonsocket - Schools 4.00% (8% to an ultimate rate of 5%
6/30/2012|Bristol Warren School Districi 5.00% |10% initial grading off 0.5% per year to an ultimate rate of 5%
6/30/2012|Chariho School District 4.00% [10% initial grading off 0.5% per year to an ultimate rate of 5%
7/1/12012|Exeter West Greenwich School Dist. 4.00% [9% initial grading off 1% per year to an ultimate rate of 5% by 201€

6/30/2012

Foster Glocester School District

4.00%

8.5% initial grading off 0.5% per year to an ultimate rate of 5% by 2020

Source: R.l. Division of Municipal Finance based on most recent OPEB valuations submitted as of February 24, 2014.
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OPEB Membership and UAAL

Municipal Plan Only Membership UAAL
Active Retiree Total

Barrington 81 16 97 $4,774,940
Bristol 138 119 257 13,284,000
Central Falls 70 78 148 14,112,791
Charlestown 22 20 42 3,567,000
Cranston 313 595 908 63,098,440
East Greenwich 114 39 153 11,544,931
East Providence 365 184 549 76,217,756
Foster 59 12 71 780,502
Glocester 118 25 143 2,314,731
Jamestown 10 8 18 3,482,971
Portsmouth 87 43 130 12,324,207
Warren 55 7 62 3,592,138
Warwick 729 713 1,442 223,593,412
Westerly 48 40 88 10,909,168
Woonsocket 341 437 778 155,670,034
Subtotal 2,550 2,336 4,886 8599,267,021

Municipal & School

Plan Together

Burrillville 303 68 371 $2,190,597
Coventry 717 385 1,102 12,523,000
Cumberland 443 126 569 39,386,221
Johnston 664 680 1,344 186,959,399
Lincoln 356 113 469 15,498,655
Little Compton 49 11 60 2,629,923
Middletown 372 273 645 26,124,808
Narragansett 355 169 524 71,347,783
Newport 653 527 1,180 96,229,056
North Kingstown 760 164 924 36,223,703
North Providence 705 272 977 66,227,000
North Smithfield 243 32 275 6,291,808
Pawtucket 1,436 780 2,216 312,260,277
Providence 5,109 3,631 8,740 1,149,115,000
Scituate 393 54 447 3,977,363
Smithfield 460 100 560 35,141,509
South Kingstown 769 258 1,027 17,610,000
Tiverton 274 96 370 24,492.216
West Warwick 528 547 1,075 107,329,661
Subtotal 14,589 8,286 22,875 $2,211,557,979

School Only Plan

Barrington Schools 397 77 474 $16,971,386
Cranston Schools 1,006 365 1,371 26,287,884
East Greenwich Schools 231 14 245 4,110,870
East Providence School 529 235 764 28,331,194
Jamestown School 57 25 82 6,496,005
Portsmouth School 275 86 361 7,207,872
Warwick Schools 1,380 276 1,656 37,833,649
Westerly Schools? 974,441
Woonsocket Schools 748 217 965 57,310,469
Subtotal 4,623 1,295 5,918 $185,523,770

School District Plan

Bristol/Warren 68 290 358 $24,218,300
Chariho 394 19 413 1,472,182
Exter/West Greenwich 192 31 223 3,999,389
Foster/Glocester 3,015,744
Subtotal 654 340 994 | 832,705,615
TOTAL 22,416 12,257 34,673 $3,029,054,385

No OPEB: Exeter, Hopkinton, New Shoreham, Richmond, and West Greenwich

Source: RI Division of Municipal Finance, based on most recent OPEB valuations submitted as of February 24, 2014.
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A Preliminary Analysis of the
Cost of Municipal Employees’ and Retirees’
OPEB in Rhode Island Communities

As of December 5, 2014

A review of Rhode Island cities and towns revealed that many were confronted with a
significant unfunded OPEB liability. The Division of Municipal Finance (DMF)
reviewed the following:

= |n addition to municipal governments, how many other local plan sponsors face
similar structural issues?

= What is the amount of unfunded local government OPEB liability in Rhode
Island?

= What is the impact on the property tax levy?

To better understand these issues, we surveyed all 39 cities and towns, and four regional
school districts. An earlier version of this report was provided to the Locally-
administered Pension and OPEB Study Commission in November 2013. This current
version is based on the most recent data available and utilizes the most recent actuarial
valuation reports filed by these plan sponsors with DMF. OPEB and related financial data
were compiled and analyzed. Please note that the data presented here are a snapshot in
time, as new valuations will be submitted as they are completed. This report presents key
summaries from that research.

The primary purpose of this document is to create awareness of OPEB commitments and
funding pressures and to foster proactive discussion among stakeholders. The
Government Accounting Standards Board (GASB) has accounting and financial reporting
changes proposed for OPEB which will have a dramatic effect on governmental financial
statements. We strive to promote an increase in the knowledge base and adoption of best
practices.

Disclaimer: The following information is provided as a public service and is intended for
research and educational purposes only. This information is introductory and written to
familiarize the reader with the issues surrounding employee benefits. Where clarification
IS needed, it may be useful to consult the original sources cited for each municipal plan
sponsor.

For more information

Susanne Greschner

Chief, Division of Municipal Finance
Email: Susanne.greschner@dor.ri.gov
Web: http://www.municipalfinance.ri.gov
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The scope of the OPEB liability

= Of 52 local public plan sponsors in Rhode Island (including 39 cities and towns,
nine separate school valuations, and four regional school districts), most were
found to provide some level of OPEB based on the most recent valuations
submitted to DMF.

= The total OPEB liability for Rhode Island’s cities, towns and regional school
districts is $3.027 billion. This liability is funded at 1.7%, resulting in a net
unfunded liability of $3.026 billion.

= Providence has an unfunded liability of $1.1 billion on the basis of actuarial data
from July 1, 2011. This equates to 38% of the total for all local plan sponsors.

= Actuarial data lags behind fiscal year reporting. Valuation dates used for this
report range from 2009 to 2014.

= The number of plan sponsors that have begun prefunding OPEB is 13, or 25%, of
the 52 plan sponsors studied.

What is OPEB?

“Other postemployment benefits” (OPEB) is the term used to describe benefits offered to
employees which are received after they separate from service. The accrued liability
reflects the value of the benefits earned during their years of service which will be
granted to them in the future. The most common benefit is healthcare for retiree and their
beneficiary. Some plans also include dental, life and other insurances. Though these
benefits have been offered for decades, the majority of state and local governments did
not calculate the respective liability until required to do so by accounting standards
beginning in 2007.

How was the data collected?

For this study, we reviewed the most recent valuation reports submitted by cities and
towns. According to GASB, an actuarial valuation is required at least biennially for
OPEB plans with a total membership (including employees in active service, terminated
employees who have accumulated benefits but are not yet receiving them, and retired
employees and beneficiaries currently receiving benefits) of 200 or more, or at least
triennially for plans with a total membership of fewer than 200. Employers with fewer
than one hundred total plan have the option to apply a simplified alternative measurement
method instead of obtaining actuarial valuations.

What about school districts and other types of plan sponsors?

In addition to the 39 cities and towns in Rhode Island, there are 4 separate regional
school districts included in the study. At this time we have not included fire districts,
water and sewer authorities and housing authorities. Please note that some municipalities
have separate school valuations which are also included in this analysis.
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How current are the actuarial valuations that measure the unfunded liability?

Figure 1 - OPEB valuation age

Not
Valuation Year 2009 2010 2011 2012 2013 2014  required  Total
Number of Units 1 7 14 14 10 1 5 52
Percent of Units 2% 13% 27% 27% 19% 2% 10% 100%

Timeliness of the actuarial valuation is an important consideration to this analysis. As
figure 1 shows, valuation dates range from 2009 to 2014. When reviewing valuation
reports, it is important to keep this in mind. Since the original publication of this report
in November 2013, we have received 17 new valuations. In the data verification phase of
this project, it was found that some cities and towns had more recent valuation reports in
draft form. The actuarial projection for assets and liabilities used the data for the year
closest to the actual valuation date. Older valuations may not reflect the impact that the
State’s pension reform might have on the OPEB liability due to changes in the MERS
and teacher retirement system eligibility provisions.

What is the trend?

The comparison in Figure 2, on the next page, illustrates that there has been some
improvement in lowering the OPEB liability for Rhode Island municipalities when
compared with the Auditor General’s Pension & OPEB report from September 2011.

= The total accrued liability for all cities and towns has decreased by 15% to $3.027
billion.

= |n two years the town of Jamestown has seen its accrued liability more than
double (110%).

= Many of the larger increases and decreases in the individual plan sponsor’s
liability occurred where there was a larger gap between valuations. For example:

o Portsmouth Schools — 4 year gap, 60% increase

Warren — 4 year gap, 44% increase

Little Compton — 5 year gap, 43% increase

Westerly Schools — 4 year gap, 38% decrease

West Warwick — 5 year gap, 58% decrease

Johnston — 5 year gap, 13% decrease

= The growth in OPEB obligations could reflect more accurate definitions of the
existing benefits and eligibility provisions, more realistic actuarial assumptions,
and adoption of GASB standards which requires a lower discount rate if the
OPEB obligation is not funded on an actuarial basis. Changes in the liability also
could be the result of expansion or contraction of benefits.

O O0O0O0O0
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Figure 2 - Comparison of Recent Valuation Reports Sorted by Greatest Increase in Accrued Liability from Prior Valuation

PRIOR VALUATION*

MOST RECENT VALUATION

Valuation Actuarial
Report Accrued Valuation Actuarial Increase/ % Increase
Municipality Date Liability Report Date Accrued Liability (Decrease) (Decrease)
Jamestown Town 1/1/2009 1,661,060 7/1/2011 3,482,971 1,821,911 110%
Portsmouth School 7/1/2007 4,514,458 7/1/2011 7,207,872 2,693,414 60%
Burrillville 7/1/2008 1,693,855 7/1/2012 2,510,127 816,272 48%
Warren 7/1/2007 3,018,423 7/1/2011 4,332,008 1,313,585 44%
Little Compton 7/1/2007 1,954,239 6/30/2013 2,788,371 834,132 43%
Bristol 7/1/2008 12,862,000 7/1/2014 16,495,428 3,633,428 28%
Woonsocket - Schools 7/1/2009 47,145,503 7/1/2012 59,447,193 12,301,690 26%
North Providence 7/1/2008 52,758,000 7/1/2012 66,227,000 13,469,000 26%
Cranston 7/1/2010 50,765,110 7/1/2012 63,353,593 12,588,483 25%
North Smithfield 7/1/2009 5,796,707 7/1/2013 7,141,640 1,344,933 23%
Barrington 6/30/2009 21,471,689 7/1/2010 25,488,883 4,017,194 19%
Woonsocket 7/1/2009 132,987,895 7/1/2012 157,305,211 24,317,316 18%
Westerly 7/1/2009 12,379,627 7/1/2012 14,382,821 2,003,194 16%
East Greenwich 7/1/2009 13,840,762 7/1/2010 15,655,801 1,815,039 13%
Exeter West Greenwich School I 7/1/2008 3,554,702 7/1/2012 3,999,389 444,687 13%
Charlestown 7/1/2009 4,947,000 7/1/2012 5,361,000 414,000 8%
North Kingstown 7/1/2010 34,510,724 7/1/2010 36,223,703 1,712,979 5%
South Kingstown 7/1/2009 18,700,000 7/1/2011 19,260,000 560,000 3%
Middletown 7/1/2009 32,387,961 6/30/2013 33,178,340 790,379 2%
East Providence School Plan 10/31/2009 27,709,764 11/1/2010 28,331,194 621,430 2%
Portsmouth 7/1/2008 13,026,759 7/1/2012 13,090,922 64,163 0%
Foster 7/1/2009 780,502 7/1/2009 780,502 - 0%
Narragansett 7/1/2010 72,792,463 7/1/2011 71,347,783 (1,444,680) -2%
Coventry 7/1/2009 12,835,000 7/1/2011 12,523,000 (312,000) -2%
Warwick 7/1/2009 229,348,977 7/1/2011 223,593,412 (5,755,565) -3%
East Providence City Plan 10/31/2009 78,291,702 11/1/2010 76,217,756 (2,073,946) -3%
Glocester 7/1/2008 2,199,146 7/1/2012 2,104,978 (94,168) -4%
Newport 7/1/2009 125,947,132 7/1/2013 119,400,005 (6,547,127) -5%
Warwick Schools 7/1/2009 41,643,649 7/1/2011 37,833,649 (3,810,000) -9%
Foster Glocester School District | 7/1/2009 3,405,892 7/1/2011 3,015,744 (390,148) -11%
Johnston 6/30/2008 226,245,500 7/1/2013 199,586,608 (26,658,892) -12%
Chariho School District 7/1/2009 1,715,539 7/1/2011 1,472,182 (243,357) -14%
Scituate 3/31/2009 4,713,768 4/1/2012 3,977,363 (736,405) -16%
Cranston Schools 7/1/2009 31,160,310 6/30/2011 26,287,884 (4,872,426) -16%
Cumberland 7/1/2008 46,872,000 7/1/2011 39,386,221 (7,485,779) -16%
Smithfield 7/1/2010 29,610,752 6/30/2013 24,768,046 (4,842,706) -16%
Pawtucket 7/1/2009 378,184,421 7/1/2013 309,654,353 (68,530,068) -18%
Providence 7/1/2009  1,498,491,000 7/1/2011 1,149,115,000 (349,376,000) -23%
Bristol Warren School District 7/1/2009 31,379,203 7/1/2011 22,072,077 (9,307,126) -30%
Tiverton 7/1/2009 36,172,948 7/1/2012 24,492,216 (11,680,732) -32%
Lincoln 6/30/2010 24,880,760 7/1/2012 15,778,660 (9,102,100) -37%
Westerly Schools 7/1/2008 1,576,533 7/1/2012 974,441 (602,092) -38%
Jamestown School 7/1/2009 14,153,205 7/1/2011 6,496,005 (7,657,200) -54%
West Warwick 7/1/2008 136,587,286 7/1/2013 57,953,063 (78,634,223) -58%
Central Falls 7/1/2009 32,011,503 6/30/2013 12,000,546 (20,010,957) -63%
Hopkinton NA -
New Shorham 1,643,452 NA 1,643,452 -
Richmond NA -
West Greenwich 73,250 NA 73,250 -
Totals 3,560,402,131 3,027,811,663 (532,590,468) -15%
*based on the 2011 Pension & OPEB Report issued by the RI Auditor General. For comparison purposes 2 school district
valuations were rolled into the data for the respective town (Barrington and East Greenwich).
*based on most recent OPEB valuation report received by the Division of Municipal Finance from the municipality or entity.
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How many local plan sponsors prefund OPEB?

Figure 3 shows the number of plans in cohorts of funding level. The majority of local
plan sponsors have not started prefunding. Plan sponsors, regardless of whether or not
they have begun prefunding, have a long way to go.

= 34 out of 52 plan sponsors (or 65%) are at 0% funded

= even the most well funded plan (Charlestown) is at a level of 33.5%
= 73% are funded between 0 — 5%

= 81% are funded between 0 — 20%

Figure 3 - Number of plan sponsors at various funding levels

No 1% 6% 11% 16% 20%
valuation to to to to to 35%
OPEB Fund Ratio Level report 0% <1% 5% 10% 15% 20% 34% or>  Total
Number of plan sponsors 5 34 1 3 1 2 1 5 0 52
Percent of Total 10% 65% 2% 6% 2% 4% 2% 10% 0% 100%

Plans with no OPEB Liability:

= Exeter
= Hopkinton
= Richmond

Plans where a valuation report was not required per GASB 45 requirements:
= New Shoreham
= West Greenwich

How does OPEB relate to municipal budgets?

Three concepts are associated with the annual budgetary cycle: annual required
contribution, cost and actual contribution. First, the annual required contribution (ARC)
is the employer’s required contribution, based upon an actuarial analysis, to fund the
normal cost for employees (the value of one year’s accrual of the future benefit) plus a
component for amortization of the total unfunded actuarial accrued liabilities.

Annual Required = Normal + Amortization of Unfunded
Contribution Cost Liability

“Cost” is an accounting concept that is based on the ARC plus or minus adjustments to
reflect past under- or over-contributions. The contribution is the actual amount paid to
the benefit plan. For employers that are not prefunding the OPEB plan, the contribution
will equal the amount paid for current retiree benefits.
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How does the OPEB ARC relate to the municipal tax levy?

The primary source of revenue for most local governments is the property tax. The tax is
levied by cities and towns on the basis of a tax rate. The levy is essentially the sum of all
the tax bills in the municipality. The tax rate represents what a property taxpayer will
pay per $1000 of assessed value on their property. The tax rate is set by local officials to
pay for local services through the annual budget process.

During budget deliberations, requests are sometimes viewed as a percentage of the total
tax levy equivalent to determine budget priorities. In general, this table shows how much
of municipalities resources would be consumed by OPEB obligations if a municipality
funded 100% of the ARC.

To better understand the resources required to fully fund OPEB, see Figure 4, OPEB
Annual Required Contribution as a percent of the levy. However, please note that there is
currently no requirement to fully fund the OPEB ARC. For the smallest population
groups, OPEB ARC is roughly equal to 1%. For the largest population group the ARC is
21% of the levy. Figure 4 also shows how the OPEB ARC as a percentage of the levy
increases with the size of the population. This chart shows an apparent relationship
between increased population and the ARC as a percent of levy. However, other factors,
such as population density, property values per capita, larger and more specialized fire
and police services per capita also could have an impact and require further scrutiny.

Figure 4 - ARC as a percentage of the levy, by population group

Annual Required

Population Contribution ARC as %
Category Units (ARC) 2014 Levy of Levy
Less than 3,500 19 - $ 8,723,934 0%
3,501 - 10,000 9 1,874,234 149,982,174 1%
10,001 - 20,000 11 20,256,912 404,244,815 5%
20,001 - 30,000 8 41,444,938 470,613,989 9%
30,001 - 50,000 6 41,378,945 423,408,660 10%
50,000 - 100,000 3 50,069,377 504,741,301 10%
More than 100,000 1 70,354,000 340,814,524 21%
Total 39 225,378,406 2,302,529,397
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Appendix for Figure 1 - OPEB valuations, data sorted by valuation year, by municipality

Valuation ~ Number of
Municipality Report Date Units
Foster 7/1/2009 } 1
Barrington 7/1/2010
Barrington Schools 7/1/2010
East Greenwich 7/1/2010
East Greenwich Schools 7/1/2010
North Kingstown 7/1/2010 7
East Providence City Plan 11/1/2010
East Providence School Plan 11/1/2010
Cranston Schools 6/30/2011
Chariho School District 7/1/2011
Coventry 7/1/2011
Cumberland 7/1/2011
Foster Glocester School District 7/1/2011
Jamestown School 7/1/2011 14
Jamestown Town 7/1/2011
Narragansett 7/1/2011 f
Portsmouth School 7/1/2011
Providence 7/1/2011
South Kingstown 7/1/2011
Warren 7/1/2011
Warwick 7/1/2011
Warwick Schools 7/1/2011
Scituate 4/1/2012
Burrillville 7/1/2012
Charlestown 7/1/2012
Cranston 7/1/2012
Exeter West Greenwich School District 7/1/2012
Glocester > ® 7/1/2012
Lincoln * 7/1/2012 14
North Providence 7/1/2012
Portsmouth 7/1/2012
Tiverton 7/1/2012
Westerly ’ 7/1/2012
Westerly Schools’ 7/1/2012
Woonsocket 7/1/2012
Woonsocket - Schools 7/1/2012
Central Falls 6/30/2013
Little Compton 6/30/2013
Middletown 6/30/2013
Smithfield 6/30/2013
Bristol Warren School District 7/1/2013
Johnston 7/1/2013 ’
Newport 7/1/2013 10
North Smithfield 7/1/2013
Pawtucket 7/1/2013
West Warwick 7/1/2013 )
Bristol 7/1/2014 } 1
Exeter
Hopkinton
New Shorham 5
Richmond
West Greenwich
Total units 52
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Appendix for Figure 3 - Data sorted by funded percentage

Funded
Municipality Total Liability UAAL Percentage # of Plan Sponsors
Charlestown 5,361,000 3,567,000 33.5%
Bristol 16,495,428 11,979,428 27.4%
Newport 119,400,005 90,372,187 24.3% 5
Westerly 14,382,821 10,909,168 24.2%
Barrington 5,992,513 4,774,940 20.3%
Warren 4,332,008 3,592,138 17.1% 3}
Barrington Schools 19,496,370 16,971,386 13.0% }
Middletown 33,178,340 29,160,190 12.1%
South Kingstown 19,260,000 17,610,000 8.6% 1
Smithfield 24,768,046 23,790,579 3.9%
Portsmouth 13,090,922 12,688,743 3.1% } 3
Lincoln 15,778,660 15,498,655 1.8%
Cranston 63,353,593 63,098,440 04% } 1
Bristol Warren School District 22,072,077 22,072,077 0.0%
Burrillville 2,510,127 2,510,127 0.0%
Central Falls 12,000,546 12,000,546 0.0%
Chariho School District 1,472,182 1,472,182 0.0%
Coventry 12,523,000 12,523,000 0.0%
Cranston Schools 26,287,884 26,287,884 0.0%
Cumberland 39,386,221 39,386,221 0.0%
East Greenwich 11,544,931 11,544,931 0.0%
East Greenwich Schools 4,110,870 4,110,870 0.0%
East Providence City Plan 76,217,756 76,217,756 0.0%
East Providence School Plan 28,331,194 28,331,194 0.0%
Exeter West Greenwich School District 3,999,389 3,999,389 0.0%
Foster 780,502 780,502 0.0%
Foster Glocester School District 3,015,744 3,015,744 0.0%
Glocester 2,104,978 2,104,978 0.0%
Jamestown School 6,496,005 6,496,005 0.0%
Jamestown Town 3,482,971 3,482,971 0.0%
Johnston 199,586,608 199,586,608 0.0% 34
Little Compton 2,788,371 2,788,371 0.0%
Narragansett 71,347,783 71,347,783 0.0% >
North Kingstown 36,223,703 36,223,703 0.0%
North Providence 66,227,000 66,227,000 0.0%
North Smithfield 7,141,640 7,141,640 0.0%
Pawtucket 309,654,353 309,654,353 0.0%
Portsmouth School 7,207,872 7,207,872 0.0%
Providence 1,149,115,000 1,149,115,000 0.0%
Scituate 3,977,363 3,977,363 0.0%
Tiverton 24,492,216 24,492,216 0.0%
Warwick 223,593,412 223,593,412 0.0%
Warwick Schools 37,833,649 37,833,649 0.0%
West Warwick 57,953,063 107,329,661 0.0%
Westerly Schools 974,441 974,441 0.0%
Woonsocket 157,305,211 157,305,211 0.0%
Woonsocket - Schools 59,447,193 59,447,193 0.0%
Exeter - -
Hopkinton - -
New Shorham 1,643,452 1,643,452
Richmond - -
West Greenwich 73,250 73,250
Total 3,027,811,663 3,026,311,409 47
No valuation reports required 5
52
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Appendix for Figure 4

Municipality ARC Population 2014 Levy
New Shorham 953 8,723,934
Little Compton 258,326 3,502 10,329,739
Foster 73,806 4,574 11,269,380
Jamestown Town & School 821,274 5,418 19,160,795
West Greenwich 6,028 17,775,265
Exeter 6,508 13,048,988
Richmond 7,690 16,740,540
Charlestown 527,000 7,854 22,679,021
Hopkinton 8,162 18,228,199
Glocester 193,828 9,776 20,750,247
1,874,234 9 149,982,174
Scituate 417,005 10,316 26,415,039
Warren 420,724 10,733 22,087,246
North Smithfield 788,624 11,852 29,705,309
East Greenwich & Schools 1,861,269 13,154 51,845,788
Tiverton 2,485,785 15,706 37,519,924
Burrillville 213,879 15,945 28,840,267
Narragansett 6,405,686 15,952 46,060,213
Middletown * 2,363,036 16,224 43,400,329
Barrington & Barrington Schools 2,838,651 16,415 56,127,312
Portsmouth & Portsmouth Schools 1,889,941 17,318 48,021,888
Central Falls 572,312 19,360 14,221,500
20,256,912 11 404,244,815
Lincoln 1,430,251 21,110 52,492,288
Smithfield 2,278,427 21,453 51,713,919
Westerly & Westerly Schools 1,361,082 22,858 65,309,604
Bristol 1,153,000 23,116 37,055,367
Newport 7,201,977 24,597 67,451,455
North Kingstown 3,218,397 26,524 70,035,857
Johnston 17,249,186 28,760 70,191,873
West Warwick 7,552,618 29,259 56,363,626
41,444,938 8 470,613,989
South Kingstown 1,878,000 30,436 67,082,118
North Providence 5,332,000 32,138 67,737,042
Cumberland 3,621,332 33,352 60,472,810
Coventry 1,282,000 35,018 64,549,068
Woonsocket Woonsocket Schools 20,007,564 41,476 59,888,229
East Providence City & School 9,358,049 47,265 103,679,393
41,378,945 6 423,408,660
Pawtucket 17,636,868 71,382 99,386,794
Cranston & Cranston Schools 7,263,792 80,473 181,591,062
Cranston Schools
Warwick & Warwick Schools * 25,168,717 83,172 223,763,445
50,069,377 3 504,741,301
Providence 70,354,000 178,130 340,814,524
Totals 225,378,406 2,302,529,397
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Summary of Responses to OPEB Surveys
Prepared by: Division of Municipal Finance
Date: September 27, 2013 (revised)

Please note: In some instances respondents gave multiple answers to the same question resulting in more responses than the number of
respondents. In other instances, respondents did not answer the question. Furthermore, the following overview, as compiled by the
Division of Municipal Finance should be used for an overall comparison. Results by municipality are provided separately.

Of the 39 Cities and Towns, 34 responded (verification not received from Central Falls). Four municipalities
(Exeter, Hopkinton, Richmond and West Greenwich) do not have an OPEB plan or a small plan. The following
summary is based on 34 responses.

1) What is the name of your actuarial firm?

Angell Pension Group: 5 Nyhart: 9
Buck Consultants: 4 Primoris: 1
Clarity in Numbers: 1 Stone Consulting: 1
Hooker & Holcombe: 1 The Hay Group: 1
Jefferson Solutions: 1 USI Consulting: 5
Milliman: 4 Alternative Plan: 1
2) Please identify who is responsible for day-to-day benefit administration of the plan.
Finance Director/Treasurer: 19 Town Administrator: 3 Not established: 1
Human Resources: 10 School Dept/Supt.: 1
3) How were plan benefit provisions enacted?
Contract: 17 Contract, Arbitration: 2
Contract, Past Practice: 2 GASB 45: 1
Ordinance: 1 Ordinance Contract: 6
Town Council Vote: 1 Contract, Handbook 1
Ordinance, Contract, Arbitration Decision, Past Practice: 2
Ordinance, Contract, Arbitration Decision: 1

4) Where are your plan documents as they relate to benefit structure located (e.g., city/town website,
employee manual, with plan administrator)?

Plan Administrator: 11 CIT Clerk’s Office: 2
Finance Department: 4 Human Resources: 5
Town Hall: 2 Employee Manuals/ 6
Teacher Contract: 2 CBA’s:

5) Who has fiduciary responsibility over benefit administration decisions?
Mayor/Mgr/Administrator: 9 Mgr/Mayor/Council: 4 Pension Board
Trust Board & Treasurer: 1 Finance Director: 7 and OPEB Board: 1
Council & School Comm.: 2 City/Town Council: 7
Human Resources: 1 School Department: 2

6) Did your municipality establish an OPEB trust? If yes, when, and who administers the trust?
15 indicated “no”
1 indicated yes, but not implemented
16 indicated they have established an OPEB Trust as follows:
I. 5 are administered by the city or town. (Finance Dept., Treasurer or Controller)
ii. 5are administered by a bank. (Either Citizens Bank or Washington Trust)
iii. 6 did not indicate who administers the trust.
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If you answered gquestion number 6 with yes, please continue by answering the following guestions:
7) Who has fiduciary responsibility over investment decisions?

Finance Director/Treasurer: 4 Citizens Bank: 2 OPEBBd: 1
Investment Committee: 1 Washington Trust 1
Post Retirement Trust Board: 1 Washington Trust & OPEB Bd.: 1
City/Town Council: 3 PSolve Inv. Advisors/Finance Dir: 1
Washington Trust, Town of Narragansett & Janney Montgomery Scott: 1

8) How was the governance structure established?
Ordinance: 7 Ordinance & City Charter:
Ordinance and Contract 1 Town Council Resolution:
Trust Agreement: 1 Town Council:
Past Practice 1 Charter:

P NN PP

9) Please identify who is responsible for the investment administration of the plan.

Finance Director/Treasurer: 7 PSolve Investment Advisors: 1
GPS Advisors: 1 City Council: 3
Town Administrator: 1 Washington Trust: 2

10) If you have an OPEB board, what type of fiduciary training are you providing to your OPEB Board or
investment committee? If fiduciary training were available, would you like to attend?
3 indicated “No OPEB Board”
5 indicated “No training provided, but would attend if available
1 indicated that training is provided at quarterly meetings with actuaries & investment advisors.

11) Please identify who is the custodian of the plan’s assets and list any investment consultants or
investment managers retained by the local plan.
Bank of America: 1 Citizens Bank:
The Capital Group: Managed Internally:
OSIP (Fidelity): Washington Trust:
City Council: W.T. & Janney Montgomery Scott:
City Treasurer: Navigant Credit Union:
To be determined:

e el
RRFRPPFPOPFEW

12) How often does your Governance Board receive updates on the status and performance of plan

investments?

Annually: 1 Quarterly: 4

Monthly: 7 Monthly statements with ¥ Mtgs: 1
13) Did your municipality conduct an OPEB asset/liability study? If so, when?

No: 6

Yes: 1

Yes: 1, annually

Yes: 1, in process for FYE 06/30/13

Yes: 1, dated 06/30/11 and updated in Dec. 2011

Not Sure: 1

1: It was evaluated as part of the original valuation — also receive a
30-year forecast. The Trust is not paying benefits at this time.

1: To be determined

2: Did not respond (Foster and Smithfield)

2
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OPEB SURVEY OF FIRE DISTRICTS, SCHOOL DISTRICTS, HOUSING, WATER, AND SEWER AUTHORITIES

As of September 30, 2013

Name of Entitiy OPEB NO OPEB Name of Entitiy OPEB NO OPEB
FIRE DISTRICTS HOUSING AUTHORITIES
Albion Fire District - Lincoln ° Bristol Housing °
Ashaway - Hopkinton ° Burrillville Housing °
Bonnet Shores - Narragansett ° Central Falls Housing °
Bradford Westerly ° Coventry Housing °
Central Coventry Fire - Coventry . Cranston Housing °
Charlestown Fire District ° Cumberland Housing °
Chepachet - Glocester ° East Greenwich Housing °
Coventry Fire East Providence Housing °
Coventry Lighting District ‘ ° Jamestown °
Coventry-Tiogue Fire & Lighting ‘ ° Johnston Housing ! °
Cumberland Fire Lincoln Housing °
Cumberland Hill Fire ° Narragansett Housing
Dunn's Corners - Westerly ° Newport Housing °
East Greenwich Fire ° North Providence Housing °
Exeter ° Pawtucket Housing °
Harmony - Glocester ° Portsmouth
Harrisville Fire District - Burrillville . Providence
Hope Valley-Wyoming Fire - Hopknton ° Smithfield Housing °
Hopkins Hill Fire -Coventry ° South Kingstown Housing °
Indian Lake - So. Kingstown ° Tiverton °
Kingston - So. Kingstown ° Warren Housing
Lime Rock - Lincoln Warwick °
Lonsdale - Lincoln ° West Warwick Housing °
Manwville - Lincoln ° Westerly
Misquamicut - Westerly ° Woonsocket °
Nasonville °
North Cumberland 4 WATER AUTHORITIES
Oakland-Mapleville ° Bristol County Water Authority °
Pascoag ° East Smithfield Water °
Quinnville - Lincoln ° Greenville Water °
Quonochontaug Central Beach ° Harrisville
Richmond Carolina - Richmond ° Kingston °
Saylesville - Lincoln ° Lincoln Water Commission °
Shady Harbor - Charlestown ° North Tiverton °
Shelter Harbor - Westerly ° Pascoag Utility District °
Union Fire District - So KIngstown ° Pawtucket Water Supply Board ' °
Valley Falls Fire-Cumberland . Portsmouth Water & Fire District °
Watch Hill - Westerly Providence Water Supply Board ! °
Weekapaug - Westerly ° Smithfield Water Supply Board °
West Glocester - Glocester ° Stonebridge District-Tiverton °
Westerly ° Kent County Water Authority °
Western Coventry °
Wallum Lake Fire - Burrillville d SEWER AUTHORITIES

Burrillville Authority °
School Districts Coventry Authority * °
Bristol/Warren Schools ° Middletown Commission °
Chariho School District ° Smithfield Sewer Authority © °
Exeter/West Greenwich ° Warwick Sewer Authority ' °
Foster/Glocester ° West Warwick Commission °
N. Rl Collaborative Adm. Services ° Narragansett Bay Commission °
1 . Repart of the Pension & OPEB Study Commission 181

Part of muncipal government

2 Merged with Central Coventry Fire District
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