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IN COUNCIL
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The City Council hereby selects Option 1 to continue to fund the

~ police and fire pension plans in accordance with our cutrent

declining amortization plan and at the level of annual required
contribution as developed by an actuary.

READ AND PASSED




THE CITY OF NEWPORT, RHODE ISLAND 02840

Funding Improvement Plan

Submission to the Locally-Administered Pension Plans Study Commission

The City of Newport, Rhode Island Police Pension System

Executive Summary

In accordance with Rhode Island General Laws Section 45-65-6, the City of Newport, Rhode
Island (the City) is submitting this Funding Improvement Plan (Plan) to the Locally-
Administered Pension Plans Study Commission (the Commission) with respect to the City’s
Police Pension System (the System). The City has completed an actuarial valuation as of July 1,
2012, and an experience study based on System experience for fiscal years 2006 thru 2011.
Based on these results, the funded status of the pension system is 52.4% 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
System is no longer considered in critical status. We have formulated four separate Options, all
of which would be expected to achieve the goal of emerging from critical status within a
reasonable period of time:

¢ Option 1: Adhere to the City’s current funding policy; no System changes

¢ Option 2: Future new hires participate in MERS

¢ Option 3: The System plan provisions are changed to match those pertaining to local
municipality Police members of MERS

e Option 4: The City seeks alternative means of providing Police services to the City,
effectively terminating all current active members

The local governing body for the City has adopted Option 1, in order to emerge from critical
status. Under this Option, we expect to achieve this goal in about six 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 $3.5
million fo the trust based on a 20-year amortization with payments increasing 3.50% per year.
The City has budgeted $3,461,972 for fiscal year 2013, or 100.0% of the recommended
contribution. This also represents 4.14% of our revenue. For fiscal year 2012, the City
contributed 100.0% of the recommended contribution.
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Future Funding

The City’s current funding policy is to contribute an amount that is the sum of two components,
an annual normal cost and an amortization payment which will change from year to year in
response to evolving plan experience. Beginning with the July 1, 2002 valuation, the
amortization period was set at 30 years, and for each year the amortization period decreases by
one year. Thus, the amortization period for the July 1, 2012 valuation, the results of which will
be used for the fiscal year ending June 30, 2014, is 19 years. The normal cost and amortization
is then offset by anticipated employee contributions to the Plan, to arrive at the net City
contribution. The financial exhibits in this report focus solely on City contributions to the
System. Future changes to GASB accounting requirements for government pensions have not
been taken into account.

Under Option 1, the City will make no changes to the System, and will continue adhering to the
funding policy. Exhibits Al thru A4 shows the forecast of key values under this approach based
on the actuarial assumptions adopted, and new participants entering the plan to replace those
terminating and retiring. Exhibits Bl thru B4 show these same forecasts except that assets are
assumed to earn S50 basis points less. Exhibits C and D describe the actuarial assumptions and
plan provisions, respectively.

Plan Changes

Options 2 and 3 would require the City to negotiate reductions in the pension benefits provided
to certain System members, as follows:

e Under Option 2, members hired after July 1, 2013 would participate in MERS. Benefits for
those members hired before July 1, 2013 would be unaffected.

e Under Option 3, all current and future active and retired members would participate in the
System, but the System would be changed to replicate the benefit provisions applicable to
local Police members of MERS,

Under Option 4, the City would seek an alternative means of delivering Police services to the
City, its citizens and its visitors. This would result in the termination of all active members of
the System, as the City would essentially have to pay for Police services from alternative
sources, but those who would be providing those services would not be members of the System.

Our actuary has estimated that these modifications will substantially reduce the costs and
liabilities of the plan. Their estimates are as follows:

Projected July 1, 2013 Option 1 Option 2 Option 3 Option 4
valuation results (Current)
Employer Normal Cost $1,108,600 | $1,108,600 $907,654 $0
Employee Normal Cost 409,970 409,970 409,970 0




Total Normal Cost 1,518,570 1,518,570 1,317,624 0
Accrued Liability 85,307,216 85,307,216 | 75,566,728 86,603,232
Unfunded Accrued Liability 39,068,506 39,068,506 | 29,328,018 40,364,522
Funded Ratio 54.2% 54.2% 61.2% 53.4%
ARC $4,063,254 $4,063,254 $3,024,471 $3,378,208

Exhibits Al thru A4 shows the key values forecasted for the next 27 years based Options 1 thru
4. Exhibits B thru B4 are the same forecasts as Exhibits Al thru A4, except the actual return on

investments is .5% less than the assumption.

Exhibits Al thru A4 - Forecast of key values for Options 1 thru 4

Exhibits B1 thru B4 - Same forecast as Exhibits Al thru A4, except actuarial return on assets is

0.5% less than assumption,

Exhibit C - Actuarial Assumptions (lists all pertinent assumptions)

Exhibit D - Plan Provisions (lists all significant plan provisions, before the changes listed in the

Plan Changes section above are made to the System).




The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 1 - Assume 7.5% Investment Return
Exhibit A-1
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The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 2 - Assume 7.5% Investment Return
Exhibit A-2
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The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 3 - Assume 7.5% Investment Return
Exhibit A-3

Amortization | Estimated | Annual
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The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 4 - Assume 7.5% Investment Return
Exhibit A-4
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The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 1 - Assume 7% Investment Return
Exhibit B-1
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The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 2 - Assume 7% Investment Return
Exhibit B-2
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The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 3 - Assume 7% Investment Return
Exhibit B-3
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The City of Newport, Rhode Island Police Pension System: Financial Projections
Option 4 - Assume 7% Investment Return
Exhibit B-4
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Exhibit C: Actuarial Methods and Assumptions

Actuarial Cost Method:

Asset Valuation Method:
Actuarial Assumptions:
1. Interest

2. Salary Increases

3. Cost of Living Increases
4. Mortality
a. Healthy Members

b. Disabled Members
5. Disability

Individual Entry Age Normal Actuarial Cost Method -
Under this method, the actuarial present value of the
projected benefits of each individual included in the
valuation is allocated as a level percentage of the
individual's projected compensation between entry age and
assumed exit. The normal cost is the portion of the
actuarial present value allocated to the valuation year. For
inactive members, the actuarial accrued liability is equal to
the present value of benefits. Inactive members do not
have a normal cost. The portion of this actuarial present
value not provided for at the valuation date by the sum of
the actuarial value of the assets and actuarial present value
of future normal costs is the unfunded actuarial accrued
liability. ~ The unfunded actuarial accrued liability
represents the excess of the total actvarial accrued liability
over the valuation assets.

Market value, as reported by the City

7.50% per year, net of investment expenses

3.00% per year plus longevity increases of 3.00% after
seventh year of employment and 0.50% for each year of
employment thereafter through the thirty-first year of
employment. No longevity increases are assumed after the
thirty-first year of employment.

3.00%

Mortality tables prescribed by the IRS for non-
governmental plans, as specified in IRS Regulation
1.430(h)(3)-1, applied on a fully generational basis.

The 1985 Wyatt Pension Disability Table (unisex rates)

Rates of disability are based on an employee's age.
Selected ages are listed below. 100% of disabilities are
assumed to be non-service related.

Attained Age Probability of Disability
25 0.17%
35 0.29%
45 0.72%
55 1.21%
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6. Withdrawal Rates of withdrawal are based on an employee's length of
service, and have updated based on Hay Group’s
experience study, as follows:

<1 3.00% 4.50%
1 2.25% 3.38%
2 2.00% 3.00%
3 1.75% 2.63%
4 1.50% 2.25%
5 1.25% 1.88%
6 1.00% 1.50%
7 0.75% 1.13%
8 0.50% 0.75%
9 0.25% 0.38%

10+ 0 0.00%
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7. Retirement Age

8. Administrative Expenses

9. Benefit Compensation Limits

10. Marriage/Dependents

11, Valuation Date

12. Future New Entrants

20 5% 10%

21 2% 3%
22 2% 5%
23 2% 5%
24 2% 5%
25 40% | 20%
26 20% 3%
27 20% 5%
28 20% 5%
29 20% 3%
30 20% | 40%
31 20% | 20%
32 20% | 20%
33 20% | 20%
34 20% | 20%
35+ | 100% | 100%

Assumed to be paid by the Plan Sponsor outside the trust.

Benefit limits under Section 415 and compensation limits
under Section 401(a)(17) of the Internal Revenue code are
assumed to have no impact on benefits earned under this
Plan.

75% of active police are assumed to be married. For all
participants, wives are assumed to be three years younger
than their husbands. For the purposes of valuing the death
benefit, unmarried members are assumed to have no
dependent children at death.

July 1, 2012.

100% male, age 27, with 2012 average starting salary of
$44,823, inereasing by 2.75% per year
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Effective Date

Most recent amendment

Eligibility

Retirement

a. Eligibility

b. Benefit Formula

¢. Commencement Date

d. Form of Payment

Vested Termination

a. Eligibility
b. Benefit Formula

¢, Commencement Date
d. Form of Payment

Disability Retirement

Exhibit D: Summary of Current Plan Provisions as of July 1, 2012

July 1, 1995

All members of the police department who contribute to the
pension fund.

Members who have completed 20 years of service may
retire,

The annual benefit at retirement is equal to the percentage
of annual salary specified in the table below, plus $100 per
year for each year of service over 25 (maximum $1,000).
For pension purposes, annual salary includes regular and
longevity pay.

Benefitas a

Years of Service Percentage of Annual Salary

20 50.0%
21 52.5%
22 55.0%
23 57.5%
24 60.0%
25 62.5%
26 64.0%
27 65.5%
28 67.0%
29 68.5%
30 or more 70.0%

Retirement benefits commence as of the first payroll period
after retirement

The annual benefit calculated in accordance with the
formula in (b) above is payable monthly for the remainder
of the retired member's life, with 67.5% of the member's
benefit payable for the lifetime of the member’s surviving
spouse.

Upon termination of employment after 10 years of service, a
member is eligible for a benefit deferred to retirement age.

2.5% of annual salary multiplied by full years of service at
termination.

20th anniversary of employment.

Same as retirement.
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a. Eligibility

i. Non-Service Related

il, Service Related

b. Benefit Formula
i. Non-Service Related
ii. Service Related

c. Commencement Date

d. Form of Payment

6. Non-Vested Termination of
Employment

7. Death Before Retirement -
Survivor Annuity Benefits

a. Eligibility

b. Benefit Formula

¢. Commencement Date
d. Form of Payment

8. Retiree Cost of Living Increase

9. Employee Contributions

No benefit prior to completion of 7 years of service. A
member who is disabled with between 7 and 20 vears of
service is eligible to receive disability retirement benefits.

Retirement because of a job-related mental or physical
incapacity.

50% of annual salary.
66-2/3% of annual salary

Benefits commence as of the first payroll period afier
disability.

Same as retirement.

A member who leaves employment prior to completing 10
years of service will receive a lump sum payment of
accumulated contributions.

Death while actively employed.

Surviving spouse (or, if none, dependent children) receives
benefit of 67.5% of annual salary, reduced pro rata if the
deceased member had less than 20 years of service.

Benefits commence as of the first payroll period after death.
Monthly life annuity.

Pensions for retirees (but not disabled retirees or
beneficiaries) are indexed to the negotiated pay increases for
active police. Terminated vested members receive 3%
annual increases after benefit commencement.

8% of salary.
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