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January 2, 2013

TO: Smithfield Town Council
Dennis Finlay, Town Manager

FROM: Randy R. Rossi
SUBJECT: Police Pension Plan Funding Improvement Plan

As part of the recent pension reform legislation, locally administered pension plans have been
brought to the forefront and the burden they have on municipalities statewide. For our town the
Police Pension Plan is currently in critical status with a funding ratio (assets-to-accrued
liabilities) of 16.8% which is well below the state required minimum of 60%. The Town
increased its contribution by $600,000 to the plan in the current fiscal year (2013) to begin to
address the issue. The Police Plan is a closed plan which includes 44 participants (33 retirees, 6
beneficiaries, and 5 disabled participants) and an unfunded liability of $20,556,295.

In accordance with Rhode Island General Law Section 45-65-6, the Town submitted the enclosed
funding improvement plan to the Locally-Administered Pension Plans Study Commission by
November 11,2012 deadline. As the second phase of submitting the plan the Town is required
to adopt one of the options to help revive the plan from critical status and reach a funding ratio of
100%.

After a review of the four options with the town’s actuary (Buck Consultants) and the Town
Manager we recommend adopting Optionl. This option will provide a layered approach over the
next two years to help reduce the financial impact over the next two fiscal years while reaching a
funding level of 100% within 19 years.

Fiscal Year Increase to Potential Increase to Increase to Tax
Contribution Tax Levy Rate

2014 20% - $329,600 65% $0.15 per $1,000

2015 10% - $197,966 39% $0.09 per $1,000

« The potential increase to the tax levy is the worst case scenario and all other options
would be examined before a decision is made for funding the increase in the Town’s
contribution.

MOTIONS: md /5/2 40 Uop em v

That the Smithfield Town Council approves Funding Improvement Option 1 increasing
the Town’s Annual Contribution by 20% annually until reaching 100% of the Annual Required
Contribution for the Police Pension Plan.

Enclosures:
Town’s Funding Improvement Plan
Police Pension Actuarial Study as of June 30, 2012



TOWN OF SMITHFIELD

POLICE PENSION PLAN
FUNDING IMPROVEMENT PLAN

NOVEMBER 6, 2012



Executive Summary

In accordance with Rhode General Laws Section 45-65-6, the Town is submitting this Funding
Improvement Plan (Plan) to the Locally-Administered Pension Plans Study Commission. The
Town has completed an experience study as of March 21, 2012 and an actuarial valuation as of
October 24, 2012 which incorporated the new assumptions as outlined in the experience study.
Based on these results the funded status of the police pension plan is 16.8% and therefore,
considered in critical status.

Within this plan we will outline the Town’s options for increasing the funding ratio to bring the
fund out of critical status. The Town Council will be reviewing these options following the new
council taking office. The Police Plan is a closed plan which includes 44 participants (33
retirees, 6 beneficiaries, and 5 disabled participants) and an unfunded liability of $20,556,295.
The Town plans to increase contributions and emerge from critical status in about 13 years.

Current Funding

The Town Council has adopted (July 10, 2012 - Town Council Meeting) the recommendations of
our actuary that were presented in the March 2012 experience study. These actuarial
assumptions have been incorporated in Town’s October 2012 actuarial evaluation. Based on
these results, the actuary is recommending a pension contribution of $2,104,565 into the trust
with incremental increases averaging 0.10% annually until 2029 when the plan is expected to be
100% funded. The Town has contributed $1,648,000 for fiscal year 2013, or 78.3% of the
Annual Required Contribution (ARC). The Town’s contribution represents 2.66% of the total
budget. For fiscal year 2012 the Town contributed $1,048,000, or 55.3% of the ARC.

Funding Improvement Options

The Town is currently contributing less than 100% of the ARC and has developed the following
four options to emerge the Police Pension Plan from critical status. All four options are using the
current fiscal year 2013 and 20 years forward to fiscal year 2033 in the attached actuarial
schedules (21-year period).

OPTION 1

Increase of Funding by 20% until reaching 100% of Annual Required Contribution
- Emerge from Critical Status in 13 Years (Fiscal Year 2026)
- Total contribution costs for 21-year period $38,772,020

- Reach Funding Ratio of 100% in 19 Years (Fiscal Year 2031)
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The Town has increased the funding of the system for fiscal year 2013 to 78.3% of the ARC.
Option | increases the Town’s contribution by 20% per year until it reaches 100% of the ARC,
which would be reached in fiscal year 2015.

In order to support the contribution increases the Town will need to find areas to cut in an
already lean budget that has averaged a 0.21% increase over the last four fiscal years. The table
below illustrates the potential effect on the tax levy if the Town were to increase taxes as the sole
source of generating the necessary revenue.

Fiscal Year Increase to Potential Increase to Increase to Tax
4 Contribution Tax Levy Rate
2014 20% - $329,600 65% $0.15 per $1,000
2015 10% - $197,966 .39% $0.09 per $1,000

OPTION 2
Contribute 100 % of Annual Required Contribution
- Emerge from Critical Status in 13 Years (Fiscal Year 2026)
- Total contribution costs for 21-year period $38,253,793
- Reach Funding Ratio of 100% in 19 Years (Fiscal Year 2031)

This option would require an additional contribution of $456,565 for the current fiscal year,
which was not part of the adopted budget. Drastic cuts in staffing and services would be
necessary in order to fund the additional contribution. In fiscal years 2014-2026 the Town’s
annual contribution would increase an average of $1,357 per year until emerging from critical
status in fiscal year 2026.

OPTION 3

Contribute 100 % of Annual Required Contribution and Increase by 2.10% Annually
- Emerge from Critical Status in 10 Years (Fiscal Year 2023)
- Total contribution costs for 21-year period $36,513,460

- Reach Funding Ratio of 100% in 19 Years (Fiscal Year 2031)
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This option provides a more aggressive approach than the first two options and would require an
additional contribution of $456,565 for the current fiscal year, which was not budgeted. In fiscal
years 2014-2023 the Town’s annual contribution would increase an average of $48,615 per year
until emerging from critical status in fiscal year 2023.

OPTION 4

Transfer participants to Municipal Employees Retirement System of RI
- Would not emerge from Critical Status within the 20 year target
- Total contribution costs for 21-year period $45,190,172

It would be a very difficult option to implement with an expected strong opposition from the
participants of the plan. On a cost basis it would cost the Town over $7 million dollars more in
contributions over the same 21-year period than the other three options. This option would not
be the opumal choice for emerging the plan from critical status.
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