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Part 1. PURPOSE 

The purpose of an actuarial valuation of a retirement system is 

to establish the liabilities and reserve requirements under the 

prescribed benefit schedule , An actuarial balance sheet is 

prepared exhibiting the total accrued liabilities and the net 

present assets for meeting these liabilities . 

The liabilities incurred for the several benefits comprising 

the benefit schedule are calculated and the reserves required 

to meet these accrued liabilities for the lifetime of the mem-

bers are established, The factors of mortality, turnover in 

employment and investment earnings are basic factors in this 

determinat ion . Other factors are considered in the process, 

including the rates of salary and their progression to the 

ass umed ages of retirement of the members , disability ex­

pectancies, and others of pertinence in this process . 



t m 
rapresents a long term operation charac­

A retirement sys ,e 
tariud by a continuous upward trend in payments • The expendi-

turtltl during its early years of existence are of relatively 

stMll pt•oportions but thestl expenditures increase steadily and 

rersisttlntly w1til considerably higher levels of payments are 

reached as the system continues its operations , An actuarial 

valuation is prepared for the purpose of computing the accrued 

and prospective liabilities under the established benefit 

schedule and ascertaining if these liabilities will be met by 

the revenue provisions prescribed under the established method 

of f inancing. 

'l'ha vl\luation was made with the use of actuarial functions 

r@flocting the operating experience of the system for priot· 

years. In formulating these flmctions, it was assumed that 

the orerations with respect to mortality among active and 

l't!tind members, sepan.tions with t•efunds, rates of salary 

increments and possible investment earnings will be substan­

tiall_v dupl1catiH1 in the future, It is tho t·esponsibili ty of 

tha nctuat•y to rroporly evaluate the rt~sul ts of the past years 

tm l\ l'QOdify his fl.ndi~s. it' lltlcessary, in ordor to establish 

funot.iona for tht• cun·ont valuation that will rt•alistically 

rofleot tho op~r:tting 6Xporienc~ of tho systom, 

Lo1~ t'angtt valuntiono or CD~t ~::;t im:lt<Hl , 1'6/l:llr<llt!t:::; how dt!te:>r­

mlntlll, oannot bt• prtociue no mattor lww c1NH>ly tlwy m~ty havt• 

l>twn cala ul3tth\ . l\ it't't>rnm~•>:' ~'''"''l'Rlly :u ' i:J<' bt> tw"''" :tl'tu:ll 

opl>rntin~ DX.pl'l'it>IICtl nm\ ttw :HH>umpti t•n" m;\\it• with ~'•'"l'<lCt tl> 

lh<' ttt!Vt>\':tl :t<' t \1:\t'ial t' :tcton• u:ltHI in :•m·h l~nh·ulntll.ll\:1, 

~ 

Nevertheless, periodic valuations and cost analyses must be 

made in order that information may be provided regarding the 

amounts of accruing pension obligations and underlying cost 

trends. This is particlllarly important in retirement system 

operations because of the character of the membership and the 

types of benefits provided, In such a system, as previously 

stated, payments rise steadily over the years with continued 

operations. 

Arbitrary adjustments may be made by the actuary of the re­

sults of the valuation with respect to cost factors applicable 

to future years in order to give effect to expected variations 

in future operations of some significance from the past 

operating experience . 
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Fart 2 . BASIS OF VALvATION 

The benefit and contribution provisions of the retirement plan 

forming the basis of this valuation are summarized in the 

appendix of this report . The basic assumptions made with 

respect to the actuarial factors applied in this valuation are 

as fo l lows• 

1 , Valuation method- Entry-age normal 

2 , Mortality expectancy - The 1951 Group Annuity Table 
(Projected) 

J , Interest rate - Compound interest at 5% per annum 

4 , Turnover facto'l's - Assumed annual rates of withdrawal 
for select ages -

ilates per 1,000 
State Emplo,yees Teachers 

~ ~Jale Female Male Female 

20 18£ 220 11 7 14~ 25 12 144 92 11 
JO lOJ 121 70 78 
J5 88 80 53 56 
40 67 51 JJ 27 
45 25 22 15 10 
50 10 4 5 4 55 and over ~lortali ty only 

5. 

6 , 

7. 

r'uture salary increments - An average annual compound 
rate of 4'}{ 

Average age at retirement - State employees - 64 years 
Teachers - 6J years 

Disability rates - Actual experience of the system , 
It was assumed that 15% of all 
di sablements would occ ur in line 
of duty , 

IU 

~ 

-
8. ll.arital status - B5~ of e•pl oyees in s e r vice were 

assumed t o be aa rr ie~ with the 
averace age of t he wive! 4 years 
l ess than- tha t or t he e•ployees . 
65~ or t he State eapl oyees and 5~ 
of t he teachers re ti r ing on pension 
were assuaed t o be marrie d 

9 . Administrative exoense - None . 



Part J , MEMBERSHIP STATISTICS 

statistics were compiled by t he office staff of the s ystem 

and made available in detailed form . These statistics were 

Statistical tables reflecting 
tabulated for t his valuation . 

this data , on a 5-year group basis, are presented in the 

appendix . A summary thereof is as follows• 

State Em:Elo;y:ees Teachers 
Male Female Male Female-

ACTIVE CONTRIBUT~ 

Number 7, 960 7, 326 4,2 52 6 , 924 

Percent of total 52 ,1% 47 . 9% )8 ,0% 62 , 0% 

Annual salaries $88 , 716 , 1~ $62 ,562 , 610 $5) , 176,864 $86 , 679 , 279 

Average salary $11 , 128 $8, 525 $12 , 506 $12 , 518 

Average age 44 .0 40 . 5 ) 6 .4 J7 , J 

Average s ervice 8 . 8 7 . ) 9 . 2 9 . 5 

PENSI ONERS 

Total number 
at 6/J0/ 76 1, 892 1, 598 459 2078 

Percent of 
to tal 54 . 2% 45 . 8% 18. 1% 81.9% 

Average age at 
June JO , 1976 71 ,0 75.6 70 . 5 70 .7 

l l 

-
Part 4 , FUNDING THE PENSION COST 

Normal cost . The cost of funding the liabilities for the 

several prescribed benefits of the system for the current service 

of the members , as a per centage of payroll, according to actuarial 

criteria which reflects the accrual principle, is as follows. 

State 
Type of !lenefi t Emplo;y:ees Teachers 

1 , Service retirement annuity 10 ,2" 14 ,6" 

2, Occupational d isability 0 .? 0.) 

J. Non- occupational d isability 1 ,2 1.0 

4 . Occupational death 0.4 0 . 2 

5. Non-occupational death 0 . ? 0,4 

6 . Post- r etirement increment 1,9 2 , 1 

7 . He funds ~ ~ 
Totals 16 . 1" 19 .4% 

Less , employee contributions _.i:.Q_ 6.0 

Cost to governmental employers 
as percentage of payroll 11.1" 1 ~ ,4% 

The foregoing rates represent each year ' s pension liability f or 

the members as a percentage of payroll . Provision has been made 

in the forego ing rates, in respect to the service r~tirement 

a nnuity, fo r the post-retirement inc ntment with its compoundlnfi 

fuat ure which is an integral part of the benefit sch~d ulP , 

ll nfundPd acct uud liability . 'l'htl amounts dutl from tht! partie I-

put.in~: <'m p lo~· e r :< for unfunded pen11 l on c redits covt!r l nfi servi ct> 

prlot to ,)uru' "10, lO?t> :1rt> ll<' follow ~• , 

r : 



J tatl of rthode !Bland • 

Stato employees 

•reacher-members 

C1 tlon and Towne on account 
of teacher-members 

'l'eao here ~:~urv1vore plan 

•ro tal 

:j!l54,796 , 106 

20) , 172 , 352 

20J , 172 ,J52 

6, 881 , 114 

$568,021 , 924 

Partial fund 1ng , Por the purpose of curtailing appropriations 

ror pennionfl by the Stato , a partial funding method was estab­

ttnhod by tho Stato j;(overnmont some years ago by an amendment 

to Lh" pono 1on law replacinp, the actuarial rese rve method then 

In uffnct which had been in the law from the inception of the 

nynt.om ln 19)6 , Thln partial fundod method provided for u pro­

Jnc tlon of pansion and banoflt expenditure s for a period of 10 

ynnrn with t.ho 11nnual contributions by the State to be the 

nvnr~~D nnnunl oxpendituroa for tho onoulnR 10-year period , 

Thln per\od fo r oalc ulatinR tho approprlntlono was roducerl to 

~ yunr·n upon rocommendt)tlon of n lnRlBlntlve committee, thutJ 

llllvlnR t hn 11rr11C t of furthor curta1linl( tlppt·opriatlotltl by the 

:; t.nt.u . 

IJpon t'IH~ommontlntlon of tho ac tunry , the rntun of contl'lhutlon 

to t hu II ,VIII.um urulu•· thlu rnothotl wu1·o fixo<l hy t.hu retinJmtHlt 

hon•·.t In 1 '172 n t. r. .s% uf pny•·oll for ~tntu omplo.vuo :.; nnd 9.0% 

ul' pii,Vl'o ll !'tlt' tto huuJ LtHIChnnt . 'l'hu lnttur• 11111011111. \ 11 d \vldl' tl 

"'IIIIIII ,V hnl.wo"'ll th" .:i l.a~" nn<l l.lw Gl t t .. :< 1111•l ·t•owno ru1 pn>vld t•tl 

t•:v l llw . 

II 

.........--

Under this partial funding method, because of the continuous 

upward trend in pension payments by the system, additional 

revenues over and above total expenditures have resulted 

each year , These have been credited to the reserves , For 

the 1976 fiscal year these additional revenues amounted to 

~2, 286 , 149 . 

I • 



Part 5• HESULTS OF VALUATION 

An actuarial valuation of the system has been completed as 

of June )0, 1976 . A valuation balance sheet, embodying the 

results of the computation of reserves and liabilities, is 

presented in the following pages . The procedure followed in 

the preparation of this statement is similar to that used by 

accountants in the preparation of a financial balance sheet , 

except that a valuation balance sheet is broader in scope , 

It includes , in addition to the present assets and current 

liabilities, the actuary ' s evaluation of the accrued pension 

liabilities for the earned pension credits of the participating 

employees. 

Some indication of the financial stability of a retirement 

system may be had by a comparison of the total accrued liabili­

ties for the earned and matured pension credits at the end of 

a fiscal period with the amount of net present assets . Thus, 

the extent to which these pension credits are covered by 

present assets is determined , In the case of the Employees' 

Retirement System , it is noted that at June )0, 1976 the ratio 

of net present assets to total accrued liabilities was )0 .4% . 

Th is compares with a rate of )1 ,2% a year ago . This rate is 

considerably below a level that is considered by students of 

pensions as a reasonable measure of coverage of accrued lia­

bilities by net present asset s for a public employee retire­

ment syst em. The object ive rate is to have asse t s equal 

approx imately to 2/Jrd s of accrued lia bilities. 

llo 

-
The low rate of funding or security ratio as it is otherwise 

called is due principally to the partial reserve method of 

funding prescribed for the retirement statute previously 

referred to . This has resulted in the accumulation of reserves 

that are considerably below the requirements for the accrued 

and accruing pension credits according to minimum actuarial 

standards . 

Fartial funding of pension liabilities results in a deferment 

of a substantial portion of the currently incurred pension cost 

to future years with the consequent increase in the cost of 

funding the retirement system . As a result, the currently 

incurred pension liability is shifted to future generations . 

In the case of this system , the actuarial deficit has been in 

a persistent upward trend and will continue in this trend for 

an indefinite period unless a greater measure of funding is 

provided in accordance with actuarial requirements . 

Even if full funding is provided in full measure for the cur­

rently accruing pension credits or normal cost , the unfunded 

accrued liability will still continue to increase . This in­

crease will be caused by the annual accruing interest on the 

unfunded liability at the assumed rate of 5~ per annum . In 

order to curtail this increase , additional funds must be pro­

vi ded over and above the normal cost to provide for interest 

on the unfunded accrued liability and for the amortization of 

such liability. 

,; 



VALUATION BALANCE SHEET 

JUNE JO, 1976 

I' 

VALUATION BALANCE SHEET - JUNE )0 , 1976 

Statement of Assets, Liabilities and rleserves 

~~~~1~ 

NET PRESENT ASSETS 

cash 

Investments (Amortized book value 
for bonds - cost for stocks) 

Accrued interest receivable 

Less Current Liabilities 

UN?UNDED ACCHUED LIABILITY 

~ue from employers for 
unfunded pension credits -

State of Rhode Island -
State employees 
•reacher-members 

Cities and Towns!! 

Teac hers Survivors Plan 

1'0TAL 

$154 . ?96. 106 
20),172 , )52 

20),172,)52 

6 , 881,114 

$ 25) ,052 

24),941 , 049 

),450.272 

$24?,644,)?) 

49,125 

$24? , 595,248 

568 , 021 , 924 

$815,61?,172 

!/ 'l'h l• S tntn of' .\hodo I sland and the Cities and Towns share 
<'q unlly t n tlw f t nunc in~ of teachers' pensions. 
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~REQUIREMENTS 

RES ERVE REQUinEMEN~S 

1. MEMBER CONTRIBUTIONS -

State Employees - d 
For service retirement an $ 22' 849 ' 722 
disability annuities 21,48~ 

For future refunds 

Teacher-Members -
For service retirement and $ 41 ,785,038 
disability annuities 17,488 ,206 

For future refunds 

2 , TEACHERS ' SURVIVOR BENEFITS -

J , EMPLOYER CONTRIBUTIONS -

For service retirement and 
disability annuities on 
active members -

State Emplofees -
Total requ rements $167 ,638 , 627 
Less , employee con-

22 , 849,722 tributions 

Teacher-r~embers -
Total requirements $)35 , 174 ,698 
Less , employee con-
tributions 41 , z84, 028 

4 • rlliTI REMENT AND BENEFI TS ttESEKVE 

St ate employees 

Teacher-members 

TOTAL 

l< 

:J; 44 , 338 , 063 

59 , 273 , 244 

12 , 337 , 251 

144 , 788 , 905 

293 . 390 , 660 

98,187, 332 

162 1 2011 Zl7 

.~815, 617. 172 

~ 

The following explanation of the several accounts comprising 

the Valuation Balance Sheet is presented to facilitate an 

understanding of their functions and meaning . 

Net Present Assets comprise the assets on hand as shown in the 

financial reports supplied by the Executive Director of the 

system as of June 3C , 1976 . 

Unfunded Accrued Liability is the amount accrued and unpaid on 

account of service rendered prior to the balance sheet date . 

This is an accrued obligation respectively of the State and 

the Cities and Towns as indicated . 

neserve for Members' Contributions consists of the total of 

members ' accumulated contribution credits at the balance sheet 

date . Part of these credits is payable as a refund in future 

years on account of resignation , dismissal or death . The re­

mainder is to be applied to finance a portion of the annuities 

and benefits payable to members in service who will ultimately 

qualify for retirement . 

keserve for Teachers ' Survivor Benefits represents the accumu-

l ation of contributions by the teacher-members and the Cities 

and Towns towards the survivor benefit provision applicable 

spec i f i cally to these members . 

rteserve for employer Cont r ibutions represents the empl oyers' 

portion of the accrued pension credits fo r those employees 

!I 
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now in service who will ultimately qualify for retirement 

~d 

disability pensions . 

Retirement and Benefits Reserve constitutes the amount re~e - rved 

for payouts during the future lifetime of the pensioners 

presently on the pension roll of 

force at the balance sheet date . 

the pensions granted and in 

...........-

Part 6. VESTED BENEFITS 

In a functional sense, vesting, in i t s application to a retire­

ment plan, represents the acquisition of accrued rights in a 

pension which are to become effective upon fulfillment of 

specified qualifying conditions . These rights would be for­

feited by the employee by the receipt of a refund of member 

contribution credits following separation from service , In a 

legal sense , vesting constitutes a contractual right or in­

terest in a pension which may be upheld at law and which 

affects an employee ' s entire participating equity in the re­

tirement plan . 

Under a provision for vesting, an employee withdrawing from 

service prior to the attainment of the minimum age prescribed 

for retirement may qualify for a deferred retirement annuity 

payable upon attainment of the minimum age prescribed for the 

receipt of such annuity . The acceptance of this vested right 

is generally optional with the employee , The employee may 

instead take a refund of his contribution credits and thus 

forfe it all earned and accrued rights and benefits in the 

system, 

Conditions for vesting . under the Employees' Retirement System 

vesting of pens ion credits is effective upon completion of 10 

years of service with the deferred retirement annuity payable 

upon attainment of age 60, An employee may leave the serv i ce 

2.; 
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of service and retire on pension regardless 
Of 

retire between ages 55 and 6o Years after 35 years 

age. Also , an employee maY JO years of service . 
upon completion of at least 

Ob
viouslY any member already on retirement 

Judic ial aspec~ · ' 
has a vested interest in his retirement annuity which the courts 

now construe as being contractual in character ' The increasing 

recognit ion by t he judiciary of the deferred salary concept re­

lated to the employer ' s funding obligation under the retirement 

system established in essence a form of contractual interest in 

the vested benefits for members in service • This interest COUld 

be upheld at law should the governmental employer fail to meet 

Y the his statutory obligation for funding the benefits earned b 

employees and accrued to their credit . 

Value of contractual benefits . The actuarial value of the vested 

benefits under the Employees ' Retirement System has been de t e r -

mined to be as fol lows r 

State Emplo:z:ees Teachers 

Members in se rvice $ 85,61) ,997 .p 96, 726 ,541 

Members on retirement 28 ,18z, JJ2 16J , J01,l.!l 

Total value of all contractual 
vested benefits $18) ,801 , )29 ~260, 028,2 58 

I I 

Part Z • PROJECTIO;; OF FUTURE PENSION AND BENEFIT FAYMiNTS 

The importance of systematic funding of the pension and benefit 

obligations in accordance with their currently accruing require­

ments , giving effect to all aspects thereof , is clearly illus­

trated by a projection of the pension and benefit payouts 

covering a number of years in the future . 

Such statement serves to point up the total impact of pension 

obligations on the fiscal operations of the State and local 

governments and the steady and persistent upward trend in these 

obligations . 

The projection of future pension and benefit payouts presented 

below shows at ) -year intervals the estimated amounts of such 

payments that the system will be required to meet in future 

years under the present provisions of the retirement law , 

Amounts of future 
pension and benefit 

Year payments (in millions) 

1976 $27.) 

1979 47.1 

1982 58.0 

1985 69.J 

1988 82.0 

1991 95.7 

In t ho preparation of this projection certain asnumptionH hnvo 

been made with respect t o future sa lary leveln and a~os of 

retirement. 
! I 



AM Hwrallzirl( ~;naM" tn th* tA~fit •cn•-iul• of tt
1
• n;. 

t,tr• • •r,t r.l.an tithtr •• w rat., of ~MiDn• e~r ~r~t'1 tl " • or 

'l~.talityir~t t:oflo1tti.o~ • will •ff•et a en.alll.• in the &I'IOunt. or 

•-tt.-t•~ f utur• par-tnt• and woul4 r~e•••itat• a r•~1•1o n tJf 

tt1 1• ~ro J•ctiDfl• 

4fl ••ploy., wtv; • ntn•1 ;~tate urvic• prior tc 

19f;fi s.n1 nntj•n-1 ••r<t l.e• '"' a •ri.atumal v.uard tA:ctmid . .an• b 

•ntithll to Jitrlll.on r: r.-11t i r. th• EIIJ.loy•••' ;-,..tir ... m; :;y•Uta 

b•tw~:•ra .Jar.uar.v 1, 191•1; aM !J• c ••b4or 31 , 1961~ , pr~ided r.e aakea 

wd tt.r, &f;pll!llltiora t;Q th*s i'"*tit'oiJlll*fl't 1-A'.Iat', before u<I)C<n!~r J1, 

197~ . an1 mak*JB ~ay••nt, in a -ir~l• -um , ~t an a.our.t equal to 

the !ull aetuarial colt ot 1uch .. rvice as det•na1ne1 by th& 

hoartl . 

AC'f 110 . <: 

( 1) Memb, rtJhip of t he riet1rement lloard was 1ncreaud from 11 to 

15 rnernbero, certain elective member~ w&r e added inclwHng a 

retiree , a n e l ected chairman 11 provided ! provision is made tor 

the r ecall of a member and the procedures thereof are preecribs d1 

the Act alno ~rovidea for the tilling of vacancies on the Board 

by ur,ec ial appointment or e lect ion as the cas& may require . 

(% ) P rov i rle fl for an annual inBtead of 5-year actuarial survey 

~.nrJ invEoutt~ation bep,1nn inr. J uly 1 , 1976, of t he operati ng ex­

pe r. i rm co of t hH eye tam1 i nc n .anea state employee contribution 

r a t on 0n J uly 1 , 1978 to 5-1/2% of sal ary , on July 1 , 1979 to 

G% ot' r·Ja l a ry 1 a nd on J ul y 1 , 1980 to 6-1/2% of sal ary . rtequires 

Lh~ L ~ Late contri but i ons munt he ma~ e on an a ctuarial basis , with 

um0 r tl~u t l o n o f t he unfunded accrued l i ability to occur over a 

l•': rl r, <J of ) O ytm r r: rhlt1rw: frrJrn J uly 1 , 19B6. cstabl\ Rhed interim 

,, 
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oon~rlbution bufl,1nn1nP. ,Ju!Y 1, 197fJ , 
11

t '/."/%or tHtl 
IU'hll 

employtttn and 5 • 1" 0 r Hal"ftriN 0 11 1.1 ooount 
on aooount or 9 tat• 

or teaohor- mtmberD with 

~ Hht II. the oitlun and townu to ountr•t • 

like rata of 5 . 1~ or talarlno on AOOOUnt or t ho 
t61t0h11l'U, 

(J ) , In thll 
0111 

or tt~chllr·m•mberll , oontri butlonu ru·o 'to bCI 

lnOfllliiUd to 6-1/2" Of nlary on J uly 1 o 19701 to 7~ nr Ulll ary 

on July 1, 1979
1 

and to 7-1/2" or tJalary on July 1 , 19UO 

oit l u s nd 

honttofore 

' 'l'hu 

towns or tho Stato an to mako contributlonu 110 

equal tO one-half Of the total tmployer 
1 

IJ CO lit Of 

financing the eyetem on account or teachers . The Act alno rro-

ocribeo the prooedureo tor pend on oontr1 butlono on t ho part of 

& oity , town or local educational a'-enoy for toachorN , 

ACT NO. )15, OFFSET OP CREDI'r UNION LOAN AGA!N!>'r Hr:l~UNO:~. 

An assignment , will bo requlrod , upon applic!:ttlon for r~tf unrl , 

of employee contrlbutlono in tho Employuou ' Hot I rumont :;yn t orn , 

upon atparatlon from aorvico , of all or part of t ho omployou con­

tribution cradito in t he ayotom , for tho payrnont of ttny o utn l•.trlll­

ing credit union loan mado by tho umployQo , 

h 

r' li r.t_ l'JjQfij:)tiL 

-"'".llJ..I.I!.Kll)Hl V~~l'.JJll:i • 11, H. I'JOIICt w~o~ lj lntrotiUII I!l 

t hil II!IU!II! () r lillpri!R!Hitlll t I ygjj by r:onl( l 'lllillltlllll 

IIIITI 't Of l' 1!nn11ylv1111\ 1l IUHI f:o n~ro1111111111o j•; r l llnhorrl Of l.lllnUh 

whloh would nqulre th11 r11~ulllt l on or publl o omp.loyn nt.l rt• 

rnlfrl't llyllt.Ornll by l.hq U. ~ . IIIIJ•IIr t. lti"II L o f LRI!Clt'o 

'fhll IIJ JJ Cll lJ r• fCJ!' Lhll ~9durJlc 1' lll1114 wll.h Lhll IJII JJIU ~r.I II II L 11 1' 

IJll iJor r tJpon!l nn ~t ooo u11 Unl'. • fl t11lno l!tl , g t.!lthtl oal llrltl ~o~o tu­

nrlt.~l Information , 11n~ m•kln~ ~o~vsllabll! to part l o lpant• 11nd 

bon•Jfi o lar1ol1 or thll IIYitomR planfl chtllo rlptlon• "'"' ' porlo•l 1o 

ntllt.OJmuntn on t h11 re 11ult~o~ or c urE'!Int op11ntlon• • 1'1duo 1ary 

lltllnolllrdn llnd ro gpono\bllltln 11ro prOIIOrlbl!cl for p11r111l0n I,YIL!Im 

truntqou n \mllAr t.o thog~ pre•orlbod by tho ~11n11lon Hoform Ao t 

o r 1974 nppll c11blo t.o prlv•to lncluntry r etlr1111111nt 11y1 tom• · 

Thu h\11 tlOilln IIXOlu11lvoly wi th r oportlnK And dliJOlOIIUro or 

Ollo rut. lnP: roo ultu by t.he rot1romont 11yt1t.emn lind rlduoiary 

ntrmdnrd u ror 1\0ilrtl memborll ln tho nclmlnlrltn.t. ion of tho 11yutorn~o~ . 

llo cnunH of t ho ~o~oopa un•l rreq u•noy or the reportll to bn r llocl , 

t.h•J Hf r •oc t 1Jf th•J bill , 1f onsc tol1 , would br\nl( about 1t con­

n l. rl ~t mblo lnc r oanr, ln ndm1n1Rtr!l t1vo orrort a nd oxpenno o n tho 

ptt r L o f th•J o t.nt.o a nd l ocnl ~-:o v•Jt llmorrto wi th tho totlll co ot to 

f ul l upo n tho local tux pny ln~ publlc . If t he bill booomon lttw, 

tol l puhll c r ut I r<.!ln•Jrr t nyotom11 woulrl bo nnd1llod wl th tho ma ny 

cl u liou unci burd•ll orl tlw t rt r o now trn poii•J<l upon p rlvntiJ lnrlunt r y 

r: y u~1· nor r und" r t.h•J l'onrl l on lill f o nn Ac t of I !J?h . A l.o1111L1: l oP:al 

.. , 
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question also exists whether the federal government may mandate 

the states and local governments to subscribe it its prescribed 

standards . 

S t
e of Rhode Is l and , t he State has con­

In the case of the ta 

i 1 nf d to 
a policy over the years of keeping the 

s stent y co orme 
members fully apprised of their rights, benefits and expectan-

cies under the ret i rement system, and in respect to the results 

of operations of the system . Every effort has been made at au 
times to provide full information to the members and annuitants 

of the system . It is the considered opinion, therefore , of 

students of pens i ons for public employees that federal regulation 

of public retirement systems is unnecessary and unwarranted , and 

that regulation of such systems , if necessary , should be l eft 

to the discretion of the state or local governments. 

;o 

~ 

Part 10 , FUNDING PENSION LIABILITIES 

The pension liability under a retirement plan in any year is 

represented by the value of the pension credits earned by the 

active members during the year . These yearly pension credits 

form a proportionate part of the ultimate retirement benefits 

which would become due and payable to the members as they 

qualify for retirement by fulfilling the prescribed conditons . 

Pension and benefit payments during any year, therefore, are 

derived from an accumulation of earned pension credits covering 

a number of productive years representing the total periods of 

service previously rendered by the annuitants . It is these 

pension credits which had accumulated during the service that 

constitute the reserve requirements for funding the pension 

payments to the qual ifying members when the pension obligations 

mature . This current accumulation of pension credits represents 

the real cost of the benefits for any fiscal period, 

The foregoing illustrates the accrual or reserve principle 

underlying a retirement plan . Actuarial procedure is predicated 

upon the accrual concept. It underlies all retirement f und 

operations. iven if a retirement law di d not specifically spell 

out the method of f inancing t hese pension credits, actuarial 

procedure and the accrual princ i pl e would be implicit in its 

basic provisions. nates of contribution are formulated with 

the view of accumulat ing adequate reserves to cover the earned 

pension cred its fo r meeting the ultimate payouts for retirement 

;I 
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and other benefits , Total revenues accruing from these rates 

are substantiallY in excess of the current expenditures for 

benefits . This excess represents the reserve required for 

meeting the future pension and benefit payments . 

Ve Whic
h is created by the application of the 

It is this reser 
established contribution rates that seems to be a source of 

temptation to officials of government, particularly officials 

having to do with the formulation of budgets • This has brought 

about , in some instances , the withholding of required revenues 

for the retirement plan by means of arbitrary reductions in 

appropriations for the accruing pension credits . Pressures also 

arise from time to time for the application or diversion of some 

or all of the accumulated reserves for other governmental pur-

poses . 

In its true concept , pension cost i s a current operating expense 

of government . It is an obligation which cannot logically be 

deferred . It has a direct and immediate relationship to the 

entire fiscal operations of government . There is no short c ut 

method or formula for financing this cost . A retirement plan 

is cons idered to be a legitimate employee welfare program of 

governmental concern . The principle that gove rnment s hould 

bear a meas ure of respons ibility for employees whose productivity 

has become impaired due to old age or di sability i s now p,ene r a lly 

accept ed, Since this i s t he case, r overnment shoul rl f ace up t o 

its respons ibility in t his area, 
Tt shoul d be willin~ to meet 

the cost of pensions on the most pr actical and economi cal 

basis. The only real method i s t he one tha t r eflects the 

accruing or current budgeting concept . 

Actuarial funding methods , s everal actuarial cost methods a r e 

currently recognized for the computation of pension costs and 

liabilities . In the case of a fixed benefit plan s uch as t hat 

in effect for the Employees • Retirement System, two specific 

methods are commonly used , namely , the •Accrued Benefit Method• 

and "Projected Benef it Method • . These methods have been pre-

viously described i n th i s report . 

The accrued benefit me thod is otherwise referred to as the 

"unit credit" , •step-rate• or "single premium" method . It 

involves the determina tion of each year's earned pens ion c r edit 

as a present value f i gure as of the a ttained a ges of the mem­

bers . Obviously , as the ages of the employees advance , the 

yearly pension credit costs are inc reased but the increases i n 

aggregate costs may be somewhat curta iled or may partially be 

offset by other compensating factors such as the complexion of 

the membership occas ioned by the factor of turnover . 

The "pr ojec ted benefi t method" , frequently referred t o as the 

"entry- age normal-cost" or "aggregate level cost", prov ides f or 

the pro ject i on of the benef i ts to be earned by the empl oyees 

and the contr ibutions to be made to finance these benefits . This 

i s the method employed in the financin~ of the Employees' 

rlet irement 3ystem. ~ upplemental liabilities are prov i ded for 
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accrued pension credits previousl y earned by the members and 

unfunded . The cost of ancillary benefits covering disability 

or death may be funded on a one-year term premium basis con­

sidering the basic character of such benefits . 

CERTIFICATION 

The accompanying Valuation Balance Sheet presents the assets, 

accrued liabilities and reserves of the system as of June JO , 

1976 . Present assets were taken from the financial statements 

submitted by the system . 

In our opinion , this Valuation Balance Sheet correctly presents 

the condition of the Employees' Retirement System of the State 

of Rhode Island at June JO, 1976 after giving effect to all 

accrued liabilities and actuarial reserve requirements for 

the several annuities and benefits under the applicable law 

in effect at such date . 

December )0 , 1976 

,, 

A. A. Weinberg 

Actuary 
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:Jinanciaf Stalemenlj 

,Jun" 30 

/ume tli 

Caah 

Accrued Intcrcot Rf:ccivabl~ 

Investments (At Amortiz~d BooY. 
Valuu for Bon(Je aniJ Coat for 
StocY.) 

•rota1 Atlsete 

Lia~!litiea u ~~~e~e~ 

current Lia~i!itie~ 

Unclaimed Benefits 

1-1er~ro ' eontributi_on Reserves 

State Employees 

Teachers 

Teachers Survivors 

Total !~era Reserves 

General Reserves 

St at e Employees 

Teachers 

Teachers Survivors 

certain State Employees 

Total General Reserves 

To t a l Liabilit ies u 
Reser1es 

,. ., 

).')7(, 

253,052 

3, 450, 272 

.243, 941, 049 

f) 247, M4, 373 

I} 49, 125 

44, 338,063 

59, 273,244 

3, 761, 603 

$ 107,372, 910 

$ 89, 630, 190 

42,013, 056 

8, 575, 648 

3, 444 

$ 140, 222, 338 

$ 247, 644, 373 

127 o; 

f} '" , 478, '/.7'> 

21 fj'J!j 1 21'' 

21~ , 18~, 87'/ 

f} 222 1 ~F.tJ , 31;,1 

0 62 , 88~ 

40,712,808 

53, f..Ol , 142 

3, 328, 984 

$ 97, 642, 934 

$ 79, 502, 028 

37, 853, 741 

7, 495, 02'/. 

3 , Z54 

$ 124,854, 545 

$ 2n, 560 , 367 
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Member contributione 

State Employees 
Legislators 
Teachers 
Teachers survivors 
Ins. Pr emiums - Legislators 

State contributio~ 
State Employees 
State Employees A/C FF cost 
Teacher s 
Certain State Employees 

Municipal Contributions 
Teachers 
Teachers survivors 

Investment Income 
Interest 
Dividends 
Capital Gain or (Loss) 

Miscellaneous 
Miscellaneous Receipts 
Empl oyees Trans. - Municipa l 
Unclaimed Benefits 
Interest - Ser vice Purchase 

Total Revenues 

EXPENDITURES 

$ 

Pension Benefits $ 
State Employees 
Legislators 
Teachers 
Teachers Survivors 
Certain State Employees 

Death Benefits 
State Employees 
Legislators 
Teachers 

Refunds of Cont ributions 
State Empl oyees 
Teachers 
Teachers Survivors 
Interest on Refunds - Survivors 
Municipalities 

Investment Expense 
Postage & Insurance 

Miscellaneous 
Miscell aneous Refunds 
Employees Transfers - Municipal 
Unclaimed Benefits 

Total Expenditur es 

Excess Revenues over Expenditures 

;,..., 

7, 558, 717 
2, 567 

8,391 , 369 
558 , 259 

2,655 

6, 406, 827 
3, 727,787 
6, 283, 774 

8,520 

6, 699, 750 
575 , 979 

11, 494, 574 
3, 280 , 211 

689, 845 

30 , 667 
25, 503 
13, 227 
91, 415 

9, 891,266 
487, 811 

16, 623,126 
240 ,599 

5, 190 

619,055 
24,000 

319, 054 

1, 333, 400 
873, 810 
115, 215 

18,281 
38 , 973 

131 

138, 737 
2,001 

26, 991 

$ 16, 513, 567 

16, 426, 90a 

7 , 275 , 729 

15, 464, 630 

$ 
160, 812 

55 , 841 ,646 

$ 27, 247, 992 

962,109 

2, 379,679 

131 

167, 729 
$ 30 , 757 , 640 

$ 25 , 084, 006 

--
Analysis of Revenue & Expenditures 
Fiscal Year Ended _ June 30, 1976 

REVENUES State EmEloyees Teachers 

Aloount % llrnount 

Members Contributions $ 7, 563, 939 28 . 9 $ 8,949,628 

state Contributions 10, 143,134 38 . 8 6, 283,774 

Municipal Contributions 7,275, 729 

Investment Earnings 8, 361,655 31 . 9 7,102,844 

Miscell aneous 112, 748 0 . 4 48,064 

% 

30 . 2 

21.2 

24.5 

24 . 0 

0 . 1 

Total Revenues $26, 181,476 100.0 $29, 660, 039 100.0 

EXPENDITURES 

Pensions $ 9, 635, 535 36.8 $15,216, 413 

cost of Living Adjust. 748, 731 2. 9 1, 647, 312 

Death Benefits 643 , 056 2. 5 319, 054 

Refunds-Contributions 1, 333, 401 5 . 1 1 , 046, 278 

Miscellaneous 141, 157 0 , 5 26, 572 
Total Expenditures $12,501,880 47 .8 $18, 255,629 

Excess Revenues over 
Expendit ures - to 
Reser ves $13, 679,596 52.2 $11, 404,410 

Distr ibution of Excess Revenue 

Unclaimed Benefits 

Members Reserves 
State 
Teachers 
Survivors 

General Reserves 
State 
Teachers 
Survivors 
Certai n Employees & Teachers 

Total 

;tl 

$ -13, 763 

3,625,254 
5, 672,103 

432,619 

10, 128, 162 
4, 159, 314 
1,080,627 

- 310 

$25,084,006 

51.3 

5 . 6 

1 . 0 

3 . 5 

0 . 1 

61.5 

38 .5 

Total 

$16, 513, 567 

16, 426, 908 

7, 275,729 

15, 464 , 499 

160, 812 

$55 , 841, 515 

$24 , 851 , 948 

2,396,043 

962 , 110 

2, 379,679 

167, 729 

$30, 757,509 

$25,084, 006 
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Investment Income - Interest 

Add: Accrued Interest June 30, 1976 
Accrued Interest July 1, 1975 

Discounts Amortized 

Total Additions 

Total 

Less : Accrued Interest Purchased 
Premiums Amortized 

Total Deductions 

Net Interest Earned 

Dividends 

Total Earned on Invest.TTients 

Capital Gain 

Tot al I nvestment IncoNe 

•r 

$ 3, 450, 272 
-2,895 , 215 

$ 

555 , 057 

1, 129, 741 

219,375 
44, 139 

$ 10, 073 , 290 

1 , 684, 798 

$ 11, 758, 088 

263, 514 

11,494 , 574 

3,280, 211 

$ 14, 774 , 785 

689, 845 

$ 15,464,630 

}!embers Reserves: 

Distribution of Invescment Incooe 

Fiscal Year Ended _ June 30, 1976 

State 
Ewlovees Teachers 

Teachers 
Surv~vors ~ 

Balance July 1, 1975 $ 40,712,808 $ 53, 601, 141 $ 3,328,984 $ 97,642,933 

June 30, 1976 44, 338, 063 59,273,244 3,761, 603 107,372,910 

General Reserves: 

Balance July l , 1975 79, 502 , 028 37, 853, 741 7, 495, 022 124,850, 791 

June 30, 1976 81,268,535 35, 672,611 7,813, 248 124, 754,394 

Total $245 , 821,434 $186, 400, 737 $2 2, 398, 857 $454, 621 , 028 

Average $12 2, 910, 717 $ 93, 200,369 $11,199, 428 $227, 310, 514 

o f 54.07 41.00 4 .93 100.0 10 

Distribution $ 8, 361,655 $ &-, 340, 444 $ 762, 400 $ 15, 464, 499 
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