
.... 
~ 

0 
Q. 
Cl) 
a: 



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

...__ 

,,.;l urn' Ul• AI~ ACJ'UA•i!AL VAL UA'l'ION 

u!·' 'J'HU: 

hiUNlC J PAL U:MPLOYu.~l:l' •<~>'l' IH!J; I>'iU:N 'l' ~YS'!'.U:M 
AS Oi" JUN!J; JO , 197 

1 rooont od horowith t o u ro port on 
n annual actuarial valuation 

o, 1976 . The purpo•• of an 

t h o rtnano i al oond1t1on ol of t ho uyntom oomplotod no o f J une 

uotunrlnl vnlunt lon i n to ontablinh 
t ho oyntom nooordinK to act uar ial oritoria rotloot ins aooru1n& 

oo o L ruqulrnmonto. Prom tho rooulta of the valuation, the 

pro~roon o f t ho oy ntom durin~ tho yoar under review may be 

moao uron a nd nnolyzod. In ouc h v aluation , otfeot i a giv en to 

ll aoo ruod liabilitiuu a nd o u rruntlY aooruln& ooeta tor the 

honofl\11 oomprioin p, tho p ro aor ibttd bonori t achedul • • 

An onnly • l N I a ~nno of t ho chnnaon occurring in th• aotlvt 

momboroh ip nmon~ " Lho oov ornl partioipntin~ municipalitlea . 

In t h in proooau, nooount 1 • takon of t h o addition• to •e•ber

nhlp durlnA t h o yonr a nd t h o princ ipal o haraoteriet1oe thereof, 

Lhu nnpnrnt t on" rrorn t h o oHorvl oo d u • to roaisnatlon , death or 

rn tlromunt, nnrt otho r portLnont raotora . Th o experience ot 

t ho ~yoLnm a monR rotiro monto lo roviewed and evaluated . In t he 

ropo rL o n Lhu valunt l on, t h o faotora and oonditlona t hat are 

lnhnJ·ont. ln Lhu vnl untlon proottdure a.ro r•vlowed and other 

prob l omn ur l o lnK ln tho opttrat iona or the •y•tem that are or 

• uLuvnnoo aro rt\oa u••ud , Tho bao l c aawumptiona applied ln tha 

vnt unt lon for Lho rtotorrnlnat1on o• oc•'• an~ i1&b1l1tlea ara 

u I uo p a tllfO n~ttd, 



~art 1 .. 

l • :'-o r't.al i ty ex pee tanq : 
':.'he 1951 Group Annuity ? able 

( pro j ec"ted ) 

2. In~eres~ ra~e : 5~ per annua 

:urnover factors : 
Assumed annual rates of withdrawal 
fro~ a~l causes -

~ 

20 
25 
JO 
35 
40 
45 
50 
55 

60 and over 

dates per 1,000 
Male ?elliaie 

182 
167 
121 

92 
6) 
48 
22 
10 

l~ortality 

219 
196 
14) 
11o 
75 
57 
26 
12 

Only 

?uture salary increments : Assumed annual compound rate 
for the long term - 4% per 
y ear 

5. Avera,o:e age at retireoent: ~:a~e 
?emale 

66 years 
64 years 

6. ~isabilitv rat es : Actual operating experience . It was 
assumed that 12- 1/ 2% of all disable
~en~s would occur in line of duty. 

7 , icari tal s "tatus : 35% of ecployees in service were assUI!led 
to te married with the averag e of the 
wives 4 y ears younger than the employees 1 

5;<; of t h e e mployees retiring on pension 
·..,·ere 2.SSu.:::led to be marrie d. 

8 . AC.Cinis"tra"tive exrense : ~one 

~a.r-:: 2. 

.:ace 
:Lefer -
ence :i~~ o r : own 

1 =.arr :._ng~o:l 

2 =ris"tol 

' 
=urr:..ll ... -ille 

7 c =anst;or: 

0 ..:.as-: ::; r e er:wich 

10 ......a.st ;:-::-o-.r i;:e::.::.a 

14 ::opkin1:on 

1 5 Jar:.es~owr: 

16 J o hns-con 

21 r;ewpor"t. 

2) ~orth ~ingstown 

24 ~orth Frovidence 

25 :,orth Sr1i th.field 

26 Faw-tucke't: 

:;o Sci-cuate 

J l Sed thfield 

J2 .South ?Cingstown 

JJ Tiverton 

J4 Y.arren 

39 '' oonsocke"t. 

.SF.SCIAL <Th E 'S 

50 ~st Green~·ic h 
? ire :J istric~ 

51 Cranston HousLng 
Au-.:ho rity 

52 ..:.ast FroviCence 
:tousing Authority 

53 Fawtucket ~ousing 
Authority 

:arr ie..i for,.-a:-d 

);••:=~"'"' ;:):'A.:ur--.:: 

!"i t.:::l-:-er o '! ~ .. t=I~r c.= 
A.c~ive Fer.:c:io::.ers ~c=.:. 

!k.e:::::I'be r-s ~ ?e:iale )(embe=st:..i= 

::r- 2:= s; : n 
!.0 5 15 4 !27 

!.0 1 -- 1 1C2 

509 57 ? 1 66 

1 ]0 2 J 
,-c: 
- JJ 

25: 6$ 22 J7Z 

22 5 -- 2 

46 4 2 52 

2 00 4 2 2a6 

280 55 11 }!<9 

173 24 8 2 05 

188 2 7 7 222 

77 9 2 8S 

7 53 169 41 963 
6 5 17 2 ~ 

100 9 4 113 

1)9 10 8 15 

90 12 2 1~ 

74 16 2 92 
J45 74 18 4) 

10 -- -- 10 

1) -- -- 1) 

10 -- -- 10 

_____n _2 42 --
1,681 645 219 4 , 748 



Go de Number of Humber of 

•1e f e r - Active pensioners Total 
e nce C i t:z:: or 'l'own ~bers Male Female 

~ 
Fart ) , vN? UNDED ACCRUED LIABILITY -

:,rou.:;::ht forwa rd J,881 648 219 4 , 748 
UnfWlded 

Entry Year Annuity Accrued 

54 .::ach Gr eenwich ~ MWliCiJ2alit:z:: of Membership Plan Liability 

Police 20 4 1 
25 General employees 

55 !\or t h Kings town 
Folice and ? ire 78 8 -- 86 1 .aarrington 1957 2" $ 22?,128 

56 
2 Bristol 1957 2 117,)1) 

Cumberland Hous ing ) Burrill ville 1968 1-2/J 21,5,618 

Authority J -- -- 7 Cranston 196) 2 1,755,384 
3 

57 Lincoln Hous ing 
9 cast Greenwich 1957 2 1)4,720 

Aut hority 6 -- -- 1961 2 763,204 6 10 :=:ast Providence 
58 north Providence 14 :-Iopkinton 1969 1-2/J 100,722 

Police 50 4 1 15 Jamest own 1964 2 118,)12 

59 Br is tol Housing 
55 16 Johnston 1968 2 420,518 

21 Newport 1966 1-2/J 1,165, 441 
Authorit y 5 -- --

6o Barringt on Police 
5 2) North Kingstown 1957 2 286, 260 

and Fire 59 6 -- 65 
24 North Providence 1961 2 374, 218 

61 ~mithfield Police 
25 North Smithfield 1964 2 140,871 

and r'ire 23 3 
26 Fawtucket 1962 2 2, 439,110 

-- 26 30 Scituate 1967 2 )26,899 
62 •iarren Police 20 ) -- 23 
6) Sout h K in~stown 

31 Smi thf i el d 1959 2 102,111 

Police an r' ire 35 
J2 South Kingstown 1957 2 16 ~41 

1 1 37 33 -riverton 1964 1- 2/ ) 2 8~ 73 

64 Frimro se Volunteer 34 warren 1957 2 177 , 36) 
Fi r e Dept . 6 -- -- 39 lloonsocket 1962 1- 2/ ) 1,615, 276 

65 ilurrillville Hous ing 
6 

Authority 2 -- -- Spec ial Aut horities 

66 North Providence 
2 

51 Cranston nousing Authority 1968 2 39,864 
:-lous ing Aut hority ) -- -- 52 cast Providence ~ousing 

67 cast Smithfiel d 3 Authori t y 1968 2 ) 1,306 

llater Di strict 5J Fawt ucket nousing Authority 1968 2 246,500 

68 
J 1 -- 4 56 Cumberland Housing Authority 1969 1-2/ 3 8,906 

Greenville water 57 Lincol n Housing Authority 1969 1-2/J 9,411 
Di strict 3 59 Bris t ol Housing Authority 1970 2 8,27) 

--
71 liarren Hous ing 

-- 3 65 Burrillville Housing 

Aut hor ity 
Autho rity 1972 2 8,962 

2 66 Kor th Pr ovidence Hous ing -- -- -- 2 -
'l'otal s 

- -- Authority 197) 2 717 
4, 190 678 222 5, 099 

67 cast Smithf i eld nat er Di s t rict 197) 2 12,406 
68 Greenville n'ate r Distr ict 1973 2 15, 007 

= - - 71 ,., ar ren ::ous i ng Autho rity 1975 2 6 222 --
,;3.rri e.:: :'orwarC .:;>11,213 , 056 



Annuity Unfunded 
Fart 4 , KiCOf.llt.i::!IDi::D liATES OF CONTrli BLITION 

i n try year . ~ccrued 
?Ort PArlTI CIFATI NG MUNICIPALITIES 

of Mernbershl.E Flan 
~ 

JUNE 30, 1976 

::ode ~ 
Per cent of Payroll for 

Brought fo rward 
:j;l.1, 213,056 Year of nate of ErnEloler ' s Cont ributions 

r.iember- Pens ion Norma Accrued 

~ City or Town shiE Credit Cost Liability Total ---
Folice & ?ire 

. h ~· vi strict 1967 2% ~5.311 
General EmE1oyees 

50 i::ast Greenw1c r 1re 1968 2 
54 ~ast Gr eenwich Foli~e 1 • 71Z 1 aarrington 1957 2% 10. 70% 1,40% 12 , 10% 

55 Nor th Kingstown Foll C ~ 1968 2 293, 198 2 Bristol 1957 2 11.50 1.)0 12 , 80 

and Fire . 1969 2 111, 823 J Burrill ville 1968 1-2/J 8,)6 -- 8 ,)6 

58 North Providence pollee. 1970 2 7 Cranston 1963 2 8 , 59 3, 52 12 . 11 

60 Barringt on Fol ice and Flre 1970 2 
135, 831 9 C::a s t Greenwich 1957 z· 10 .so 1 , 50 12 , )0 

62 Warren Police 45,787 

6) South Kingstown Police and 1971 2 102, 18a 
10 .::as t Providence 1961 2 10. 70 2, 01 12, 71 

Fire 1972 2 14 C:opkinton 1969 1- 2/J 8,60 8 , 20 16 .80 

61 Smithf i el d Police and ? ire 117, 973 15 James town 1964 2 8 , 84 4 . 19 1),0) 

64 Primrose Vol unt eer 1972 2 16 Johnst on 1968 2 8. 16 J,8J 11 .99 

Fir e Dept . 21 J;ewport 1966 1- 2/J 6,78 5. 77 12. 55 

Total ~12,163 , 898 2J i·iorth K in~stown 1957 2 8 . 90 1 ,20 10 . 10 
24 ~orth Providence 1961 2 7. 8;1. 1.87 9. 68 

= 25 0orth Smithfield 1964 2 8. 6S 4 ,41 1) . 06 

26 Pawtucket 1962 2 6. 59 4. 26 10. 85 

JO ;:)cituate 1967 2 8 , 9J 8.55 17 .48 

J l .:3 mi thf i el d 1959 2 8. 70 1.00 9. 70 
J2 South King-stown 1957 2 9. 00 0. 40 9 .40 

JJ ·r iverton 1964 1-2/J 6. 08 6.88 12 . 96 
) 4 ;,arren 1957 2 9.90 3. 20 13. 10 

39 ·.>oonsocket 1962 1- 2/J 7 . 02 3. 71 10. 73 

Hous in[ Authorities 

51 Cranston 1968 2% 8,42% 1 . 52% 9 . 94% 
52 i as t Providence 1968 2 8. 11 1.41 9 . 52 

53 f awtucket 1968 2 10 . 68 10 . 10 20 , 78 

56 Cumberland 1969 1- 2/J 4 , 20 1 , 10 5 . )0 

57 Lincoln 1969 1- 2/J 4 . 70 1.20 5 . 90 

59 Bristol 1970 2 8,40 1.)0 9. 70 

65 Burrill ville 1972 2 6 , ) 0 2 . 50 8.80 
66 IJo rth Providence 1973 2 5.80 0 . 20 6 . 00 

71 · .• ar r en 1975 2 12.10 2.00 14. 10 

1iater Di stricts 

f-,7 ,~as t .> rn i thf i eld 1973 2 12 ,20 6.60 18 ,80 
l) f' ~; ree nv i ll~ 1973 2 4 .50 5. 10 9.60 



year of 
r<ate of ·r otal 

~ .. ember-
fens ion ..::mployer•s 

~ 
£!edit Contributio 

; ode _ .;ity or~ 
--!l! 

:olice an1 : ire 

5C' .ast Greenwict ! ire 1967 2Y.. 14 .oo" 
. i strict 

1968 2 14.oo 
54 Jast Jreenwich Fel ice 

55 .or th Ki ngstown Felice 1968 2 14 ,oo 
and Fire 

<;::: ~o rth Frovidence Police 1968 2 14 . oo 
-~ 

60 ~rrington Fel ice and 2 
? ire 1970 14 , 00 

62 .. arren Felice 1970 2 14 , oo 

6) South Kingstown Police 
and Fi r e 1971 2 14 ,00 

61 Smithfield Felice and 
? ire 1972 2 14. oo 

64 Primrose Volunteer 
Fire Dept . 1972 2 14 , 00 

:he aforesaid rat es ar e to be applied to the budge t ed pay r oll for 

each f iscal year on the employees par tic i pat i ng i n t he sys t em. 

: hus , suffi c ient r evenues wi ll be prov i ded currentl y t o meet t he 

system's annual accru i ng requi r ements , These requirements cons ist 

of t he current se rv ice cost , techni cally referred to a s the "no rmal 

cost " , plus t he annual amortization payment on the " Unfunded 

Acc rued Liab ility", 

rart 5. VA.i.\,;A?I v1• 0? p.:;.:-,S l ul; ltl)LL 

:he results of a valuation of t he retirecent annuities in 

fo rce at :~~e )0, 1?76 are as follows: 

:;m:ber or. ;:ension r oll 

,;.ropor~ion of :otal 

.;nnual payner.ts 

Avera~e ~~,ual pa~er.t 

Avera~e a.:e 

Actuarial r eserve 
requi!'er:;e:-.ts 

r.:ale 

67E 

75 . )~ 

;;,1 , 579,8)1 

~. )0) 

65.6 

.;>16 , 798 . 697 

~ 
222 

24 . 7~ 

~4)9 , 782 

.;;1 , 981 

64 .2 

.;i5,001 , )6) 

~he act~arial reser;e re~uirements on pensioners as est a blished 

at J~,e JO, 1976 anounted t o ~2 : , soo , o6o . This cocpares wit h 

the balance in t he · ~etirement ~eserve• at that date of 

~22 ,22 3, 50e. :his calculation confirms the adequacy of the 

retirer.ent reserve acco rd ing to the actuarial standards appl ied 

i n t his valuation to ~easure expected cortality among t he 

retiree ~embers. 



Part 6. 
~ 

In subscribing to 

and towns and t he 

membershiP in the sys tem, the uovoral Citieo 

special governmental units have undertaken 

consisting of (a) the accrued liability 

the accruing cost for future service 

coot" constituting the current 

pension obl igations 

for past service , and (b) 

generally known aa "normal 

year'a pens ion liability . 

Paet oervice . The liability for pension credit in the case ot 

each municipality for service by their employees prior to the 

date of participation was established at the time participation 

was applied for. A past service contribution rate was fixed aa 

a pe rcentage of payroll , as required by law , at a rate that 

woul d bring about the amortization of the total accrued lia

bility in a period of 25 years from the effective dates of 

participation . This period for amortization purposes was 

fixed since , on the average , the past service is expected to 

be fully amortized by the time the employees in service at 

the beginning date of participation have left the service by 

resignation , death or retirement . 

Current service, "ilormal cost" was computed upon the basis of 

t he total membership with full effect to the particular ages 

of the employees , as members of the system, their s ervice and 

their rates of sal ary , Such rate is calculated as a pe rcentage 

of payroll . The "normal cos t " rate thus determi ned is to be 

~p~li~~ to th~ ~urr~nt ~yroll ~~et for eaen 8Unlc1pa11t1 

.ov~r inp th~ ~~l~yt~a yart1c1patin, in the •Y•t.a. 

-: 11at.11itz , :he ~t urtiee lao111ty arol'! 

r.o rr-.:.1 -::vst rate:: ;:sr,-. ~ruente1 1n the •uccee1~ ~·· r-t 

th ie r<:):-Ort, .he Ull!WV.~~ acc r ued 11ab1l1ty at JLtne )0 , 1976 

f or the eeveral yarticipati~ aun1c1pal1t1e• arol'! lpecLal ~ov~rr~ 

mental 'L"l i te aoour.~e1 u, 12, 163, 898 . Tni• accrue1 liability 

in the eaee o~ ~ach participatin~. •ntity repre1ent1 tr.e aaour.t 

uf ita ur.pai1 indebte~ne•• to the ayste• on accour.t or paat 

eer vice pluc 1e!iciencles in ~ormal cost require .. nts on account 

of future se rvi ce . farts of these ~e!iciencies were due to the 

variations betwee~ the established contribution rates !or such 

se~;ic~ reflecting actuar ial cri te ria an1 the results or 

actual operations affecting each participating aunic ipality . 

A par t of 3uch liability may also be due to aubctantive changes 

in the benefit schedule occurr ing since the dates when the 

orie inal contri but ion rates were fo rmulated, 



~ •
1
,. ;.'ACNrlS ?v-~ ACTi.JA~IAL 

~·~ 

An actuari!ll ,•duation iS 

data reflecting mo rtalitY 

b~sicallY an analys is of statistical 

and service experience among the 

active and retired 
0

eQberS · rhe data cons i sts of (1) the 

c:~rrent add itions to membe rship as new employees enter service 

( 2) ser-a-ration froo s~rvice due to res ignation or dl'sm · ' · lSSal 

0 re-wi ~hout right to a ret irement annuity , (J ) the rates f 

tireoent, that is, the 

:::-e~ireoent and ~ualify 

number of members who will survive at 

for benefit s , (4 ) deaths among active 

r:~::lb~rs , (5 ) disabilitY occurring before a"ttainment of the pre

scrit:ej retirement age, (6) deaths anong retired members and 

~~e:iciaries an: (7 ) other factors of pertinence. 

.u: o: :he foregoing fac:ors a:::-e active and in:erac t i ve in 

:he calculation o:· :;;ens i on lia!Jili ties . ·.::hese factors and 

others ~:e :o~si:e:e~ i~ :he :or~ulat ion of contribut ion rate 

sche:ules :esigne: : or tt.e }U:pose of accumulating reserves 

:o ;-rovice :'o: :r.e Fens ion an: :ene: it payou"ts to employees 

u:: s:.r..-i\"o::: o: e:::;;;.oyee:: w~o :;:zy :titba':el:t qualify for 

·:e:-.e: i :s. 

~ .:~ :.:....,a:::::ia.:.. ~ = .. =-=~: :: .. : !': :2c :-;::.c:o :--s c::: : he 2ys~e~ varies 

'f\" i : t :!'le =-~es :~2 ~=~te:: , :~ere:c:= ~xpos~re :ables are 

prepa~ej : o: :~c =~~: )!S co~s:s~i~~ : : 
~ew a~:ra~:s, ~eatts 

~~0~2 :~; ~;~~=:$ ~~ 
s e~a:~:~:~s ~ ~~~ s~:~i~~. i: .. :'"'e: : e:--.: 

:::.~e5 a::; :c :~~: ~:e~ ~c: ~~:e ~~~ :"' :~_::. :. ::: :-.~:-.:=:-s s~ c.~ :o s i ·:e 
e .:~ : .. e~: :~ 

:::~ .::~x =-=..::.:::- . 

:he ra~io of actual terainations jue to ~he a!oresai1 ~actors 

to the nu:nber of ;:,ecbers expose:! -::o separation !or the seTeral 

causes, at ~he various ages , resul-::s in ~ates of teraination . 

~hese rates are ~enerally l eveled out to el~inate aarked 

vari~~ces betweer. a€es in cases wher e ~he cata .ay be liaited 

in scope or is !'rag:mentary in fona . 

: r. t~ i s way , t ne ac~uary tests t he rates as developed in t he 

c~rren~ year's actuarial valuation by applying previously 

established rates. 3y comparing -:he expec~ed deaths and 

tercinations ~~der the aforesaid procedure with actual teraina-

tions for each o!' ~he several causes during the period covered 

by the actuarial valuation, -:he accuracy o~ the newly estab

lished te!Qination or separat ion rates may be checked. ~e

visions or cn~~es, if neces sary , oay be 3ade currently. 

3uch a valuation , :herefore, provides ~e basis for .aking 

appropriate ass~ptions for use in actuarial valua~ions and 

cost :etermL~tions in respec-:: to the following facto rs. 

l. .iew :~e:::~bers . : .. e1J!ber s e:ltering service fona a part 

o: :~e exposure study and are a basic eleDent in ~he for.aula

:ion o: :::-a: es o: separation :ro:::~ service . : h is f actor has a 

: irec: e::ec : ir. : he :un~ing o: a retirement systea . :he 

~::d e:::-lyin~ uen: appea::-s ~o be towards advanced ages at entry 

i~to sen· :.::e w~ic~ ::ea::s eventual higher costs . 

3e:a :::-a:io~ :row service. .~tes o~ separation are 
::.;; :.:.:: : ~ ~~ ~ :o =e~as~ o: : ~e nuccer o: active :eabers who 
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.-

applies particularlY to the earnings progression rat . 
es S l nee 

these rates are frequentlY influenced by the employer, s . cur-

rent personnel policies, economlC changes and rela t d 
e factor 

,..,..... 

s . 

~· rt.c: - .C:VALiJA'l'I ON OF CONTHI BUTION nATES 
FOn CITI~S AND TOWNS 

In each annual actuarial valuation , a review is made of the 

rate s of contribution for the cities and towns having had at 

least 10 years of membership in the System . As participating 

units attain this status , their operating experience is eval

uated as a check of the adequacy or inadequacy of their con

t ri but ion rates , A current adjustment or revision of these 

r a tes is recommended , if necessary. 

Participating city subject to review , The following city 

participating in the System has been subject to this evaluation 

during the fiscal year covered by this report , 

~arne of City 

City of ~ewport 

Date of 
Participation 

1966 

Iiumber of 11iembers 
J une JO, 1976 

Employees Pensioners 

280 69 

·rhe City of Newport maintains a 1- 2/J% annuity rate , 

Two add itional units are to be considered next year in this 

re- evaluat ion with participation in the System for at least 

10 yea rs, namely , the Town of Scituate and t he East Greenwich 

! ire Di strict whose part i cipat ion i n the System began in 1967 , 

~as ic facto rs, Fens ion obl i gations represent long term com-

mit tments, maturine: many year s after the obligations a r e 

i ni t i a ted . ; hese obligat i ons, therefor e, must be consi dered 

on a l onr t e rm bas i s. ~ransitory facto r s or shor t t erm 



r 

:' lu:-.:;.n~io:lS are ::enerallY :; isre!'arr er. in aJ• t!valuatior. 
0

.

t:'lei :- :os: a;;;:ects. :·or thiS reason. a revaluation or re

cxa;:i:latio:l of contribution rates is oade fo r those c it. 
1es 

3..'1.: -:owns tha': have had at least l C years of oartici t• 
pa 1on . 

.l. rerioc 
0

: 10 years const i tutes a reasonable per iod f or the 

development of abnormal or substantive changes in basic 

i'hese factors include mortalitY among active and 

rates, ages at retirement c: 1 • -a ary factors. 

retired menbe rs , turnover 

trends and others 
that are pertinent 

in a determination of 

participating units AS 
actuarial costs and liabilities . 

acquire longer operating experience , a review of their con

tribut ion ra tes is undertaken and adjustments are made as 

required. 

~esults of re- evaluation . 
The valuat ion discloses the cost of 

f i nancing the current l y accruing pension obl i ~ation generally 

designated as t he "normal cost", and the requirements for the 

amortizat i on of the accrued liability. ~he cost requirements 

for each of t hese i tems are expressed as a percentage of 

total Dayroll . 

....... 

Amortization of accrued liabilities. It has been suggestee 

that a longer period of time be prescribed for t he a.ortization 

of the accrued liabilities than the re.aining period of 25 

years from the initial dates of participation of the cities 

and towns in the retirement system . There is merit to this 

suggestion . A number of substantive amendments have been made 

during the last several years in the law governing the Systea. 

These new amendments increased the normal cost and added to 

the accrued liabilities , While it is desirable that the 

accrued liabilities be liquidated within a reasonable period 

of time, this objective may still be attained according to 

accepted standards by apportioning the remaining unfunded 

accrued liabilities over a somewhat longer period as has been 

proposed, 

Accordingly, in the calculation of the rates of contribution 

hereinabove set forth , a 25-year period of amortization , dating 

from July 1, 1977, has been used and a 5~ interest rate assump

tion was applied , This rate of interest may be considered a 

reasonable investment return expectancy for the long term 

under the prescribed investment authority, and the progressive 

investment management policies in force in the operation of 

the System, 



.arne of ra r ticinatin( 
: ity -~ 
.~ i ty of ;.ewport 

~ 
7,26;; 

as of J une JO, 1976 based upon the 

at t hat date. 
.'hese costs were computed 

provisions of the law in force 

•<ecommencation. ~he fo r egoi nF rates, as a percentag e of em

ol oyetls • payroll, are hereby recommended to the .<eti rement 

. oard of the t:mployees' ,<etirement .::iystem for cert if ica tion 

t o t he City of Newport as t he rates of contribution eff . ectlve 

as of J uly 1, 1977• 

It s hould be noted t hat little chan~e has occurred in the 

total rate of contribution f or the city that was evaluat ed , 

While some r eduction in t he total rate occ urred as t he . result 

of a n extension of t he period of time for the amortizat ion of 

Lho unfunded accruerl li:lbilities, thiu reduct ion waG s ub

s tunLiJ.lly of fset by i ncreasert costa a nd liallilitieH duo 

~ r inc ipally to Lhe f ollowin{! factors a (I) improvumenL r; in t ho 

bu nnf'it schudul o rlurin~ recrmt yoaru a s ovi<lencod IJy actu:al 

opurJ.Llnr, uxporlcnco, t ho f'ulJ tJfJ'Pc L of whl c h had not bt•u11 

prov ioawly oxpruno od ln Lho c urr••nt rnte!l ; ( ? ) !rv:r,.:u:•· n i n 

11nLu i uu d11t'l 111' rt• t:Pnt yo:tr:: :1L :lumt•Wii rtl. lil i' II'OJ l': tl.•n : !.1!;111 

wore.• :trJ•LI"d l11 •:oOL d•J LPruli n:al.iol ll' Lo r'.lv• · "f'f'pt; l, l.o !.1111 

"1 yo:tr l' l11:tl :tv.,rn'' '' o: ti"I'.V" IJ! I il ' ' 1111!•<1 111 U11 • t'o illl •llf ;ll.lnll 

IJ f' 1.1, ,. I " I, J, 1 '1111 '111, ' II II III i l.,y: ( I) ii'IJ 1 "v" I lllltl I. t I I t. ,v illll tl ll ' 

active members and pensioners; and (4) reduced turnover in 

employment. 

The recommended rates realistically reflect the City's share 

of the cost of the retirement system under the established 

benefit schedule after giving effect to operatine reaults to 

date and the assumptions made as to probable future 

experience • 
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.'he re~t!rve :1ccounts ma intained by t he system a r e intenrled 

as an account inP t~chnique t o record the pens ion credits 

c~ta~li shed for active ~embers and pensioners , respectively, 

. hase reserves represent contributions made by the memb ers and 

oy the part icipati ng cities and to wns , and the special govern-

mental un i ts . 

•ith these 

clos el y t he 

reserve accounts it is possible to evaluate more 

current progress of the system in the accumulation 

of assets to meet the acc rued and accruing liabilities for 

:utur e benefit payouts in the case of members who qualify for 

retirement and other benefits. 

.:.. negative balance exists in the ".::mployers ' Contribution 

.-.eserve" fo r several cities and towns. ·r his has come about 

principally by the re t irement of aged employees shortly after 

the co~encement of participation i n the system for the appli

cable city or town. 11ith additional revenues that will result 

f r om continued operations of the system, these negative bal-

ances shoul d event ually be removed. In the cours e of time, 

with further operati ons, these ne~atl"ve balances should be 

removed and a cre~ i t balance should be established for all 

pa r tic i pat i ng ci t ies and towns which will represent the 

rese rves required to meet t ile lia bilit ies on account of the 

nenbership · >he:oe rezerve2 will cons i"t of the _!)ens ion 

cred i ts earne ~ by tile ~e~b! r~ ~ ur inE se r'lices r endered , 

Par t 10. :J'l'Jrt:.. Fik>I u!• At. ~ :S.:.; • .::?I':" FA'fO iJT.::> 

~o illustra:e the necessity fo r adeq~ate f~~din~ of ~ension 

obligations on a systematic basis , in accordance wi t h the 

accruing a spects of pension cost, a pr oject i on of future ~en

s ian and benefit payouts is presented i n th is report • .::>uch a 

projection serves to po i nt up the full meaning of the acc ruing 

pension obligations i n terms t hat may be more readily under

stood by the officials of government having the responsibility 

of formulating budgets and mo re par t i cularly by members of 

legislat ive bodies . 

The following pro j ection of futu re payouts of pensions and 

benefits shows the persistent upward trend i n such expend i tures 

by the system for a number of years : 

? is cal 
Year 

Znded 
June )0 

1976 

1980 

1985 

1990 

1995 

.::stimate of future 
benefit and pension 

payouts 
( in millions) 

.j;2 . 1 

). 1 

5.0 

7.2 

9.6 

7he fo regoing projection is subject to reexam i nation each year 

i n the future i n the l i ght o~ additional operating exper ience 

an: ~f:e resul ~ s tf:e reo~ ....-ill be d isclose:l in the annua l reports 

of t he ~oarc. 
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. t by t he governmental employe . 

rhe financinP. of pens1on cos r lS, 
. . . f a ma t ter of current budgeting of th 
1n 1ts most s 1mple orm, e 

. . . th same manner as other current 
acc r u1ng oens 1on cost 1n e 
operat i ng expenses of government . Such cost is basically 

pensions to an employer in 
defer red sal ary. The true cost of 

any fiscal year i s represented by the value of t he pension 

credits earned during the year by the ac tive members , 'f hese 

yearly pension cr ed its form a proportionate part of the ulti

mate r eti rement benefits which would become due and payable as 

scnbed the members qualify for r etirement by fulfilling the pre . 

age and service conditions . 

The pens i on and benef it payment s to retired employees , there

fore , ar e derived f rom a combination or accumulation cf all 

earned pens ion credits covering a number of productive years 

which r epresent the total periods of service rendered by em

ployees . I t is the accumulation of these pension credits for 

the servi ce rendered by the member s whi ch const i tutes t he 

r eserve required for meeting the pension payments to the 

qualifying members. This current accumul ation of pension 

credits r epresents t he real cost of pension benef i ts in any 

f i scal period , 

The fo regoing illust rat es t he accrual or r eser ve princ i pl e 

that unde rlies a retirement system. Actuar ial c riter i a 

ref l ects the accrual concept . Th i s concept governs all 

r et irement system operations . ~ven if a retirement plan did 

not specifically prescribe the method of financing the Fension 

c r edits , the accrual principle ~ould be implicit in its basic 

prov i s i ons, nates of contribution a r e formulated with t he view 

of accumula t i ng the reserves to meet the earned pension credits 

and the total ultimate payouts ~or the ret irement and other 

benef i ts to members who qualify for ~ayments. Current r evenues 

f r om these r at es ar e substantially in excess of the current 

expend i tures for benefits . ~he resulting excess r epresent s t he 

reserve t o meet t he future pension and benefit payment s t o em

ployees who qual ify fo r reti r ement . 

I t i s the reserve created by the application of these contr ibu

tion rates that is frequently a source of tempt at i on to offic ials 

of gover nment, particul arly those hav ing to do wit h the formula

tion of budgets , ?hi s has brought about, in s ome i nstances , 

the curta ilment of revenues f rom the r etirement sys t em by means 

of arbi t ra r y cut-backs in appropriations bel ow the requirements 

f or the acc r uine pension credits. Fr essure s also arise from 

time to time for the appl ication or diversion of a part or all 

of the accumula ted reserves of a system fo r other governmental 

purposes. 

In its true conce~t, pension cost is a current operating expense 

of government, It is an obligation which cannot logically be 

deferred. It h~s a ~irect and immec iate rela tionship to the 

entire f i scal o~eraticns o~ government. ~here is no short cut 

rnetho~ or ~o =~ul• fo r ~ i nanc in~ th is cost, A retirement plan 
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A. A. oe i nbe r p 

.\ctua r y 

Janu~ry 10, 1?77 
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