RHODE ISLAND RETIREMENT SECURITY ACT OF 2011
EXECUTIVE SUMMARY

Redesigning the state pension system is in the interest of every Rhode Islander and is critical to moving toward
a thriving economy. The Rhode Island Retirement Security Act of 2011 (RIRSA) is the culmination of months
of thoughtful, fact-based analysis focused on creating a healthy pension system that is affordable, sustainable
and secure for retirees, employees and taxpayers. The RIRSA design has been rigorously stress-tested through
actuarial and legal analyses, and has been discussed with a wide range of stakeholders across the state.

RIRSA is designed to provide a secure retirement for all 66,000 members of our state retirement system. The
legislation is comprehensive—addressing regular and disability benefits, and many loopholes—and modernizes
the state-administered pension system. It is designed to provide a similar level of retirement benefits as the
current system, within a structure that shares the market risk more evenly between taxpayer and employee.

RIRSA ensures that the pension system is well-funded, and that the new design encompasses safeguards that
will prevent the annual pension line item in the state budget from spiking to unaffordable levels in the future. It
shifts the current cost burdens, which are now most heavily concentrated on the backs of taxpayers and younger
employees, across all stakeholders. It will stabilize the state-administered pension system once and for all, and
with its self-correcting mechanisms, will avoid the need for subsequent reforms.

Without immediate reforms, impacts on the state’s finances include:

e Doubling of taxpayer costs next year to over $600 million next year and more than $1 billion in just over
10 years — with much of this increase passed onto municipalities, which pay for 60 percent of teacher
pensions

e Significant increases in both state taxes and local property taxes, coupled with painful budget cuts

e Increased risk that the pension fund will run out of money before many current employees reach
retirement

e A downgrading of state and municipal bond ratings, causing the cost of borrowing for infrastructure
projects to rise

Passage of RIRSA will:

e Immediately reduce the unfunded liability of Rhode Island’s pension system by more than $3 billion and
increase the funding status to over 60 percent
e Maintain the current levels of taxpayer contributions to the pension system for the next year

(approximately $300 million)
e Save taxpayers at least $3 billion over the next decade
e Save municipalities approximately $100 million in the next year alone through decreased contributions
to the teacher pension and the MERS pension systems and at least $1 billion over the next decade
e Lower the cost of borrowing (with stronger bond ratings) enabling the state to invest in other key
initiatives.
Components of RIRSA Benefit Design
Creation of a defined benefit and defined contribution plan
Moving to a combined defined benefit and defined contribution plan spreads the market risk of the system

across both taxpayers and employees. Going forward, employees and teachers will pay a smaller amount of
their paychecks into the defined benefit system, and will also contribute into their own retirement accounts.



Under RIRSA, state employees and teachers will contribute 8.75 percent out of each pay check toward their
retirement (note, that today state employees contribute 8.75 percent and teachers contribute 9.5 percent, so this
represents a decrease of 0.75 percent for teachers from what they currently contribute today).

Under RIRSA, state employees and teachers will contribute 3.75 percent of pay toward a pension, for which
vesting requirements have been reduced from 10 years to five years of contributing service. They will also
contribute five percent of pay into their own retirement account and the state will contribute an additional one
percent to this account. This structure creates a portable benefit, which employees can take with them,
regardless of where they work. Combining these two structures ensures that employees could receive more than
70 percent of their final average pay in retirement - a similar benefit level to what they receive in the current
system.

Retirement age

For most employees, the new retirement age will match their Social Security age. However, provisions are
included to accommodate those close to retirement, as well as those eligible to retire. For those already eligible
to retire, their retirement age remains the same. For those 52 years old and vested who can now retire prior to
age 62, the new retirement age is 62.

Cost-of-living adjustment

The COLA is one of the most expensive aspects of the current pension system (continuing to pay a COLA
without enough investment earnings will eventually deplete the pension fund). RIRSA suspends the COLA
until the system is healthy and at actuarially acceptable funding levels. This is a system-wide suspension,
impacting all state employees, teachers, judges, municipal employees and public safety employees, including
the state police. Once the system reaches healthy funding levels, a reduced COLA, tied to investment
performance, will automatically return.

Protecting Pension Benefits

RIRSA includes a new set of provisions that adds protections for employee pensions, similar to the federal
Pension Protection Act. The legislation also clarifies that pension assets can only be used for the exclusive
benefit of members. RIRSA creates Retirement Board fiduciary standards similar to those imposed under
ERISA including continuing education requirements. Also, if the Board makes a decision contrary to the advice
of the plan’s actuary, the Governor and General Assembly are notified.

Re-amortization

RIRSA includes re-amortization as a tool to smooth taxpayer payments, avoiding uneven tax spikes in certain
future years. The legislation increases the current amortization schedule by just six years, from 19 to 25 years.
The state’s actuary has endorsed the use of re-amortization in this instance, as it is coupled with fundamental
benefit reform, and a significant decrease in the state’s unfunded liability.

Independent Municipal Plans

Independent municipal plans are pension plans outside of the state-administered pension system. RIRSA sets a
path for cities and towns to tackle these faltering plans. While there are significant legal and financial
challenges associated with each individual plan, RIRSA provides a set of tools to guide municipalities. Since
there is no one-size fits all solution the state must be thoughtful in its approach and work closely with cities and
towns.



