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PROVIDENCE — After a one-week break, lawmakers will return to the State House this week to try again to plug the $220 million hole in this year’s budget, with the soaring cost of public employee pensions likely to once again take center stage. 

The House approved a deficit-cutting plan earlier this month that relied, in part, on delaying the payment of annual pension increases until a retiree reaches age 65, and then limiting those payments to the first $35,000 in retirement pay. It also would have stretched payments toward Rhode Island’s $4.3 billion in current and anticipated pension debts out over a longer period of time. Similar to refinancing a mortgage, it would have saved money now, but cost a projected $2.2 billion more over the next 25 years. 

The moves were aimed at saving taxpayers $45 million between now and June 30, with $31.9 million of the savings coming from the refinancing. 

But the Senate rejected the so-called re-amortization of the state’s pension debt, sending a major budget bill back to the House for the first time in 34 years, and setting the stage for a new round of closed door negotiations — and then votes — on a plan that could entail much deeper cuts in pension benefits, or veer off in an entirely different direction. 

The debate will take place in a super-heated, election year atmosphere, amid growing concern about the state’s ability — and taxpayers’ willingness — to pay the expanding cost of the lifetime benefits promised Rhode Island’s public employees. 

The problem did not crop up overnight. In the early 1980s, for example, a state retiree had to work 30 years, and reach age 55 to start collecting a pension. The minimum age requirement went first. Then lawmakers lowered the work requirement, hiked the benefits and promised 3 percent, compounded annual increases. By the end of the decade, a retiree could leave with 60 percent of his three-year salary average after 28 years work, no matter what his age, and count on yearly raises. 

The problem: every time the state liberalized the terms for getting a pension, it increased the gap between money on hand and the amount needed to cover the eventual retirement of each worker. This gap is called an unfunded liability. It currently stands at $4.3 billion for state workers and teachers, despite a series of recent efforts to rein in the costs. 

Taxpayers and public employees have clear stakes in what happens next. As House Finance Chairman Steven Costantino told colleagues on the day of the House budget debate: “At the end of the day, what is important is that we actually have a pension system left … that we actually have a social service safety net left, that we actually have a business friendly climate left.” 

Here are some questions and answers on the pension debate: 

Q. How many retired public employees are drawing pensions? 

A. There are 10,396 retired state workers, 9,337 retired public school teachers and administrators and 4,174 retired municipal workers getting monthly pension checks from the retirement system run by the state treasurer’s office, and many more in plans run by the cities and towns. 

Q. How much does a state pension pay? 

A. At least 48 retired state workers, teachers and judges have pensions paying between $100,528 and $190,352 a year, according to information the state retirement office compiled for The Journal last spring. But most pensions pay far less. The average for a retired state worker is $25,400; a retired teacher, $42,356, and a retired municipal worker, $13,620. 

Q. Where does the money come from? 

A. Benefits are paid out of a $7.1-billion pool of money, managed by the state treasurer’s office, that is fed by taxpayer contributions, employee contributions and investment earnings. Since the employee contributions are locked in by state law, taxpayers carry all the risk in a down market. 

Q. What is the problem? 

Barring changes to employee contributions or the benefits paid to retirees, the taxpayer share of the money going into the system will have to rise to keep pace with the cost of providing pensions to state employees and teachers alone, which went from $128.1 million in 2001 to $334.1 million this year and are projected to be $987.7 million by 2029, according to a recent report by the Rhode Island Public Expenditure Council. 

Q. How much do state workers and public school teachers contribute toward their pensions? Taxpayers? 

A. State workers contribute 8.75 percent of their pay, and teachers, 9.5 percent, among the highest rates in the nation. For state workers, that’s a projected $51.7 million this year, and for teachers, $97.6 million. 

But state and local taxpayers have been required to pay a lot more to ensure these public employees continue to get the pensions they were promised. In the current year, taxpayers are paying 21.64 percent of the state’s payroll, an estimated $127.8 million, toward state employee pensions, while state and local taxpayers are paying 20.07 percent of payroll for teachers’ pensions: a projected $206.3 million. 

Q. How much might a teacher, for example, contribute, and then receive over the life of his or her retirement? 

A. Take, for example, the pension profile of a teacher who retired in 1997 in her mid-50’s. She contributed $75,373 toward her pension over the course of a 32-year career. With a pension paying her $37,195 at the start and compounded annual increases, this former grade school teacher had collected $532,192 in retirement benefits by the time she turned 67 in 2009. At age 80, she will have collected $1.3 million in benefits and have a pension paying more than $73,400 annually. 

Q. Do public employees also get Social Security? 

A. Yes and no. The state and its employees each contribute 7.65 percent of pay — at an estimated cost of $59 million each — so state workers can collect Social Security. But only some of the state’s school districts pay Social Security on their employees’ behalf. At least 19 do not. 

Q. Don’t retired state employees also get health benefits? 

A. Retired state employees get subsidized health benefits; retired public school teachers do not. For state employees who retired with 28 years of service as of May 1, 2008, but were not yet 65, the state pays 90 to 100 percent of the plan costs, depending on the employee’s age at retirement. Once the retiree turns 65, the state pays 100 percent of the cost of a plan that supplements Medicare coverage. 

The state covers a smaller share for those who retire with less than 28 years of service. For example, it pays 50 percent of the plan cost for an employee who retires at 60 with 10 to 15 years of service. Once that retiree turns 65, the state pays for 50 percent of the plan that supplements Medicare. 

State employees who retire on or after Oct. 1, 2008 receive health benefits only if they are at least 59 and worked 20 or more years. In this case, the state pays 80 percent of the retiree’s health premium. 

Q. To what extent did the state’s illegal withdrawal of pension money during the 1991 banking crisis, and the deferral of a portion of the state’s 1992 payment contribute to the high cost today? 

A. The state treasurer’s office asked its actuary to research this question a few years ago in light of the repeated assertions by certain union leaders that these lapses were to blame for the high cost of the pension system today. The actuary found these lapses were to blame for a very small portion of the cost. 

But for these events, taxpayers could have paid 20.53 percent of payroll last year, instead of 21.13 percent to keep its retirement promises to state employees, a difference of $4.2 million; and 24.59 percent of payroll, instead of 25.03 percent for teacher pensions, a $4.4 million difference. The state has made the recommended contributions every year since 1992. 

Q. Is the money coming into the pension fund each year sufficient to cover the money going out to the 23,907 retirees? 

A. No. The state is paying out significantly more than it is taking in. The money coming in has not covered benefit payments for more than a decade. 

Last year, the gap between the $456.7 million coming in and the $725.8 million going out to state and municipal employees and teachers was $269.1 million. 

Q. What else has contributed to the sense of crisis surrounding the state pension system? 

A. For years, concern focused on the state’s flawed assumptions about when people would retire. They were retiring earlier, living longer and getting higher than anticipated increases while they were still working. 

Then the pension fund lost more than $1 billion in the Wall Street meltdown, which drew attention to the fact that the financing plan relied on an 8.25 percent assumed rate of return on the fund’s investments. The average return over the last 10 years has been 2.79 percent, and because of the way the state books gains and losses, it has not yet fully accounted for the huge Wall Street losses of 2008. 

The sense of crisis has been heightened by the projected $220-million deficit the state faces this year, and a potential deficit twice that size next year, that has left lawmakers with the choice of cutting the state’s soaring pension bill or looking for other equally unpopular places to cut. 

Q. Hasn’t the General Assembly already attempted to cut pension costs? 

A. Yes. Most significantly, the lawmakers in 2005 adopted new age-and-work requirements for a pension for new employees and those who did not yet have a “vested” right to a pension. 

The old rules allowed a state worker or teacher to retire and immediately start collecting a pension at any age after 28 years of work, or at age 60 after a minimum of 10 years work. The new rules imposed a minimum retirement age. Employees subject to them must log at least 29 years of work, and wait until age 59 to collect. If they do not work that long, they have to wait until age 65. 

The lawmakers also retooled the benefit formula for newer workers, reducing the top benefit from 80 percent to 75 percent of their salary average at retirement. Lawmakers also sought to curb the cost of the 3 percent compounded COLAs, by tying them to the consumer price index for future retirees, up to a maximum of 3 percent. 

Q. Didn’t a commission created by former House Speaker William J. Murphy recommend a series of “pension fixes” last year? What happened? 

A. So far, nothing. 

The panel, chaired by Rep. Timothy Williamson, issued a 232-page report in June 2009 that pointed the way to $90 million in potential taxpayer savings, and a $796.5 million reduction in the size of the state’s unfunded liability to current and future retirees. The savings were hinged, however, on a number of controversial proposals, including: a proposed requirement that future retirees reach 65 before they start collecting a pension, use of a five-year salary average — instead of the current three-year average — to calculate an employee’s pension benefit, and the adoption of a “hybrid” pension system for new teachers and state employees that coupled a much-reduced defined-benefit plan with a government-style 401(k) plan. 

By the time the report came out, legislative leaders had already settled on a less radical way to save money. They made age 62 the new “target” age for retirement, though the minimum age for retirement actually varies for each current employee depending on how long the employee has worked and how close he or she would have been to qualifying for retirement before the rule change.Q. What are the governor and lawmakers proposing now? 

A. Governor Carcieri has proposed eliminating automatic 3 percent cost-of-living increases for state and teacher retirees who were not eligible to retire as of Sept. 30, 2009. His plan would give the General Assembly the ability to approve annual cost-of-living adjustments based on the consumer price index, up to a maximum of 3 percent. 

As of two weeks ago, both chambers of the General Assembly supported an alternative that would limit COLAs for future retirees to the first $35,000 in retirement pay. The $35,000 figure would increase each year based on inflation but no more than 3 percent 

At the same time, the state retirement board, on the recommendation of a consultant, is considering a plan to reduce the state’s 8.25 percent assumed rate of return on its $7- billion pension fund to 7.75 percent. Doing so would increase the unfunded liability, lower the expected earnings on investments, and require a projected $63 million more from state and local taxpayers in 2012. 

Q. How much is Governor Carcieri’s own pension? 

A. In 2008, Carcieri received a pension of between “$200,001 to $500,000” as a retired top executive at Cookson America, according to his last financial-disclosure report with the state Ethics Commission. He has been unwilling to be more specific, but has said he doesn’t receive any annual cost-of-living increases. 

(Correction: An earlier version of this story reported that retired teachers get subsidized health benefits. They do not. Information was also added to explain health benefits paid to state employees who retire on or after Oct. 1, 2008.) 
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