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The Florida Legislature 
 

OFFICE OF PROGRAM POLICY ANALYSIS AND 
GOVERNMENT ACCOUNTABILITY 

 
 

 Gary R. VanLandingham, Ph.D., Director  
 
 

June 2010 
 
 

The President of the Senate, 
the Speaker of the House of Representatives, 
and the Joint Legislative Auditing Committee 
 
 
Section 112.658, Florida Statutes, directs the Office of Program Policy Analysis and 
Government Accountability to review the actuarial valuation of the Florida Retirement 
System Pension Plan to determine whether the valuation complies with the Florida Protection 
of Public Employee Retirement Benefits Act, Ch. 112, Part VII, Florida Statutes.  We also 
reviewed the results of the June 30, 2008 Experience Study of the Florida Retirement System 
conducted by the Department of Management Services’ consulting actuary. 
 
The results of these reviews are presented to you in this report.  To complete the reviews, we 
contracted with Gabriel, Roeder, Smith & Company to serve as our actuarial consultant.   
Ed Madden, Legislative Analyst, conducted the review under the supervision of  
Kara Collins-Gomez, Staff Director. 
 
We wish to express our appreciation to the staff of the Florida Department of Management 
Services for their assistance. 
 
Sincerely,  

 
Gary R. VanLandingham, Ph. D 
Director 
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Summary 

Florida Retirement System Pension Plan 
Valuation Met Standards  

Our actuarial consultant, Gabriel, Roeder, Smith & Company, reviewed 
the Florida Retirement System’s 2009 valuation report and June 30, 2008, 
experience study.  With respect to the valuation report, our consultant 
concluded that the 2009 valuation was conducted in accordance with 
relevant state laws and rules and actuarial standards.  It further concluded 
that the assumptions and methods used in the 2009 valuation were 
generally reasonable.  The 2009 actuarial valuation determined that the 
plan had an unfunded actuarial liability totaling $15.4 billion as of 
July 1, 2009.  The Pension Plan experienced an actuarial loss of $18.37 
billion, primarily due to investment losses.  The 2009 actuarial valuation 
also shows that the plan’s funding status (as measured by the ratio of its 
assets to liabilities) has experienced a decline over the last nine fiscal years 
(from 118% in Fiscal Year 1999-00 to 88% in Fiscal Year 2008-09).  With 
respect to the experience study, our consultant concluded that the 
assumptions used in the valuation were generally reasonable and 
appropriate; however, it noted the inactive mortality rates appear to be 
conservative. 

Our consultant also made several noteworthy observations and 
recommendations.  For example, our consultant noted that the 2009 
valuation disclosed the actuarial present value of future benefits and the 
actuarial present values of future pay.  However, these values do not take 
into account an assumption for the probability that system members will 
participate in the Deferred Retirement Option Program (DROP).  As a 
result, it continues to recommend that future valuations include such 
disclosures that fully reflect the effect of expected DROP participation 
(page 26).  

Additionally, our consultant continues to recommend that the valuation 
be improved by providing prior year results in a side-by-side comparison 
with current year results as appropriate.  This would provide a ready 
comparison of changes in values and percentage changes in the Florida 
Retirement System’s membership, assets, and benefits, as specified in the 
Florida Administrative Code (pages 31 to 34).1

Gabriel, Roeder, Smith & Company’s report on the 2009 actuarial 
valuation is presented in its entirety in Appendix A, beginning on page 11.  
The consultant’s letter report on the experience study is presented in its 

 

                                                           
1 Rule 60T-1.003, F.A.C. 
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entirety in Appendix B, beginning on page 47.  The Secretary of the 
Department of Management Services provided a written response to our 
preliminary report, which is reprinted in Appendix C, page 67.
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Florida Retirement System Pension Plan 
Valuation Met Standards 

Scope ______________________________________  
Section 112.658, Florida Statutes, directs the Office of Program Policy 
Analysis and Government Accountability (OPPAGA) to review the 2009 
actuarial valuation of the Florida Retirement System Pension Plan to 
determine whether it complies with provisions of the Florida Protection of 
Public Employee Retirement Benefits Act.2

OPPAGA’s review objectives were to determine whether the Department 
of Management Services' consulting actuary conducted the 2009 actuarial 
valuation of the Florida Retirement System Pension Plan using generally 
accepted and statutorily required standards, methods, and procedures; 
whether the valuation’s results were reasonable; and whether the plan 
continued to have sufficient assets to pay future benefits when due.  To 
complete this review, OPPAGA contracted with Gabriel, Roeder, Smith & 
Company to serve as its actuarial consultant.  In addition to providing a 
review of the Fiscal Year 2008-09 actuarial valuation, our consultant also 
reviewed the results of a recently completed experience study conducted 
by the Department of Management Services' consulting actuary for the 
period July 1, 2003, through June 30, 2008.   

  The Act establishes reporting 
and disclosure standards for actuarial reports on state and local 
government retirement plans.  These reports must address the adequacy 
of employer contribution rates, assess the plan’s assets and projected 
liabilities, and use actuarial cost methods approved by the Employee 
Retirement Income Security Act of 1974 and as permitted under 
regulations prescribed by the U.S. Secretary of the Treasury.  The Act 
requires OPPAGA to use the same actuarial standards the Department of 
Management Services uses to monitor local government pension plans. 

                                                           
2 Sections 112.60-67, F.S. 
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Background _________________________________  
Florida law requires the Department of Management Services to conduct 
an actuarial valuation of the Florida Retirement System (FRS) pension plan 
annually, with the results reported to the Legislature by December 31 prior 
to the next legislative session.  

Actuarial valuations are made for several reasons: 

 to determine the contribution rates needed to cover the plan's normal 
costs (the percentage of salary needed to be contributed each year to 
cover the cost of future benefits owed system members); 

 to determine the contribution rates needed to amortize any unfunded 
actuarial liability (the amount of pension liabilities not covered by 
contributions made at the normal cost rate or by investment of plan 
assets); and 

 to assess the system's funding status (the ability of system assets to 
cover its liabilities). 

Florida Retirement System members may join one of two retirement 
benefit options—the Pension Plan or the Investment Plan.  The FRS 
Pension Plan is a defined benefit plan, meaning that the employer invests 
employer contributions to employees’ retirement benefits.  The employer 
guarantees a certain level of benefit payment and bears the risk that 
investment returns will not support that level of benefits.  Participants’ 
retirement benefits are based upon a formula taking into account factors 
such as their salary levels, years of service, compensation, and FRS 
membership class.  The FRS Investment Plan, or Public Employee 
Optional Retirement Program, is a defined contribution plan.  Investment 
plan participants are guaranteed a certain level of contributions from their 
employers and the participants select how these funds will be invested 
from a list of authorized investment accounts.  Participants bear the risk of 
poor investment returns, but after meeting certain requirements, 
participants can take their retirement accounts with them if they no 
longer work with an employer participating in the FRS.   

The FRS Pension Plan provides benefits to state employees and 
employees of local school districts, counties, certain cities, community 
colleges, and state universities.  As shown in Exhibit 1, in Fiscal Year  
2008-09, state employees constituted 20.99% of plan members, while 
school district employees made up nearly half (48.38%) of plan 
participants.3

                                                           
3 The number of state employees includes state government and State University System employees.  

  The remaining plan members were county, community 
college, city, and special district employees. 
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Exhibit 1 
State Employees Comprise Only 21% of Florida Retirement System  
Pension Plan Membership 
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Source:  The Florida Retirement System Annual Report, July 1, 2008 – June 30, 2009. 

Over the past 30 years, the plan has experienced significant growth 
overall in the number of active members and annuitants (retirees or their 
beneficiaries receiving retirement payments).  Specifically, between Fiscal 
Years 1980-81 and 2008-09, the number of active system members 
increased from 393,894 to 572,591 (45.37%).  During this same period, the 
number of system annuitants increased from 59,533 to 286,674 (381.54%).  
Exhibit 2 shows the growth in active members and annuitants since Fiscal 
Year 2000-01. 
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Exhibit 2 
The Overall Number of FRS Members and Annuitants Has Increased Since 
Fiscal Year 2000-011 
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1 Data presented in this exhibit excludes (1) FRS Pension Plan members who are in the Deferred 

Retirement Option Program (DROP) and (2) terminated vested members (persons who are 
vested and are no longer working for a government entity participating in the system, but have 
not begun to receive retirement benefits).  The 2009 actuarial valuation indicates that the FRS 
Pension Plan has 32,921 DROP members and 89,481 terminated vested members as of  
July 1, 2009. 

Source:  Division of Retirement documents and the Florida Retirement System Actuarial Valuation  
as of July 1, 2009. 

The Department of Management Services’ Division of Retirement 
administers the Florida Retirement System Pension Plan.  Pension 
benefits and all division operating expenses are paid from revenues 
deposited in the Florida Retirement System Trust Fund.  For Fiscal Year 
2008-09, the Legislature provided the division spending authority of 
$35.04 million.4

The State Board of Administration invests FRS Pension Plan assets.  The 
market value of the pension fund, as of June 30, 2009, was $99.6 billion.  
The market value of the pension fund as of April 30, 2010 increased to 
$118.2 billion.  During Fiscal Year 2008-09, the Florida Retirement System 
paid $5.67 billion in pension payments to retired, disabled, or beneficiary 
members. 

 

The department contracted with Milliman to conduct the Pension Plan’s 
2009 actuarial valuation and the experience study for the period 
July 1, 2003 through June 30, 2008.  

                                                           
4 The Division of Retirement’s operating budget includes $15.8 million in general revenue that is 

primarily used to pay supplemental retirement benefits for Florida National Guard retirees receiving 
a federal pension.  These funds are also used to provide benefits to disabled judges involuntarily 
retired by the Florida Supreme Court and certain teachers and public officers pursuant to ss. 238.171 
and 112.05, F.S. 
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Findings ____________________________________  

The pension plan’s 2009 valuation is based on the 
results of a recently completed experience study 

Experience studies typically are performed every five years to compare 
actual plan experience with the assumptions used in the actuarial 
valuation.  The department’s consulting actuary conducted an experience 
study for the period July 1, 2003 through June 30, 2008.  The study focused 
on the incidence of normal retirement, mortality, disability, and 
withdrawal from the pension fund, and pay raises. 

Based on the findings of the experience study, the department’s 
consulting actuary recommended changes to the assumptions used to 
perform the actuarial valuation.  The proposed changes, which were 
approved by the Florida Retirement System Actuarial Assumption 
Conference, included adjustments to active and inactive mortality rates, 
early retirement rates, and non-duty and in line-of-duty disability rates.  
The changes, when combined with recent legislative changes to the 
retirement system and the elimination of the pension surplus, resulted in 
the system actuary recommending increased normal cost contribution 
rates for employers of Deferred Retirement Option Program (DROP) 
participants and Regular, Special Risk, and Elected Officers’ Class 
members.  These modified rates were included in 2010 legislation that was 
vetoed by the Governor.5

 

  As a result, Fiscal Year 2010-11 employer 
contributions will be based on normal cost contribution rates approved by 
the 2009 Legislature, which are less than the rates needed to fully fund 
the pension fund. 

 

 

 

 

 

 

                                                           
5 The 2010 Legislature passed House Bill 5607 that would have reduced the interest rate paid on 

DROP benefits and revised the employer payroll contribution rates for FRS membership classes 
effective July 1, 2010 and July 1, 2011.  The bill was vetoed on May 28, 2010. 
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The pension plan’s 2009 valuation was conducted in 
accordance with standards, and its assumptions and 
methods are reasonable  

Our consulting actuary, Gabriel, Roeder, Smith & Company, concluded 
that the assumptions and methods used in the 2009 valuation were 
reasonable and generally complied with relevant state laws and rules and 
actuarial standards.  However, our consulting actuary continued to note 
that the valuation’s treatment of the Deferred Retirement Option 
Program (DROP) is nontraditional and could conflict with government 
accounting standards and generally accepted actuarial standards of 
practice.  Specifically, the consulting actuary reported that two methods 
were used to treat the DROP.  The Department of Management Services’ 
consulting actuary uses one method to determine the effect of the DROP 
on the actuarial valuation and for measurement of the system’s surplus 
and uses a second method to determine the required contribution rate for 
each employee class.  This method adds complexity to the system, 
increases costs for each actuarial study that includes a DROP analysis 
because the calculations must be completed twice, and shifts a portion of 
the cost of funding the DROP to Regular Class employers.6

Our consulting actuary also concluded that the method used to determine 
the effect on the actuarial valuation did not reflect the probability of 
future DROP participation by active members.  A method that factors in 
the future DROP participation by active members would have increased 
the unfunded actuarial liability by more than $2 billion in the reported 
July 1, 2009 valuation, from $15.4 billion to $17.6 billion.   

 

The Gabriel, Roeder, Smith & Company report on the 2009 actuarial 
valuation is presented in its entirety in Appendix A. 

 

 

 

 

 

 

                                                           
6 A March 2010 OPPAGA report, DROP Could Be Improved by Defining Its Purpose, Standardizing 

Requirements, and Ensuring That Benefits Are Equitably Funded, Report No. 10-28, concluded that 
there is substantial cost shifting between employer groups because the system uses a single 
contribution rate for all DROP participants.  As a result, entities such as school districts that 
primarily employ workers in FRS’s Regular Class subsidize contributions for other entities that have 
DROP participants in other retirement classes.  

http://www.oppaga.state.fl.us/Summary.aspx?reportNum=10-28�
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In 2009, the actuarial value of pension fund assets 
decreased significantly and the plan is no longer fully 
funded 

Actuarial valuations provide a means to assess whether a pension plan is 
making progress in improving its funding status.  One indicator of a 
plan's funding status is the sufficiency of its assets in covering benefit 
liabilities.   

In Fiscal Year 2008-09, the FRS Pension Plan experienced an actuarial loss 
of $18.37 billion.  As shown in Exhibit 3, the plan's ratio of assets to 
liabilities increased from Fiscal Year 1982-83 to 2007-08 (from 50% to 
107%), but declined significantly to 88% in Fiscal 2008-09.  This decline 
was primarily due to lower than expected investment returns.7

 
Exhibit 3 
Pension Plan Funding Status Decreased Significantly Last Fiscal Year  
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Source:   Division of Retirement documents and the Florida Retirement System Actuarial Valuation as of July 1, 2009. 

                                                           
7 Declines in funding status over the years can also be attributed in part to the rate stabilization 

mechanism and the use of surplus funds to increase pension benefits, such as retroactively 
increasing pension benefits for certain member groups.  The rate stabilization mechanism is 
specified in s. 121.031(3)(f), F.S., and was designed to recover a portion of the surplus through 
reduced employer contributions while minimizing the risk of future increases in contribution rates.   
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Recommendations __________________________  

Based on the review by Gabriel, Roeder, Smith & Company, we continue 
to make the following recommendations.   

 We recommend that the actuarial valuation of the Florida Retirement 
System include disclosures of the normal costs and actuarial gains and 
losses fully reflecting the DROP, as well as the disclosure of the 
present value of future benefits fully reflecting the DROP.  Inclusion 
of these disclosures would provide valuable information to the 
Legislature regarding the DROP. 

 We recommend that the actuarial valuation provide prior year results 
along with side-by-side current year results as appropriate.  This 
information would provide a ready comparison both in terms of 
changes in values and in terms of percentage changes in the Florida 
Retirement System’s membership, assets, and benefits. 

 We recommend that the DROP be funded in a traditional manner 
because the current method adds complexity to the system, increases 
costs for each actuarial study that includes a DROP analysis because 
the calculations must be completed twice, and shifts a significant 
portion of the cost of funding the DROP to Regular Class employers. 
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