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The Florida Legislature 
 

OFFICE OF PROGRAM POLICY ANALYSIS AND 
GOVERNMENT ACCOUNTABILITY 

 
 

 Kathy McGuire, Acting Coordinator  
 
 

May 2011 
 
 

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.  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.  Linda Vaughn, Senior 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,  

 
Kathy McGuire 
Acting Coordinator 
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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 2010 valuation report and concluded that it 
was conducted in accordance with relevant state laws and rules and 
actuarial standards.  Our consultant further concluded that the 
assumptions and methods used in the 2010 valuation were generally 
reasonable.  The 2010 actuarial valuation determined that the plan had an 
unfunded actuarial liability of $16.7 billion as of July 1, 2010. 

Our consultant also made several observations.  For example, our 
consultant noted that the 2010 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) and may understate the actuarial 
liability by $2.02 billion.  As a result, our consultant continues to believe 
that future valuations should include such disclosures that fully reflect the 
effect of expected DROP participation (page 9). 

Additionally, our consultant noted that the payroll growth assumption 
understates actual payroll growth experience.  As a result, amortization of 
the actuarial liability may be understated by between $210 and $270 
million.  To address this issue, our consultant believes that future Florida 
Retirement System actuarial reports should include disclosure of the 10-
year history of payroll growth using the unfunded actuarial liability 
funding approach (page 4).  Our consulting actuary also noted that while 
not unreasonable, the inactive healthy mortality rate assumptions appear 
conservative (page 8). 

Finally, our consultant continues to believe that the valuation would be 
improved by providing prior year results in a side-by-side comparison 
with current year results as appropriate (pages 11-14). 

Gabriel Roeder Smith & Company’s report on the 2010 actuarial valuation 
is presented in its entirety in Appendix A, beginning on page 8.  The 
Secretary of the Department of Management Services provided a written 
response to our preliminary report, which is reprinted in Appendix B, 
page 42.
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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 2010 
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.1

Our review objectives were to determine whether the Department of 
Management Services' consulting actuary conducted the 2010 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.   

  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. 

                                                           
1 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 and report the results to the Legislature by December 31 prior to 
the next legislative session.  The department contracted with Milliman to 
conduct the valuation, which will be used 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);  

 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  

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

State law requires membership in the Florida Retirement System for all 
full- and part-time employees working in a regularly established position 
for a state agency, county government, district school board, state 
university, state college, or participating city or special district.  As shown 
in Exhibit 1, in Fiscal Year 2009-10, school district employees comprised 
the largest percentage of FRS members (48%), followed by county (23%) 
and state employees (18%). 

Exhibit 1 
School Districts Comprise the Largest Portion of FRS Members 

 
Source:  Division of Retirement.
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There are two FRS retirement plans.  Florida Retirement System members 
may choose to join either the Investment Plan or the Pension Plan. 

The Investment Plan is modeled after private sector 401(k) plans, with 
employers contributing a set percentage of employees’ salaries to the plan 
each year and plan members selecting among 21 investment options.  After 
working at least one year, retiring members of this plan receive the amount 
of money that has accrued.  As of June 30, 2010, there were 97,782 
participants in the Investment Plan, and the plan’s net asset value was 
$5.05 billion.   

For the Pension Plan, employers also contribute a set percentage of 
employees’ salaries, with employees receiving a defined monthly benefit 
upon retirement if they have been FRS members for at least six years and 
meet other age and eligibility requirements.  As of June 30, 2010, the 
Pension Plan had a net asset value was $109.3 billion, with 557,585 active 
participants and 304,337 retiree annuitants.  Exhibit 2 shows growth in 
active members and annuitants since Fiscal Year 2000-01. 

Exhibit 2 
The Number of Annuitants Is Growing Faster Than the Number of Active FRS 
Pension Plan Members 

 
Source:  Division of Retirement.
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Two state agencies administer the Pension Plan and Investment Plan.  The 
Department of Management Services’ Division of Retirement and the State 
Board of Administration (SBA) manage the two retirement plans.  The 
division provides administrative services for the Pension Plan by tracking 
enrollment, receiving employer contributions, and publishing actuarial and 
statistical information about the membership in its annual report.  For Fiscal 
Year 2010-11, the division had a legislative appropriation of $36.3 million and 
194 authorized positions.  The SBA invests FRS Pension Plan Trust Fund 
monies to help ensure that investment returns are sufficient to fund current 
and future pensioners.  The board also administers the defined contribution 
Investment Plan.  Its operational and administrative expenses are funded 
through fees derived from its investment management services and 
employer contributions to the retirement system.  In Fiscal Year 2009-10, the 
board collected $19,969,854 in fees and had a budget of $30,679,593 and 178.5 
authorized positions.   

Findings ____________________________________  

The Pension Plan’s 2010 valuation was conducted in 
accordance with standards, and its assumptions and 
methods are reasonable 

Our contracted actuary, Gabriel Roeder Smith & Company, replicated the 
results of the Department of Management Services’ actuary and found no 
material differences in valuation results.  Information provided by the 
department’s actuary was sufficient for our consulting actuary to appraise 
the findings and arrive at reasonably similar results.  In general, the 
Pension Plan’s 2010 valuation was conducted in accordance with 
standards and its assumptions and methods were deemed reasonable.   

However, our consulting actuary noted that the 

 treatment of the Deferred Retirement Option Program (DROP) is 
nontraditional and may understate the actuarial liability by $2.02 
billion;  

 actuarial assumptions for the inactive healthy mortality rates appear 
conservative when compared to actual experience; and 

 payroll growth assumption overstates actual payroll growth 
experience over the last 10 years and may understate the amortization 
component of total required contributions by between $210 and $270 
million. 

The treatment of DROP is nontraditional and may understate the actuarial 
liability.  Our consulting actuary continued to note that two methods are 
used to calculate DROP.  One method is used to determine the effect of 
DROP on the actuarial valuation and for measurement of the system’s 
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unfunded liability, and a second method is used to determine the 
required contribution for each employee class (e.g., Regular, Special Risk, 
and Elected Officers classes). 

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 added 
another $2.02 billion to the unfunded actuarial liability—increasing it from 
$16.7 billion to $18.7 billion.   

Actuarial assumptions for the inactive healthy mortality rates appear 
conservative when compared to actual experience.  Our consulting 
actuary continued to note that while not unreasonable, the inactive 
healthy mortality rates used by the department’s actuary continue to 
appear conservative.  Consequently, our actuary believes that liabilities 
are overstated due to the use of conservative inactive mortality 
assumptions when compared to actual FRS inactive mortality experience. 

The payroll growth assumption exceeds actual payroll growth and may 
understate amortization of the actuarial liability.  Our consulting actuary 
reported that the department’s actuary used a 4% payroll growth 
assumption, which overstates actual payroll for the last 10 years.  As 
shown in Exhibit 3, actual FRS payroll growth has averaged 2.08% since 
2001.   

Exhibit 3 
Average FRS Payroll Growth During a 10-Year Period Was About 2% 

Fiscal Year Ended Payroll Growth 
June 30, 2010 -3.37% 
June 30, 2009 -1.63% 
June 30, 2008 2.00% 
June 30, 2007 4.23% 
June 30, 2006 4.72% 
June 30, 2005 4.09% 
June 30, 2004 3.94% 
June 30, 2003 0.68% 
June 30 ,2002 2.7% 
June 30, 2001 3.70% 

Average 2.08% 

Source:  July 1, 2010 Actuarial Valuation of the Florida Retirement System for the Office of Program 
Policy Analysis and Government Accountability, Gabriel Roeder Smith & Company, March 4, 2011. 

Our consulting actuary estimated that use of the 4% payroll growth 
assumption rather than the 2.08% average actual payroll growth 
understates the amortization component of the total required 
contributions from 0.75% - 1% of covered payroll, with an estimated 
dollar amount of understatement ranging from $210 to $270 million.   
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In 2010, the Pension Plan’s actuarial liabilities exceeded 
assets by $16.7 billion 

Actuarial valuations provide a means to assess whether pension assets are 
sufficient to cover pension liabilities.  As of June 30, 2010, the Pension 
Plan’s funding ratio (i.e., the ratio of the actuarial value of the plan’s assets 
to the actuarial value of benefits owed to members and their beneficiaries) 
was 87.9%.  This means that at that time, the plan did not have sufficient 
assets to pay current and future expected benefits for participants and 
their beneficiaries.  Actuarially, the plan has a shortfall of $16.7 billion.2

Conclusions_____________________________  

   

Gabriel Roeder Smith & Company noted several approaches that could be 
used to address issues noted in its review of the 2010 actuarial valuation of 
the Florida Retirement System Pension Plan.  Specifically, the consultant 
believes that the FRS actuarial valuation should  

 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;   

 disclose the 10-year history of payroll growth using the unfunded 
actuarial liability funding approach; and   

 provide prior year results along with side-by-side current year results 
as appropriate.  

 

                                                           
2 By law, the unfunded actuarial liability must be amortized over a 30-year period.   
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