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 R. Philip Twogood, Coordinator  
 
 

July 6, 2012 
 
 

President of the Senate and 
Speaker of the House of Representatives: 
 
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.  The review was supervised by 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,  

 
R. Philip Twogood 
Coordinator 
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Summary 

Florida Retirement System Pension Plan 
Valuation Met Standards 

OPPAGA’s actuarial consultant, Gabriel Roeder Smith & Company, reviewed 
the Florida Retirement System’s 2011 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 2011 valuation were generally reasonable.  The 2011 
actuarial valuation determined that the plan had an unfunded actuarial liability 
of $18 billion as of July 1, 2011. 

Our consultant also made several noteworthy observations.  For example, 
Gabriel Roeder Smith & Company noted that the 2011 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 $912 
million.  As a result, our consultant continues to believe that future valuations 
should include such disclosures that fully reflect the effect of expected DROP 
participation (pages 23-24). 

Additionally, our consultant noted that the payroll growth assumption 
overstates actual payroll growth experience.  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 (page 21). 

Our consultant also believes that the 2011 valuation’s use of a variation in the 
entry age normal actuarial cost method (ultimate entry age normal cost) appears 
aggressive because it produces relatively lower near term contributions when 
compared to the traditional entry age normal cost method (pages 24-25). 

Finally, our consulting actuary noted that while not unreasonable, the inactive 
healthy mortality rate assumptions appear conservative because they produce 
relatively higher near term contributions (page 27). 

Gabriel Roeder Smith & Company’s report on the 2011 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 46. 
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Scope __________________________________________  
Section 112.658, Florida Statutes, directs the Office of Program Policy Analysis 
and Government Accountability (OPPAGA) to employ an independent 
consulting actuary to review the 2011 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  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. 

Our review objectives were to determine whether the Department of 
Management Services' consulting actuary conducted the 2011 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.   

                                                           
1 Sections 112.60-67, F.S.   

http://www.leg.state.fl.us/statutes/index.cfm?App_mode=Display_Statute&Search_String=&URL=0100-0199/0112/0112PARTVIIContentsIndex.html
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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.2  As shown in Exhibit 1, in Fiscal Year 
2010-11, school district employees comprised the largest percentage of FRS 
members (49%), followed by county (22%) and state employees (17%). 

Exhibit 1 
School Districts Comprise the Largest Portion of FRS Members 

 
Source:  Division of Retirement.  Percentages include both defined benefit and defined contribution members.  

                                                           
2 Section 121.051(1)(a), F.S. 
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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. 

Under the Investment Plan, employers contribute 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, 2011, there were 103,045 
participants in the Investment Plan, and the plan’s net asset value was $6.79 
billion.3   

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.4  As of June 30, 2011, the Pension Plan’s net asset value 
was $126.6 billion, with 540,701 active participants and 312,689 retiree 
annuitants.5  Exhibit 2 shows changes in the numbers of 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.

                                                           
3 Florida Retirement System Annual Report, Department of Management Services, July 1, 2010-June 30, 2011;  State Board of Administration 

Public Employee Optional Retirement Program Trust Fund Financial Statements, Management’s Discussion and Analysis and Other 
Reports, Ernst and Young, June 30, 2011 and 2010. 

4 For employees joining the plan after July 1, 2011, the vesting period is eight years. 
5 Data on pension plan membership is from Florida Retirement System Annual Report, Department of Management Services, July 1, 2010-

June 30, 2011.  
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As of June 30, 2011, 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 87.5%.  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 $18 billion. 

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 
numerous administrative services for the Pension Plan, including enrolling members, 
tracking service credit, receiving and balancing employer reports of employer and 
employee contributions, and publishing actuarial and statistical information about 
the membership in its annual report.  In addition, the division provides members 
with annual statements, benefit estimates, and, if requested, benefit counseling.6  For 
Fiscal Year 2011-12, the division had a legislative appropriation of $36.6 million and 
198 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 2010-11, the board had a budget of $31.9 million and 178.5 authorized positions.7 

Recent retirement system reforms will affect future valuations.  The 2011 
Legislature enacted a number of policies that will affect the contributions and 
benefits of current and future members.  Because these changes affect plan funding, 
the actuarial impact will have to be assessed in future valuations.8 

The recent retirement system reforms include eliminating cost-of-living adjustments, 
reducing Deferred Retirement Option Program (DROP) benefits, increasing vesting 
periods for new employees, and establishing mandatory employee contributions. 

 Cost-of-Living Adjustment.  For service earned on or after July 1, 2011, the 3% 
cost-of-living adjustment formula was eliminated.   

 Participation in DROP.  Members who enrolled in DROP before July 1, 2011, will 
continue to accrue interest at an effective annual rate of 6.5%, but members who 
joined the program on or after that date will earn interest at a reduced accrual 
rate of 1.3%.   

 Retirement Age, Vesting, and Benefit Calculation.  For employees in the 
Regular, Senior Management Services, Elected Officers, and Special Risk 
Administrative Support classes initially enrolling in the FRS on or after July 1, 
2011, normal retirement eligibility was increased from age 62 to 65 or from 30 to 
33 years of creditable service regardless of age.  In addition, the number of years 

                                                           
6 Additionally, the division administers the Health Insurance Subsidy Program for eligible retirees and beneficiaries of the Pension and 

Investment Plans, the State University Service Optional Retirement Program, the Senior Management Service Optional Annuity Program, 
the Institute for Food and Agricultural Sciences Supplemental Retirement Program, and various pensions, including a supplemental benefit 
for certain Florida National Guard retirees and judges declared disabled by order of the Florida Supreme Court.  

7 These resources are for all of the SBA’s activities, not just for its Pension Plan and Investment Plan-related functions. 
8 The department’s consulting actuary assessed the fiscal impact of these system reforms in Study Reflecting the Impact to the Florida Retirement 

System of Senate Bill #2100 3rd Engrossed, Enrolled, Milliman, Inc., July 1, 2011. 



Program Review Report No. 12-09 

5 

required to vest in the Pension Plan was increased from six to eight years of 
creditable service.9  Finally, the definition of average final compensation was 
modified from five to eight highest fiscal years of compensation for creditable 
service prior to retirement. 

 Employee Contributions.  Beginning July 1, 2011, each retirement system 
member, except for DROP participants, must contribute 3% of their salaries to the 
FRS. 

Findings ________________________________________  

The Pension Plan’s 2011 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 2011 valuation was 
conducted in accordance with standards and its assumptions and methods were 
deemed reasonable.   

However, our consulting actuary developed several additional findings, which are 
summarized below. 

Treatment of DROP is non-traditional and may understate the actuarial liability.  
Gabriel Roeder Smith & Company continued to note that the department’s actuary 
uses a non-traditional approach to calculate the DROP contribution.  Our actuary 
notes that Milliman calculates the DROP contribution requirement in two steps.  In 
the first step, the department’s actuary determines the required contribution for 
each employee class (e.g., Regular, Special Risk, and Elected Officers classes), and in 
the second step, the department’s actuary calculates the effect of DROP on the 
actuarial valuation and for measurement of the system’s unfunded liability. 

Our consulting actuary notes that the approach the department’s actuary used to 
determine required contribution by class is non-traditional because it did not reflect 
the probability of future DROP participation by active members.  Gabriel Roeder 
Smith & Company estimates that if the department’s actuary factored in the future 
DROP participation by active members, this would have added another $912 
million to the unfunded actuarial liability—increasing it from $18 billion to $18.9 
billion.   

                                                           
9 The 2011 Legislature also made changes to the retirement age and service requirements for employees in the Special Risk class that enroll in 

the FRS on or after July 1, 2011.  For these employees, normal retirement eligibility was increased from age 55 to 60 or from 25 years to 30 
years of service. 
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Payroll growth assumption exceeds actual payroll growth.  Our consulting 
actuary continued to note that the department’s actuary used a 4% payroll growth 
assumption, which overstates actual payroll for the last two years.  As shown in 
Exhibit 3, actual FRS payroll growth has averaged -2.18% since 2010. 

Exhibit 3 
Average FRS Payroll Growth in the Last Two Years Was About 2% 

Fiscal Year Ended Payroll Growth 
June 30, 2011 -1.42% 
June 30, 2010 -2.94% 

Average -2.18% 

Source:  July 1, 2011 Actuarial Valuation of the Florida Retirement System for the Office of Program Policy 
Analysis and Government Accountability, Gabriel Roeder Smith & Company, April 12, 2012. 

Our consulting actuary reported that use of the 4% payroll growth assumption 
rather than the -2.18% average actual payroll growth for the past two years is 
not unreasonable, but noted that the department’s valuation report did not 
provide enough information to determine whether the assumption is in 
compliance with statutory requirements.  

Actuarial methodology for entry age normal cost appears aggressive 
compared to the traditional method of calculating these costs.  Gabriel Roeder 
Smith & Company reported that the department’s actuary used a non-
traditional approach to the entry age normal actuarial cost method to determine 
the Pension Plan’s liabilities and normal cost.  Specifically, our actuary believes 
that the approach used (ultimate entry age normal cost) is aggressive because it 
reduces the normal cost for current active members, and thus increases the 
unfunded actuarial liability.  The resulting increase in the unfunded actuarial 
liability will be amortized over 30 years.  Consequently, past and future normal 
costs will not accumulate to the present value of plan benefits upon retirement.  
Our actuary suggests that a traditional approach to the entry age normal cost 
method is appropriate for public sector plans because it produces costs that 
remain stable as a percentage of payroll over time. 

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.  As with the payroll growth assumption, our 
actuary noted that the department’s valuation report did not provide enough 
information to determine whether the assumption complies with statutory 
requirements. 
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Conclusions_____________________________________ 
Gabriel Roeder Smith & Company noted several approaches that could be used 
to address issues noted in its review of the 2011 actuarial valuation of the 
Florida Retirement System Pension Plan.  Specifically, the consultant continues 
to believe that the FRS actuarial valuation should  

 disclose the 10-year history of payroll growth; and  

 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. 
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