TUCSON SUPPLEMENTAL RETIREMENT SYSTEM
BOARD OF TRUSTEES

DRAFT AGENDA

DATE: Friday, October 30™, 2015
TIME: 8:30 am
PLACE: Arizona Inn — (Safari Room) 2200 East EIm Street, Tucson, AZ

Please Note: Legal action may be taken on any item listed on this agenda

Arizona Inn - Telephone: (520) 325-1541, Fax: (520) 881-5830 Directions: heading eastbound on
Speedway from the intersection of Speedway and Stone, turn left (north) at Campbell, and continue to
Elm Street, taking a right turn (east) onto EIm Street. Located in a residential zone on the right,
approximately 3/10"* of a mile from Campbell (parking area will be to your left, directly in front of the
Arizona Inn, on the left side of EIm Street).

Note: Breakfast Buffet is available, starting at 7:45am

Morning Agenda (call to order by 8:30am)

1) Consent Agenda (5 min)
a. Approval of September 24, 2015 TSRS Board meeting minutes
b. September 2015 TSRS Financials
c. Approval of October 2015 Retirements

2) Actuary Valuation Report for June 30, 2015 — Gabriel Roeder Smith & Assoc., - Leslie Thompson
(55 min all items)
a. June 30, 2015 TSRS DRAFT valuation report and discussion
b. Recommended Contribution Rates for 2017 Plan Year Beginning July 1, 2016, Ending June 30, 2017
c. Acceptance of 6/30/15 Draft Valuation Report, Adoption of FY17 Contribution Rates
d. Review of TSRS Funding Projections

3) PIMCO Fund Manager—Sasha Talcott, Matt Clark (60 min)
a. PIMCO Update
b. Economic Outlook
c. Review of StockPlus Portfolio
d. Review of Diversified Income Portfolio

4) Disability Process Discussion
a. TSRS Disability Statistics and Process (5 min)
b. City’s Medical Leave and Accommodation Policies — HR Representative (20 min)
c. Discussion of Overall Disability Program (10 min)

5) Education Session - Callan Associates - Paul Erlendson, Gordon Weightman (40 min)
a. Active Vs. Passive Management

Morning Time: 3 hours, 15 minutes
Lunch Break (estimated time - 11:45am to 1:15pm)




TUCSON SUPPLEMENTAL RETIREMENT SYSTEM
BOARD OF TRUSTEES
Notice of Regular Meeting / Agenda
DATE: Friday, October 30", 2015

Reconvene at 1:15pm

6) Investment Activity / Status Report
a. TSRS Portfolio Composition, Transactions and Performance for 9/30/15 (10 min)
b. Executive Summary of TSRS Performance for 9/30/2014 Callan Associates — Paul Erlendson,
Gordon Weightman - (10 min)*
c. Transition Manager Overview (5 Min)

7) Discussion of Fund Manager Presentations to the Board of Trustees Callan Associates (25 min)
a. Models Being Used in Other Plans
b. Effectiveness of Current Practice
c. What can we do Different?

8) Administrative Discussions
a. Update on Pension Administrator recruitment and Potential Expenses Associated with the
Recruitment (15 min)
b. TSRS day-to-day operations (5 min)
c. Discussion of hiring authority for TSRS System Administrator — Cassie Langford (30 min.)
d. Discussion of Additional Proposed TSRS Code Changes Cassie Langford (10 min)

9) Articles for Board Member Education / Discussion
a. Public and Private Mortality

10) Call to Audience
11) Future Agenda ltems

12) Adjournment

Afternoon Time: 1 hour, 50 minutes
Note 1 — This item was not available when this information was distributed; therefore, the information will be distributed during the meeting.

*Pursuant to ARS 38-431.03(A)(3) and (4): the board may hold an executive session for the purposes of obtaining legal advice from an attorney or
attorneys for the Board or to consider its position and instruct its attorney(s) in pending or contemplated litigation. The board may also hold an executive
session pursuant to A.R.S. 38-431.03(A)(2) for purposes of discussion or consideration of records, information or testimony exempt by law from public
inspection.

\\CH_FS2\SYS\SHAREDIR\FACOMMON\treasdiv\BOARDMET\TSRS Agendas\A10-31-15 Rough Draft Agenda (with times shown).doc



Item la

TUCSON SUPPLEMENTAL RETIREMENT SYSTEM

BOARD OF TRUSTEES

Meeting minutes from Thursday, September 24, 2015
Finance Department Conference Room, 5™ Floor
City Hall, 255 West Alameda
Tucson, AZ 85701

Members Present: Robert Fleming, Chairman
Kevin Larson, City Manager Appointee
Rebecca Hill, Interim HR Director
Silvia Amparano, Director of Finance
Michael Coffey, Elected Representative
Jorge Hernandez, Elected Representative
John O’Hare, Elected Retiree Representative

Staff Present: Dave Deibel, Deputy City Attorney
Silvia Navarro, Treasury Administrator
Art Cuaron, Treasury Finance Manager
Michael Hermanson, Plan Administrator
Dennis Woodrich, Lead Pension Analyst
Dawn Davis, Administrative Assistant

Guests Present: Jenefer Carlin, CTRA Representative
Gordon Weightman, Callan Associates (via telephone)
Catherine Langford, Yoder & Langford, P.C.
Leslie Thompson, Gabriel Roeder, Smith & Company (via telephone)
Frank Romero, City of Tucson Employee
Grace Romero, Spouse of Frank Romero

Absent/Excused: None

Chairman Fleming called the meeting to order at 8:30 AM.

A. Consent Agenda
1. Approval of August 27, 2015 TSRS Board Meeting Minutes
2. Retirement ratifications — September 2015
3. August 2015 TSRS expenses compared to budget
The Consent Agenda was approved by a vote of 6-0 (Chairman Fleming did not vote).

B. Disability Retirement Application — Frank F. Romero

A motion to approve the disability retirement application of Frank Romero was made by Kevin Larson,
2" by Rebecca Hill.

A motion to enter Executive Session was made by John O’Hare, 2" by Kevin Larson, and passed by a
vote of 6-0 (Chairman Fleming did not vote).



A motion to return to Regular Session was made by John O’Hare, 2™ by Rebecca Hill, and passed by a
vote of 6-0 (Chairman Fleming did not vote).

Chairman Fleming reminded the Board that the motion on the table was to approve the application for medical
retirement.

A motion to amend the motion to approve the application of Frank Romero to require a medical
reevaluation after 2 years was made by John O’Hare. The motion failed for lack of a 2".

The disability retirement application of Frank Romero was approved by a vote of 4-2 (Michael Coffey
and John O’Hare dissenting, Chairman Fleming did not vote).

C. Investment Activity Report
1. Aberdeen EAFE Plus Manager — Gordon Weightman (Report from Callan Associates, 9/11/2015)

Gordon Weightman said the Board asked for a report on Aberdeen EEAFE Plus at the 8/27/15 meeting, with
the transition set up to move assets and increase the Board’s international equity exposure would it make
sense to give Aberdeen more money given their recent performance history. They manage about $37M now,
and through the transition their target allocation will increase to roughly $71M. Given that information Callan
had their research specialist in international equity meet with Aberdeen and identified some factors contributing
to the recent underperformance. The broad message is they know the performance is poor relative to the
benchmark since the Board invested, however the underperformance is explainable based upon some of the
bullet points in the memo distributed prior to the meeting. Aberdeen’s style is out of favor, they are designed to
protect on the down side and they focus on valuation and quality which have not been rewarded. They have
had higher exposure to energy and materials relative to the benchmark and those sectors have
underperformed. Aberdeen has adhered to their investment discipline by investing in high quality companies
within those sectors, but the exposure to the sectors has contributed to the underperformance vs. the
benchmark. They have a lower risk portfolio, with a lower standard deviation and a lower return. Risk adjusted
returns are favorable for Aberdeen and they are being compensated for the amount of risk they are taking. The
good news about the international equity composite as a whole is the Board’'s 2 managers, Aberdeen and
Causeway who have different styles and philosophies, have performed very well in combination despite
Aberdeen’s performance. Over the last 3 years, through 6/30/15, the Board’'s composite is up 10.2% vs. the
benchmark’s 9.4%. Aberdeen has stuck to their process and is still the same firm hired by the Board a little
over 3 years ago. Given the environment has been in a prolonged period where things like momentum are
rewarded, Aberdeen is poised to turn their performance around. Historically their strategy has worked and has
been very strong; this has just been a tough period for them.

Michael Coffey asked if Callan would have, knowing what they know now, recommended Aberdeen 3 years
ago.

Mr. Weightman answered when they do international equity searches Callan still likes Aberdeen. Aberdeen
would only make it through the screening process if Callan knew the client was not hung up on recent
performance, because Aberdeen is currently a buying opportunity, but clients might be skeptical, so they might
not make the list based on their recent performance. There has been a bull equity market up until recently,
where there has been a correction for a very prolonged period of time. The market has been driven by price
momentum, people being willing to pay more for earnings, which is a factor that Aberdeen does not focus on.
They are more focused on value and quality of names. A cyclical pattern like this has not been seen for a long
time, where stocks have been rewarded based on price momentum. When that changes Aberdeen is
positioned to do well. A 3 year period is too short to evaluate any manager, a full market cycle has been 3to 5
years historically, but it is even longer than that this time.

Jorge Hernandez said based on Aberdeen’s recent history a lot of their institutional clients have pulled a lot of
money from Aberdeen’s management. Was this an overreaction and would Callan agree with that time horizon
action?
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Mr. Weightman answered Aberdeen has lost money from clients who have shorter term time horizons, but the
TSRS pension plan is being managed in perpetuity so by definition the Board has a longer time horizon. If the
Board decided to fire Aberdeen, Callan would have to perform a search to find a new manager, and many
times what happens is because performance is so tangible, often times clients hire managers at the peak of
their cycle and then they underperform for the first 3 years. It was a little bit of an overreaction for those firms to
fire Aberdeen. Not everyone thinks about managers in the same way and there are some consultants who will
advise Board’'s based on manager rankings; other boards have strong watch list criteria. Groups that take a
more informed approach and use judgment rather than a static set of criteria have held on to Aberdeen
because they recognize the underperformance is explainable.

Kevin Larson said he agreed that they needed to look at a longer period of time, but most of the discussion
held was relative to the benchmark when Aberdeen has been weak relative to their peers as well. He
understood their risk profile was lower, and asked Mr. Weightman to address their weakness relative to peers.
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Mr. Weightman said looking at the median manager in exhibit 1 of the memo, over most time periods there is
an active management premium to be gained from international equity. Looking at Aberdeen over the last 3
years, which ties into their 5 year number now, they are at the bottom. There is not much of an explanation to
be given for a performance like that. The proof statement to their strategy is, when looking at the last 10 years
including 2008; they are in the 24" percentile. They are designed to protect with those quality factors, and they
have done so in down markets. When stocks are running as they have in the last 3 to 5 years, given the
environment where momentum has performed well, Aberdeen has been at the bottom.

John O’Hare asked how much more time would Callan recommend the Board give Aberdeen.

Mr. Weightman answered they needed to pay attention to the factors that are performing well within the non-
US equity market. If valuation and quality factors start performing well and Aberdeen is still trailing he believes
then there would be cause for concern.

2. TSRS Portfolio composition, transactions and performance review for 08/31/15

Art Cuaron reported as of 8/31/15 the total portfolio value was $712.5M, as of 9/24/15, it was $705.9M,
continuing a downward trend that can be explained, partially, by the volatility in the market.



Calendar YTD returns — For the month of August, the Total Fund returned -3.97% vs. the Custom Plan Index at
-3.94%; Total Fixed returned -0.71% vs. the Barclays Aggregate at -0.14%; Total Equities returned -6.07% vs.
Equity Composite at -6.35%; Total Real Estate returned 0.70%; Total Infrastructure returned 0.74% vs. the CPI
+4% at 0.19%. Through 8/31/15, the calendar YTD return for the Total Fund was -0.06% vs. -0.78% for the
Custom Plan Index; Total Fixed returned 0.66% vs. the Barclays Aggregate at 0.45%; Total Equities returned
-1.49% vs. Equity Composite at -2.54%; Total Real Estate returned 9.89% vs. NCREIF 7.34 (as of 6/30/15);
Total Infrastructure returned -0.19% vs. the CPI +4% at 4.18% (as of 7/31/15).

Fiscal YTD returns — As of 8//31/15 the Total Fund returned -2.86% vs. the Custom Plan Index at -3.08%; Total
Fixed returned -0.10% vs. the Barclays Aggregate at 0.56%; Total Equities returned -4.61% vs. the Equity
Composite at -5.07%; Total Real Estate returned 1.31%; and Total Infrastructure returned 0.30% vs. the CPI
+4% at 0.53%.

Trailing One Year Returns — As of 8/31/15 the Total Fund returned 0.28% vs. the Custom Plan Index at 0.08%;
Total Fixed returned 0.22% vs. Barclays Aggregate at 1.56%; Total Equities returned -1.01% vs. the Equity
Composite at -2.20%; Total Real Estate returned 13.45% vs. the NCREIF at 14.43% (as of 6/30/15); and Total
Infrastructure returned -2.06% vs. the CPI +4% at 4.21%.

John O’Hare stated infrastructure seemed to be at least 6% under in the trailing one year returns and asked if
there was a reason for that.

Mr. Cuaron answered he would look into it and provide the Board with an update. Net earnings through august
were $12,733.

3. Callan’s response to the number of public pension plans they have in their fund Sponsor database

This item was taken out of order and considered after item C1. Gordon Weightman said there were 350 public
pension plans in Callan’s fund Sponsor database.

John O’Hare asked if the TSRS Board members could get access to the database so they could go through it.

Mr. Weightman answered it was very difficult to provide the plan names and their asset allocations in Excel.
They did have an exhibit in the measurement report that shows the range of allocations and the percentage of
plans that are invested in various asset classes. Some of the data is from Callan clients, but they also buy
some data from BNY Mellon. When BNY Mellon provides the data, they provide it with an identifier instead of
the plan name. In those instances Callan gets the asset allocation information but they do not know the name
of the plan.

Mr. O’Hare asked if they could filter out the public plans and remove the names.
Mr. Weightman said he would have to think about it and they could discuss it at a later date.
D. Administrative Discussions

1. TSRS Plan Document Revisions — Cassie Langford
a. TSRS Plan Document Revisions — Strike out version
b. TSRS Revised Funding Policy — Redline version

2. Discussion of adding administrative expenses on top of the contribution rate for TSRS — Leslie
Thompson

Catherine Langford stated the first items, with regard to the Funding Policy Revisions, are more
comprehensive than initially presented. Initially the goal was to revise the contribution language in the code to
incorporate the additions to the actuarial calculations that they make under the Board’s Funding Policy. It was
determined at the 7/30/15 meeting that it should probably be made clearer and more comprehensive. They are
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shifting from the standard of the annual required contribution (ARC) to the actuarial determined contribution
(ADC), which is a broader concept. Historically the ARC has been the normal cost plus the amount necessary
to cover the unfunded accrued for the year. ADC, in the Code, would now refer to the Board’s funding policy,
cover the ARC, the rounding policy adjustments, and the administrative expenses of running the system.
Currently the administrative expenses are not a specific line item in the actuarial calculation of the contribution;
instead they are offset against investment returns. They want to shift the administrative expenses to a position
where they are factored into the contribution calculation and appropriated every year. In terms of the Code
revisions, they were replacing the ARC language with ADC language for Code purposes. All the other changes
will occur through the Funding Policy. It is important to make sure that the Mayor and Council are comfortable
with what is covered in the Funding Policy and that they understand how it works since it will be specifically
referenced in the Code. On the Code level they want to make sure everything ties together to reach the
appropriate amount to be appropriated by the City every year, which is why the definitions of the employer
contribution and member contribution rates are being amended.

John O’Hare clarified there would not be any changes to the funded ratio or the City’s contribution with the
adoption of these changes.

Ms. Langford answered there was one change in how the administrative expenses would be treated.

Mr. O’Hare asked if there would be any changes to the City’s contribution.

Michael Hermanson answered there would be an impact on the employer contributions because funding the
administrative cost through contributions will increase contribution rates, but the funded ratio would be the
same.

Silvia Amparano asked if the Board had already voted on adding the administrative costs to contributions.

Ms. Langford answered no, Leslie Thompson did the study on adding administrative expenses on top of the
contribution rates for this discussion.

Mr. Hermanson explained it had been discussed at the retreat on 10/31/14. They discussed resetting the rates
to include the round up issues, and specifically about the idea of adding the administrative costs but a decision
had not been made yet.

Leslie Thompson directed the Board to look at the following spreadsheet:
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The spreadsheet shows one option, adding administrative costs to the already rounded employer contribution
rate of 27.5%. Adding 65 basis points to the City financed portion would bring the contribution rate up to
28.15%. It raises the contributions for the employer and provides for 100% funding a little earlier than
previously anticipated. Under this option the unfunded liability reaches $0 in 2028 when under the baseline it
does not reach $0 until 2029.

Mr. Hermanson said he wanted to go into how this option works with the Funding Policy and the rounding up of
the employer contribution rate.

Ms. Thomson explained that the spread sheet assumes the rounding policy was applied before the
administrative expenses; so the expenses are added on top of the employer contributions. This option
illustrates the largest impact of the expenses. The other way to accomplish this would be to add the expenses
to the employer contributions and then round. The raw actuarial employer contribution was 27.03%, adding 65
basis points would bring it up to 27.68%, which would round to 28%.

Mr. Hermanson said if it was filtered through the Funding Policy, which is another aspect of the discussion, it
would be somewhere between 28.15% and the actuarially determined rates are from the valuations.

Ms. Thompson advised the other alternative would be to adding the expenses to normal cost because they are
part of the annual cost of the plan. One of the interesting things about TSRS is that employees pay one half
normal cost which means it would transfer into employee contribution; so employees would be paying half of
the administrative expenses. However the legacy members are capped at 5% contribution rates so they would
not be paying any of the administrative expenses. The raw contribution rate for tier I members of TSRS would
be 6.62%, adding 32 basis points would bring it to 6.94%, which would be rounded up to 7%. With their current
contribution rate of 6.75% the increase would be more than 25 basis points. Tier [l members have a raw rate
of 4.91%, 32 basis points would bring it up to 5.23%, which would be rounded to 5.25%. They would move
from 5% to 5.25%. The employer would pay the other 32.5 basis points. Not all of the administrative expenses
would be paid this way because legacy members would not pay, so that cost would have to be let go, or
pushed onto the non-legacy employees or the employer.



Mr. O’Hare requested tables showing the division of the expenses for the different options.

Ms. Langford said the expenses were currently being netted against investment returns. If expenses were
shifted to any of Ms. Thompson’s models the Board could begin thinking about the impact they want to see.
The option modeled with the 65 basis points on top of the rounded contribution would result in the contribution
of both amounts, the rounding and the full expense load would be factored into the City’s contribution.

Mr. Hermanson stated it was important for the Board to understand that if they followed through with the
Funding Policy as presented at this meeting, it incorporates the addition of the administrative expenses to the
overall calculation and would feed back into the rounding approach, and adding it to the employee contribution
rates was not a part of the policy.

Ms. Langford said the option of adding it to each employees segment and the City was viable though
complicated because of the legacy cap.

Chairman Fleming asked if it would have to be recalculated or would it always be 65 basis points.
Mr. Hermanson answered that was just what it was at this time.

Ms. Langford said they were trying to avoid fluctuation in the employee rates. The Board would have to decide
how much they wanted to ask to collect. Under the Funding Policy they would go with the middle of the road
approach as described by Ms. Thompson.

Ms. Amparano thought splitting the administrative costs between the employee and employer contribution
rates was not a viable option. She felt this was not a necessary action to reach 100% funding only 1 year
earlier, and suggested the Board continue to use the earnings to pay administrative costs.

Mr. Hermanson said the point they were trying to make was that any time there is a cost element it should be
identified and funded explicitly.

Ms. Thompson said, from an actuarial perspective, in a year when the Board does not meet investment returns
it also means they are not meeting their administration expenses and those cycle back and get spread over the
amortization period. Then they are amortizing current debt which heightened the need to discuss the issue
because they should not spread current service debt over 20 years.

Kevin Larson said he understood the concerns to the City but he liked the idea of the transparency of the
expenses, and expressed support for the model where they add the 65 basis points and round it. It should not
add it to the normal costs because it was not necessary. The Mayor and Council is in a position where they are
willing to fund more than the ARC, and this should not be the complication to the issue that makes them lose
interest in doing so, but the transparency it would bring to the expenses would be positive.

Ms. Langford stated it would also make the returns more accurate.

Mr. O" Hare clarified that the calculations given in the models were predicated on a 7.25% return.

Ms. Amparano asked what the administrative expense was based on.

Mr. Hermanson answered the actual for the previous year was $700K.

Ms. Langford explained the Funding Policy definition is meant to make it clear to Mayor and Council that there
is an approved budgeted amount, but when Ms. Thompson does the calculations it would be based on the
actual expenses incurred by the end of the year. The Funding Policy is a draft until the Code changes are
approved. Adding actually between “expenses” and “incurred” to the wording in the Funding Policy would help

to clarify the administrative expense was based on the actual cost from the previous year.
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Chairman Fleming asked if it was appropriate for the Board to consider approving the Funding Policy as
presented.

Ms. Langford answered if the Board was comfortable with the proposed Code revisions and wanted to give
authorization to move forward with them, there should also be a motion to approve the Funding Policy because
the draft goes with the Code revisions.

Chairman Fleming asked if it was appropriate to approve the Funding Policy before considering the Code
changes.

Ms. Langford answered that was appropriate.

A motion to approve the TSRS Funding Policy was made by Michael Coffey, 2" by Kevin Larson, and
passed by a vote of 6-0 (Chairman Fleming did not vote).

Ms. Langford said item 5 in the Code revisions, dealing with an individual hired as a part time employee and
later becomes full time, is a new provision. It was added because the Code currently says an employee’s
contribution rate is based on their date of hire, but in the cases of a long term part time employee the
contribution rate will be determined based on when they become full time eligible.

Mr. Hermanson had requested that addition because there was ambiguity in the Plan Document with respect to
how individuals are treated when they did not qualify to become a member until they attained full time status
and if they were hired as a non-eligible part time employee 10 years ago their contribution rate would be locked
in at 5% like a legacy member. They should land in the benefit tier applicable when they achieve full time
status because that is when they actually become a TSRS member.

Mr. Coffey asked for clarification on item number 10 — Post Retirement Marital Changes.

Mr. Hermanson explained there have been issues where people are married when they retire and name their
spouse as a surviving beneficiary, so that on the death of the member the spouse will receive the benefit. Then
after retiring they get a divorce, or the spouse dies, and the member remarries, and wants to change the
designation from the previous spouse. They did not understand why it was not possible when there was
nothing prohibiting it in the Code, so this revision is remedying that.

Mr. Coffey asked if this was for administrative convenience.
Chairman Fleming answered no it was for actuarial purposes.

Mr. Hermanson explained it was an actuarial consideration for the plan; it keeps things smooth and steady for
the cost of the plan. If retirees are able to change their survivors it changes the costs and they are not funded
correctly.

Dave Deibel pointed out there could also be court orders applied to member’s accounts.

Ms. Langford said the permanent and irrevocable language has always been in the Code, but retirees going
through these circumstances argue that it means if they were married to the same person it is irrevocable, so
this new language is just to make the Code provision as clear as possible.

A motion to approve the proposed revisions to the Plan Document was made by Michael Coffey, 2" by
Silvia Amparano.

Mr. Larson had some questions about item 3 — Disability Benefits. In Sec. 22-30(jj) it says “the Social Security
Administration’s determination shall be treated as conclusive evidence of Total and Permanent Disability.” It
should say “strong evidence” because it is important that the Social Security Administration’s (SSA) decision is
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based on the time period when the person was a City employee. If the language is left as it is, a provision
should be added to say provided the SSA’s determination clearly determines it happened while the person was
a City employee.

Ms. Langford said that was a good point that was not discussed in July. What they wanted to focus on was
being able to accept the SSA determination as proof someone is disabled. In other provisions, with regard to
the commencement of the benefit, there is language that says the person had to have stopped working for the
City as a result of the disability. This language makes it clear that even if a SSA determination is obtained they
still have to have stopped working at the City as a result of that disability.

Mr. Hermanson added the language also states they have to apply for disability retirement within 12 months of
terminating City employment.

Chairman Fleming explained all the conclusive evidence language says is the Board will not re-litigate the
guestion of whether they are disabled, leaving open the question of when they became disabled.

Mr. Larson said in Sec. 22-39(a) — Qualifications the language relates to a person who is no longer employed
by the City, and asked if a section relating to applicants who are still employed by the City should be added
because several applicants are still City employees, and the deleted language allowed for someone who was
currently employed by the City.

Ms. Langford said this was a good point because if it is typical that someone is still a City employee when they
apply, the word “terminates” should be removed.

Mr. Deibel asked how the sentence would be restructured.
Ms. Langford answered they should revert to the original language for that sentence.

Mr. Hermanson explained they were clarifying that someone cannot terminate and come back to the City to
apply for disability retirement several years later because they have to apply within 12 months of termination.
They are also leaving in the requirement of 10 years of City service.

Ms. Langford stated they were also requiring that the applicant establish that they left City employment or went
on leave because of the disability.

A motion to delete the proposed revision to Sec. 22-39(a) stating “If a member terminates from
employment with the City prior to reaching Normal Retirement Age” and return to the original
document wording from the revised Plan Document was made by Kevin Larson, 2nd by Rebecca Hill,
and passed by a vote of 6-0 (Chairman Fleming did not vote).

Mr. O’Hare expressed concern over the revision in Sec. 22-30(jj) designhating the SSA determination as
conclusive evidence of total and permanent disability because it turned the Board’s authority over to the SSA.

Ms. Langford explained the independent determination was of the date the benefit would start. If a disability
retirement applicant already had a SSA determination the Board’s inclination was to take that as proof of
disability. If the applicant had not yet applied or they are still in the process, the Board would go through the
current procedure to make an independent determination of disability.

Mr. O'Hare stated he would like to see the Board take the SSA determination of disability as a factor but not be
bound by it. He asked if the Board would still have the ability to require medical evaluations of disability retirees
at a later date if they approved the wording of this revision.

Ms. Langford answered the annual verification of income would continue, and the discretionary follow up for an
independent review would still be allowed. The revision only applies to the threshold determination of whether
the applicant was disabled. There are some differences between the Board and SSA currently because the

9



wording including “not less than 12 months” lacks the permanency of a total and permanent disability, which
was the reason one of the revisions removed that wording.

A motion to strike the word “conclusive” in reference to the SSA determination as evidence from the
proposed amendment to Sec. 22-20(jj) of the Plan Document was made by John O’Hare. The motion
failed for lack of a 2".

Mr. Larson said he would substitute for the word conclusive because 99% of the time there will not be a
guestion, but there are odd instances in that other 1% of the time.

A motion to replace “conclusive” with “strong” was made by Kevin Larson, 2" by John O’'Hare.

Mr. Coffey felt the sentence lost its meaning with the word conclusive removed. If the SSA determination was
not taken as proof of disability it was just more information, so if conclusive is removed, the whole sentence
should be removed.

Ms. Langford agreed with Mr. Coffey.

The motion passed by a vote of 4-3 (Rebecca Hill, Michael Coffey, and Jorge Hernandez dissenting).

Mr. O'Hare asked if there was a provision in the Code stating the City was required to pay the ARC.

Ms. Langford answered no; they were required to pay the employer contribution, which is the City’s share of
the ARC.

Mr. O’Hare asked if the Board wanted to change that so they have to pay the City’s share of the ADC.
Ms. Langford answered they already had with a revision to Sec. 22-35(b) which changes “Annual Required
Contribution” to “Actuarially Determined Contribution”. There is another provision, which has not been

modified, stating the City will appropriate the employer contribution piece.

The motion to approve the proposed revisions, as amended, to the Plan Document passed by a vote of
6-0 (Chairman Fleming did not vote).

3. October Board Retreat — Draft Agenda

Michael Hermanson stated the draft agenda incorporates all of the topics and issues previously suggested by
the Board.

John O’Hare asked if he could contact Mr. Hermanson by email with any other suggestions.
Mr. Hermanson answered yes.
E. Articles for Board Member Education / Discussion

1. Understanding the Impact of Negative Cash Flow on a Public Pension Plan (Gabriel Roeder, Smith & Company,
September 2015)

2. The Yardstick: A Tool to Evaluate Proposed Reforms of Arizona’s Public Safety Personnel Retirement
System PSPRS — Final Report (League of Arizona Cities and Towns’ Pension Task Force, August 19, 2015)
F. Call to Audience

Jorge Hernandez distributed an article about Aberdeen that he would like to share with the Board as the
conversation continues.
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G. Future Agenda Items

H. Adjournment 9:55 AM

Approved:

Robert Fleming Date
Chairman of the Board

Silvia Navarro
Treasury Administrator

Date
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Report ID : FIN-COT-BA-0001 Page 2 of 10

Run Date : 10/23/2015 Bud :Jlty XftTm;sEon
Run Time : 08:18 AM udget vs Actual Expenses

Through: September, 2016
For Fiscal Year 2016

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit 9003 - Normal Retiree Beneficiary Benefit
Current Current Current Unobligated
Object Period Period Currgnt 'l:otal YTD .YTD YTD T_otal Budgeted Budget Percent
i Obligations Encumbrance Expenditure Obligations
Encumbrance Expenditure Amount Balance
105 - PAYROLL PENSION 0.00 289,790.47 289,790.47 0.00 866,617.93 866,617.93 3,100,000 2,233,382.07 72.04%
Total for 100 - PAYROLL CHGS 0.00 289,790.47 289,790.47 0.00 866,617.93 866,617.93 3,100,000 2,233,382.07 72.04%

Total for Unit 9003 - Normal Retiree Beneficiary Benefi 0.00 289,790.47 289,790.47 0.00 866,617.93 866,617.93 3,100,000 2,233,382.07 72.04 %




ReportID : FIN-COT-BA-0001 ] Page 3 of 10
Run Date : 10/23/2015 Bud ?lty /(\)f;rml:?n
Run Time : 08:18 AM udget vs Actuai Expenses

Through: September, 2016
For Fiscal Year 2016

Department. 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit 9020 - Disability Retiree Benefit
oiod  paiod OGN Dy omaosl Budgmiod  Budger Porcon
Encumbrance Expenditure Amount Balance
105 - PAYROLL PENSION 0.00 172,434.58 172,434.58 0.00 516,023.94 516,023.94 1,975,000 1,458,976.06 73.87 %
Total for 100 - PAYROLL CHGS 0.00 172,434.58 172,434.58 0.00 516,023.94 516,023.94 1,975,000 1,458,976.06 73.87 %

Total for Unit 9020 - Disability Retiree Benefit 0.00 172,434.58 172,434.58 0.00 516,023.94 516,023.94 1,975,000 1,458,976.06 73.87 %




Report iD : FIN-COT-BA-0001 Page 4 of 10

Run Date : 10/23/2015 Bud flty :ftTuTsEon
Run Time : 08:18 AM udget vs Actual Expenses

Through: September, 2016
For Fiscal Year 2016

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit 9021 - Pension Fund Administration
. Current Current Current Unobligated
Object Period Period  Crent Fotal D cendia om p Total Budgeted Budget Percent
Encumbrance Expenditure 9 P g Amount Balance
101 - SALARIES & WAGES FOR PERMANENT 0.00 19,252.00 19,252.00 0.00 52,796.34 52,796.34 211,040 15014366  75.00 %
EMPLOYEES
108 - DOWNTOWN ALLOWANCE & DISCOUNTED
1 0.00 92,32 92.32 0.00 267.08 267.08 1,160 892.92  76.98 %
113 - SUPPLEMENTAL PENSION CONTRIBUTION 0.00 4.873.44 4.873.44 0.00 14,008.13 14,008.13 58,280 4418187  75.81%
114 - FICA (SOCIAL SECURITY) 0.00 1,328.92 1,328.92 0.00 3,844.39 3,844.39 15,410 1156561  75.05%
115 - WORKERS COMPENSATION INSURANCE 0.00 240.98 240.98 0.00 608.49 608.49 5,930 532151 89.74 %
116 - GROUP PLAN INSURANCE 0.00 2,588.98 2,588.98 0.00 7.843.10 7.843.10 30,020 23,076.00 74.63 %
117 - STATE UNEMPLOYMENT 0.00 17.34 17.34 0.00 50.16 50.16 300 249.84  83.28 %
196 - INTERDEPARTMENTAL LABOR 0.00 0.00 0.00 0.00 9,016.66 9,016.66 220,800 211,783.34  95.92 %
Total for 100 - PAYROLL CHGS 0.00 28,393.98 28,393.98 0.00 88,524.35 88,524.35 544,740 456,215.65 83.75 %
202 - TRAVEL 0.00 0.00 0.00 0.00 0.00 0.00 4,000 4,000.00 100.00 %
204 - TRAINING 0.00 0.00 0.00 0.00 165.00 165.00 14,000 13.835.00 98.82 %
205 - PARKING & SHUTTLE SERVICE 0.00 0.00 0.00 0.00 0.00 0.00 200 200.00 100.00 %
212 - CONSULTANTS AND SURVEYS 0.00 3,000.00 3,000.00 0.00 12,603.00 12,603.00 65,000 52397.00 80.61%
213 - LEGAL 0.00 7,353.00 7,353.00 0.00 7,353.00 7,353.00 50,000 42.647.00 85.29 %
ég'\/':'gégELLANEOUS PROFESSIONAL 39,000.00 0.00 39,000.00 3900000  (331727.20)  (292,727.20) 4050500  4352227.20 107.21 %
221 - INSUR-PUBLIC LIABILITY 0.00 150,63 150.53 0.00 418.44 418.44 29,160 2874156  98.57 %
228 - HAZARDOUS WASTE INSURANCE 0.00 4117 41.17 0.00 10031 100.31 560 45060  82.00 %

232 - R&M MACHINERY & EQUIPMENT 0.00 0.00 0.00 0.00 0.00 0.00 - 1,200 1,200.00 100.00 %



ReportID : FIN-COT-BA-0001 ' Page 5 of 10
Run Date : 10/23/2015 Bud ::'tyzf:”‘:sEO"
Run Time : 08:18 AM udget vs Actual Expenses

Through: September, 2016
For Fiscal Year 2016

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Unit 9021 - Pension Fund Administration

Current Current Current Unobligated
Object Period Period Ot POl YD et ¥TD Total Budgeted Budget Percent
Encumbrance Expenditure g p g Amount Balance

245 - TELEPHONE 0.00 0.00 0.00 0.00 420.00 420.00 1,200 780.00 65.00 %
252 - RENTS EQUIPMENT 0.00 84.67 84.67 0.00 249.97 249.97 0 (249.97) 0.00%
260 - COMPUTER SOFTWARE MAINTENANCE o
AGREEMENTS 0.00 0.00 .0.00 0.00 0.00 0.00 41,000 41,000.00 100.00 %
263 - PUBLIC RELATIONS 0.00 0.00 0.00 0.00 0.00 0.00 2,560 2,560.00 100.00 %
284 - MEMBERSHIPS AND SUBSCRIPTIONS 0.00 0.00 0.00 0.00 245.00 245.00 1,500 1,255.00 83.67 %
Total for 200 - PROF CHARGES 39,000.00 10,638.37 49,638.37 39,000.00 (310,172.48) (271,172.48) 4,269,880 4,541,052.48 1086.35%
311 - OFFICE SUPPLIES 0.00 282.74 282.74 0.00 493.41 493.41 7,500 7,006.59 93.42 %
312 - PRINTING,PHOTOGRAPHY ,REPRODUCTION 0.00 137.14 137.14 0.00 1,592.31 1,592.31 7,500 590769 7877 %
314 - POSTAGE 0.00 0.00 0.00 0.00 92.87 92.87 10,000 9,907.13 99.07 %
341 - BOOK, PERIODICALS AND RECORDS 0.00 0.00 0.00 0.00 0.00 0.00 250 250.00 100.00 %
gg%bgURNISHINGS’ EQUIPMENT AND TOOLS < 0.00 0.00 0.00 0.00 0.00 0.00 1,000 1,000.00 100.00 %
346 - COMPUTER EQUIPMENT < $5,000 0.00 0.00 0.00 0.00 0.00 0.00 1,000 1,000.00 100.00 %
Total for 300 - SUPPLIES 0.00 419.88 419.88 0.00 2,178.59 2,178.59 27,250 25,071.41  92.01%

Total for Unit 8021 - Pension Fund Administration 39,000.00 39,452.23 78,452.23 39,000.00 (219,469.54) (180,469.54) 4,841,870 5,022,339.54 103.73 %
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Run Date : 10/23/2015 Bud flty Xf;l'm;sEon
Run Time : 08:18 AM . Budget vs Aclual Expenses

Through: September, 2016
For Fiscal Year 2016

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit - 9022 - Disability Retiree Beneficiary Benefit
oo Baron  CYUMIN o e omenen St | Baiow perce
Encumbrance Expenditure Amount Balance
105 - PAYROLL PENSION 0.00 30,418.52 30,418.52 0.00 92,560.92 §2,5660.92 350,000 257,439.08 73.55%
Total for 100 - PAYROLL CHGS 0.00 30,418.52 30,418.52 0.00 92,560.92 92,560.92 350,000 257,439.08 73.55%

Total for Unit 9022 - Disability Retiree Beneficiary Ben 0.00 30,418.52 30,418.52 0.00 92,560.92 92,560.92 350,000 257,439.08 73.55%




ReportID : FIN-COT-BA-0001
Run Date : 10/23/2015
Run Time : 08:18 AM

City of Tucson
Budget vs Actual Expenses

Through: September, 2016
For Fiscal Year 2016

Page 7 of 10

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit 9023 - ACTIVE MEMBER REFUNDS-CONTRBS
Current Current Current Unobligated
Object Period Period Clérgtléin;:;g;asl EncumbrazTcg Ex endim;?a O:I-:-Da:;g;as! Budgeted Budget  Percent
Encumbrance Expenditure 9 P 9 Amount Balance
186 - TSRS REFUNDS 0.00 715,171.09 715,171.09 0.00 1,117,676.09 1,117,676.08 2,400,000 1,282,323.91 5343 %
Total for 100 - PAYROLL CHGS 0.00 715,171.09 715,171.09 0.00 1,117,676.09 1,117,676.09 2,400,000 1,282,323.91 53.43 %
Total for Unit 9023 - ACTIVE MEMBER REFUNDS-CON 0.00 715171.09 715,171.09 0.00 1,117,676.09 1,117,676.09 2,400,000 1,282,323.91 53.43%
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Run Date : 10/23/2015 Bud City Aof Tucl:sEon
Run Time : 08:18 AM udget vs Actual Expenses

Through: September, 2016
For Fiscal Year 2016

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit 9025 - INTEREST ON REFUNDS
Current Current Current Unobligated
Object Period Period Currgnt Total YTD .YTD YTD Total Budgeted Budget Percent
. Obligations  Encumbrance Expenditure Obligations
Encumbrance Expenditure Amount Balance
186 - TSRS REFUNDS 0.00 6,406.67 6,406.67 0.00 12,001.68 12,001.68 50,000 37,098.32  76.00%
Total for 100 - PAYROLL CHGS 0.00 6,406.67 6,406.67 0.00 12,001.68 12,001.68 50,000 37,998.32  76.00 %

Total for Unit 9025 - INTEREST ON REFUNDS 0.00 6,406.67 6,406.67 0.00 12,001.68 12,001.68 50,000 37,998.32 76.00 %




ReportID : FIN-COT-BA-0001 . Page 9 of 10
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Through: September, 2016
For Fiscal Year 2016

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit 9026 - DWE SYSTEM BENEFIT PAYMENT
awd  Pwiod IS YD D omDiod ugeed B percom
Encumbrance Expenditure Amount Balance
186 - TSRS REFUNDS 0.00 0.00 0.00 0.00 61,918.40 61,918.40 200,000 138,081.60 69.04 %
Total for 100 - PAYROLL CHGS 0.00 0.00 0.00 0.00 61,918.40 61,918.40 200,000 138,081.60 69.04 %

f@i‘al for Unit 9026 - DWE SYSTEM BENEFIT PAYMEN" 0.00 0.00 0.00 0.00 61,918.40 61,918.40 200,000 138,081.60 69.04 %
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Run Date : 10/23/2015 Bud flty AoftTuclston
Run Time : 08:18 AM udget vs Actual Expenses

Through: September, 2016
For Fiscal Year 2016

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM
Fund 072 - TUCSON SUPP RETIREMENT SYSTEM
Unit 9027 - CREDITABLE SERVICE TRANS(ASRS)
Current Current Current Unobligated
Object Period Period Currept Total YTD .YTD YTD ‘I:otal Budgeted Budget Percent
. Obligations Encumbrance Expenditure Obligations
Encumbrance Expenditure Amount Balance
186 - TSRS REFUNDS 0.00 0.00 0.00 0.00 (8,811.37) (8,811.37) 0 8,811.37 0.00%
Total for 100 - PAYROLL CHGS 0.00 0.00 0.00 0.00 {8,811.37) {8,811.37) 0 8,811.37 0.00%
Total for Unit 8027 - CREDITABLE SERVICE TRANS(A! 0.00 0.00 0.00 0.00 (8,811.37) (8,811.37) 0 8,811.37 0.00%
Total for Fund 072 - TUCSON SUPP RETIREMENT SYS 39,000.00 6,321,450.51 6,360,450.51 39,000.00 17,571,683.81 17,610,683.81 76,216,870  58,606,186.19 76.89 %
Total for Department 900 - TUCSON SUPPL RETIREME 39,000.00 6,321,450.51 6,360,450.51 39,000.00 17,571,683.81 17,610,683.81 76,216,870  58,606,186.19 76.89 %

Grand Totals 39,000.00 6,321,450.51 6,360,450.51 39,000.00 17,571,683.81 17,610,683.81 76,216,870 58,606,186.19 76.89 %




Item 1c

Service & Disability Retirements, End of Service Entrants for TSRS Board of Trustees Ratification

9/10/15 - 10/09/15 - October 2016

Name of Applicant Department Type Effective Date Date of Birth Age Credited Service Present Value AcMci:“zle;Z d AFC Option Pension
Brown, Ronald A P'a””ingsira‘z;?"pmem Normal 912212015 11/3/1944 70.89 7.71030 125,394.08 72,827.60 6,992.46 Single Life 3,352.08
Duarte, Emest A P 'a””ingsiraiézb"mem Normal 9/19/2015 10/21/1962 52.91 30.0980 1,076,662.81 238,974.76 11,047.82 J&S 75% 7,124.09
Patze, Elizabeth G Police Department Normal 10/9/2015 9/251957 58.039 21.9921 474,546.05 127,800.60 6,847.40 J&S 50% 3,283.48
Romero, Frank F Parks & Recreation Disability 9/25/2015 3/23/1965 50.51 18.6468 158,156.98 36,445.24 2,566.78 J&S 100% 1,012.85

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
v 37.454.45 14,772.50
Averages 19.36 19.61 458,694.98 119,012.05 6,863.62 3,603.13

Service Pensions
Disability Pensions
Survivor Pensions

Comparison of Monthly Pension Payments - Beginning of FY 2015 to Current Monthly Pension Payments

F 15-16.xls

prior month

2808 §

5,536,754.31




Item 2a

( RS Gabriel Roeder Smith & Company
Consultants & Actuaries

TUCSON SUPPLEMENTAL RETIREMENT SYSTEM
ACTUARIAL VALUATION REPORT
AS OF JUNE 30, 2015



Gabriel Roeder Smith & Company 7900 East Union Avenue 720.274.7270 phone
Consultants & Actuaries Suite 650 303.694.0633 fax
Denver, CO 80237-2746 www.gabrielroeder.com

October 21, 2015

The Board of Trustees
Tucson Supplemental Retirement System
Tucson, Arizona

Re: Actuarial Valuation of the Tucson Supplemental Retirement System as of June 30,
2015

Dear Board Members:

We are pleased to present the Report on the actuarial valuation of the Tucson Supplemental
Retirement System as of June 30, 2015.

This Report presents the results of the June 30, 2015 actuarial valuation of the Tucson Supplemental
Retirement System. The Report describes the current actuarial condition of the Tucson
Supplemental Retirement System, determines recommended annual employer and employee
contribution rates, and analyzes changes in these required rates. This report should not be relied on
for any purpose other than the purpose described in the primary communication. Information
needed to comply with Statements No. 67 and 68 is provided in a separate accounting report.

We certify that the information included herein and contained in the June 30, 2015 Actuarial
Valuation Report is accurate and fairly presents the actuarial position of the Tucson Supplemental
Retirement System as of the valuation date.

Contribution Rates

There are no recommended changes to the contribution rates for FY 2017. Based on the TSRS
funding policy, the recommended employer rate will remain at 27.5%, and the recommended
employee rates by tier will remain at 5.00%, 6.75% and 5.25%. Full details of these calculations are
in the report.

Financing Objectives

The employer contributions, when combined with the contributions made by members, are intended
to cover the Actuarially Determined Contribution (ADC)), which is the sum of the Normal Cost
plus a 20-year open level percent-of-pay amortization payment of the Unfunded Actuarial Accrued
Liability (UAAL). If the contributions made are equal to the ADC, and if all actuarial assumptions
are met, there will still be an unfunded accrued liability at the end of the 20-year period. This is due
to “open” amortization — an amortization method that resets the payment period to 20 years with
each valuation. However, the Board has adopted a funding policy which rounds up the employee
and City contribution rates, and in addition, sets a 27.50% minimum on the City contribution rate
until full funding is reached. Based on this funding policy, the System is projected to reach full
funding in 2031.



Tucson Supplemental Retirement System
Page 2

Progress Toward Realization of Financing Objectives

The UAAL/(surplus) and the funded ratio (ratio of the actuarial value of assets to the actuarial accrued
liability) illustrate the progress toward the realization of certain financing objectivesBased on the
actuarial valuation as of June 30, 2015, the Plan has an unfunded liability of $314.6 million and a
funded ratio of 69.2%.

The increase in the funded ratio, from 64.8% to 69.2%, is primarily due to asset gains on the
smoothed or actuarial value of assets as well as liability gains from salary increases less than
expected. A funded ratio less than 100% indicates an actuarially determined contribution that will
require a normal cost and an amortization payment. If the contributions equal the ADC, and if all
assumptions are met, the funded ratio should improve over time.

The Total Actuarially Determined Contribution as a percentage of pay based on the actuarial valuation
as of July 1, 2015 is 30.69% compared to the total contribution rate in the prior year of 32.23%. This
total rate, net of the employee contributions, is used in setting City rates for the fiscal year beginning
July 1, 2016 (FY 2017).

Benefit Provisions

All of the benefit provisions reflected in this valuation are those which were in effect on
June 30, 2015. There were no changes to the benefit provisions since the prior valuation. The
benefit provisions are summarized in Section D of this Report.

Assumptions and Methods

Since the prior valuation, the investment return assumption was changed to be net of only
investment expenses, instead of investment and administrative expenses. The administrative
expenses are now an explicit charge in the contribution rate calculation. There were no other
changes in actuarial methods and assumptions since the prior report. The Board has sole authority
to determine the actuarial assumptions used for the Plan. The assumptions that are based upon the
actuary’s recommendations are internally consistent and are reasonably based on the actual past
experience of the Plan.

The mortality tables include projection to 2020 to provide margin for future mortality improvement.

Future actuarial measurements may differ significantly from the current measurements presented in
this report due to such factors as the following: plan experience differing from that anticipated by the
economic or demographic assumptions; changes in economic or demographic assumptions; increases
or decreases expected as part of the natural operation of the methodology used for these
measurements (such as the end of an amortization period or additional cost or contribution
requirements based on the plan’s funded status); and changes in plan provisions or applicable law.
The actuarial calculations presented in this Report are intended to provide information for rational
decision making.
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Data

The valuation was based upon information as of June 30, 2015, furnished by Tucson Supplemental
Retirement System staff, concerning Plan benefits, financial transactions, plan provisions and active
members, terminated members, retirees and beneficiaries. We checked for internal and year-to-year
consistency, but did not otherwise audit the data. We are not responsible for the accuracy or
completeness of the information provided by Tucson Supplemental Retirement System staff.

Certification

All of our work conforms with generally accepted actuarial principles and practices, and to the
Actuarial Standards of Practice issued by the Actuarial Standards Board. In our opinion, our
calculations also comply with the requirements of, where applicable, the Internal Revenue Code,
and ERISA.

The signing actuaries are independent of the plan sponsor. Leslie Thompson and Dana Woolfrey
are Enrolled Actuaries and are Members of the American Academy of Actuaries, and meet the
Qualification Standards of the American Academy of Actuaries. Finally, both of the undersigned
are experienced in performing valuations for large public retirement systems.

Respectfully submitted,

Gabriel, Roeder, Smith & Company

Leslie Thompson, FSA, FCA, EA, MAAA
Senior Consultant

(Pua Ut

Dana Woolfrey, FSA, FCA, EA, MAAA
Consultant
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Actuarial Valuation

Valuations are prepared annually, as of July 1 of each year, the first day of the fiscal year. The
primary purposes of the valuation report are to measure the plan’s liabilities, to determine the
required contribution rates and to analyze changes in the Tucson Supplemental Retirement System’s
actuarial position.

In addition, the report provides summaries of the member data, financial data, plan provisions, and
actuarial assumptions and methods.

Experience During the Year

The plan experienced a liability gain of $9.7 million during fiscal year 2015, primarily due to salary
increases less than expected. The plan experienced an asset gain of $30.3 million during fiscal year
2015. Although the market value of assets returned less than 7.25% during the year, there were
deferred gains in the actuarial value of assets as of June 30, 2014 which were partially recognized in
the June 30, 2015 valuation, creating the observed gain.

Financial Position

The funded ratio increased from June 30, 2014 to June 30, 2015, primarily due to asset gains on the
smoothed or actuarial value of assets as well as liability gains from salary increases less than expected
to June 30, 2015. On a market value basis, the funded ratio slightly decreased from June 30, 2014
to June 30, 2015 due to market value investment returns less than 7.25% during the year.

Funded Status Summary ($ in millions)

Valuation Date June 30, 2015 June 30, 2014

Accrued Liability $1,021.4 $1,012.4
Actuarial Value of Assets (smoothed) 706.8 656.0
Unfunded Accrued Liability $314.6 $356.4
Funded Ratio 69.20% 64.80%
Market Value of Assets $739.8 $735.7
Unfunded Accrued Liability $281.6 $276.7
Funded Ratio 72.43% 72.67%

GRS A-1
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Financing Objectives and Funding Policy

The financing objective of the Retirement System is to establish and receive contributions,
expressed as percent of active member payroll, which will remain approximately, level from year to
year and thereby minimize inter-generational cost transfers.

The Tucson Supplemental Retirement System is supported by member contributions, employer
contributions, and investment return from retirement system assets. Currently, the member hired
prior to July 1, 2006 contribute a flat rate, while members hired after June 30, 2006 are subject to
variable rates that are 50% of their tiers’ normal cost, subject to a floor of 5.0%. The rates are
outlined in the table below. These rates are further subject to a 5.00% floor and a roundup policy
rounding the next 0.25% percent - in this case, making the rates for fiscal year 2017, 5.00%, 6.75%,
and 5.25%, respectively.

Actuarial (Non Rounded) Rates
Employee Group FY 2016* FY 2017*

Employees hired prior to July 1, 2006 5.00% 5.00%

Tier | Variable - employees hired after
June 30, 2006, before July 1, 2011 6.62% 6.60%

Tier Il Variable - employees hired
after June 30, 2011 4.91% 4.89%

*Before application of 5.0% floor or roundup policy

Total contributions which satisfy the funding objective are determined by the annual actuarial
valuation and are sufficient to:

(1) cover the normal cost (the actuarial present value of benefits allocated to the
current year by the actuarial cost method described in Section C); and

(2) finance over a period of future years the annual payment of the unfunded actuarial
accrued liability (the actuarial present value of benefits not covered by valuation
assets and anticipated future normal costs); and

(3) as of the most recent valuation, cover administrative expenses of the System.

It is assumed that the investment return assumption of 7.25% is net of investment and administrative
expenses. The additional explicit administrative expense charge to the contribution rate is applied to
the recommended employer contribution.

GRS A-2
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The Total Actuarially Determined Contribution which is used to set rates for fiscal year 2017
decreased from 32.23% as of the prior valuation to 30.69% as of the current valuation. This was due
to asset gains as well as liability gains from salaries increasing less than expected.

Contribution Requirement Summary

All Numbers Reported Middle of Year, Percent of Pay

Fiscal Year Beginning July 1, 2016 July 1, 2015

Total Actuarial Determined Contribution 30.69% 32.23%
Estimated Member Contribution 5.17% 5.20%
Net Annual Required Contribution 25.52% 27.03%

Normal Cost by Tier

Aggregate Total Normal Cost 11.57%
Tier | Normal Cost (Hired between July 1, 2006 and June 30, 2011) 13.20%
Tier Il Normal Cost (Hired after June 30, 2011) 9.78%

Member and City Rates by Tier for Fiscal Year Beginning July 1, 2016

Member
Tier Contribution* City Contribution*  Total Contribution
Hired Prior to July 1, 2006 5.00% 25.69% 30.69%
Hired between July 1, 2006 0 0 0
and June 30, 2011 6.60% 24.09% 30.69%
Hired after June 30, 2011 4.89% 25.80% 30.69%
Blended Across Tiers 5.17% 25.52% 30.69%

*Prior to application of roundup policy and funding policy minimums.

It is anticipated that the

three member groups will contribute 5.00%, 6.75%, and 5.25%, respectively. It is anticipated that
the City will contribute 27.50% of pay, in accordance with the funding policy minimum.

GRS
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The recommended rates, with the application of the administrative expenses and the round up

policy, are illustrated below:

FY 17 Recommended Rates
Based on TSRS Funding Policy
FY 17 Board FY 16
Actuarial Rate Roundupto  Recommended Recommended
Employee Rates (50% of Normal Cost)  nearest .25% Rates Rates
Tier
Hired prior to 7/1/2006 5.00%* n/a 5.00% 5.00%
Hired 7/1/2006 to 6/30/2011 6.60% 6.75% 6.75% 6.75%
Hired after 6/30/2011 5.00%** 5.25% 5.25% 5.25%
*Rate set in ordinance at 5.00%
** Minimum 5% rate FY 17 Board FY 16
Roundupto  Recommended Recommended
Employer Rates nearest .50% Rates Rates
Tier
Hired prior to 7/1/2006 25.68% n/a
Hired 7/1/2006 to 6/30/2011 24.08% n/a
Hired after 6/30/2011 25.79% n/a
Blended Rate 25.51% n/a 27.5%* 27.50%
*Minimum 27.5% recommended rate

GRS
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Section A

Executive Summary

Exhibit A.1

Tucson Supplemental Retirement System

Executive Summary

June 30, 2015

June 30, 2014

1. Actuarially Determined Contribution

a. Total 30.69% 32.23%
b. Blended Member % 5.17% 5.20%
c. Blended Net Employer % 25.52% 27.03%
2. Funded Status
a. Actuarial Accrued Liability $ 1,021,377,564 $ 1,012,393,337
b. Actuarial Value of Assets (AVA) 706,773,630 655,997,802
c. Unfunded Liability (AVA-basis) 314,603,934 356,395,535
d. Funded Ratio (AVA-basis) 69.20% 64.80%
e. Market Value of Assets (MVA) $ 739,793,547 $ 735,736,500
f.  Unfunded Liability (MVA-basis) 281,584,017 276,656,837
g. Funded Ratio (MVA-basis) 72.43% 72.67%
3. Summary of Census Data
a. Actives
i. Counts 2,665 2,714
ii. Total Annual Covered Payroll $ 123,414,560 $ 126,639,423
iii. Average Covered Payroll 46,309 46,662
iv. Average Age 48.0 47.8
v. Average Service 12.1 12.0
b. Members with Refunds Due Counts 44 57
c. Deferred Vested Member Counts 284 266
d. Retired Member Counts 2,305 2,264
e. Beneficiary Counts 309 310
f. Disabled Retiree Counts 160 156
g. Alternate Payees 35 34
h. Total Members Included in Valuation 5,802 5,801
GRS 4-5
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Section B
Valuation Results

Exhibit B.1
Tucson Supplemental Retirement System
Actuarial Valuation Results
Actuarial Accrued Liability

June 30, 2015 June 30, 2014

1. Active Members

a. Retirement Benefits $ 323,702,517 328,729,122

b. W.ithdrawal Benefits 8,890,652 9,489,185

c. Disability Benefits 1,929,369 2,056,444

d. Death Benefits 6,218,844 6,311,508

e. Total $ 340,741,382 346,586,259
2. Members with Deferred Benefits $ 19,147,214 17,708,953
3. Members Receiving Benefits $ 661,292,061 647,811,688
4. Non-Vested Terminated Members Due Refund $ 196,907 286,437
5. Total $ 1,021,377,564 1,012,393,337
6. Actuarial Value of Assets $ 706,773,630 655,997,802
7. Unfunded Actuarial Accrued Liability $ 314,603,934 356,395,535

GRS
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Section B
Valuation Results

Exhibit B.2

Tucson Supplemental Retirement System

Actuarial Valuation Results

Normal Cost
July 1, 2015 July 1, 2014
1. Normal Cost Rate

a. Retirement Benefits 8.98 % 9.12 %
b. Withdrawal Benefits 2.08 2.09
c. Disability Benefits 0.24 0.23
d. Death Benefits 0.27 0.27
e. Total 11.57 % 11.71 %

GRS
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Section B
Valuation Results

Exhibit B.3

Tucson Supplemental Retirement System
Actuarial Valuation Results
Present Value of Projected Benefits

June 30, 2014

June 30, 2015

1. Active Members

a. Retirement Benefits $ 391,871,542

b. Withdrawal Benefits 25,897,876

c. Disability Benefits 3,930,568

d. Death Benefits 8,329,892

e. Total $ 430,029,878
2. Members with Deferred Benefits $ 19,147,214
3. Members Receiving Benefits $ 661,292,061
4. Non-Vested Terminated Members Due Refund $ 196,907
5. Total $ 1,110,666,060

400,763,929
27,121,968
4,094,484
8,479,227

440,459,608

17,708,953

647,811,688

286,437

1,106,266,686

GRS

B-3
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Valuation Results

Exhibit B.4

Tucson Supplemental Retirement System
Development of the Actuarially Determined Contribution

Fiscal Year Beginning" July 1, 2015 July 1, 2014
1. Total Normal Cost 11.57% 11.71%
2. Total Contribution to the

Unfunded Actuarial Accrued Liability2 18.59% 20.52%
3. Administrative Expenses® 0.53% N/A
4. Total Computed Contribution 30.69% 32.23%
5. Member Financed Portion’ 5.17% 5.20%
6. City Financed Portion® 25.52% 27.03%

"One-year lag in contribution timing. Contribution rates developed for the fiscal year beginning July 1, 2015 are used to set the actual contribution rates for

fiscal year beginning July 1,2016.

2 Financed as a level percent of active member payroll over a period of 20 years from June 30, 2015.
3A recent change to the funding policy includes an additional charge for administrative expenses.

* This percentage reflects the fact that members hired prior to July 1, 2006 contributed 5.00% of pay per year and members hired between July 1, 2006 and
June 30, 2011 (Tier | variable class) and for those hired after July 1, 2011 (Tier Il variable class), employee contributions are 50% of the respective Normal
Cost for each class with a floor of 5.0%. The employee contribution rates, before application of the floor or roundup policy, for fiscal year 2016 are 6.60%

and 4.89%, respectively.
®Prior to round up policy and application of 27.5% minimum.
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Section B
Valuation Results

Exhibit B.5
Tucson Supplemental Retirement System
Plan Experience for Fiscal Year 2015
Liabilities
1. Actuarial Accrued Liability at June 30, 2014 $1,012,393,337
2. Normal Cost during Fiscal Year 2015 14,829,476
3. Benefit Payments during Fiscal Year 2015 67,612,351
4. Interest on Items 1-3 to End of Year 71,485,138
5. Change in Actuarial Accrued Liability Due to Assumption Changes -
6. Change in Actuarial Accrued Liability Due to Provision Changes -
7. Expected Actuarial Accrued Liability at June 30, 2015 1,031,095,600
8. Actual Actuarial Accrued Liability at June 30, 2015 1,021,377,564
9. Liability Gain/(Loss) 9,718,036
Assets
10. Actuarial Value of Assets at June 30, 2014 $ 655,997,802
11. Benefit Payments during Fiscal Year 2015 67,612,351
12. Contributions during Fiscal Year 2015 41,517,368
13. Interest on Items 10-12 to End of Year 46,613,898
14. Expected Actuarial Value of Assets at June 30, 2015 676,516,717
15. Actual Actuarial Value of Assets at June 30, 2015 706,773,630
16. Asset Gain/(Loss) 30,256,913
Total
17. Total Gain/(Loss) $ 39,974,949
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Actuarial Valuation —June 30, 2015 Plan Assets
Exhibit C.1
Tucson Supplemental Retirement System
Statement of Plan Net Assets
June 30, 2015 June 30, 2014
Assets
Cash & Equivalents 6,759,380 $ 6,040,327
Short-term investments 28,834,913 23,950,983
Real estate investments 58,761,226 54,642,201
Fixed income securities 118,134,945 158,049,978
Domestic equity 372,249,062 362,939,416
International equity 97,369,073 102,838,872
Other 80,105,389 43,404,080
Total assets 762,213,988 751,865,857
Liabilities and net assets held in trust
for benefits
Accounts payable 22,420,441 16,129,357
Total payables 22,420,441 16,129,357
Net assets held in trust for pension
benefits 739,793,547 $ 735,736,500
GRS C-1
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Exhibit C.2
Tucson Supplemental Retirement System
Statement of Changes in Plan Net Assets
Year Ended Year Ended

Additions to Net Assets Attributed to:
Contributions

June 30, 2015

June 30, 2014

Employer contributions $33,985,523 $34,189,288
Plan members contributions 7,531,845 7,338,543
Total 41,517,368 41,527,831
Net Investment Income
Net appreciation in fair value of investments 22,467,139 111,063,362
Interest and dividends 12,309,498 12,688,268
Other 118,247 171,077
34,894,884 123,922,707
Total additions 76,412,252 165,450,538
Deductions to Net Assets Attributed to:
Benefit payments 65,216,458 63,714,857
Refunds 2,395,893 2,287,156
Investment expenses 4,092,449 4,022,476
Administrative expenses 650,405 735,739
Total deductions 72,355,205 70,760,228
Change in net assets 4,057,047 94,690,310
Net assets held in trust for benefits:
Beginning of year 735,736,500 641,046,190
End of year $ 739,793,547 $ 735,736,500
GRS C-2
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Exhibit C.3
Tucson Supplemental Retirement System
Development of the Actuarial Value of Assets
Year Ending
Item June 30, 2015

1. Market value of assets, at beginning of year 735,736,500
2. Net new investments

a. Contributions received for prior plan year $ 41,517,368

b. Benefits paid and administrative expenses (68,262,756)

c. Net $ (26,745,388)
3. Market value of assets, at end of year $ 739,793,547
4. Net MVA earnings [ (3) - (1) - (2¢) ] $ 30,802,435
5. Assumed investment return rate 7.25%
6. Expected return [ (5)*(1)+(5)*(2c)/2 ] $ 52,371,376
7. Excessreturn[ (4) - (6) ] $ (21,568,941)
8. Deferred amounts for fiscal year ending June 30,

Year Gain/(Loss) Percent Deferred Amount Deferred

a. 2015 (21,568,941) 80% (17,255,153)

b. 2014 71,196,036 60% 42,717,622

c. 2013 37,262,213 40% 14,904,885

d. 2012 (36,737,183) 20% (7,347,437)

e. 2011 75,597,072 0% 0

f. Total 125,749,197 33,019,917
9. Actuarial value of assets

(Item 3 - Item 8f) $ 706,773,630
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Exhibit C.4
Average Annual Rates of Investment Return
Fiscal Year
Ended Actuarial Value | Market Value
June 30,
2013 41 % 143 %
2014 13.8 19.1
2015 12.1 4.3
GRS C-4



SECTION D
SUMMARY OF BENEFIT PROVISIONS




Tucson Supplemental Retirement System Section D
Actuarial Valuation —June 30, 2015 Summary of Provisions

SUMMARY OF BENEFIT PROVISONS
JUNE 30, 2015

NORMAL RETIREMENT (NO REDUCTION FACTOR)
Eligibility :
Tier 1 — Members hired before July 1, 2011. Age 62, or a combination of age and
creditable service equal to 80 (for those hired on or after July 1, 2009, eligibility at age
62 requires a minimum of 5 years of accrued service).

Tier 2 — Members hired on or after July 1, 2011. Age 65 with 5 years of service or a
combination of age and creditable service equal to 85 and the attainment of age 60.

Amount - Creditable service times 2.25% of average final compensation for Tier 1 and 2.00% of
average final compensation for Tier 2.

Average Final Compensation - The average monthly creditable compensation for the period of
36 consecutive months during which the member’s creditable compensation was the highest
during the 120 months immediately preceding the date of retirement for Tier 1 and 60
consecutive months during which the member’s creditable compensation was the highest during
the 120 months immediately preceding the date of retirement for Tier 2. Effective July 1, 2000,
accrued unused sick leave at the final salary may be substituted for an equal number of hours at
the beginning of the 36 month period for Tier 1.

DEFERRED RETIREMENT (VESTED TERMINATION)

Eligibility - 5 or more years of accrued service. Deferred retirement benefits for terminated
vested employee becomes automatic at age 62 (age 65 for Tier 2) or when a combination of age
and creditable service equals 80 (85 with the attainment of age 60 for Tier 2), unless the member
elects to withdraw the employee contribution account in lieu of a deferred retirement benefit. In
addition to the eligibility listed above, the term-vested member may chose an Early Retirement
(minimum age of 55 for Tier 1 and 60 for Tier 2 and minimum service of 20 yrs) subject to the
same reduction — reduced by %2 of 1% per month for each month (6% per year) retirement
precedes normal retirement eligibility.

Amount - An amount computed as for normal retirement.

DISABILITY RETIREMENT

Eligibility - Eligibility requires 10 or more years of credited service and a disability that is total
and permanent.

GRS D-1
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Amount - An amount computed as for normal retirement. Disability Retirement Benefits are
offset, if the combination of all employer-provided benefits exceeds 100% of the members
adjusted income base, then members pension benefit from TSRS is reduced so income does
not exceed the 100% maximum allowed.

PRE-RETIREMENT SURVIVOR BENEFITS

Eligibility - 5 or more years of accrued service and not eligible to retire.

Amount - Lump sum payment equal to twice the member’s contributions, with interest.

Eligibility - After attaining eligibility for retirement