
  

Background 

The Tucson Supplemental Retirement System (TSRS) 
Board voted to issue an annual executive report 
summarizing the Boards’ major activities for the calendar 
year.  This action was recommended by an education 
committee seeking to keep all TSRS members informed 
on the retirement system.  Due to the complexities of the 
pension plan, readers are encouraged to not only read 
this summary but also to refer to the TSRS website 
(http://www.tucsonaz.gov/retirement) for more detailed 
information, including Board Minutes, Comprehensive 
Annual Financial Reports (CAFR), Plan Summary, and 
FAQ (Frequently Asked Questions) Sheet.  In addition, 
questions can be directed to the TSRS Office, located at 
255 W. Alameda, 5th Floor, 85701, (520)791-4598.   

Executive Summary 

During the calendar year 2014, the TSRS Board focused on three major issues:   

 Conducting the Plan’s five-year Actuarial Historical Experience Study by the Plan’s Actuary, 
Gabriel, Roeder, Smith & Associates 

 Completion of the Plan’s five-year Asset Allocation and Liability study by our investment 
consultants, Callan Associates, in conjunction with the Actuarial Historical Experience Study 

 Formalizing the Plan’s funding policy aimed at improving the Plan’s funded ratio as quickly as 
possible   
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Assumption 

 
 

Current 

 
Recommended and Adopted 

Assumption Changes 

Incremental Impact of each 
assumption change to the 
Plan’s unfunded actuarial 

accrued liabilities (based on 
June 30, 2013 valuation) 

Inflation (Discount rate 
and Salary) 

 
3.50% 

 
3.00% 

 
$46.73 million 

Investment Return 7.75% 7.25% 

 
Salary growth and 
increase timing and 
payroll growth 

 
3.5% wage inflation plus 
merit ranging from 2.0% 
down to 0.75% 

Reduce wage inflation to 
3.25% and reduce merit 
0.25% for each year so merit 
ranges from 1.75% to 0.50% 
(net decrease is 0.5%) 

 
 
 

(14.99) million 

Payroll Growth 3.5% 3.25% 

 
 
 
Mortality 

The 1994 Group Annuity 
Mortality Table with a 
multiplier of 80% (set 
forward one year for men 
and women for post-
retirement rates) 

 
 
RP 2000 Scale BB to 2020 

 
 
 

6.77 million 

Retirement Rates Custom table Modest updates 1.47 million 

 
Termination Rates 

 
Custom table 

Increase rates to reflect 
higher turnover 

0.37 million 

 
Disability Rates 

 
Custom table 

Increase rates to reflect 
higher turnover 

0.02 million 

 
 
Unused sick and 
vacation 

 
 
2.2% load on liabilities 

Refined to adjust service and 
final average compensation 
separately 

 
 

4.16 million 

Asset smoothing period Five year smoothing No change recommended  
n/a 

 
Funding method 

 
Entry Age Normal 

No change recommended  
n/a 

 
Amortization method 

20 year open, level 
percent of pay 

No change recommended  
n/a 

                         Total additions to the Plan’s Unfunded Actuarial Accrued Liabilities:                      $ 44.53 million 

Every five years, the TSRS Board of Trustees 

engages the Plan’s Actuary to complete an 

Actuarial Historical Experience Study to assess 

whether the current demographic and economic 

assumptions used are consistent with actual 

experience.  These assumptions are used in the 

annual valuations to accurately portray the 

funding condition of TSRS.   In June of 2014, our 

actuary, Gabriel Roeder Smith & Company, 

completed the study based on the June 30, 2013 

valuation and presented the firm’s 

recommendations to the TSRS Board of Trustees.   

 

 

Actuarial Historical Experience Study: 
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The most significant change adopted was the 
investment return assumption, with the 
recommendation to decrease the assumed long-
term rate of return from 7.75% to 7.25%. This 
change was due mainly in the change in inflation 
from 3.50% to 3.00%. The incremental impact of 
each assumption change to the Plan’s unfunded 
actuarial accrued liability can be found in the 
following table. The projected increases in the 
unfunded accrued liability were also minimized by 
the Plan’s exceptional investment returns of 19.11% 
(net of fees) for the year ended June 30, 2014. 

 



 

Modification of  the Funding Policy to Improve the Plan’s 
Funded Ratio 

 
During 2014, the TSRS Board discussed additional improvements to the TSRS Funding Policy with a primary 

goal aimed at achieving a fully funded status faster than the current policy is projected to accomplish.  The 

June 30, 2014 actuarial valuation indicated the Plan’s funded ratio had improved to 64.8% on an actuarial 

basis, and 72.7% using the market value basis.   

The TSRS Board was not satisfied with a Funding Policy that produced a funded ratio at less than 100% over 

a 20 year period. In 2013, the Board studied funding policy projections that continue maintaining a minimum 

funding standard of determining Employer and Employee contribution rates using a 20 year open amortization 

method.  In an effort to improve that policy, the Board recommended increasing the actuary’s recommended 

contribution rate by adding a rounding element to both the Employee and Employer rates.  This variance from 

the minimum funding policy was adopted by Mayor and Council in May of 2014, affecting contribution rates 

beginning July 1, 2014.   

 

The contribution rounding policy is intended to: 

1) Minimize volatility in the member contribution rates and the related impact on the net take home pay of 

employees 

2) Eliminate minor adjustments in contribution rates 

3) Recognize the inherent timing gap between actuarial valuation data and the effective date of new 

contribution rates 

 

 

 

Callan Associates presented its findings to the TSRS Board of Directors on June 5, 2014 and indicated that 
TSRS investment return projections are expected to be lower for the next five to ten years and confirmed the 
Actuary’s recommendation to reduce the Plan’s investment return assumption to 7.25%. In addition, Callan 
recommended investment policy changes aimed at increasing the non-US equity allocations from 15% to 25%. 
The recommendations were to add a new non-US equity small capitalization mandate at 15% of the overall 
non-US equity assets, and to increase the emerging market equity exposure. At the end of 2014, both 
recommendations were in the due diligence stage of consideration by the TSRS Board. 

 

Asset Allocation and Liability Study 
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The Board engaged Callan Associates to conduct an Asset Allocation and Liability Study for several reasons: 

 To confirm whether the actuary’s recommended change to a 7.25% investment return assumption was 
appropriate and attainable using the Plan’s current investment policy 

 To establish reasonable rate-of-return and risk expectations for the Plan’s investments 

 To project and evaluate the impact of investment policies on the Plan’s assets, liabilities and funded status 

 To establish a long-term strategic allocation policy that matches the Plan’s long term liability and cash flow 
projections 

 To determine if the current investment Policy used by the Board is the optimal investment strategy and 
appropriate for the long-term projection of liabilities 

 To analyze current investment policy and capital market risk factors to determine if there are any 
opportunities to modify the Plan’s current asset allocation policies for better performance or reduced risk 

 To minimize employer contribution costs over the long-term, and to minimize contribution rate volatility 

 



As a result of the Rounding Policy, the Board recommended the following rates for Fiscal Year 2016: 

    

 

Actuarial 

Required 

Contribution 

Rate

Round to 

nearest 0.25

Board 

Recommended 

Rates

Actuarial 

Required 

Contribution 

Rate

Round to 

nearest 

0.50

Board 

Recommended 

Rates

Tier designated hire date

Hired prior to 7/1/2006 5.00% n/a 5.00% 27.23% n/a

Hired 7/1/06 to 6/30/2011 6.62% 0.25% 6.75% 25.61% n/a

Hired after 6/30/2011 4.91% 0.25% 5.25% 27.32% n/a

Blended Rate 27.03% 0.50%

Employee City

27.50%

FY 2016 Contribution Rates

Active Employees 2,714 Average Annual Compensation $46,662 

Retired Members 2,764 Average Annual Retirement Benefit $23,255 

Total Assets $751,865,857   

Total Liabilities $  16,129,357 Actuarial Valuation – Assets $655,997,802 

 

Net Position Held in 

Trust 

 

$735,736,500 

 

Actuarial Valuation – Liabilities 

 

$1,012,393 

Portfolio Investment 

Return for FY 2014 

 

19.64% (Gross) 

 

Funded Ratio 

 

64.8% 

TSRS Financial Highlights as of  June 30, 2014 

 

Source: 2014 Comprehensive Annual Financial Report. A full copy of this report is located on 
the TSRS website (http://www.tucsonaz.gov/files/retirement/TSRS_CAFR_JUNE_30_2014.pdf). 
 

Retirement Office Mission Statement:  To assist Tucson Supplemental Retirement System 
(TSRS) members with planning for a secure retirement; and provide a monthly retirement 
benefit that supplements social security benefits and personal investment savings of our 
members and their beneficiaries. 

 


