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3/30/2011 

City of Phoenix Employees’ Retirement System 
Milliman Actuarial Audit Report 

 
Summary of Recommendations & Considerations 

 
 

 Issue  Status 

1. 

Recommended Changes which have a Material Impact: 
Calculation of Normal Cost Rate:  Revise the normal cost 
rate calculation to be consistent with contributions that are paid 
throughout the year, not at the beginning of the year or make 
the City contribution on July 1 of each year. 

 
10/22/08 – Addressed in FY 08 Valuation. (see page 2 of report) 
 
Complete 

2. 

Recommended Changes which have a Material Impact: 
Calculation of Final Average Compensation and Service 
for Purposes of Projected Benefits: Calculate final average 
compensation and years of service at mid-year rather than 
beginning of year to be consistent with the timing regarding 
application of the assumptions. 

 
10/22/08 – Addressed in FY 08 Valuation. (see page 2 of report) 
 
Complete 

3. 

Recommended Changes which have a Material Impact: 
Investment Return: Perform detailed analysis on the impact of 
the PEP transfer on the investment return for the Fund either 
separately for the post-retirement liabilities or on the aggregate 
funds. 

 

On 11/19/08 Board agenda for consideration to request analysis; 
11/19/08 Board requested input from Rodwan; 11/24/08 request to 
Rodwan 
Correspondence from Rodwan rec’d 6/30/09; scheduled for 9/2/09 
Board meeting; Board reviewed issue and took no action, therefore 
maintaining current process.  By consensus the Board determined to 
review issue again in 2 years. 
Complete 

4. 

Recommended Changes which have a Material Impact: 
Future Mortality Improvements: Analyze mortality experience 
to determine if current assumption provides any “margin” for 
future mortality improvements (longer life expectancy). If not or 
if the margin is insufficient, consider (a) including a margin 
(mortality rates lower than currently observed) or (b) using a 
generational approach using a projection scale to model future 
mortality improvements. The RP-2000 Mortality Tables Report 
recommends a way to develop an appropriate margin if that 
option (a) is selected. We recommend option (b) if the valuation 
software will allow such an approach and it will not impact 
actuarial factors used by the Plan. 

 

3/24/10 – Rodwan included review in July 2004 – June 2009 
Experience Study.  Board considered margin for future mortality 
improvement.  The Board took no action to include a future mortality 
improvement.   
Complete 

5. 
Other Recommended Changes: 
UAAL Contribution Rate: Revise the UAAL rate calculation to 
better reflect the payroll increase assumption. 

 

1/12/09 – Included in FY08 valuation (per e-mail from Rodwan (“The 
UAAL rate calculation better reflects the assumed increased in payroll, 
as revised for the June 30, 2008 annual Actuarial valuation.  This was 
not specifically mentioned in the valuation report.”) 
Complete 



2 

3/30/2011 

 Issue  Status 

6. 

Other Recommended Changes: 
Actuarial Valuation Data: Ensure that the employee account 
balance used in the valuation includes interest on employee 
contributions.  

 
10/22/08 – Included in FY 08 valuation. (per discussion with Rodwan) 
Complete 

7. 

Other Recommended Changes: 
Actuarial Valuation Data:  Use actual date of birth if available 
for retired members under a joint and survivor form of 
payment. 

 
10/22/08 – Included in FY 08 valuation. (per discussion with Rodwan) 
Complete 

8. 
Other Recommended Changes: 
Actuarial Valuation Data:  Use survivor percentage if 
provided in data. 

 
10/22/08 – Included in FY 08 valuation. (per discussion with Rodwan) 
Complete 

9. 

Other Recommended Changes: 
Valuation Report: 
Provide actuarial gain/(loss) analysis by source (for each 
assumption). 

 

To be included on 9/2/09 Retirement Board; Board reviewed issue and 
directed staff to amend the Rodwan contract to require an actuarial 
gain/(loss) analysis by source in years when experience study will not 
be completed.  Rodwan provided quote to Board of $5,000 per year. 
Complete 

10. 

Other Recommended Changes: 
Valuation Report:  Include a statement of qualifications to 
render an actuarial opinion as required by the American 
Academy of Actuaries. 

 
10/22/08 – Included in FY08 valuation. (see page 8 of report) 
Complete 

11. 

Other Recommended Changes: 
Valuation Report:  Expand the description of the asset 
smoothing method to include the details regarding the 
determination of the “expected value” of assets. 

 
10/22/08 – Included in FY08 valuation. (see page 17 of report) 
Complete 

12. 

Other Recommended Changes: 
Valuation Report:  Adjust the table of salary increases in the 
assumption section of the report to better reflect the actual 
application of the assumption in the valuation process. 
 

 
10/22/08 – Included in FY08 valuation. (see page 11 of report) 
Complete 

13. 

Other Recommended Changes: 
Experience Study: 
Include a more comprehensive analysis of economic 
assumptions, specifically inflation, because of its impact on the 
general wage growth and investment return assumption. 
Provide more documentation and explanation for 
recommended changes in assumptions. 

 

3/24/10 – Rodwan included review in July 2004 – June 2009 
Experience Study reviewed by Board. (see pages 9 – 12 of report)  
 
Complete 

14. 
Other Recommended Changes: 
Experience Study:  Demonstrate that assumptions are 
developed in accordance with Actuarial Standards of Practice. 

 

3/24/10 – Rodwan reported to Board that assumptions utilized in the 
July 2004 – June 2009 Experience Study were developed in 
accordance with Actuarial Standards of Practice. 
Complete  
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15. 

Other Recommended Changes: 
Experience Study:  In developing the net investment return 
assumption, provide specific analysis of the impact of the 
excess return allocation to the Pension Equalization Program. 

 

On 11/19/08 Board agenda for consideration to request analysis; 
11/19/08 Board requested input from Rodwan; 11/24/08 request to 
Rodwan 
Correspondence from Rodwan rec’d 6/30/09; scheduled for 9/2/09 
Board meeting; Board reviewed issue and took no action, therefore 
maintaining current process.  By consensus the Board determined to 
review issue again in 2 years. 
Complete 

16. 
Other Recommended Changes: 
Experience Study:  Include analysis regarding actual and 
expected deaths for healthy retirees and beneficiaries. 

 
3/24/10 – Rodwan included review in July 2004 – June 2009 
Experience Study reviewed by Board. (see page 8 of report)  
Complete 

17. 

Other Recommended Changes: 
Experience Study:  Study the percent of vested members 
who elect a refund and consider implementing a specific 
assumption regarding the same. 

 
3/24/10 – Rodwan reported results of study to Board.   
Complete  

18. 

Other Recommended Changes: 
Experience Study:  Include specific analysis on the merit 
salary scale assumption including analysis on a pure service 
based assumption. 
 

 
3/24/10 – Rodwan reported results of study to Board.   
Complete   

19. 

Other Considerations: 
Amortization Period: Revisit the use of an open amortization 
period to see if it continues to meet the Board’s long term 
funding objective. Consider moving to closed amortization 
period or level dollar amortization to move the Plan toward 
reaching full funding. 

 

10/28/09 – On Board agenda.  Board considered issue.  Was 
consensus of Board to make no change.   
 
Complete 

20. 

Other Considerations: 
Asset Corridor: Consider adding a corridor so that the 
actuarial value of assets remains reasonably related to market 
value when there is significant volatility.  

 
10/22/08 – Board requested additional information from Rodwan. 
12/17/08 – On Board agenda.  Board considered issue.  Board decided 
not to adopt asset corridor.  Complete 

21. 

Other Considerations: 
Contribution Lag: Consider reflecting the one-year lag in the 
implementation of the new contribution rate in the calculation of 
the UAAL contribution rate.  

 
10/28/09 – On Board agenda.  Board considered issue.  Was 
consensus of Board to make no change.   
Complete 

22. 

Other Considerations: 
Refinement of Normal Cost Rate: Consider using 
“continuous” application of the entry age normal method to 
better match the normal cost to the contribution pattern. 

 
10/28/09 – On Board agenda.  Board considered issue.  Was 
consensus of Board to make no change.   
Complete 

23. 

Other Considerations: 
Employee Account Balance Crediting Rate: Revisit the 
current assumption of 5%.  A higher assumption may be more 
appropriate. 

 
10/28/09 – On Board agenda.  Board considered issue.  Was 
consensus of Board to make no change.   
Complete 
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24. 
(Not included in Milliman summary section, but included 
in body of report) 
Smoothing:  Consider change to 5 year smoothing period. 

 
10/28/08 – Board considered issue.  Board took no action.  Complete 
 

25. 

(Not included in Milliman summary section, but included 
in body of report) 
PEP/13

th
 Check:  Consider removing PEP/13

th
 reserve prior to 

smoothing. 

 

 
Included in item #3. 
Complete 
 

 



 1 

City of Phoenix Employees’ Retirement System 
Comprehensive Review prepared by Ennis Knupp + Associates 

Recommendations with Priorities 

 

Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

*1.II.B 

Seek a Charter amendment, at such time as the Board 
deems is in the best interest of the System, to remove 
the investment restrictions and replace them with 
contemporary fiduciary standards.  (see page 1.12) 

City Charter 
Change 

 
1/13/10 CAPP results: The Committee does not 
recommend seeking a Charter Amendment at this 
time, however does recommend the Board adopt 
an annual review of this issue.  
 
1/27/10 RB results:  RB accepted CAPP 
recommendation.  Staff will schedule annual 
review.  
 

1/27/10 

*1.II.B 

Seek a Charter amendment or a memorandum of 
understanding, at such time as the Board deems is in 
the best interest of the System, to grant the Board the 
authority to hire internal legal counsel and retain outside 
counsel.  (see page 1.14) 

City Charter 
Change or 
Issuance of 

Memorandum 
of 

Understanding 
(MOU) 

  
4/29/09 - Memo received from Ennis Knupp 
regarding “General Counsel Responsibilities.” 
 
1/21/10 LR results:  The Committee, by 
consensus, requested the Retirement 
Administrator and the Committee Chair meet with 
the City Attorney to discuss the possible options 
for legal support for the Board, particularly in light 
of the current budget situation.   
 
5/10/10 LR results:  Upon review of 
correspondence from the City Attorney indicating 
“due to recent budget cuts the Law Department will 
no longer be able to provide legal services to the 
COPERS Board” the Committee recommended 
the Board authorize staff to seek a memorandum 
of understanding (MOU) with the Law Department. 
 
5/19/10 RB results:  Accepted LR 
recommendation.  Staff will seek a MOU. 
 
6/21/10 Staff and LR Chair Rick Naimark met with 
City Attorney, Gary Verburg.  Mr. Verburg signed 
the document prepared by staff.  Document has 
been filed.   

6/21/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

1.IIl 
Adopt a statement of governance that clearly identifies 
the authority retained by the Board and the authority it 
has delegated and to whom. (see page 1.17) 

Board Policy 
Enhancement 

 
6/29/10 CAPP results:  The Committee directed 
staff to draft a policy to summarize the practice 
that the Board creates policy, has delegated to 
Staff to implement policy and any deviations from 
policy to require Board review.  The Committee 
also directed Staff to include a reference to any 
existing policies which include specific delegations.  
Staff will draft a policy for review at a future CAPP 
meeting. 
 
7/28/10 RB results:  RB accepted CAPP 
recommendation.  Staff will present draft policy at 
future CAPP meeting. 
 
9/27/10 CAPP results: The Committee reviewed 
the draft policy and considered additional changes 
recommended by Attorney Langford.   
The Committee recommended the Board approve 
the revised draft policy.   
 
10/27/10 RB results: RB accepted CAPP 
recommendation and adopted policy.   
 

10/27/10 

1.IV 

Discuss the topic of fiduciary liability protection with the 
City Attorney at a Board meeting so that all members 
will be well-informed on the issues of sovereign 
immunity, indemnification, self-insurance, and legal 
representation by the Law Department.  (see page 
1.19) 

Board 
Discussion 

1/27/10 RB results:  Law Department will provide 
further information at a future RB meeting. 
 
10/12/10:  Due to change in legal support, staff 
assigned to outside counsel for inclusion in Board 
presentation scheduled for 12/15/10. 

10/12/10 

2.I.B 
Formally determine and document whether the Chair is 
entitled to vote as an ex-officio member of all 
committees.  (see page 2.5) 

Board Policy 
Enhancement 

 
10/27/09 CAPP results:  CAPP recommended a 
policy to document the Chairperson is a voting 
member of all Committees. 
 
10/28/09 RB results:  CAPP recommendation 
adopted.  Staff updated policy. 
 

10/30/09 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

2.I.B 
Document the duties that are expected of the Board 
Chair in setting meeting agendas and performing the 
other related functions.  (see page 2.5) 

Board Policy 
Enhancement 

 
1/13/10 CAPP results:  The Committee 
recommended no action on this item. 
 
1/27/10 RB results:  RB accepted CAPP 
recommendation.  No future action. 
 

1/27/10 

2.I.E 
Hold annual fiduciary trainings for the Board that 
highlight important issues involving breaches of 
fiduciary duties.  (see page 2.18) 

Annual Board 
Training 

 
1/13/10 CAPP results:  The Committee 
recommended the Board adopt a policy to hold 
annual fiduciary training for the Board presented 
by qualified legal experts.  Staff will present the 
policy document at a future CAPP meeting. 
 
1/27/10 RB results:  RB accepted CAPP 
recommendation.  Staff will draft policy for review 
at a future CAPP meeting. 
 
8/9/10 CAPP results:  The Committee 
recommended the Board adopt the draft policy, 
which revises the Board’s Training Policy to 
require annual fiduciary training on a number of 
topics.  It was the consensus of the Committee to 
request the Board discuss whether outside legal 
counsel or the Law Department should be asked to 
provide the training for FY2010-2011.    
 
8/25/10 RB results: RB accepted CAPP 
recommendation and approved policy revision.  
Staff was directed to coordinate training through 
Law Department, if possible, or through external 
legal counsel. 
 
9/8/10: Law Dept. deferred to external legal 
counsel. 
 
9/28/10: Staff assigned training to external legal 
counsel and scheduled as annual agenda item for 
first quarter of each calendar year.  
 

9/28/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

2.I.F 
Document the Retirement Administrator evaluation 
process and criteria.  (see page 2.20) 

Documentation 
via a Board 

Policy 

 
10/27/09 CAPP results:  CAPP recommended 
Board direct staff to prepare a policy documenting 
the performance achievement program process 
and include an opportunity for the Board to 
collectively provide input on the Administrator’s 
goals and performance. 
 
10/28/09 RB results:  Adopted CAPP 
recommendation.  Staff to draft and present policy 
at a future CAPP meeting. 
 
01/13/10 CAPP results:  Recommended Board 
adopt draft policy. 
 
1/27/09 RB results:  RB accepted CAPP 
recommendation and adopted policy. 
 

1/27/10 

2.I.F 

Modify the Retirement Administrator evaluation process 
so that Trustees reach consensus as a board about 
performance and provide evaluation results to the 
Retirement Administrator directly.  (see page 2.20) 

Modification of 
Existing 

Practices 

 
10/27/09 CAPP results:  CAPP recommended 
Board direct staff to prepare a policy documenting 
the performance achievement program process 
and include an opportunity for the Board to 
collectively provide input on the Administrator’s 
goals and performance. 
 
10/28/09 RB results:  Adopted CAPP 
recommendation.  Staff to draft and present policy 
at a future CAPP meeting. 
 
1/13/10 CAPP results:  Recommended Board 
adopt draft policy. 
 
1/27/09 RB results:  RB accepted CAPP 
recommendation and adopted policy. 
 

1/27/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

2.Il.B 
Evaluate the Investment Manager's functions in light of 
the future direction of COPERS' investments.  (see 
page 2.36) 

Evaluation of 
Current 

Practices 

 
7/19/10 IC results:  It was the consensus of the 
Committee the Investment and Asset Allocation 
Policy sufficiently documents the duties and 
responsibilities for the Investment Manager.  It was 
the consensus of the Committee to recommend 
the Board take no action on this agenda item. 
 
7/28/10 RB results: RB accepted IC 
recommendation.  No further action.    
 

7/28/10 

*2.llI.C 

Further develop and document COPERS' control 
environment, particularly in the investment area, based 
upon the results of an enterprise risk assessment.  (see 
page 2.40) 

Documentation 
and Analysis 

 
 7/16/10 IC results:  It was the consensus of the 
Investment Committee to recommend the Board 
direct staff to contact the City Auditor to ask them 
to address this recommendation in their next audit, 
which will take place in FY2011. 
 
7/28/10 RB results:  RB accepted IC 
recommendation.  Staff will contact City Auditor. 
 
9/28/10:  Staff discussed issue with City Auditor.  
This will be included in 2011 Audit. 
 

9/28/10 

2.llI.C 
Involve the Board in decisions about more frequent, in 
depth assessments of COPERS' system of internal 
controls and risk management.  (see page 2.40) 

Modification of 
Existing 

Practices 

 
9/27/10 CAPP results: The Committee discussed 
the recent Board action to direct staff to contact 
the City Auditor to request the City Auditor and 
external auditor meet with the Board annually to 
discuss their audit plans.  After consideration of 
this recent Board action, the Committee, by 
consensus, did not recommend any action on the 
item.   
 
10/27/10 RB results:  RB accepted CAPP 
recommendation.  No further action.  
 

10/27/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.ll.A 
Work with the investment consultant to further enhance 
and modernize the current investment policy statement 
(IPS).  (see page 3.10) 

IPS 
Enhancement 

 
10/19/09 IC results: After review of the 
recommendation, it was the consensus of the 
Committee to request staff collaborate with Kuhns 
to provide a few samples of investment policy 
statements and draft a revised policy statement for 
the Committee’s review at a future meeting. 
 
10/28/09 RB results:  IC recommendation adopted.  
Draft policy and samples will be presented at a 
future IC or RB meeting 
 
5/19/10 RB results:  Draft IPS reviewed and 
adopted. 
 

5/19/10 

3.ll.A 
Require a quarterly statement from each manager 
attesting to policy and guideline compliance for the 
applicable period.  (see page 3.10) 

Policy and 
Practice 

Modification 

 
10/19/09 IC results:  Committee recommended the 
investment managers provide the following items 
as part of their submission of materials for the 
annual Investment Manager Roundtable: 
- Manager Investment philosophy/strategy 
- Manager performance commentary 
- Attestation of manager guideline compliance 
 

10/28/09 RB results: Adopted IC 
recommendations; staff will require managers to 
provide requested information at next investment 
manager roundtable. 
 

10/28/09 



 7 

Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.ll.A 

 
Adopt or document a securities lending policy, 
securities litigation and claims management process, 
and a brokerage policy.  (see page 3.10) 

Board Policy 
Development 

 
Securities lending policy and brokerage policy: 
 
1/26/10 IC results: The Committee requested the 
Board direct staff to draft a securities lending 
policy and a brokerage policy reflecting the current 
processes. 
 
1/27/10 RB results:  RB accepted IC 
recommendation.  Draft securities lending and 
brokerage policies will be presented at a future IC 
meeting. 
 
2/24/10 IC results.  IC reviewed draft “Securities 
Lending Policy” and “Brokerage and Directed 
Commission Policy” and recommended RB adopt 
policies. 
 
2/24/10 RB results:  RB accepted IC 
recommendation and adopted Securities Lending 
Policy” and “Brokerage and Directed Commission 
Policy.” 
 

2/24/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.ll.A 

Continued… 
  
Adopt or document a securities lending policy, 
securities litigation and claims management process, 
and a brokerage policy.  (see page 3.10) 

Board Policy 
Development 

 
Securities litigation / claims management: 
11/4/09 RB results:  Tabled 
 
1/21/10 LR results:  The Committee recommended 
the Board pursue a more active approach to 
securities litigation to include the issuance of a 
request for proposals (RFP) for a panel of law 
firms to screen for potential lawsuits and present 
recommendations to the Board.  Policy will be 
considered at a future LR meeting, 
 
1/27/10 RB results:  RB accepted LR 
recommendation.  RFP will be reviewed by LR at a 
future meeting. 
 
5/10/10 LR results:  LR recommended Board 
adopt policy and implement RFP process. 
 
5/19/10 RB results:  Adopted LR 
recommendations. 
 

5/19/10 

3.ll.B 
Review frequency and format of proxy reports provided 
to the Board.  See page 3.13) 

Discussion 
between Board 

and Staff 

 
11/18/09 IC results:  The Committee 
recommended revision of proxy voting guidelines 
including requirement investment managers report 
to Board on instances where proxies were not 
voted in compliance with policy.  Policy revision 
will be considered at IC meeting scheduled for 
12/9/09. 
 
12/9/09 IC results:  The Committee recommended 
the Board adopt the policy revision. 
 
12/9/09 RB results:  RB adopted policy change. 
 

12/9/09 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.ll.B 
Document that the proxy policy applies to global proxy 
voting.  (see page 3.13) 

Board 
Discussion 

and Possible 
Policy Change 

 
10/19/09 IC results: The Committee recommended 
the Board adopt a policy revision to indicate both 
domestic and global equity managers are 
designated to vote proxies in accordance with the 
Board’s guidelines. 
 
10/28/09 RB results:  IC recommendation adopted; 
staff updated policy.  
 

10/29/09 

*3.lll.A 
Complete an asset liability study to confirm the current 
asset allocation is best and consistent with the fund’s 
liabilities and liquidity needs.  (see page 3.26) 

Asset Liability 
Study 

 
8/14/09 – Quote received from Kuhns to conduct 
Asset Liability Study for $50,000, valid for one 
year. 
 
12/17/09 – Kuhns provided samples & overview. 
 
3/24/10 IC results:  The Committee recommended 
the Board authorize Kuhns to conduct an asset 
liability study at a cost of no more than $50,000. 
Timing of report dependent on any assumption 
changes adopted by the Board after presentation 
of July 1, 2004 – June 30, 2009 Experience Study 
presented by actuary at 3/24/10 Board meeting. 
 
3/24/10 RB results:  IC recommendation adopted.  
Staff will implement process for asset liability study 
after future RB meeting to consider actuarial 
assumption changes. 
 
7/28/10 RB results:  RB did not adopt any changes 
in actuarial assumptions.  Staff will coordinate 
Kuhns presentation of asset liability study in early 
2011. 
 

7/28/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.lll.A 
Have staff and the investment consultant evaluate and 
report to the Board on the merits of investing in private 
equity.  (see page 3.27) 

Analysis and 
Discussion 

 
7/19/10 IC results:  Staff stated prior reviews have 
concluded private equity investments do not 
comply with the City Charter requirement preferred 
and common stock must be purchased on 
exchanges or over the counter.  It was the 
consensus of the Committee to recommend the 
Board take no action on this recommendation.   
 
7/28/10 RB results:  RB accepted IC 
recommendation.  No further action.   
 

7/28/10 

3.lll.B 
Document the process by which new opportunities will 
be evaluated for inclusion in the portfolio.  (see page 
3.33) 

Documentation 
via Board 

Policy 

 
7/19/10 IC results:  The Committee reviewed the 
recently revised Investment and Asset Allocation 
Policy, which states: 
• “The Board shall review this policy at least 

annually.” and 
• “It will be the Board’s policy to review the 

appropriateness of the asset allocation 
strategy at least annually.” 

It was the consensus of the Committee the 
Investment and Asset Allocation Policy fulfills the 
expectations of this recommendation.  It was the 
consensus of the Committee to recommend the 
Board take no further action on this 
recommendation.  
 
7/28/10 RB results:  RB accepted IC 
recommendation.  No further action. 
 

7/28/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.lll.B 

Periodically review strategic allocations (underweight to 
non-U.S. equity, overweight to small/mid cap, and 
minimal use of index funds) to ensure they remain 
appropriate for the fund.  (see page 3.33) 

Analysis and 
Discussion 

 
1/26/2010 IC results:  It was the consensus of the 
Committee to request the Board direct staff to 
include information in the Investment Policy 
Statement currently being drafted to indicate the 
strategic allocations will be affirmed at least 
annually.   
 
1/27/10 RB results:  RB accepted IC 
recommendation.  Draft policy will be presented to 
IC at a future meeting. 
 
5/19/10 RB results:  RB adopted Investment Policy 
Statement which states:  “It will be the Board’s 
policy to review the appropriateness of the asset 
allocation strategy at least annually.” 
 

5/19/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

*3.lll.B 
Work with the investment consultant to evaluate the 
merits of additional diversification in the fixed income 
asset class.  (see page 3.33) 

Analysis and 
Discussion 

 
8/19/09 RB results:   
Board authorized the following actions: 
(1) retain current fixed income managers (Wells & 
Western)  
(2) Kuhns to conduct search for third manager with 
“macro” philosophy 
(3) Board to interview “macro” managers at future 
meeting 
(4) Authorize Kuhns to determine the optimal 
percent allocation between three managers to 
minimize overall portfolio risk versus the 
benchmark and maximize excess return potential 
(5) Hire manager & implement allocation. 
 
9/23/09 RB results: Board selected finalists. 
 
11/4/09 RB results:  Board selected Artio and 
adopted allocation of 40% Wells, 20% Western 
and 40% Artio. 
 
2/17/10 RB results:  Board terminated Wells due to 
personnel changes, selected PIMCO and adopted 
allocation of 40% PIMCO, 20% Western and 40% 
Artio.  Staff will implement contracting and 
transition processes.  Completed 2

nd
 quarter 2010. 

 

2/17/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.lll.D 
Periodically revisit the commission recapture program 
and analyze the costs and time associated with 
monitoring the program.  (see page 3.38) 

Analysis and 
Discussion 

 
7/19/10 IC results: The Committee reviewed the 
recently approved Brokerage and Directed 
Commission Policy, which includes the statement:  
“A summary of commission recapture activity will 
be prepared and presented to the Board following 
each calendar quarter.”     
 
It was the consensus of the Committee the 
Brokerage and Directed Commission Policy fulfills 
the expectations of this recommendation.  It was 
the consensus of the Committee to recommend 
the Board take no further action on this 
recommendation. 
 
7/28/10 RB results:  RB accepted IC 
recommendation.  No further action.   
 

7/28/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

*3.lll.E 

Conduct a review of the securities lending program to 
determine how a more conservatively managed 
collateral reinvestment portfolio will affect the amount of 
securities on loan and the revenue that can be earned 
for COPERS going forward.  (see page 3.41) 

Evaluation of 
Current 
Practice 

 
9/1/10 IC results:  IC reviewed the material 
presented at the July 28, 2010 and February 17, 
2010 Board meetings concerning the Securities 
Lending program.  The Committee also reviewed 
the Board’s Securities Lending Policy. 

 
IC felt there was strong risk management of the 
program at the Board level and acknowledged 
State Street had recently strengthened and 
restructured the lending fund to a more 
conservative, liquid portfolio.  The Committee also 
acknowledged the adoption of the Board policy, 
which requires a monitoring process.   

 
It was the consensus of the IC the current 
monitoring process and the Board policy regarding 
securities lending fulfills the intent of this 
recommendation. 

 
It was the consensus of the Committee no action 
was necessary. 
 
9/22/10 RB results: RB accepted IC 
recommendation.  No further action.   
 

9/22/10 



 15 

Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

3.lll.E 

Periodically review with the Board the risks inherent in a 
securities lending program and, as the market 
environment continues to change, decide if the risks 
and rewards support a continuation of the securities 
lending program.  (see page 3.41) 

Analysis and 
Discussion 

 9/1/10 IC results:  IC reviewed the material 
presented at the July 28, 2010 and February 17, 
2010 Board meetings concerning the Securities 
Lending program.  The Committee also reviewed 
the Board’s Securities Lending Policy. 

 
IC felt there was strong risk management of the 
program at the Board level and acknowledged 
State Street had recently strengthened and 
restructured the lending fund to a more 
conservative, liquid portfolio.  The Committee also 
acknowledged the adoption of the Board policy, 
which requires a monitoring process.   

 
It was the consensus of the IC the current 
monitoring process and the Board policy regarding 
securities lending fulfills the intent of this 
recommendation. 

 
It was the consensus of the Committee no action 
was necessary regarding these agenda items. 
 
9/22/10 RB results: RB accepted IC 
recommendation.  No further action.   
 

9/22/10 

3.lV 
Continue to negotiate lower fees with the managers that 
have fees above the peer median.  (see page 3.45) 

Discussions 
with Managers 

 
9/1/10 IC results: IC considered the annual review 
of manager fees conducted by Kuhns and the staff 
process of negotiating fees during contract 
renewal discussions.   
 
It was the consensus of the Committee no action 
was necessary concerning this agenda item. 
 
9/22/10 RB results: RB accepted IC 
recommendation.  No further action.   
 

9/22/10 
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Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

4.ll 

Develop and adopt a monitoring policy that specifics the 
Board's philosophy for monitoring managers, the factors 
covered in the periodic review, and who is responsible 
for monitoring what topics or processes (i.e., the current 
division of labor between the staff and the investment 
consultant).  (see page 4.9) 

Board Policy 
Development 

 
9/1/10 IC results:  IC considered the recently 
approved Investment and Asset Allocation Policy 
and determined the policy covers the areas 
referenced in this recommendation. 
 
It was the consensus of the Committee no action 
was necessary concerning this agenda item. 
 
9/22/10 RB results: RB accepted IC 
recommendation.  No further action.   
 

9/22/10 

5.l 
Include net-of-fee returns in the quarterly performance 
reports or provide the net-of-fee monthly reports to the 
entire Board.  (see page 5.5) 

Documentation 

 
Kuhns included net-of fee returns in 6/30/09 
Performance Reports reviewed at 8/19/09 Board 
meeting.   
 
10/19/09 IC results:  The Committee 
recommended the Board adopt the inclusion of 
net-of-fee returns in future quarterly performance 
reports. 
 
10/28/09 RB results:  Adopted IC 
recommendation; staff notified Kuhns to include in 
future reports; staff confirmed reports were 
included in 9/30/09 Performance Report reviewed 
at 11/4/09 Board meeting. 
 

10/29/09 



 17 

Reference 
Section 

Recommendations Requirement Activity / Comments 
Completion 

Date 

5.l 
Include risk/return exhibits for the total fund in the 
performance report.  (see page 5.5) 

Documentation 

 
Kuhns included risk/return exhibits in 6/30/09 
Performance Reports reviewed at 8/19/09 Board 
meeting.   
 
10/19/09 IC results:  The Committee 
recommended the Board adopt the inclusion of 
risk/return exhibits for the total fund in future 
quarterly performance reports. 
 
10/28/09 RB results:  Adopted IC 
recommendation; staff notified Kuhns to include in 
future reports; staff confirmed reports were 
included in 9/30/09 Performance Report reviewed 
at 11/04/09 Board meeting. 
 

10/29/09 

 
 
 
Legend: 
* = “The six recommendations that we feel are of the highest priority are marked with an asterisk. (*)” Source:  City of Phoenix Employees’ 
Retirement System Comprehensive Review, Ennis Knupp + Associates 
CAPP = Charter Amendments/Policies & Procedures Committee 
IC = Investment Committee 
Kuhns = R. V. Kuhns & Associates, the Board’s Investment Consultant 
LR = Legal Review Committee 
RB = Retirement Board 
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City of Phoenix Employees’ Retirement System 
Comprehensive Review prepared by Ennis Knupp + Associates 

Considerations 

 
 

Reference 
Section 

Considerations Activity / Comments Completion Date 

1.I 

Consider a Charter change to add one or two 
private citizen investment experts on the Board, 
or, alternatively, create an investment advisory 
committee made up of investment experts 
through a Board policy change.  (see page 1.7) 

 
8/25/10 RB results:  The Board reviewed the process of 
receiving and reviewing recommendations from the 
external Investment Consultant through the Board’s staff.  
The Board also considered the expertise of the ex-officio 
members, particularly the City Treasurer and the Finance 
Director, and the required pension plan experience of the 
citizen member.  It was the consensus of the Board there 
was little risk in the current structure and took no action to 
seek a Charter change or establish an investment 
advisory committee.  No future action. 
 

8/25/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

1.Il.A 

Consider establishing in a policy that the Board is 
bound by fiduciary standards and specifically 
state that the Board has authority to delegate.  
(see page 1.9) 

 
6/29/10 CAPP results:  The Committee directed staff to 
draft a policy regarding the Board’s fiduciary standards for 
review at a future CAPP.  The Committee felt their review 
of the recommendation to “Adopt a statement of 
governance that clearly identifies the authority retained by 
the Board and the authority it has delegated and to whom” 
(see page 1.17) would be sufficient for delegation issues 
and no additional policy would be needed on this issue. 
 
7/28/10 RB results: RB accepted CAPP recommendation.  
Staff will present draft policy at a future CAPP meeting. 
 
9/27/10 CAPP results: The Committee reviewed the draft 
policy and considered additional changes recommended 
by Attorney Langford, which have been included in the 
draft policy in the Board materials.  The Committee 
recommended the Board approve the policy.   
 
10/27/10 RB results:  RB accepted the CAPP 
recommendation and adopted the policy. 
     

10/27/10 

1.Il.A 

Consider amending appropriate enabling 
legislation to include personal liability for 
breaches of fiduciary duties and co-fiduciary 
responsibility.  (see page 1.9) 

 
6/29/10 CAPP results:  The Committee recommended the 
Board take no action on this consideration. 
 
7/28/10 RB results: RB accepted the CAPP 
recommendation.  No further action. 
 

7/28/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

1.Il.B 

Consider having the investment consultant create 
a hypothetical "optimal" portfolio to compare an 
unrestricted asset allocation to the current asset 
allocation in an effort to estimate the impact the 
restrictions have had on the portfolio.  (see page 
1.12) 

10/19/09 IC results:  The Committee discussed whether 
the results of this process would be meaningful and 
recommends the process not be undertaken. 
 
10/28/09 RB results:  Approved the IC recommendations.  
No action taken to request report. 
 

10/28/09 

1.Il.C 

Consider obtaining a written opinion from the City 
Attorney stating that Section 2-51 does not give 
the Council the authority to remove COPERS 
Trustees.  (see page 1.15) 

 
11/12/09 LR results:  Recommended the Board request a 
written opinion. 
 
11/18/09 Board action:  Approved LR recommendation 
and requested a written opinion from the Law Department.  
 
1/21/10 LR results:  Recommended the Board accept the 
opinion from the Law Department. 
 
1/27/10 RB results:  RB accepted the recommendation 
from the LR and accepted the opinion from the Law 
Department.   
 

1/27/10 

1.Ill 

Consider using a decision and management 
responsibility matrix or similar tool that sets forth 
the responsibilities among the COPERS Board, 
the Retirement Administrator, the Investment 
Manager, the investment consultant, the 
custodian, and any other key service providers to 
COPERS.  (see page 1.17) 

 
6/29/10 CAPP results:  The Committee reviewed the 
Investment Policy Statement (IPS) recently adopted by the 
Board.  In light of the “Duties and Responsibilities” of the 
Board, Staff and service providers included in the IPS, the 
Committee recommended no further action on this 
consideration. 
 
7/28/10 RB results: RB accepted the CAPP 
recommendation.  No further action.   
 

7/28/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

2.I.A 

Consider enhancing Policy No. 3 by more 
accurately describing the full scope of the Board's 
responsibilities and by creating a position 
description for Trustees.  (see page 2.4) 

 
8/9/10 CAPP results:  After a review of the existing 
policies concerning the responsibilities of Board members, 
it was the consensus of the Committee no change in 
Board policy was necessary.  No action was 
recommended by the Committee regarding this 
consideration. 
 
8/25/10 RB results:  RB accepted the CAPP 
recommendation.  No further action.   
 

8/25/10 

2.I.C 

Consider lifting excerpts related to committees' 
functions from Policy No. 3 and expanding details 
to create comprehensive charters for each 
committee.  (see page 2.11) 

 
5/19/09 - Sample Investment Committee Charter memo 
received from Ennis Knupp. 
 
8/9/10 CAPP results:  After a review of the Board’s 
existing policy and a sample investment committee charter 
provided by Ennis Knupp, it was the consensus of the 
Committee no change in Board policy was necessary.  No 
action was recommended by the Committee regarding this 
consideration. 
 
8/25/10 RB results: RB accepted the CAPP 
recommendation.  No further action.   
 

8/25/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

2.I.C 

Consider establishing an Audit Committee of the 
Board to handle the types of matters 
recommended by APPFA and the AICPA.  (see 
page 2.11) 

 
8/9/10 CAPP results:  It was the consensus of the 
Committee no action was necessary to establish a Board 
Audit Committee.  It was the consensus of the Committee 
to recommend the Board direct staff to work through the 
City Auditor to request the external and internal auditors 
meet annually with the Board.  The Committee 
recommended the Board request a presentation of work 
plans.  The Committee also recommended the auditors 
ask the Board the standard question concerning whether 
the Board members have knowledge of any fraudulent 
activity.  
 
8/25/10 RB results: RB accepted the CAPP 
recommendation.  Staff will contact City Auditor to 
coordinate.  
 
9/28/10:  Staff discussed issue with City Auditor.  He will 
coordinate presentation by external auditor at 10/27/10 RB 
and City Auditor at 4/27/11 RB.  Staff will schedule these 
as annual RB agenda items.   
 

9/28/10 

2.I.D 

Consider documenting details of governance 
practices relating to meetings, materials, and 
protocols that are working well so that these 
practices become institutionalized within 
COPERS.  (see page 2.14) 

 
1/13/10 CAPP results:  The Committee discussed this 
consideration and determined these items were best left 
for staff to document in operating procedures not Board 
policy.  The Committee recommended no further action on 
this consideration.   
 
1/27/10 RB results:  RB accepted the CAPP 
recommendation.  No future action. 
 

1/27/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

2.I.D 
Consider evaluating the delivery method for 
Board meeting material and other information 
provided to the Trustees.  (see page 2.14) 

 
1/13/10 CAPP results:  The Committee discussed the 
options for electronic delivery of Board materials and 
expressed satisfaction with the current process of 
providing hard-copies of the material.  The Committee 
recommended no further action on this consideration. 
 
1/27/10 RB results: RB accepted the CAPP 
recommendation.  No future action.  
 

1/27/10 

2.I.D 

Consider maintaining a compilation, separate 
from the minutes, of all motions and resolutions 
approved by the Board to assist the Board in its 
oversight function.  (see page 2.14) 

 
1/13/10 CAPP Results:  The Committee reviewed this 
consideration and recommended no further action on this 
item. The Committee felt the preparation of meeting 
results and meeting minutes were sufficient to document 
the Board’s actions. 
 
1/27/10 RB Results:  RB accepted the CAPP 
recommendation.  No future action. 
 

1/27/10 



 7 

Reference 
Section 

Considerations Activity / Comments Completion Date 

2.I.E 
Consider apprising the Board of direct and 
indirect sponsors of conferences that Trustees 
might attend.  (see page 2.18) 

 
12/09/09 RB results:  No action; consensus to address at 
same time as next item.   
 
8/9/10 CAPP results:  The Committee reviewed and 
revised a draft policy submitted by staff.  The Committee 
recommended the Board accept the policy revision, which 
states: “The Board will review and evaluate the direct and 
indirect sponsors of conferences and seminars the 
Trustees plan to attend regardless of whether a cost will 
be incurred by the Plan.  The Board may provide input in 
order to manage possible conflicts of interest issues.” 
 
8/25/10 RB results: RB accepted the CAPP 
recommendation.  Policy revision finalized.     
  

8/25/10 

2.I.G 

Consider creating an ethics policy to supplement 
the City's rules that specifically addresses 
common ethical issues that public retirement 
boards face.  (see page 2.21) 

 
8/9/10 CAPP results:  The Committee reviewed the City’s 
Ethics handbook and acknowledged the requirements 
included in the handbook apply to all City of Phoenix 
employees, Board and Commissions.   
It was the consensus of the Committee no additional 
Board policy was necessary.  No action was 
recommended by the Committee regarding this 
consideration. 
 
8/25/10 RB results: RB accepted the CAPP 
recommendation.  No further action.   
 

8/25/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

2.I.H 

Consider creating a supplemental travel and 
expense policy that incorporates the City's 
requirements and addresses specific issues 
unique to the Board.  (see page 2.23) 

 
8/9/10 CAPP results:  The Committee reviewed the City’s 
Administrative Regulation regarding travel.  It was the 
consensus of the Committee no additional Board policy 
was necessary.  No action was recommended by the 
Committee regarding this consideration.   
 
8/25/10 RB results: RB accepted the CAPP 
recommendation.  No further action.   
 

8/25/10 

2.lI.A 
Consider discussing and adopting additional 
governance policies to guide the System over the 
long term.  (see page 2.27) 

 
6/14/09 – Sample Board self-evaluation policy and criteria 
memo received from Ennis Knupp. 
 
8/9/10 CAPP results:  The Committee reviewed an 
existing policy, which encourages and urges the City to 
fund the retirement system.  The Committee also reviewed 
the City’s core values, which includes “serves internal and 
external customer needs.”  It was the consensus of the 
Committee no additional Board policies were necessary.  
No action was recommended by the Committee regarding 
this consideration.  
 
8/25/10 RB results: RB accepted the CAPP 
recommendation.  No further action.   
 

8/25/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

2.lI.B 
Consider making policies and other related 
documents available on the website.  (see page 
2.29) 

 
9/27/10 CAPP results: The Committee discussed the 
advantages of having the Plan’s policies available on-line.  
The Committee recommended the Board approve 
direction to staff to post the policies, segmented by major 
categories, on the COPERS website within the next 90 
days. 
 
10/27/10 RB results:  RB accepted the CAPP 
recommendation.  Staff will implement.   
 

10/27/10 

2.Il.B 
Consider creating a Board Governance Manual, 
which only includes policies and laws relevant to 
the Board.  (see page 2.29) 

 
5/19/09 – Sample Governance Manual Table of Contents 
memo received from Ennis Knupp. 
 
9/27/10 CAPP results: Staff informed the Committee of 
Atty. Langford’s comment indicating she felt the 
Governance Document she was preparing would fulfill the 
expectations of this consideration.  It was the consensus 
of the Committee to recommend no action on this item.   
 
10/27/10 RB results:  RB accepted the CAPP 
recommendation.  No further action.   
 

10/27/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

2.Il.C 

Consider documenting policy compliance 
mechanisms and assign responsibility to specific 
committees, board officers, staff, and outside 
service providers, as appropriate.  (see page 
2.30) 

 
9/27/10 CAPP results: The Committee considered the 
recently adopted investment related policies, which 
include compliance and reporting requirements.  The 
Committee also discussed current compliance systems, 
including the auditing processes conducted by the City 
Auditor.  It was the consensus of the Committee to 
recommend no action on this item.   
 
10/27/10 RB results:  RB accepted the CAPP 
recommendation.  No further action.   
 

10/27/10 

2.Ill.A 
Consider revising the Retirement Administrator 
position description to make actual 
responsibilities more explicit.  (see page 2.32) 

 
9/27/10 CAPP results: The Committee reviewed the 
current position description and found it to be sufficient.   
It was the consensus of the Committee to recommend no 
action on this item.   
 
10/27/10 RB results:  RB accepted the CAPP 
recommendation.  No further action.   
 

10/27/10 

2.Ill.C 

Consider reviewing and documenting the roles 
among the City Auditor, COPERS Board, and 
staff with regard to COPERS' framework of 
internal controls and risk management functions.  
(see page 2.39) 

 
9/27/10 CAPP results: The Committee discussed the 
audits conducted by the City Auditor and the recent Board 
action to direct staff to contact the City Auditor to request 
the City Auditor and external auditor meet with the Board 
annually to discuss their audit plans.  It was the 
consensus of the Committee to recommend no action on 
this item.   
 
10/27/10 RB results:  RB accepted the CAPP 
recommendation.  No further action.   
 

10/27/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

2.Ill.C 

Consider periodically reviewing the resources 
committed to COPERS' internal audit functions to 
determine if it would be beneficial to have an 
internal auditor on-staff at COPERS.  (see page 
2.40) 

 
9/27/10 CAPP results: Staff reviewed the recent budgetary 
charges from the City Auditor for their services to the Plan.  
The Committee discussed the possibility that any future 
addition of a dedicated Internal Auditor could be 
accomplished through the City Auditor’s office.  It was the 
consensus of the Committee to recommend no action on 
this item.   
 
10/27/10 RB results:  RB accepted the CAPP 
recommendation.  No further action.   
 

10/27/10 

3.lI.A 
Consider changing the review period for the IPS 
from periodic to annual.  (see page 3.10) 

 
10/19/09 IC results: The Committee recommended the 
Board adopt policy language to indicate the investment 
policy statement will be reviewed at least annually. 
 
10/28/09 RB results:  IC recommendation adopted.  Staff 
will include in revised IPS to be presented at a future IC or 
RB meeting.  (see recommendation on page 3.10) 
 
5/19/10 RB result:  DRAFT IPS reviewed and adopted. 
 

5/19/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

3.lI.B 
Consider acknowledging in the proxy policy that 
the Board has considered the cost effectiveness 
of the approach utilized.  (see page 3.13) 

 
11/18/09 IC results:  The Committee recommended 
revision of proxy voting guidelines including requirement 
investment managers will report to Board on instances 
where proxies were not voted in compliance with policy.  
Policy revision will be considered at a future IC meeting. 
 
12/9/09 IC results:  The Committee recommended the 
Board adopt the policy revision and acknowledge the 
Board has considered the cost effectiveness of the 
approach. 
 
12/9/09 RB results:  RB adopted the policy change. 
 

12/9/09 

3.llI.B 
Consider using a risk budgeting tool to monitor 
active risk.  (see page 3.33) 

 
1/26/10 IC results:  Kuhns is developing a portfolio-wide 
risk budgeting tool, which will evaluate the marginal 
contribution to various risks by asset classes and 
managers.  Kuhns anticipates the initial report will be 
presented at the May 2010 Board meeting.  
 
It was the consensus of the Committee that the 
presentation of the report at an upcoming meeting will be 
sufficient action on this item.  
 
1/27/10 RB results:  RB accepted IC report on this issue.  
First report from Kuhns will be presented at 8/18/10 RB.  
 
8/18/10 RB:  Kuhns presented “Risk Budgeting Review.”  
It was the consensus of the Board to have Kuhns include 
this process in all future asset allocation studies.  
 

8/18/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

3.lV 
Consider re-evaluating if a higher allocation to 
index funds is appropriate for the fund given their 
low cost structure.  (see page 3.45) 

 
9/1/10 IC results:  IC considered that Kuhns analyzes the 
inclusion of index funds during each asset structure study.  
IC considered recent Board action to adopt an index fund 
in the international equity allocation, in addition to the 
index fund in the US large cap equity allocation.   
 
It was the consensus of the IC no action was necessary 
concerning this agenda item. 
 
9/22/10 RB results:  RB accepted the IC recommendation.  
No further action.   
 

9/22/10 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

5.l 

Consider reviewing the chart on page 5.4 to 
evaluate whether the board would like any 
additional elements added to the performance 
reports.  (see page 5.5) 

 
Kuhns included Asset Class Level Performance, Annual 
Period Returns, Annualized Risk/Return Exhibits for Fund, 
Manager Investment Philosophy/Strategy and Summary of 
Investment Policy and Objectives in 6/30/09 Performance 
Reporting presented at 8/19/09 Board meeting.   
 
10/19/09 IC results:  Committee recommended the 
inclusion of the following items in future quarterly 
performance reports: 
- Asset class level performance return summary 

versus benchmarks 
- Performance shown net of fees return summary 

versus benchmarks 
- Annual period returns summary versus benchmarks 
- Annualized risk/return exhibits for the total fund   
- Summary of investment policy and objectives in 

appendix/glossary 
Committee recommended the following items not be 
included in future quarterly performance reports: 
- Total Fund and asset class attribution analysis 
- Ratio of cumulative wealth graphs 

Committee recommended the investment managers 
provide the following items as part of their submission of 
materials for the annual Investment Manager Roundtable: 
- Manager Investment philosophy/strategy 
- Manager performance commentary 
- Attestation of manager guideline compliance 

 

10/29/09 
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Reference 
Section 

Considerations Activity / Comments Completion Date 

5.l 

 
Continued… 
 
Consider reviewing the chart on page 5.4 to 
evaluate whether the board would like any 
additional elements added to the performance 
reports.  (see page 5.5) 
 

 
Continued… 
 
10/28/09 RB results: Adopted IC recommendations; staff 
confirmed requested reports were included in 9/30/09 
Performance Report reviewed at 11/4/09 Board meeting; 
Managers provided requested information at March 2010 
investment manager roundtable events. 
 

-- 

 
 
Legend: 
 
CAPP = Charter Amendments/Policies & Procedures Committee 
IC = Investment Committee 
Kuhns = R.V. Kuhns & Associations, the Board’s Investment Consultant 
LR = Legal Review Committee 
RB = Retirement Board 
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Excerpt From:        04/2011 

 
Public Safety Personnel Retirement System (PSPRS) 

Summary of Benefits 
 
 
 
DROP (Deferred Retirement Option Plan) 
A member with 20 or more years of credited service may voluntarily and 
irrevocably enter into the DROP program with the employer for a period of up to 
60 months (5 years). During the DROP period, the member remains as an 
employee of the employer as a full-time paid firefighter or full-time paid certified 
peace officer, but the employee and employer contributions will not be paid to the 
System and the member will not earn any additional credited service. 
 
The member’s monthly benefit is calculated based upon the years of credited 
service and average monthly compensation at the beginning of the DROP period 
and that same amount is credited to the DROP account with interest which is 
currently 8.25%.  
 
At the end of the 60 months (or prior to that time), the member must terminate 
employment and the monies in the DROP account will then be paid as a lump-
sum to the member or as a rollover. The member will then begin receiving the 
monthly benefit amount (which is the same amount that was calculated at the 
beginning of the DROP). 
 
A.R.S. §§ 38-842, 38-844.02 through 38-844.09. 
 
DROP added by Laws 2000, Ch. 340, § 1, effective July 1, 2001. 
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Executive Summary 

The second sharp decline in the value of equities this decade caused public pension funding levels to also 

go down, to 80 percent in FY 09 from 85 percent in FY 08. This measure was taken near the low point of 

capital market valuations, particularly global equities, for the majority of plans in the Survey that have a 

fiscal year-end date of June 30. 

The value of public pension trust fund assets, from which state and local government pension plans pay 

benefits, have rebounded sharply since their mid-2009 low, and these gains are helping to offset the 

effects of the market decline: 20 months after reaching its recent low point in March 2009, the S&P 500 is 

higher by 80 percent. Yet, because nearly all public pension plans phase in their investment gains and 

losses over several years, the full extent of the market drop will be incorporated into public plan funding 

levels over several years.  

Aggregate public pension funding levels are likely to continue to drift lower through FY 13. Assuming 

that investment returns remain in a normal range, and assuming that plan sponsors maintain their ARC 

effort, funding levels are projected to begin to improve following FY 13. 

For many pension plans, the higher unfunded liabilities resulting from the market decline are increasing 

their Annual Required Contribution (ARC)—the sum of the cost of benefits accrued in the current year 

and the cost to amortize unfunded liabilities. Consistent payment of the ARC is intended to bring the plan 

to full funding by the end of the funding period. The ARC experience of plans in the Survey in FY 09 was 

consistent with previous years: the average ARC received was 88 percent, but four of every 10 plans in 

the Survey continue to receive less than 90 percent of their full required contribution. The average ARC 

paid since inception of the Public Fund Survey in FY 01 is 91 percent. 

The Center for Retirement Research at Boston College, in an April 2010 issue brief, found that, for the 

public pension community as a group, receiving the full ARC would require additional pension 

contributions of two percent of payroll, an amount that varies by plan.i  

Many plan sponsors made changes this year to benefit levels, financing arrangements, or both, to 

ameliorate the effects of increased unfunded liabilities. In some cases, these changes affected new hires 

only; other changes affected existing plan participants. Notably, legislatures in three states—Colorado, 

Minnesota, and South Dakota—took significant action to lower unfunded liabilities by reducing future 

cost-of-living adjustments for existing retired plan participants. These actions reduced the plans’ 

respective unfunded liabilities and prompted legal challenges that remain pending. 

The pattern of changes to plan designs and financing arrangements is likely to continue in 2011. 
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About the Public Fund Survey  

The Public Fund Survey is an online compendium 

of key characteristics of most of the nation’s largest 

public retirement systems. The Survey is sponsored 

by the National Association of State Retirement 

Administrators and the National Council on 

Teacher Retirement. 

Beginning with fiscal year 2001, the Survey 

contains data on public retirement systems that 

provide pension and other benefits for 13.4 million 

active (working) members and 6.9 million 

annuitants (those receiving a regular benefit, 

including retirees, disabilitants and beneficiaries).  

As of FY 09, systems in the Survey hold assets of 

$2.1 trillion, an amount that has increased due to 

improvements in capital markets in 2009-10.1 The 

membership and assets of systems included in the 

Survey comprise approximately 85 percent of the 

entire state and local government retirement system 

community. 

The primary source of Survey data is public 

retirement system annual financial reports. Data 

also is taken from actuarial valuations, benefits 

guides, system websites, and input from system 

representatives. The Survey is updated continuously 

as new information, particularly annual financial 

reports, becomes available. This report focuses on 

fiscal year 2009, for which data is reported for 99 of 

the 101 systems in the survey. 

A key objective of the Survey is to increase the 

transparency and understanding of the public 

pension community and public pension funding 

concepts by providing a factual and objective basis 

on which to discuss many issues related to 

retirement benefits for public employees. The 

Survey is accessible online at 

www.publicfundsurvey.org. 

                                                            
1 As of 6/30/10, according to the Federal Reserve of the 
U.S., the aggregate value of state and local government 
defined benefit plan assets was $2.6 trillion,  

This Summary of Findings provides objective 

descriptions and perspective regarding key areas of 

public pension activity, such as changes in plans’ 

funding condition, membership, investment returns, 

and contribution rates. 

Overview of the public pension community 

A 2007 study by the U.S. Government 

Accountability Office reported that employees of 

state and local government comprise 12 percent of 

the nation’s full-time workforce. These employees 

perform a broad range of functions in such roles as 

public school teachers and administrators, 

firefighters, judges, police officers, public health 

officials, correctional officers, transportation 

workers, game wardens, nurses, engineers, health 

inspectors, bus drivers, procurement specialists, 

computer programmers, custodians, and others.  

 

Retirement benefits play a key role in attracting and 

retaining qualified employees needed to perform 

essential public services. Pension plans provide 

stable and adequate income replacement in 

retirement for long-term workers, and ancillary 

casualty benefits related to disability and death 

before retirement. Unlike government programs 

funded out of general revenues, state and local 

government retirement systems generally are 

funded in advance, by investing employee and 

employer contributions during employees’ working 

years. Most of these benefits are distributed in the 

form of a lifetime payout in retirement. This 

arrangement allows for long-term financing and the 

majority of revenues to be generated from 

The Public Fund Survey captures key 

information from public retirement 

systems that account for some 85 percent 

of all public pension assets and 

participants in the U.S. 
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investment earnings and employee contributions, 

while also ensuring retirees do not outlive their 

retirement assets.  

The long-term nature of pension finance requires 

funding and asset allocations to be evaluated 

regularly to ensure that plans and benefits are 

sustainable over a long time horizon and continue to 

accommodate the changing needs of the workforce 

and policy goals of the sponsoring government. 

As with virtually all investors, market volatility in 

recent years has affected public pension funds. 

Public pension plans are designed to withstand 

volatility: even after the market decline, through the 

use of strategies such as portfolio diversification, 

long investment and funding horizons, actuarial 

smoothing of investment gains and losses, and 

pooling of assets, the vast majority of public 

pension plans remain able to pay promised benefits 

to retirees for decades into the future.  

Following the steep market losses through March 

2009, the median public pension fund return for the 

year ended March 31, 2010, was 32.6 percent. As of 

November 2010, since reaching its recent low point 

in March 2009, the S&P 500, a widely-used 

measure of U.S. equity markets, has grown by more 

than 80 percent. Although this is not enough to 

offset all of the losses experienced in the market 

decline, this sharp increase helps illustrate the 

importance of a long-term investment focus and 

strategies, as well as the value of phasing in 

investment gains and losses to moderate volatility 

in funding levels and costs. 

Most plans use a five-year smoothing period (see 

Figure I) to phase in investment gains and losses. 

This will extend through 2013 the period during 

which the recent investment losses are incorporated 

into public pension funding levels. Plans that use 

smoothing periods longer than five years will, of 

course, take longer to recognize their losses, as will 

those whose actuarial valuation date lags their fiscal 

year-end date.  

Effects of the 2008 market decline 

The market decline that took place in the second 

half of 2008 and lasted through early March 2009, 

is increasing unfunded liabilities—and the cost of 

amortizing them—for most public pension plans. 

The extent of the resulting increases in required 

contributions varies by plan and depends on several 

factors, especially the plan’s funding condition 

prior to the market decline; the adequacy of 

contributions to the plan by employers and 

employees; and the plan’s demographic 

composition. The cost to amortize unfunded 

liabilities is also affected by the plan’s actuarial 

methods, assumptions, and past and future 

investment returns. 

 

 

 

Roughly three-fourths of the systems in the Public 

Fund Survey have a fiscal year-end date of June 30; 

most of the remaining systems have a fiscal year- 

end of December 31. The lag time between an 

actuarial event and a plan’s actuarial valuation date, 

combined with other strategies employed to cushion 

the effects of market volatility, serve as an early 

warning signal of the future direction of the plan’s 

funding level and required cost, giving plan 

administrators and policymakers an opportunity to 

plan and budget for changes to contribution rates 

and, if necessary, to benefit levels and financing 

arrangements.  

The higher costs resulting from the market decline 

have begun to materialize. In many cases, these 

higher required contributions are coming due at a 

time when revenue for most states and political 

subdivisions is stagnant or lower, complicating the 

ability of pension plan sponsors to fully fund their 

Twenty months after reaching its recent low 
point in March 2009, the value of the S&P 

500 has increased by more than 80 percent. 
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pension costs. In 2009 and 2010, an unprecedented 

number of public pension plan sponsors have 

responded to higher pension costs by raising 

contributions for employees or employers, or both; 

and reducing benefits, in some cases for existing 

plan participants. 

Three states—Colorado, Minnesota, and South 

Dakota—in 2010 reduced future rates of automatic 

cost-of-living adjustments for both existing and 

future retired members. These actions significantly 

reduced the affected plans’ unfunded liabilities and 

are expected to result in notable improvements in 

the plan’s funding levels. These actions also 

prompted legal challenges that remain pending, and 

the outcome of which will add to the body of public 

pension legal protection case law. 

According to the National Conference of State 

Legislatures, at least dozen other states increased 

contribution rates for some groups of current or 

future plan participants, and several other states 

enacted combinations of higher retirement ages, 

lower retirement multipliers, or more years of 

service required to qualify for a retirement benefit.ii 

Another notable change among states has been 

establishment of hybrid, or combination retirement 

plans, which feature elements of both defined 

benefit and defined contribution plans. For 

example, this year, legislation was approved in 

Utah that requires all newly-hired public employees 

hired after June 2011 to choose between a hybrid 

plan and a defined contribution plan. Also, effective 

July 1, 2010, all newly-hired public school 

employees in Michigan participate in a hybrid plan. 

The Related Resources section and Appendix C 

provide information regarding many of the changes 

made to benefit levels and contributions. Authority 

to revise benefit and financing arrangements varies 

widely among states, depending on a combination 

of constitutional and statutory provisions and case 

laws. In some cases, policymakers may modify 

future benefit accrual patterns for existing plan 

participants. In other cases, once an employee has 

begun participating in the pension plan, the 

employee is entitled to continue to accrue benefits 

for the duration of her or his employment with the 

plan sponsor, with little or no change permitted. iii 

Pensions and retirement security 

The future retirement security of Americans 

employed outside the public sector appears 

increasingly uncertain. This is due to a number of 

factors, including a sharp decline in the portion of 

the private sector workforce that has access to a 

traditional pension plan; heavy reliance on defined 

contribution plans, a retirement plan model that has 

been found to be undependable in its ability to 

provide reliable retirement income; a large number 

of employers that do not sponsor a retirement 

benefit; and, among those employers that do 

sponsor a retirement benefit, relatively low rates of 

participation among employees.  

By contrast, some 87 percent of employees of state 

and local government participate an employer-

sponsored retirement benefit.iv Retirement plans in 

the public sector generally contain the following 

key characteristics:  

 mandatory participation 

 mandatory annuitization, meaning that 
retiring participants must take their benefit 
as a lifetime annuity 

Most public pension plans contain 
these key characteristics:  

 mandatory participation 
 mandatory annuitization 
 pooled assets that are 

professionally invested 
 cost-sharing of contributions 

by employees and employers. 
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 pooled assets that are professionally 
invested 

 cost-sharing of contributions by employees 
and employers. 

These plan design features promote retirement 

security by a) helping ensure that workers actually 

participate in the employer-sponsored retirement 

plan; b) increasing the number of retiring workers 

who take their retirement assets as a lifetime 

annuity; c) minimizing administrative and 

investment costs; and d) maintaining the fund’s 

stream of revenue and reducing taxpayers’ costs. 

Also, according to one study, by pooling assets and 

risk and generating higher investment returns for all 

plan participants, defined benefit plans deliver the 

same retirement benefit at nearly one-half of the 

cost of a defined contribution plan.v DB plans also 

are designed to assist public employers to attract 

and retain workers needed to perform essential 

public services; to promote an orderly turnover of 

workers, particularly among those who have 

reached an age at which they may be unable to 

perform the duties required of their position; and to 

enhance the retirement security of a large segment 

of the nation’s workforce. 

The Meaning and Implications of Actuarial 
Funding Ratios 

The most recognized measure of a public retirement 

plan’s ability to meet current and future obligations 

is its actuarial funding ratio, derived by dividing the 

actuarial value of a plan’s assets by the value of its 

liabilities. Pension benefits for public employees 

usually are funded in advance, meaning that a 

significant portion of the assets needed to fund 

pension liabilities is accumulated during an 

employee’s working life, which is paid during the 

participant’s years in retirement.  

Such “pre-funding” is one way of financing a 

pension benefit. The opposite of pre-funding is pay-

as-you-go, an arrangement under which current 

benefit obligations are paid with the pension plan 

sponsor’s current revenues. In most cases, a pay-as-

you-go pension plan eventually becomes too 

expensive to support with only current receipts and 

contributions. By contrast, investment earnings 

account for most revenue generated by a pre-funded 

pension plan, reducing required contributions from 

employees and employers (taxpayers). 

Funded status is a spot measure of the degree to 

which a plan is on course to meet a distant goal. A 

pension plan whose assets equal its liabilities at one 

point in time, is funded at 100% and considered to 

be fully funded. A plan with assets less than its 

accrued liabilities at one point in time is considered 

underfunded.   

Underfunding is a matter of degree, not of kind: the 

status of a plan whose funding level declines from 

101 percent in year one to 99 percent the following 

year, changes from overfunded to underfunded. Yet 

despite this diametric shift in terminology, the 

reality of the plan’s funding condition has changed 

little. The fact that a plan is underfunded is not 

necessarily a sign of fiscal or actuarial distress; 

many pension plans remain underfunded for 

decades without causing fiscal stress for the plan 

sponsor or reducing benefits to current 

beneficiaries.  

The critical factor in assessing the current and 

future health of a pension plan is whether or not 

funding its liabilities creates fiscal stress for the 

pension plan sponsor.  Although a pension plan that 

is fully funded is preferable to one that is 

underfunded, other factors held equal, a plan’s 

funded status is simply a snapshot in a long-term, 

continuous financial and actuarial process. A plan’s 

funding level is akin to a single frame of a movie 

that spans decades.  

Because public pensions are “going concerns,” 

operating essentially as perpetual entities, there is 

nothing particularly important about being fully 
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funded at any particular point. Likewise, the fact 

that a plan is underfunded does not necessarily 

present a fiscal or actuarial challenge to the plan 

sponsor.   

The effect of the 2008 market decline was sufficient 

to prompt most plans to evaluate whether 

adjustments are required with respect to their level 

of benefits and financing structure in order to regain 

long-term actuarial solvency, and changes have 

been made to benefit levels and contribution rates 

for many plans in order to restore or preserve their 

long-term sustainability.  

Attaining full funding of a pension plan has been 

likened to a mortgage: at the end of the process, 

when fully paid, the mortgage would be considered 

fully funded. Although at any point during the 30-

year mortgage, the outstanding liability may be 

considered an unfunded liability, more relevant 

considerations are a) whether the mortgage holder 

has the resources to continue making payments 

until the obligation is resolved; and b) whether the 

obligation is indeed being amortized. The size of a 

mortgage-holder's outstanding obligation reveals 

little about the holder’s financial condition. The 

length of the mortgage and the ability of its owner 

to amortize the obligation without financial 

hardship are more relevant indicators. Likewise, 

more pertinent considerations with regard to 

funding a public pension plan are the ability of the 

plan sponsor to continue to pay promised benefits 

and to make required contributions without causing 

fiscal stress, and whether the plan’s unfunded 

liability is being amortized. 

All plans, underfunded and fully funded alike, that 

are open to newly hired workers, rely on future 

contributions and investment returns. A key 

difference between underfunded and fully funded 

plans is that underfunded plans require additional 

revenue to amortize the shortfall between assets and 

accrued liabilities. The degree of underfunding and 

its associated cost to the plan sponsor are key 

considerations in assessing a plan’s overall 

condition. 

Other factors indicative of a pension plan’s health 

include the: 

 length of the funding amortization period 

 required current and future contribution rates 

 plan’s demographics 

 plan’s actuarial assumptions 

 sustainability of the plan design 

 plan’s governance structure 

 fiscal health of the plan sponsor 

 commitment of the plan sponsor to continue 
funding the plan 

Information about these factors is provided in 

annual reports and other material published by most 

public retirement systems. 

Recent Changes in Funding Levels 

Figure A summarizes aggregate assets and 

liabilities and the resulting actuarial funding ratio 

for plans in the Public Fund Survey, showing that 

the aggregate public pension funding level declined 

in FY 09 from 85.0 percent to 79.8 percent.  

This decline continues a trend that began in FY 02 

following the 2000-2002 investment market drop. 

In addition to investment returns, rates of liability 

growth (as shown in Figure F) also have a major 

effect on funding levels. 

Public pensions are designed to absorb volatility in 

actuarial experience, including variations from 

expected levels of investment performance. This is 

achieved through the use of actuarial smoothing 

methods, which phase in investment gains and 

losses; funding amortization periods (that average 

approximately 25 years for plans in the Survey), 

which are timeframes during which unfunded 

liabilities are paid off; and through use of a discount 

rate that is based on historic and projected long-

term investment returns.  
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Figure A: Change in aggregate actuarial value of 
assets, liabilities, and funding levels, FY 01 to FY 09 

 

Figure B shows the change in the aggregate public 

pension funding level since 1990. As a result 

chiefly of changes in equity values, funding levels 

improved sharply during the 1990s before 

beginning their decline in FY 01. 

Figure B: Change in aggregate public pension 
funding level, FY 90 to FY 09 

 

Figure C illustrates the latest actuarial valuation 

dates of the plans in the Public Fund Survey, along 

with the daily close of the S&P 500 from July 1, 

2005 to June 30, 2010. Since equities are the largest 

single asset held by most public pension funds, the 

S&P 500 provides a reasonable proxy for public 

pension fund investment returns. This chart 

provides an indication of how many plans have 

incorporated at least a portion of the change in asset 

values experienced in the last couple of years.   

As Figure C shows, 72 of the 126 plans in the 

Public Fund Survey have reported results of 

actuarial valuations conducted after the sharpest 

portion of the market decline, which took place in 

the second half of 2008. As valuations are 

conducted for the remaining plans, and as lower 

asset values are “smoothed” into the calculations of 

plans that phase in investment gains and losses (see 

Figure I), funding levels will continue to gradually 

decline until all the investment losses have been 

recognized. 

Investment returns that exceed plan assumptions in 

the years following the market drop will offset the 

investment losses. 

Figure C: Daily close of the S&P 500 and latest 
reported actuarial valuation dates for plans in the 
Public Fund Survey 
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Figure D plots funding levels of the 126 plans in the 

Survey. The size of each circle on the chart is 

roughly proportionate to the size of the plan’s 

liabilities: larger bubbles signify larger plans, and 

smaller bubbles indicate smaller plans. 

Roughly three-fourths of systems in the Survey use 

a fiscal year-end date of June 30 and most other 

systems have a FY-end date of 12/31.  

Figure D: Distribution of actuarial funding levels for 
plans in the Public Fund Survey, based on latest 
available data 

 

In contrast to pension plans sponsored by states and 

local governments, corporate pension plans operate 

under federal regulations known as ERISA. These 

laws are more restrictive in allowing corporate 

plans to moderate the effects of market volatility 

and required changes in plan costs. Unlike public 

sector entities, which are considered ‘going 

concerns,’ a corporation can be acquired or declare 

bankruptcy, or their pension plans can be 

terminated, leaving the cost of unfunded liabilities 

to future shareholders or to taxpayers. In part to 

forestall such events, corporate accounting 

standards and federal laws a) prescribe how 

required contributions are calculated; b) tie 

contribution requirements to current interest rates 

(rather than long-term investment return 

assumptions, which public plans use); and c) limit 

the period over which corporate pension plans may 

smooth investment gains and losses and amortize its 

unfunded liabilities. 

As a result of ERISA regulations and private sector 

accounting standards, the aggregate funding level 

and required employer costs of corporate plans are 

significantly more volatile than for public plans.  

Figures E and F illustrate the contrast in funding 

levels and contributions between corporate and 

public pension plans. The volatility and uncertainty 

of required costs for corporate pensions has been 

identified as a major factor in the decision by many 

corporations to freeze or terminate their pension 

plan. By contrast, due to their status as “going-

concerns,” public pension plan funding levels and 

contributions are designed to absorb change more 

slowly, resulting in more moderate year-to-year 

changes in funding levels and costs.   

Figure E: Comparison of corporate and public 
pension funding levels, FY 00 to FY 09 

 

A number of recent studies have reported public 

pension unfunded liabilities and funding levels on 

the basis of measures in place for corporate pension 

plans. Due especially to low current interest rates, 
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these studies predictably find unfunded public 

pension liabilities that are much larger, and funding 

levels that are far lower, compared to what they are 

when measured on the basis of public pension 

methods and assumptions permitted under 

prevailing standards. 

Figure F: Comparison of change from prior year in 

corporate and public pension contributions, 1989-

2009 

 

The Governmental Accounting Standards Board has 

been reviewing its statements used to calculate and 

report public pension liabilities, known as the PEB 

(Post Employment Benefits) project. In June 2010, 

GASB issued its Preliminary Views on the project, 

which reaffirmed, tentatively, the current method 

for measuring liabilities, with a relatively minor 

change, rejecting the view that public pensions 

should calculate and report their liabilities on the 

basis of methods used by corporate plans. GASB is 

expected to release the next PEB review document, 

known as an Exposure Draft, in 2011. The ED is a 

nearly-final decision of GASB’s views on these 

statements. 

For a plan’s funding level to improve, the rate of 

growth in assets must exceed the rate of growth in 

liabilities. Liability growth is affected by a variety 

of factors, including changes in salary and benefit 

levels, and demographic changes in plan 

participants, such as rates of mortality or retirement.  

As Figure G shows, median liability growth in FY 

09 significantly exceeded growth in assets, which 

produced the predictable outcome of a lower 

funding level.  

Liability growth has generally been trending lower 

in recent years, due to such factors as lower salary 

growth and approval of fewer discretionary cost-of-

living adjustments. Lower salary growth has been 

driven in part by furloughs, which were imposed by 

nearly one-half of the states in 2010. Due to 

investment losses, the value of assets has risen at a 

much slower pace, and is projected to be lower in 

FY 10 as more of those losses are incorporated into 

valuations. 

Figure G:  Median change from prior year in actuarial 
value of assets and liabilities 

 

Although comparing public pension funding levels 

with other plans may be tempting, one should also 

be mindful of the limitations of such comparisons. 

Important differences can render comparisons 

misleading. Such differences include the: 

 level of required employee and employer 
contributions; 

 plan sponsor(s)’ commitment and ability to 
make required contributions; 

 fiscal condition of the plan sponsor; 
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 plan’s demographic makeup; 

 level of benefits provided by the plan; 

 plan’s governance structure, including the 
ability (or inability) to modify the plan 
design and financing structure; 

 plan sponsor’s level of support for the 
pension plan; 

 plan’s amortization period(s); 

 required benefit payments in the current 
and future years relative to the plan’s asset 
base; and 

 the pension fund’s investment performance, 
risk tolerance, asset allocation, and 
expected investment return 

 the plan’s actuarial methods and 
assumptions. 

Analysis of a public pension plan’s financial or 

actuarial condition must take these and other factors 

into account; failure to do so creates a risk of 

misunderstanding or misrepresenting the plan’s true 

condition. 

Investment returns and future funding levels 

Over time, investment earnings are a major driver 

of a public pension plan’s funding condition: from 

1982 through 2009, investment earnings accounted 

for 60 percent of all public pension revenue.vi  

Figure H plots median public pension fund 

investment returns for the one-, three-, and five-

year periods ended as of 6/30 and 12/31. This chart 

reflects a bit of the remarkable volatility of 

investment markets in recent years, as well as the 

poor returns over the past five years. 

Due primarily to poor returns in recent years, and 

especially the market decline of 2008-09, the 

aggregate public funding level is projected to 

decline through 2013. Assuming that capital market 

returns are at or above assumed benchmarks, the 

aggregate funding level is expected to bottom out at 

around 70 percent. The market losses of 2008 have 

been partially offset by improving investment 

returns since U.S. equity markets reached their 

recent low point in March 2009. This volatility in 

asset values also helps to illustrate the importance 

of phasing in investment gains and losses.  

Figure H: Median annual public pension fund 
investment returns (in percent) for years ended 
6/30/09 and 12/31/09  

 

Source: Callan Associates  

Figure I presents the distribution of periods plans 
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periods, although more plans are now using periods 
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All plans that use eight years are part of the 

Washington State Department of Retirement 

Systems. 
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Figure I: Distribution of smoothing periods used to 
calculate actuarial value of plan assets 

 

Asset Allocation and Investment Expenses 

Figure J compares average asset allocations for 

funds in the Public Fund Survey from FY 02 

through FY 09. While the fixed income allocation 

has barely changed during this period, increased 

allocations to real estate and alternatives (chiefly 

private equity and hedge funds) have occurred by 

reducing equity allocations. This increased 

diversification reflects an effort by most public 

funds to retain expected returns at lower levels of 

risk, or to increase projected returns at the same 

level of expected portfolio risk.  

The increase in allocations to alternatives, which 

are mostly private equities and hedge funds, and 

real estate, are likely the cause of higher expenses 

public retirement systems have been paying in 

recent years, as shown in Figure K, which compares 

median investment expenses in FY 04 and FY 09, 

by quartile, for the 92 funds in the Survey for which 

this data is available. A number of public retirement 

systems have announced in recent months that they 

are making efforts to negotiate lower fees for these 

types of investments. 

Larger funds usually are able to use their size to 

negotiate lower asset management fees than smaller 

funds and individual investors. Perhaps because 

larger funds are more likely to be invested in 

alternative classes (which typically cost more to 

manage than other asset classes), expenses for the 

largest quartile are higher than those for the third 

quartile of funds.  

Figure J: Average asset allocation, FY 02 to FY 09, 
with FY 09 averages listed 
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is under 10 basis points, or 0.10 percent of assets. 

Combined with investment management costs, the 

total cost of administering a typical public pension 

plan is less than 50 basis points. This is 

considerably less than the cost of a typical defined 

contribution plan, whose costs generally are 1.25 

percent to 2.0 percent of assets. 
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Figure K: FY 04 and FY 09 median investment 
management expenses, by quartile  

 

Membership Changes 

The Survey tracks two groups of members: actives, 

who are working and currently receiving service 

credit in their retirement plan; and annuitants, 

which includes any member receiving a regular 

benefit from the system: retirees, beneficiaries and 

disabilitants. 

Figure L summarizes the percentage changes from 

the prior year in these membership groups from FY 

01 to FY 09. Due largely to the gradual aging of the 

public sector workforce and to slow rates of 

employment growth among states and local 

government, the rate of growth in annuitants has 

been outpacing the rate of growth in active 

(working) members in recent years. As the chart 

shows, the ratio of actives to annuitants has 

declined from 2.45 in FY 01 to 1.93 in FY 09. The 

number of annuitants among plans in the Public 

Fund Survey has increased since FY 01 by 35 

percent, compared to growth in actives of less than 

seven percent. 

 

 

Figure L: Percentage change over prior year in active 
members and annuitants, FY 01 to FY 09, and change 
in ratio of actives to annuitants 

 

By itself, a declining ratio of actives to annuitants 

does not indicate a problem, because most public 

pensions fund the cost of their benefits in advance. 

However, to the extent that a plan is underfunded, a 

low or declining ratio of actives to annuitants can 

complicate the plan’s ability to move toward full 

funding, as amortizing unfunded liabilities over a 

smaller payroll base becomes relatively more 

expensive. An extreme example of this is evident in 

the case of pension plans that are closed. If a closed 

plan has an unfunded actuarial liability, its cost as a 

percentage of payroll will rise, often precipitously, 

as the liability is distributed among a diminishing 

pool of active participants.  
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Figure M: Median external cash flow for systems in 
the Public fund Survey, FY 01 to FY 09 

 

A declining ratio of actives to annuitants also can 

have financial and operational effects on a 

retirement system. For example, fewer active 

members create a larger negative cash flow 

(contributions minus benefit payments and 

administrative expenses). At a certain point, a 

negative external cash flow can require a pension 

fund to allocate a larger percentage of its assets to 

more liquid securities, or to make other adjustments 

to its asset allocation which may reduce long-term 

investment returns. Also, as a group, annuitants 

tend to require more time and attention than actives 

from the retirement system staff. This is likely 

because annuitants are reliant, to some degree, on 

current income from the system, and are more 

attuned to the system’s activities and operations. 

Figure M displays the median external cash flow 

among systems in the Public Fund Survey. External 

cash flow is the difference between a fund’s 

contributions received and the fund’s required 

expenditures (chiefly benefits and administrative 

expenses). Ninety-one of the 97 systems (94 

percent) whose external cash flow was measured in 

FY 09, had a negative external cash flow. 

Although “negative cash flow” may provoke 

negative connotations, paying out more in benefits 

than it receives in contributions is a normal 

development in the evolution of a pension plan: 

assets are accumulated through contributions, 

increased through investment earnings, then paid 

out in the form of benefits. As a workforce ages, a 

pension plan eventually will distribute more in 

benefits than it takes in from contributions. Most 

public pension plans are in this stage now. 

Contribution rates and Annual Required 

Contributions 

Most employees of state and local government are 

required to contribute toward the cost of their 

retirement benefit. According to the U.S. Census, 

from 1982 to 2008, contributions from employees 

and employers accounted for approximately 14 and 

28 percent, respectively, of public pension fund 

revenues, with investment earnings making up the 

remaining 58 percent.vii In most cases, contribution 

rates for employees are set as a fixed percentage of 

pay. In some plans, employee contribution rates 

vacillate. Employee contributions are the most 

stable source of public pension revenue, and they 

perform an important function by providing a 

reliable and predictable stream of revenue that most 

plans use to fund current benefits. Figure N plots 

median contribution rates for employers and 

employees since FY 02 for general employees and 

school teachers. This data does not include public 

safety personnel, such as firefighters and police 

officers, or narrow employee groups, such as 

legislators or judges.  
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Figure N: Median employee and employer 
contribution rates as a percentage of pay, Social 
Security-eligible workers, FY 02 to FY 09 

  

Median employer contribution rates for workers 
who participate in Social Security rose to 9.4 
percent of pay, and to 12.7 percent of pay for 
employers whose participants do not participate in 
Social Security. The median employee contribution 
rates remained five percent of pay for Social 
Security-eligible workers, and eight percent for 
non-Social Security-eligible. 

Approximately one-fourth of all employees of state 

and local government do not participate in Social 

Security, including nearly one-half of public school 

teachers, a majority of firefighters and police 

officers, and most or substantially all public 

employees in Alaska, Colorado, Louisiana, Maine, 

Massachusetts, Ohio, and Nevada. Contribution 

rates usually are higher for non-Social Security 

eligible employers and workers, because benefits 

usually also are higher to offset the lack of Social 

Security. 

Employers and employees participating in non-

Social Security plans each avoid the 6.2 percent 

contribution used to fund Social Security, but they 

are required to pay the 1.45 percent Medicare 

contribution. 

A plan’s annual required contribution, or ARC, 

reflects the amount needed to fund benefits accrued 

in the current period (the normal cost) plus the 

amount needed to retire the plan’s unfunded 

liability over the plan’s funding period. Failure to 

make required contributions is a major contributor 

to public pension plans’ unfunded liabilities. 

Although many plan sponsors consistently make 

their full ARC, some consistently fail to make their 

ARC.  

Figure O: Average annual required contribution paid 
and percentage of plans paying at least 90 percent of 
their ARC, FY 01 to 09 

 

In a recent study of public pensions, the 

Government Accountability Office stated that many 

of the plan sponsors failing to pay their ARC also 

had plans in relatively poorer funding condition. 

“[T]he failure of some [plan sponsors] to 

consistently make the annual required contributions 
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“Employee contributions are the most stable 
source of public pension revenue, and they 

perform an important function by providing a 
reliable and predictable stream of revenue 

used to fund current benefits.” 
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undermines [funding] progress and is cause for 

concern, particularly as state and local governments 

will likely face increasing fiscal pressure in the 

coming decades. While unfunded liabilities do not 

generally put benefits at risk in the near-term, they 

do shift costs and risks to the future.” viii 

Figure O plots ARC history for plans in the Survey 

on the basis of two measures: the overall average 

ARC paid, and the percentage of plans receiving at 

least 90 percent of the ARC. Each plan’s ARC 

experience is equally weighted, meaning that ARC 

experiences are not weighted by plan size or by the 

size of required contributions. As Figure O shows, 

the overall average ARC paid by public plan 

sponsors in FY 09 was 88 percent, consistent with 

the levels of the previous six years. Similarly, the 

percentage of plan sponsors paying at least 90 

percent of their ARC also was consistent with the 

experience of recent years. 

Methods for setting employer contribution rates 

vary; some plan sponsors set the rate on the basis of 

the ARC; others pay a fixed percentage of 

employee pay; and others base their contribution 

simply on how much is available or that can be 

wrung from the state budget. 

Assumptions for Inflation and Investment 
Return 

Among the many actuarial assumptions used to 

calculate a plan’s liabilities, rates of inflation and 

investment return exert a major effect on plan costs. 

The assumed inflation rate affects actual and 

projected wage growth, which is a major driver of 

benefit levels. Inflation also is one component of 

the investment return assumption; the other is the 

assumed real return, which is the investment return 

net of inflation.  

 

 

 

Figure P: Distribution of inflation assumptions 

 

Figure P plots the distribution of inflation 

assumptions among plans in the Public Fund 

Survey, based on the latest available data. Many 

plans have reduced their inflation assumptions in 

recent years, resulting in a median assumption of 

3.5%. Most plans in the Survey use an inflation 

assumption between 3.0 percent and 3.5 percent. 

For the 25-year period ended June 2009, the 

average rate of inflation, based on the most-

recognized inflation indicator published by the U.S. 

Bureau of Labor Statistics, was 2.9 percent.ix 

Figure Q plots the distribution of investment return 

assumptions. As with inflation assumptions, 

investment return assumptions for many plans have 

been reduced in recent years. In particular, all 

investment return assumptions in the Public Fund 

Survey above 8.5 percent have been reduced. The 

median and modal assumption remains 8.0 percent. 
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Figure Q: Distribution of investment return 
assumptions, FY 09 

 

The issue of public pension plan investment return 

assumptions has received growing attention in 

recent months, with some critics of the 8.0 percent 

return assumption charging that that return is 

unrealistically high. Several plans have reduced 

their investment return assumption during the last 

year, and others are considering doing so. 

Conclusion 

The effects of at least some of the 2008-09 market 

decline have begun to be incorporated into actuarial 

valuations for most public pension plans. As market 

losses are fully incorporated into these valuations, 

funding levels are likely to trend lower, although 

the extent of the decline is being offset with 

investment gains experienced since the market 

reached its low point in March 2009.  

Each public pension plan will have its own actuarial 

experience and its funding condition will be 

affected by factors unique to the plan, including its 

funding condition before the market drop, asset 

allocation, and its plan sponsors’ willingness and 

ability to pay required contributions.  

In response to declining funding levels and rising 

costs, a growing number of states have made 

changes to their plans’ benefit levels and 

contribution rates, a response that more states are 

likely to emulate in the coming months. 
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Appendix A

State System
Asset Market 
Value ($000s) 

Active 
Members Annuitants As of FYE

AK Alaska Public Employees Retirement System 8,535,815 28,850 24,082 6/30/2009

AK Alaska Teachers Retirement System 3,727,466 8,531 10,026 6/30/2009

AL Retirement Systems of Alabama 24,011,008 229,866 102,185 9/30/2009

AR Arkansas Teachers Retirement System 8,802,987 70,655 28,818 6/30/2009

AR Arkansas Public Employees Retirement System 4,349,812 44,702 24,972 6/30/2009

AZ Arizona State Retirement System 20,103,261 223,323 99,125 6/30/2009

AZ Arizona Public Safety Personnel Retirement System 4,115,701 19,867 8,609 6/30/2009

AZ Phoenix Employees Retirement System 1,409,558 9,317 4,763 6/30/2009

CA California Public Employees Retirement System 179,373,573 822,805 487,018 6/30/2009

CA California State Teachers Retirement System 118,430,073 459,009 232,617 6/30/2009

CA Los Angeles County Employees Retirement Association 30,498,981 95,788 53,069 6/30/2009

CA San Francisco City and County Retirement System 11,246,080 34,714 22,209 6/30/2009

CA San Diego County Employees Retirement Association 6,179,829 17,699 13,453 6/30/2009

CA Contra Costa County Employees Retirement Association 4,476,730 8,942 7,272 12/31/2009

CO Colorado Public Employees Retirement Association 32,689,201 190,206 84,088 12/31/2009

CO Colorado Fire & Police Pension Association 2,852,130 9,995 6,469 12/31/2009
CO Denver Public Schools Retirement System 2,746,176 8,070 6,218 12/31/2009

CO Denver Employees Retirement Plan 1,585,360 8,614 7,416 12/31/2009

CT Connecticut Teachers Retirement Board 11,410,680 51,738 28,787 6/30/2009

CT Connecticut State Employees Retirement System 7,322,780 54,287 32,354 6/30/2009

DC District of Columbia Retirement Board 3,729,385 10,389 4,219 9/30/2009

DE Delaware Public Employees Retirement System 5,794,880 42,878 23,127 6/30/2009

FL Florida Retirement System 96,503,161 668,416 288,216 6/30/2009

GA Georgia Teachers Retirement System 42,478,583 226,560 82,382 6/30/2009

GA Georgia Employees Retirement System 12,274,161 112,638 51,283 6/30/2009

HI Hawaii Employees Retirement System 10,846,789 66,589 36,260 6/30/2008

IA Iowa Public Employees Retirement System 17,974,038 167,717 89,852 6/30/2009

ID Idaho Public Employee Retirement System 8,888,352 67,813 32,197 6/30/2009

IL Illinois Teachers Retirement System 28,497,729 169,158 94,424 6/30/2009

IL Illinois Municipal Retirement Fund 22,302,839 181,380 93,298 12/31/2009

IL Illinois State Universities Retirement System 11,032,973 73,699 46,810 6/30/2009

IL Illinois State Employees Retirement System 8,477,852 65,599 57,099 6/30/2009

IL Chicago Public School Teachers PRF 8,375,970 31,905 24,218 6/30/2009

IN Indiana Public Employees Retirement Fund 12,402,755 153,643 65,455 6/30/2009

IN Indiana State Teachers Retirement Fund 7,199,138 76,256 42,817 6/30/2009

KS Kansas Public Employees Retirement System 10,246,341 156,073 70,724 6/30/2009

KY Kentucky Teachers Retirement System 11,515,883 75,937 42,050 6/30/2009

KY Kentucky Retirement Systems 9,881,697 144,821 87,279 6/30/2009

LA Louisiana Teachers Retirement System 11,250,281 88,206 65,838 6/30/2009

LA Louisiana State Employees Retirement System 7,100,333 61,991 38,253 6/30/2009

MA Massachusetts State Employees Retirement System 17,290,056 85,839 52,486 12/31/2009

MA Massachusetts Teachers Retirement Board 19,329,511 88,673 53,951 12/31/2009

MD Maryland State Retirement and Pension System 28,570,474 199,705 116,007 6/30/2009

ME Maine Public Employees Retirement System 8,309,748 50,477 34,962 6/30/2009

MI Michigan Public School Employees Retirement System 34,498,380 268,208 171,922 9/30/2009

MI Michigan State Employees Retirement System 8,583,155 27,455 49,029 9/30/2009

MI Municipal Employees Retirement System of Michigan 5,276,645 36,713 20,145 12/31/2009

MN Minnesota Public Employees Retirement Association 14,285,198 158,103 73,807 6/30/2009

MN Minnesota Teachers Retirement Association 13,833,826 77,162 50,208 6/30/2009

MN Minnesota State Retirement System 7,947,527 54,603 30,708 6/30/2009

MN St. Paul Teachers Retirement Fund Association 773,259 3,940 2,933 6/30/2009

MN Duluth Teachers Retirement Fund Association 179,933 1,016 1,264 6/30/2009

Public Fund Survey Summary of Findings FY 09
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State System
Asset Market 
Value ($000s) 

Active 
Members Annuitants As of FYE

MO Missouri Public Schools Retirement System 23,702,851 130,313 62,897 6/30/2009

MO Missouri State Employees Retirement System 6,229,006 55,454 32,100 6/30/2009

MO Missouri Local Government Employees Retirement System 3,217,034 32,831 14,150 6/30/2009

MO MoDOT & Patrol Employees Retirement System 1,221,133 8,813 7,480 6/30/2009

MO St. Louis Public School Retirement System 891,563 5,085 4,570 12/31/2009

MS Mississippi Public Employees Retirement System 15,504,160 167,901 79,099 6/30/2009

MT Montana Public Employees Retirement Board 3,674,649 34,894 18,626 6/30/2009

MT Montana Teachers Retirement System 2,301,619 18,456 12,036 6/30/2009

NC North Carolina Retirement Systems 60,933,314 492,736 210,739 6/30/2009

ND North Dakota Public Employees Retirement System 1,360,977 20,076 7,319 6/30/2009

ND North Dakota Teachers Fund for Retirement 1,309,717 9,707 6,466 6/30/2009

NE Nebraska Retirement Systems 6,945,006 57,234 17,189 6/30/2009

NH New Hampshire Retirement System 4,315,256 51,032 24,501 6/30/2009

NJ New Jersey Division of Pension and Benefits 67,516,993 527,755 248,285 6/30/2009

NM New Mexico Public Employees Retirement Association 8,917,094 61,366 26,590 6/30/2009

NM New Mexico Educational Retirement Board 7,113,652 63,822 32,497 6/30/2009

NV Nevada Public Employees Retirement System 18,770,137 105,417 41,905 6/30/2009

NY New York State and Local Retirement Systems 110,937,778 563,075 366,178 3/31/2009

NY New York State Teachers Retirement System 72,471,757 274,974 139,297 6/30/2009

NY New York City Employees Retirement System 31,903,416 180,482 129,281 6/30/2009

NY New York City Teachers Retirement System 23,077,489 109,868 68,492 6/30/2009

OH Ohio Public Employees Retirement System 57,733,762 365,229 171,955 12/31/2009

OH Ohio State Teachers Retirement System 50,095,719 174,807 129,659 6/30/2009

OH Ohio Police & Fire Pension Fund 9,056,794 29,062 25,317 12/31/2009

OH Ohio School Employees Retirement System 8,024,889 125,465 65,757 6/30/2009

OK Oklahoma Teachers Retirement System 7,452,193 89,388 46,796 6/30/2009

OK Oklahoma Public Employees Retirement System 5,173,538 45,683 26,949 6/30/2009

OR Oregon Employees Retirement System 42,904,809 171,068 107,936 6/30/2009

PA Pennsylvania Public School Employees Retirement System 42,995,480 273,000 173,000 6/30/2009

PA Pennsylvania State Employees Retirement System 24,661,949 110,107 110,866 12/31/2009

RI Rhode Island Employees Retirement System 7,876,626 35,274 23,419 6/30/2008

SC South Carolina Retirement Systems 20,492,378 231,830 124,286 6/30/2009

SD South Dakota Retirement System 5,648,767 38,596 19,949 6/30/2009

TN Tennessee Consolidated Retirement System 26,369,226 212,725 98,230 6/30/2009

TX Teacher Retirement System of Texas 88,652,972 839,612 284,614 8/31/2009

TX Texas Employees Retirement System 19,938,288 141,779 76,335 8/31/2009

TX Texas Municipal Retirement System 16,305,676 102,419 38,980 12/31/2009

TX Texas County & District Retirement System 15,555,540 123,446 38,511 12/31/2009

TX Houston Firefighters Relief and Retirement Fund 2,368,961 3,492 2,486 6/30/2009

TX Austin Employees Retirement System 1,511,266 8,142 4,086 12/31/2009

UT Utah Retirement Systems 17,717,845 105,106 44,146 12/31/2009

VA Virginia Retirement System 41,348,413 346,929 141,746 6/30/2009

VA Educational Employees Supplementary RS of Fairfax County 1,441,434 19,731 8,595 6/30/2009

VT Vermont Teachers Retirement System 1,145,066 10,799 5,910 6/30/2009

VT Vermont State Employees Retirement System 1,014,698 8,095 4,797 6/30/2009

WA Washington Department of Retirement Systems 44,217,932 302,089 126,385 6/30/2009

WI Wisconsin Retirement System 69,996,296 267,293 150,671 12/31/2009

WV West Virginia Consolidated Public Retirement Board 7,389,992 73,678 50,563 6/30/2009

WY Wyoming Retirement System 5,686,401 41,495 21,100 12/31/2009

Total $2,104,609,564 13,358,170 6,949,514

Public Fund Survey Summary of Findings FY 09
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State Plan

Actuarial 
Funding 

Ratio (%)

Actuarial 
Value of 

Assets ($000s)
Liabilities 

($000s)

Unfunded 
Accrued 
Liability 
($000s)

Latest 
Actuarial 
Valuarion 

Date As of FYE
AK Alaska PERS 78.8 7,210,772 9,154,282 1,943,510 6/30/2008 6/30/2009
AK Alaska Teachers 70.2 3,670,086 5,231,654 1,561,568 6/30/2008 6/30/2009
AL Alabama Teachers 74.7 20,582,348 27,537,400 6,955,052 9/30/2009 9/30/2009
AL Alabama ERS 72.2 9,928,104 13,756,176 3,828,072 9/30/2009 9/30/2009
AR Arkansas Teachers 75.7 10,617,000 14,019,000 3,402,000 6/30/2009 6/30/2009
AR Arkansas PERS 78.0 5,413,000 6,938,000 1,525,000 6/30/2009 6/30/2009
AZ Arizona SRS 79.0 27,094,000 34,290,000 7,196,000 6/30/2009 6/30/2009
AZ Arizona Public Safety PRS 70.0 5,445,497 7,778,394 2,332,897 6/30/2009 6/30/2009
AZ Phoenix ERS 75.3 1,895,148 2,518,094 622,946 6/30/2009 6/30/2009
CA California PERF 86.9 233,272,000 268,324,000 35,052,000 6/30/2008 6/30/2009
CA California Teachers 78.2 145,142,000 185,683,000 40,541,000 6/30/2009 6/30/2009
CA LA County ERS 94.5 39,662,361 41,975,631 2,313,270 6/30/2008 6/30/2009
CA San Francisco City & County 96.3 15,358,824 15,941,390 582,566 7/1/2008 6/30/2009
CA San Diego County 91.5 8,413,065 9,198,636 785,571 6/30/2009 6/30/2009
CA Contra Costa County 88.4 5,282,505 5,972,471 689,966 12/31/2008 12/31/2009
CO Colorado School 69.2 21,054,910 30,412,815 9,357,905 12/31/2009 12/31/2009
CO Colorado State 67.0 13,382,736 19,977,217 6,594,481 12/31/2009 12/31/2009
CO Colorado Municipal 76.2 2,932,628 3,850,821 918,193 12/31/2009 12/31/2009
CO Denver Schools 88.3 2,917,927 3,304,766 386,839 1/1/2010 12/31/2009
CO Denver Employees 91.8 1,924,991 2,095,887 170,896 1/1/2009 12/31/2009
CO Colorado Affiliated Local 89.2 1,855,493 2,081,304 225,811 1/1/2009 12/31/2009
CO Colorado Fire & Police 101.0 856,090 847,821 -8,269 1/1/2009 12/31/2009
CT Connecticut Teachers 70.0 15,271,000 21,801,000 6,530,000 6/30/2008 6/30/2009
CT Connecticut SERS 51.9 9,990,200 19,243,400 9,253,200 6/30/2008 6/30/2009
DC DC Police & Fire 100.7 3,048,400 3,027,900 -20,500 10/1/2009 9/30/2009
DC DC Teachers 92.2 1,445,000 1,567,500 122,500 10/1/2009 9/30/2009
DE Delaware State Employees 98.8 6,744,050 6,827,006 82,956 6/30/2009 6/30/2009
FL Florida RS 87.1 118,764,692 136,375,597 17,610,905 7/1/2009 6/30/2009
GA Georgia Teachers 91.9 54,354,284 59,133,777 4,779,493 6/30/2008 6/30/2009
GA Georgia ERS 85.7 13,613,606 15,878,022 2,264,416 6/30/2009 6/30/2009
HI Hawaii ERS 68.8 11,380,961 16,549,069 5,168,108 6/30/2008 6/30/2008
IA Iowa PERS 81.2 21,123,980 26,018,594 4,894,614 6/30/2009 6/30/2009
ID Idaho PERS 73.7 8,646,000 11,732,200 3,086,200 7/1/2009 6/30/2009
IL Illinois Teachers 52.1 38,026,044 73,027,198 35,001,154 7/1/2009 6/30/2009
IL Illinois Municipal 83.2 22,754,804 27,345,113 4,590,309 12/31/2009 12/31/2009
IL Illinois Universities 54.3 14,282,000 26,316,200 12,034,200 6/30/2009 6/30/2009
IL Chicago Teachers 73.3 11,493,255 15,683,242 4,189,987 6/30/2009 6/30/2009
IL Illinois SERS 43.5 10,999,954 25,298,346 14,298,392 6/30/2008 6/30/2009
IN Indiana PERF 97.5 9,293,952 9,034,573 -259,379 7/1/2008 6/30/2009
IN Indiana Teachers 48.2 9,034,048 18,750,063 9,716,015 6/30/2008 6/30/2009
KS Kansas PERS 58.8 11,827,619 20,106,787 8,279,168 12/31/2008 6/30/2009
KY Kentucky Teachers 63.6 14,885,981 23,400,426 8,514,445 6/30/2009 6/30/2009
KY Kentucky County 70.6 7,402,277 10,491,358 3,089,081 6/30/2009 6/30/2009
KY Kentucky ERS 46.7 5,297,114 11,332,961 6,035,847 6/30/2009 6/30/2009
LA Louisiana Teachers 59.1 13,500,766 22,839,411 9,338,645 6/30/2009 6/30/2009
LA Louisiana SERS 60.8 8,499,662 13,986,847 5,487,185 6/30/2009 6/30/2009
MA Massachusetts Teachers 63.0 21,262,462 33,738,966 12,476,504 1/1/2010 12/31/2009
MA Massachusetts SERS 76.5 19,019,062 24,862,421 5,843,359 1/1/2010 12/31/2009
MD Maryland Teachers 66.0 20,600,000 31,200,000 10,600,000 6/30/2009 6/30/2009
MD Maryland PERS 63.8 11,800,000 18,500,000 6,700,000 6/30/2009 6/30/2009
ME Maine State and Teacher 74.0 8,631,558 11,668,033 3,036,475 6/30/2008 6/30/2009
ME Maine Local 112.7 2,201,653 1,953,629 -248,024 6/30/2008 6/30/2009
MI Michigan Public Schools 83.6 45,677,000 54,608,000 8,931,000 9/30/2008 9/30/2009
MI Michigan SERS 82.8 11,403,000 13,766,000 2,363,000 9/30/2008 9/30/2009
MI Michigan Municipal 75.0 6,245,500 8,321,900 2,076,400 12/31/2008 12/31/2009
MN Minnesota Teachers 77.4 17,882,408 23,114,802 5,232,394 7/1/2009 6/30/2009
MN Minnesota PERF 70.0 13,158,490 18,799,416 5,640,926 6/30/2009 6/30/2009
MN Minnesota State Employees 85.9 9,030,401 10,512,760 1,482,359 6/30/2009 6/30/2009
MN St. Paul Teachers 72.2 1,049,954 1,454,314 404,360 6/30/2009 6/30/2009
MN Duluth Teachers 76.5 279,256 364,811 85,555 7/1/2009 6/30/2009
MO Missouri Teachers 79.9 28,826,075 36,060,121 7,234,046 6/30/2009 6/30/2009
MO Missouri State Employees 83.0 7,876,079 9,494,807 1,618,728 6/30/2009 6/30/2009
MO Missouri Local 80.0 3,330,663 4,161,775 831,112 2/28/2009 6/30/2009
MO Missouri PEERS 80.7 2,792,182 3,458,044 665,862 6/30/2009 6/30/2009
MO Missouri DOT and Highway 47.3 1,471,497 3,113,394 1,641,897 6/30/2009 6/30/2009



Appendix B

State Plan

Actuarial 
Funding 

Ratio (%)

Actuarial 
Value of 

Assets ($000s)
Liabilities 

($000s)

Unfunded 
Accrued 
Liability 
($000s)

Latest 
Actuarial 
Valuarion 

Date As of FYE
MO St. Louis School Employees 87.6 963,900 1,099,900 136,000 1/1/2009 12/31/2009
MS Mississippi PERS 67.3 20,597,581 30,594,546 9,996,965 6/30/2009 6/30/2009
MT Montana PERS 83.5 4,002,212 4,792,819 790,607 6/30/2009 6/30/2009
MT Montana Teachers 63.8 2,762,200 4,331,000 1,568,800 7/1/2009 6/30/2009
NC North Carolina Teachers and 99.3 55,127,658 55,518,745 391,087 12/31/2008 6/30/2009
NC North Carolina Local 99.6 17,100,739 17,173,975 73,236 12/31/2008 6/30/2009
ND North Dakota Teachers 77.7 1,900,300 2,445,900 545,600 7/1/2009 6/30/2009
ND North Dakota PERS 85.1 1,617,100 1,901,200 284,100 6/30/2009 6/30/2009
NE Nebraska Schools 86.6 7,007,582 8,092,339 1,084,757 7/1/2009 6/30/2009
NH New Hampshire Retirement 58.3 4,937,320 8,475,052 3,537,732 6/30/2009 6/30/2009
NJ New Jersey Teachers 65.0 34,708,001 53,418,429 18,710,428 6/30/2009 6/30/2009
NJ New Jersey PERS 64.9 28,879,176 44,470,403 15,591,227 6/30/2009 6/30/2009
NJ New Jersey Police & Fire 70.7 22,937,838 32,442,101 9,504,263 6/30/2009 6/30/2009
NM New Mexico PERF 84.2 12,575,142 14,932,624 2,357,482 6/30/2009 6/30/2009
NM New Mexico Teachers 67.5 9,366,300 13,883,300 4,517,000 6/30/2009 6/30/2009
NV Nevada Regular Employees 73.4 19,158,282 26,087,621 6,929,339 6/30/2009 6/30/2009
NV Nevada Police Officer and 68.9 4,813,594 6,987,537 2,173,943 6/30/2008 6/30/2009
NY NY State & Local ERS 107.3 128,916,000 120,183,000 -8,733,000 4/1/2008 3/31/2009
NY New York State Teachers 106.6 88,254,700 82,777,500 -5,477,200 6/30/2008 6/30/2009
NY New York City ERS 79.7 40,722,200 51,063,300 10,341,100 6/30/2008 6/30/2009
NY New York City Teachers 66.9 33,902,600 50,667,600 16,765,000 6/30/2008 6/30/2009
NY NY State & Local Police & 108.0 22,767,000 21,072,000 -1,695,000 4/1/2008 3/31/2009
OH Ohio PERS 75.3 55,315,148 73,466,166 18,151,018 12/31/2008 12/31/2009
OH Ohio Teachers 60.0 54,902,859 91,440,955 36,538,096 6/30/2009 6/30/2009
OH Ohio School Employees 82.0 9,723,000 14,221,000 4,498,000 6/30/2009 6/30/2009
OH Ohio Police & Fire 65.1 9,309,000 14,307,000 4,998,000 1/1/2008 12/31/2009
OK Oklahoma Teachers 49.8 9,439,000 18,950,900 9,511,900 6/30/2009 6/30/2009
OK Oklahoma PERS 66.8 6,208,245 9,291,458 3,083,213 7/1/2009 6/30/2009
OR Oregon PERS 80.2 43,520,600 54,259,500 10,738,900 12/31/2008 6/30/2009
PA Pennsylvania School 86.0 60,922,100 70,845,600 9,923,500 6/30/2008 6/30/2009
PA Pennsylvania State ERS 84.4 30,205,000 35,797,000 5,592,000 12/31/2009 12/31/2009
RI Rhode Island ERS 56.2 6,231,411 11,083,014 4,851,603 6/30/2007 6/30/2008
RI Rhode Island Municipal 90.3 1,064,615 1,179,233 114,618 6/30/2007 6/30/2008
SC South Carolina RS 69.3 24,699,678 35,663,419 10,963,741 7/1/2008 6/30/2009
SC South Carolina Police 77.9 3,363,136 4,318,955 955,819 7/1/2008 6/30/2009
SD South Dakota PERS 91.8 6,778,500 7,387,400 608,900 6/30/2008 6/30/2009
TN TN State and Teachers 96.2 26,214,995 27,240,151 1,025,156 7/1/2007 6/30/2009
TN TN Political Subdivisions 89.5 4,897,974 5,475,620 577,646 7/1/2007 6/30/2009
TX Texas Teachers 83.1 106,384,000 128,030,000 21,646,000 8/31/2009 8/31/2009
TX Texas ERS 87.4 23,509,622 26,907,779 3,398,157 8/31/2009 8/31/2009
TX Texas County & District 89.8 16,564,213 18,448,162 1,883,949 12/31/2009 12/31/2009
TX Texas Municipal 75.8 16,305,700 21,525,100 5,219,400 12/31/2009 12/31/2009
TX Houston Firefighters 95.6 2,945,100 3,080,500 135,400 7/1/2008 6/30/2009
TX City of Austin ERS 71.8 1,672,500 2,330,900 658,400 12/31/2009 12/31/2009
TX Texas LECOS 86.1 780,808 907,102 126,294 8/31/2009 8/31/2009
UT Utah Noncontributory 85.6 16,622,548 19,429,734 2,807,186 12/31/2009 12/31/2009
VA Virginia Retirement System 84.0 52,548,000 62,554,000 10,006,000 6/30/2008 6/30/2009
VA Fairfax County Schools 76.9 1,733,946 2,255,298 521,352 12/31/2008 6/30/2009
VT Vermont Teachers 65.4 1,374,079 2,101,838 727,759 6/30/2009 6/30/2009
VT Vermont State Employees 78.9 1,217,638 1,544,144 326,506 6/30/2009 6/30/2009
WA Washington PERS 2/3 101.1 16,692,700 16,508,000 -184,700 6/30/2008 6/30/2009
WA Washington PERS 1 70.9 9,852,900 13,901,000 4,048,100 6/30/2008 6/30/2009
WA Washington Teachers Plan 1 76.8 8,262,300 10,753,900 2,491,600 6/30/2008 6/30/2009
WA Washington Teachers Plan 2/3 107.9 5,681,000 5,263,800 -417,200 6/30/2008 6/30/2009
WA Washington LEOFF Plan 1 128.0 5,592,500 4,367,700 -1,224,800 6/30/2008 6/30/2009
WA Washington LEOFF Plan 2 126.4 5,052,700 3,998,200 -1,054,500 6/30/2008 6/30/2009
WA Washington School Employees 104.3 2,302,600 2,207,300 -95,300 6/30/2008 6/30/2009
WI Wisconsin Retirement System 99.8 78,911,300 79,104,600 193,300 12/31/2009 12/31/2009
WV West Virginia PERS 79.7 3,930,701 4,930,158 999,457 7/1/2009 6/30/2009
WV West Virginia Teachers 41.3 3,554,771 8,607,869 5,053,098 6/30/2009 6/30/2009
WY Wyoming Public Employees 87.5 5,742,542 6,565,677 823,135 1/1/2010 12/31/2009

Total 79.8 $2,561,175,228 $3,208,469,565 $647,294,337



Appendix C 
Selected recent changes to public pension plan designs and financing structures 

 
 

Change Affected Plans 

Higher employee 
contributions 

Arizona SRS, California PERF, Colorado PERA, Iowa PERS, Minnesota 
PERA, Minnesota TRA, Mississippi PERS, Missouri SERS, New Mexico 
ERB, New Mexico PERA, New York State & Local RS, New York STRS, 
Vermont TRS, Virginia RS 

Increased normal 
retirement provisions 
(age, years of service, 
and/or vesting period) 

Arizona SRS, California PERF, Colorado PERA, Iowa PERS, Illinois SERS, 
llinois SURS, Illinois TRS, Kentucky RS, Kentucky TRS, Michigan PSRS, 
Minnesota PERA, Minnesota SRS, Mississippi PERS, Missouri SERS, 
Nevada PERS, New Jersey PERS, New Mexico ERB, New Mexico PERA, 
New York State & Local RS, New York State TRS, Rhode Island ERS, 
Texas TRS, Utah RS, Vermont TRS, Virginia RS 

Lower benefit accrual California PERF, Nevada PERS, New Jersey PERS, Utah RS 

Lower automatic cost-of-
living adjustment 

Colorado PERA, Illinois SERS, llinois SURS, Illinois TRS, Minnesota PERA, 
Minnesota TRA, Rhode Island, South Dakota RS, Virginia RS 

 



Sick Leave Conversion at Retirement 
 
Units 1, 2, 3, Confidential Office and Clerical, Supervisory and Professional  
 
Upon retirement, employees who have accumulated a minimum of seven 
hundred and fifty (750) qualifying hours or more of accrued and unused sick 
leave shall be eligible for payment of an amount of compensation equal to twenty 
five (25%) of his base hourly rate for all hours in excess of two hundred and fifty 
(250) hours. 
 
 
Middle Managers and Executives 
 
Upon retirement, those employees who have accumulated a minimum of seven 
hundred and fifty (750) qualifying hours or more of accrued and unused sick 
leave shall be eligible for payment of an amount of compensation equal to twenty 
(20%) of his base hourly rate for all hours. 
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City of Phoenix Employees' Retirement System
Vacation Payout and Monthly Final Average Compensation

for 2009 - 2010 Retirees
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City of Phoenix Employees' Retirement System
Sick Leave Payout and Monthly Final Average Compensation

for 2009 - 2010 Retirees
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Public Safety Public Safety Elected General

Fire Police Officials Employees

Employer Contribution Rates:

2011-12 25.76% 25.63% 32.99% 18.18%

2010-11 23.49% 23.51% 29.79% 16.04%

2009-10 24.41% 24.31% 26.25% 14.35%

2008-09 25.70% 25.02% 28.00% 11.78%

2007-08 20.13% 19.03% 20.21% 12.12%

2006-07 15.87% 15.63% 18.55% 11.66%

2005-06 13.80% 13.97% 20.54% 11.20%

2004-05 10.60% 10.51% 14.54% 9.97%

2003-04 6.59% 6.43% 13.49% 9.17%

2002-03 3.39% 2.58% 7.55% 6.86%

Employee Contribution Rates:

Rate 7.65% 7.65% 7.00% 5.00%

Effective Since 1998 1991 1988 1973

City of Phoenix

10 Year History of Pension Contribution Rates

4/4/2011




