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Joint Committee on Pensions 

2012 Interim Report  
 

 

 Over the course of three meetings during the 2012 interim, the Joint Committee on 

Pensions addressed two pension topics and five legislative proposals requested by the Board of 

Trustees for the State Retirement and Pension System (SRPS).    
 

 

Results of 2012 Actuarial Valuation and Fiscal 2014 Contribution Rates 
 

 As shown in Exhibit 1, the fiscal 2014 aggregate State contribution rate is 18.54%.  This 

rate includes the additional reinvestment payment of $300.0 million.  Pension reform enacted 

during the 2011 legislative session (Chapter 397) required an additional payment based on the 

savings generated by the 2011 reforms, capped at $300.0 million.  Most pension experts agree 

that an 80.0% funding level is adequate to meet future obligations, but the State was not 

projected to reach that level until 2026.  Chapter 397 established a goal that the State should 

achieve 80.0% funding within 10 years, or by fiscal 2023.  To accomplish that objective, it 

required that a portion of the savings generated by the benefit restructuring be reinvested in the 

pension fund to pay down the unfunded liabilities.  Based on statutory requirements, the amount 

of reinvested savings added to the annual contribution was $190.8 million in fiscal 2013.  

Beginning in fiscal 2014 and each successive year, the statute requires a reinvested savings 

contribution of $300.0 million.  The increase in the reinvestment, along with increases from 

changes to the demographic assumptions adopted by the board during the interim, represent a 

significant portion of the rate increase from fiscal 2013.   
 

 

 

Exhibit 1 

State Pension Contribution Rates 
Fiscal 2013 and 2014 

 

 
 

FY 2013* 

 

FY 2014^ 

Plan Rate $ in Millions Rate $ in Millions 

     

Teachers 15.30%  $982  17.94% $1,129  

Employees 14.05%  447  16.84% 532  

State Police 64.57%  51  71.85% 59  

Judges 61.18%  25  50.92% 21  

LEOPS 50.14%  44  57.72% 51  

Aggregate 15.80%  $1,549  18.54% $1,792  
 

 

LEOPS:  Law Enforcement Officers’ Pension System 

*Includes reinvested savings amount of $190.8 million. 

^Includes reinvested savings amount of $300.0 million. 

Note:  Contribution rates reflect State funds only, excluding municipal contributions. 
 

Source:  Gabriel, Roeder, Smith & Co. 
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The dollar contributions for fiscal 2013 and 2014 shown in Exhibit 1 reflect both the base 

contributions generated by the contribution rates and the additional reinvested savings.  Total 

fiscal 2014 State contributions increase by $243.0 million over fiscal 2013 contributions.  The 

State’s contributions are currently projected to bring the system to 80% funding by 2023.  The 

system’s actuarial liability for State members is approximately $53.7 billion and the actuarial 

value of State assets was $34.1 billion, leaving an unfunded liability of $19.6 billion, or a 

64.4% actuarial funding ratio.   

 

 

State Retirement and Pension System Investment Performance 
 

For the first time in three years, the system’s investment returns fell short of its 

investment return target of 7.75% by a significant margin.  Public equity markets worldwide 

struggled through fiscal 2012, led by the fiscal and credit crises in the Eurozone countries.  

Broad indices of public equities demonstrate just what a difficult year it was in that asset class.  

The MSCI international index declined 14.57%, and the U.S. domestic S&P 500 index rose just 

5.45%.  As public equities make up 42.4% of the portfolio, the system was not able to achieve its 

investment target with such weak performance from public equities. 

 

The system’s investment portfolio returned 0.36% net of management fees in fiscal 2012.    

The strongest performing asset classes in fiscal 2012 were real estate (8.73%) and fixed income 

(8.25%), which were also the only two asset classes to outperform the system’s assumed rate of 

return of 7.75%.  Private equity also performed well, earning 7.49%.  Driven by weak 

international markets, the two weakest asset classes, and the only two to earn negative returns for 

the fiscal year, were international equity (-14.49%) and global equity (-6.34%), which includes a 

mix of domestic and international stocks. 

 

 According to the Trust Universe Comparison Service (TUCS), the system’s 

fiscal 2012 investment performance placed it in the bottom half among 22 public pension funds 

with at least $25 billion in assets.  The system’s fiscal 2012 performance placed it at the 

seventy-fifth percentile.  Maryland’s ranking, therefore, represents a modest improvement from 

its performance in the eighty-seventh percentile ranking from a year earlier.  On a three-year 

basis, the fund continues to perform near the median, as was the case last year; this is driven 

largely by strong relative returns in fiscal 2010.  However, on a 10-year basis, the system still 

ranks near the bottom of large public pension funds.  The TUCS’s rankings are based on returns 

gross of fees. 
 

Performance of active managers within the SRPS portfolio has been inconsistent.  Over 

the past three years, domestic equity active managers have dramatically underperformed passive 

managers tracking the Russell 1000 and 3000 indices.  With regard to international equity, active 

managers have only slightly overperformed passive managers.  By contrast, fixed income active 

managers have dramatically overperformed passive managers tracking the Barclays Aggregate 

Bond index over the past three years.   
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The Department of Legislative Services (DLS) has repeatedly and consistently raised 

concerns about the performance of the system’s domestic equity asset managers.  For at least the 

last five years, DLS has recommended that the SRPS scale back its active management in 

domestic equity.  These recommendations have been driven not only by the consistently poor 

performance of those managers but also because of the recognized difficulty in outperforming 

market indices in this asset class.  In short, consistently “beating the market” is very difficult to 

do in the American stock markets, and paying substantial fees to managers to try to do so is often 

not cost effective.  The State Retirement Agency (SRA) advises that, over the past year, it has 

taken steps to restructure the system’s domestic equity portfolio, in part to deemphasize the role 

of active management.  

 

 

Optional Retirement Program ‒ Retiree Health Benefits 
 

In 1975, the State established the Optional Retirement Program (ORP), which is a 

defined contribution program for certain eligible employees of public higher education 

institutions.  Eligible employees are:  

  

 members of the faculty of the University System of Maryland, Morgan State University, 

St. Mary’s College of Maryland, or a community college;  

 

 certain professional employees of the Maryland Higher Education Commission, 

community colleges, Morgan State University, and St. Mary’s College of Maryland; and  

 

 nonclassified employees of the University System of Maryland.  

 

Eligible public higher education employees must elect to participate in either 

(1) the ORP; or (2) the Teachers’ Pension System (TPS); or (3) the Employees’ Pension System 

(EPS).  Federal tax law requires the choice to join the ORP to be a one-time, irrevocable decision 

that must be made within one year of becoming eligible to join the ORP.  

 

Because of differences between retiree health benefits for certain State employees 

compared to ORP employees, the 2012 Joint Chairmen’s Report requested the joint committee to 

examine the retiree health benefits of the ORP compared to employees in the State pension plans.  

The joint committee was briefed on the legislative history of ORP retiree health benefits, 

comparisons between TPS/EPS and ORP retiree health benefits, and additional comparisons 

between the TPS/EPS and the ORP. 

 

Legislative History of ORP Retiree Health Benefits  
 

When the ORP was first established in 1975 by Chapter 556, the legislation did not 

include any provisions regarding retiree health benefits for ORP members.  Therefore, ORP 

members were not initially eligible for retiree health benefits.  
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In 1984, Chapter 290 established eligibility for ORP employees, spouses, and children to 

receive retiree health benefits.  Future ORP retirees were authorized to participate in the State’s 

health insurance program and they became eligible to receive a State health insurance subsidy.  

ORP retirees were eligible to receive (1) a prorated health insurance subsidy if the retiree had at 

least 5 years of service, but less than 16 years of service; or (2) the maximum health insurance 

subsidy if the retiree had at least 16 years of service.  The spouses and children of ORP retirees 

were also authorized to participate in the State’s health insurance program.  However, they were 

not eligible for a State subsidy, so ORP dependents had to pay the full cost if they wanted to 

participate in the State’s retiree health insurance program.  

 

In 1993, Chapter 479 provided a State retiree health insurance subsidy for ORP spouses 

and children.  If the ORP retiree had at least 25 years of service, the retiree’s spouse and children 

were eligible to receive the maximum State retiree health insurance subsidy; however, the 

retiree’s spouse and children were not eligible for a prorated subsidy.  

 

Comparison Between TPS/EPS and ORP Retiree Health Benefits 
 

 Eligibility Criteria for Maximum State Retiree Health Subsidy for Retiree Only 

 

In both the TPS/EPS and the ORP, employees hired prior to July 1, 2011, are eligible to 

receive the maximum State retiree health insurance subsidy with at least 16 years of State 

service.  However, in the ORP, the employee must have made contributions to a Maryland ORP 

account for at least 16 years and must retire directly from a Maryland higher education 

institution.  Also, TPS/EPS retirees have two additional options to qualify for a maximum State 

health insurance subsidy:  (1) retire directly from State service with a disability retirement; or 

(2) have retired from State service before July 1, 1984.      

 

In both the TPS/EPS and the ORP, employees hired on or after July 1, 2011, are eligible 

to receive the maximum State retiree health insurance subsidy with at least 25 years of State 

service.  Again, the ORP employee must have made contributions to a Maryland ORP account 

for at least 25 years and must retire directly from a Maryland higher education institution.  

TPS/EPS retirees have one additional option to qualify for a maximum State health insurance 

subsidy:  retire directly from State service with a disability retirement.      

 

Eligibility Criteria for Prorated State Retiree Health Subsidy for Retiree Only     

 

In both the TPS/EPS and the ORP, employees hired prior to July 1, 2011, are eligible to 

receive a prorated State retiree health insurance subsidy with at least 5 years of service, but less 

than 16 years of service.  TPS/EPS employees must retiree directly from State service and ORP 

employees must retire directly from a Maryland higher education institution.  In the ORP, the 

employee must have made contributions to a Maryland ORP account for the same number of 

years of service.  The prorated subsidy for a retiree with 10 years of service is 10/16 of the 

maximum State subsidy.     
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In both the TPS/EPS and the ORP, employees hired on or after July 1, 2011, are eligible 

to receive a prorated State retiree health insurance subsidy with at least 10 years of service, but 

less than 25 years of service.  TPS/EPS employees must retiree directly from State service and 

ORP employees must retire directly from a Maryland higher education institution.  In the ORP, 

the employee must have made contributions to a Maryland ORP account for the same number of 

years of service.  The prorated subsidy for a retiree with 15 years of service is 15/25 of the 

maximum State subsidy.     

 

Eligibility Criteria for Maximum State Retiree Health Subsidy for Dependents     

 

In the TPS/EPS, dependents receive the maximum State health insurance subsidy if the 

retiree meets the requirements for the maximum State subsidy, which is 16 years of service or 

25 years of service, depending on the date of hire.   

 

In the ORP, dependents receive the maximum State health insurance subsidy only if the 

retiree has 25 years of service, regardless of date of hire.  

 

Eligibility Criteria for Pro-rated State Retiree Health Subsidy for Dependents     
 

In the TPS/EPS, dependents receive a prorated State health insurance subsidy if the 

retiree meets the requirements for a prorated State subsidy, which is at least 5 years of service, 

but less than 16 years of service; or at least 10 years of service, but less than 25 years of service, 

depending on the date of hire.   

 

There is no prorated State health insurance subsidy for dependents of ORP retirees.   

 

Additional Comparisons Between the TPS/EPS and the ORP  
 

In addition to the retiree health benefit differences, there are several other differences 

between the TPS/EPS and the ORP.  The TPS/EPS is a defined benefit plan with a fiscal 2013 

State contribution rate of 13.29% for the teachers’ systems, 12.29% for the employees’ systems, 

and a mandatory employee contribution of 7.0% of salary.  In contrast, the ORP is a defined 

contribution plan with a State contribution rate of 7.25% and employees are prohibited from 

contributing to the ORP account.  Other differences include a vesting requirement for the 

TPS/EPS while ORP employees have greater portability with their ORP account balances.          

         

While the joint committee recognizes that there are differences in eligibility for the 

maximum and prorated State retiree health insurance subsidy for TPS/EPS dependents 

compared to ORP dependents, more information is needed before the joint committee can 

make a recommendation on this issue.  Therefore, the joint committee requests that the 

institutions of higher education that have employees in the ORP work together with the 

Department of Budget and Management to gather additional data on ORP employees and 

retirees and their dependents.     
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Pension System Funding Study 
 

 During the 2011 interim, the Board of Trustees for the SRPS made a proposal to the joint 

committee to change the amortization of unfunded pension liabilities and to phase out the 

corridor funding method.  The 2012 Joint Chairmen’s Report required DLS and SRA to examine 

the funding method, amortization of unfunded liabilities, and the actuarial assumptions of the 

SRPS, and to develop a plan to phase out the corridor funding methodology in light of the 

board’s 2011 proposal and the goals of the 2011 pension reform.     

 

 Joint Study Proposal 
 

 Over the interim, DLS and SRA requested the system actuary to run projections based on 

the structure of the board’s prior proposal and also to account for changes in the demographic 

assumptions adopted by the board as well as potential economic assumption changes.  Under the 

change to the amortization, all current unfunded liabilities would be amortized over a 25-year 

closed period.  At the end of the 25-year period, all unfunded liabilities are expected to be paid 

off, with the system at 100% funded status.   

 

 The corridor method would be phased out over a 10-year period.  The corridor method 

currently requires the prior year’s rate plus 20% of the difference between the prior year’s rate 

and the actuarial rate.  The first year of the 10-year phase out would use the prior year’s rate, 

plus 28% of the difference between the prior year’s rate and the actuarial rate.  After 10 years, 

the contribution rate would be the actuarially determined rate.   

 

 The board updated the demographic assumptions over the interim, and these are 

incorporated into the projections run by the actuary.  The board did not make any changes to the 

economic assumptions but did indicate that the matter would be taken up again for the 

2013 valuation.  In anticipation of any potential changes to the economic assumptions, the 

projections assumed that for the fiscal 2015 budget, the board would have lowered the inflation 

assumption to 2.8% to coincide with changes made by Social Security.  Additionally, the 

projections assume that the board would lower the investment return assumption from 7.75 to 

7.55% by five basis points over a four-year period.  The projections also assume that any 

legislative changes to phase out the corridor methodology and to change the amortization would 

begin in fiscal 2015, to coincide with any changes to the economic assumptions.    

 

 Joint Study Findings 
 

 While the corridor method has previously resulted in reduced employer contributions, 

working the investment losses sustained since its inception through the corridor method will 

have significant impact on the employer contribution in the out-years.  A change to the 

amortization of unfunded liabilities along with a phasing out of the corridor funding will allow 

the corridor method to be ended and will reduce employer contributions.  The expected changes 

that the board of trustees will make in the following year to the economic assumptions would 

provide additional savings in the first few years, while also adjusting the investment return 
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assumption downward, consistent with actions taken by other plans across the country.  The 

proposed changes result in substantial reductions to employer contributions, while preserving the 

goals of the 2011 pension reform. 

 

 The joint committee will sponsor legislation to change the amortization of unfunded 

liabilities to a closed 25-year period and to phase out corridor funding in the Employees’ 

and Teachers’ systems over a 10-year period which will return the system to an actuarially 

sound funding methodology.  The legislative changes shall become effective to be used in 

determining contributions for the fiscal 2015 budget. 

 

 

Board Requested Legislation 
 

 Forty-Five Day Break in Service ‒ Reemployment 
  

 Each of the several systems provides, under various provisions of the State Personnel and 

Pensions Article, that an individual who is receiving a normal service retirement allowance may 

not be reemployed within 45 days of the individual’s retirement if the individual is reemployed 

by the same employer from which the individual retired.  These provisions were added to the 

State Personnel and Pensions Article to protect the SRPS’s tax qualified status under the Internal 

Revenue Code (IRC) by ensuring that there has been a bona fide break in service between 

employment and retirement in instances when the individual has retired prior to reaching normal 

retirement age.  In addition, these provisions were added to protect a reemployed retiree from 

receiving a 10% premature distribution tax in instances when a retiree begins receiving benefits 

prior to age 59½.  Section 72(t) of the IRC provides that, in those instances, regardless of 

whether the individual has reached normal service retirement age, this penalty may be imposed if 

an individual retires prior to age 59½ and cannot show that there has been a clear separation from 

employment for the retiree. 

 

 Based on various cases, revenue rulings, and information letters from the Internal 

Revenue Service (IRS), it is unlikely that, without a significant break in service between 

retirement and reemployment, IRS would consider a retiree as separating from employment if 

there was no change in services rendered or a reduction in work schedule.  In light of this 

interpretation of “separation from employment,” tax counsel for the SRPS has advised that the 

more differences there are between the individual’s last job before retirement and the job being 

performed when the person is rehired, and the longer the break between the date of retirement 

and date of rehire, the more likely it is that IRS will consider it a bona fide retirement.  

Accordingly, this will protect the SRPS’s tax qualified status and the retiree from incurring a 

10% premature distribution tax when there has not been a legitimate separation from 

employment. 

 

 Staff for SRA has encountered many situations where individuals retire from one of the 

several systems and without incurring any break in service, return to work within days of 

retirement for a different participating employer of the SRPS, performing essentially the same 
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duties the individual was performing prior to retirement.  However, because technically these 

individuals are not returning to work for the same employer from which they retired, SRA may 

not require they assume a bona fide break in service of 45 days.   

 

 The board is requesting legislation that would amend provisions in each of the several 

systems addressing reemployment of retirees to impose a 45-day break in service for all retirees, 

including disability retirees, who are reemployed by a participating employer in the SRPS.  The 

board indicates these changes would protect the SRPS’s tax qualified status and retirees from 

incurring a 10% premature distribution tax. 

 

 The joint committee will sponsor the requested legislation. 

 

 Overpayments  
 

 Section 21-113(b) of the State Personnel and Pensions Article provides that the Board of 

Trustees of the SRPS may recover the amount of any improper payment.  This provision further 

provides the process the board is required to follow in order to recover any overpayment.  

Specifically, § 21-113(b)(2)(ii) provides that “the Board of Trustees may adjust any future 

monthly payments of that person’s allowance to recover the amount owed.” 

  

 SRA recently encountered a situation where, following the death of a retiree, the agency 

discovered that prior to the retiree’s death, the retiree had received improper payments from the 

SRPS in excess of what he was entitled.  In accordance with § 21-113(b) and in following its 

past practice, SRA attempted to recover the overpayment from the benefits paid to the deceased 

retiree’s beneficiary.  However, in this instance, the designated beneficiary’s attorney argued that 

under § 21-113(b)(2)(ii), SRA may only offset the retiree’s benefit, not the beneficiary’s benefit. 

 

 The board requested that § 21-113(b) be amended to allow the board to recover from the 

survivor benefit paid to a designated beneficiary of a deceased retiree, any improper payments 

made to that retiree but not discovered until after the retiree was deceased. 

 

 In addition, the board also requested that § 21-113(a) be clarified that the board is 

required to correct any error that results in a retiree or beneficiary receiving a benefit that differs 

from the benefit to which they are entitled.  Presently, § 21-113(a) states that the board may only 

correct an error in the records of the several systems. 

 

 The joint committee decided to sponsor the requested legislation to make changes to 

§ 21-113(a) to allow the board to make corrections to any errors that result in benefit 

payments that differ from the benefit to which a retiree or beneficiary is entitled.  Based on 

the concerns about the potential impact of recovery of overpayments from beneficiaries, 

the joint committee decided it would not sponsor legislation to make the requested changes 

to § 21-113(b).  
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 Administrative Fees – Participating Governmental Units 

 The 2011 pension reform included provisions that require participating governmental 

units to pay their prorated share of the administrative costs of SRA, based on the number of their 

employees who are members of the Employees’ Pension System or the Employees’ Retirement 

System.  Specifically, § 21- 316(e)(2) of the State Personnel and Pensions Article states that a 

participating governmental unit shall make its administrative fee payments to SRA on a quarterly 

basis.  However, § 21-316(e)(6) further states that a participating governmental unit may then 

deduct the total amount paid in administrative fees from the total amount of the annual employer 

contributions made by that participating governmental unit. 

 

 Prior to the enactment of the administrative fees, operating expenses for a participating 

governmental unit were withdrawn from the accumulation fund of the trust.  In the following 

fiscal year, this amount would be amortized over 25 years, and 1/25 of the amount that was used 

for operating expenses in the previous fiscal year would be included in the annual employer 

contribution for that participating governmental unit.  This would serve as a long-term 

reimbursement to the accumulation fund for those operating expenses.  Now, with SRA 

receiving its operating expenses directly from a participating governmental unit, the agency no 

longer draws these funds from the accumulation fund.  Accordingly, the amount paid in 

administrative fees will no longer need to be amortized and included in a participating 

governmental unit’s future annual employer contribution.  Moreover, because the amortized 

amount of administrative fees is no longer included in future employer contributions, it would be 

erroneous on the part of SRA to allow the participating governmental unit to deduct the amount 

paid in administrative fees from its annual employer contributions. 

 

 The board is requesting legislation to repeal § 21-316(e)(6) which allows a participating 

governmental unit to deduct its administrative fees from its annual employer contributions.  The 

board indicates there is no cost associated with this proposal.  This legislation will prevent the 

underfunding of the SRPS by the amount of administrative fees that a participating governmental 

unit may deduct from its employer contributions. 

  

 The joint committee decided to sponsor the requested legislation, but the committee 

had concerns about the effects on State and local governments.  The joint committee 

intends to review use of the administrative fee method of funding SRPS administrative 

costs. 

 

 Unused Sick Leave Calculation 

 Section 20-206 of the State Personnel and Pensions Article provides that at the time of 

retirement, a member may receive creditable service for unused sick leave.  This section further 

states that a member may not earn more than 15 days of sick leave per year as an active 

employee with a participating employer and that if a participating employer provides more than 

15 days of sick leave per year, the board shall reduce the member’s accumulated sick leave by 

the lesser of: 
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 the days of sick leave used by the member in that year; or 

 

 the number of days of sick leave provided by the participating employer for that year, 

less 15 days. 

 

 Participating employers that provide more than 15 days of sick leave per year are 

generally the local boards of education.  However, because these employers only report total 

cumulative sick leave to SRA, SRA indicates it is not possible to perform the calculation 

provided under § 20-206(e)(3)(iii).  Instead, SRA determines based on the total number of years 

of service the member has earned, what the maximum amount of service credit the member 

could have received at a rate of 15 days per year.  Based on this number, SRA then determines 

that amount of creditable service to which the member is entitled. 

  

 Because it is not possible for the agency to perform the current calculation required under 

§ 20-206(e)(3)(iii), to avoid confusion for members who are employed by participating 

employers who provide more than 15 days of sick leave per year, the board is requesting 

legislation to amend this subparagraph to clarify the calculation that SRA actually performs.  The 

board indicates there is no cost associated with this proposal because it will codify existing 

agency practice. 

  

 The joint committee will sponsor the requested legislation. 

 

 Cost-of-living Adjustments 

 Chapter 599 of 2011 required SRA to review § 24-401 and Title 29, Subtitle 4 of the 

State Personnel and Pensions Article and make recommendations to the joint committee to 

provide accuracy and clarity to the provisions governing cost-of-living adjustments (COLA) for 

retirees of the several systems.  During the 2011 interim, SRA submitted draft legislation to the 

joint committee that was introduced during the 2012 session (House Bill 808/Senate Bill 879).  

However, while the bills were being considered before the legislature, SRA and DLS determined 

that Title 29 would be better served if a more comprehensive revision was undertaken.  After 

discussions with both the subcommittee chairs of the Senate Pensions Subcommittee and House 

Oversight Committee on Pensions, they agreed to hold the bills with the expectation that a more 

extensive revision of § 24-401 and Title 29, Subtitle 4 of the State Personnel and Pensions 

Article would be presented to the joint committee during the 2012 interim. 

 

 The board is requesting legislation to amend § 24-401 and Title 29, Subtitle 4 to reflect 

SRA practice and computer programming used by the agency to calculate COLAs each year.  

This proposed legislation would not make any substantive changes to the COLA calculations for 

any of the several systems.  There board indicates there is no cost associated with this request. 

 

 The joint committee will sponsor the requested legislation. 
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Purpose of the Actuarial Valuation 

 Measure the financial position of SRPS 

 Assist the Board in establishing State and PGU 
contribution rates: 

► Allocate investment income among pools within Systems 

► Work closely with SRA staff exchanging and reconciling 
information 

► Determine amortization bases and payments 

 Determine actuarial and statutory contribution rates 
with reinvested savings for FY 2014 

 Provide disclosure information for financial reporting 

 Analyze aggregate experience over the last year 
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2011 General Assembly Reforms 

Current members of Teacher’s Retirement and 
most current members of Employees Retirement 
are not affected  

Current Members in the TPS, EPS, CORS, SPRS, 
and LEOPS are affected as follows: 

►Future service COLA capped at 2.5% or 1% if 7.75% 
investment return target is not met 

►TPS employee rate increased from 5% to 7% 

►EPS employee rate increased from 5% to 7% 

►LEOPS employee rate increased from 4% to 6% to 7% 

4 
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2011 General Assembly Reforms 

New Hires under ACPS 

►Benefit accrual rate decreased from 1.8% to 1.5% 

►Future service COLA capped at 2.5% or 1% if 7.75% 
investment return target is not met 

►Final average compensation period increased from 3 
to 5 years 

►Vesting period increased from 5 to 10 years 

►Normal retirement eligibility at age 65 with 10 years 
of service or Rule of 90 

 

5 
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Effect on Funding 

Maintenance of Effort 

►Savings from reforms are reinvested in the  State 
Retirement and Pension System  

►$120M is deducted from reform savings reinvestment 
in FY 2012 and FY 2013 

►Reinvested savings capped at $300M per year 
thereafter 

6 
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Variables Affecting Valuation Results 

 New assumptions and methods for valuation as of June 
30, 2012 
► Demographic actuarial assumptions based on the 2006-2010 

experience study 

 Assumptions and methods continued from prior 
valuation 
► Economic Assumptions 

• Investment return assumption of 7.75% and price inflation assumption of 
3.0% 

► Asset valuation method (using 20% market value collar, 5-year 
smoothing) 

► Amortization policy (individual G/L bases for each year 
amortized over 25-year closed period) 

► Corridor funding method for Teachers and Employees-State 
7 

17



Primary Assumptions & Methods 

The valuation results are developed using: 
 

►7.75% investment return; 3.5% payroll growth 

►Entry Age Normal Actuarial Cost Method 

►2.75% COLA for service where COLA is capped at 3% 

►2.95% COLA for service where COLA is capped at 5% 

►3.00% COLA for service where COLA is not capped 

►1.70% COLA for service earned after July 1, 2011 where 
the COLA is capped at 2.5% in years when the System 
earns at least 7.75% or capped at 1% in years when the 
System earns less than 7.75% 

 
8 
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Demographic Data 

9 

2011

Number Counts State PGU Total Total %  Chg

Active Members 167,512 25,482 192,994 195,059 -1.1%

Vested Former Members 44,625 6,605 51,230 50,911 0.6%

Retired Members 117,567 14,926 132,493 127,171 4.2%

Total Members 329,704 47,013 376,717 373,141 1.0%

Total Valuation Payroll ($ in Millions) $9,283.1 $1,053.4 $10,336.5 $10,478.8 -1.4%

Active Member Averages

Age 46.0 48.8 46.4 46.3 0.1%

Service 12.8 11.8 12.7 12.6 0.6%

Pay $ 55,418 $ 41,340 $   53,559 $   53,721 -0.3%

Total Retiree Benefits ($ in Millions) $2,626.6 $   185.9 $  2,812.5 $  2,606.7 7.9%

Average Retiree Benefit $ 22,341 $ 12,454 $   21,227 $   20,497 3.6%

2012

Statistics as of June 30
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State Demographic Data by 
System 

10 

TCS ECS State Police Judges LEOPS Total

Active Members

2012 Count 103,694 60,719 1,332 294 1,473 167,512

2011 Count 105,528 60,834 1,295 286 1,483 169,426

2010 Count 106,273 62,355 1,354 294 1,535 171,811

% Change 2012/2011 -1.7% -0.2% 2.9% 2.8% -0.7% -1.1%

2012  Payroll ($Mill) $6,080.6 $3,001.2 $77.7 $40.0 $83.7 $9,283.1

2011  Payroll ($Mill) $6,196.9 $3,019.2 $75.6 $38.8 $84.0 $9,414.5

2010  Payroll ($Mill) $6,254.6 $3,109.7 $81.7 $40.0 $87.7 $9,573.8

% Change 2012/2011 -1.9% -0.6% 2.8% 3.0% -0.4% -1.4%

2012 Average Pay $ 58,640 $ 49,428 $ 58,326 $ 135,903 $ 56,803 $ 55,418

2011 Average Pay $ 58,723 $ 49,630 $ 58,378 $ 135,664 $ 56,642 $ 55,567

2010 Average Pay $ 58,855 $ 49,871 $ 60,344 $ 135,921 $ 57,137 $ 55,723

% Change 2012/2011 -0.1% -0.4% -0.1% 0.2% 0.3% -0.3%
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State Demographic Data by 
System 

11 

TCS ECS State Police Judges LEOPS Total

Retired Members

2012 Count 63,699 49,955 2,387 365 1,161 117,567

2011 Count 60,565 48,508 2,371 358 1,094 112,896

2010 Count 57,539 45,584 2,282 351 1,020 106,776

% Change 2012/2011 5.2% 3.0% 0.7% 2.0% 6.1% 4.1%

2012  Benefits ($ Mill) $1,657.5 $801.1 $106.0 $25.2 $36.9 $2,626.6

2011  Benefits ($ Mill) $1,524.8 $750.9 $102.5 $24.6 $33.9 $2,436.7

2010  Benefits ($ Mill) $1,440.6 $688.8 $96.3 $23.9 $30.8 $2,280.4

% Change 2012/2011 8.7% 6.7% 3.4% 2.2% 8.8% 7.8%

Vested Former Members

2012 Count 23,033 21,335 85 10 162 44,625

2011 Count 22,617 21,482 91 11 158 44,359

2010 Count 23,017 21,904 77 6 150 45,154

% Change 2012/2011 1.8% -0.7% -6.6% -9.1% 2.5% 0.6%

21



Year to Year Comparison of Results 

12 

Municipal Actuarial Value of Assets of $3,159 Million and Municipal Unfunded Actuarial Liability of $1,003 

Million are also included in the development of the Total Funded Ratio of 64.4%.  State only 2012 Funded 

Ratio is 63.5%. 

Teachers' Employees'

Combined Combined State

System * System * Police Judges LEOPS Total

FY 2014 Contribution Rate 14.71% 14.05% 66.71% 50.92% 52.47% 15.43%

FY 2014 Contr. Rate (w. Reinv. Savings) 17.94% 16.84% 71.85% 50.92% 57.72% 18.54%

FY 2013 Contribution Rate 13.29% 12.29% 61.21% 61.18% 46.81% 13.85%

FY 2013 Contr. Rate (w. Reinv. Savings) 15.30% 14.05% 64.57% 61.18% 50.14% 15.80%

2012 Actuarial Value of Assets 22,524$      9,665$        1,135$        330$           436$         34,089$       

2012 Unfunded Actuarial Liability 11,729$      6,749$        692$           91$             357$         19,618$       

2011 Unfunded Actuarial Liability 11,116$      6,501$        669$           139$           345$         18,771$       

Funded Ratios

2012 (Total includes Municipal) 65.8% 58.9% 62.1% 78.4% 55.0% 64.4%

2011 (Total includes Municipal) 66.3% 59.4% 62.0% 67.8% 53.7% 64.7%

     * Includes effect of corridor.

(STATE ONLY except Total Funded Ratios, $ in Millions)
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Reconciliation of 
Employer Contribution Rates  

13 
#  Sources of change described on slides 17 and 18. 

 

Teachers' Employees'

Combined Combined State

System System Police Judges LEOPS Total

Actuarially Determined Calculations

FY2013 Contribution Rate 17.76% 19.32% 61.21% 61.18% 46.81% 19.05%

Change due to Investment Return 0.74% 0.71% 3.36% 1.61% 0.94% 0.81%

Change due to Demographic Experience# 0.42% 0.38% 1.65% -3.93% 2.21% 0.33%

Change due to Corridor 0.32% 0.46% 0.00% 0.00% 0.00% 0.36%

Change due to Legislation 0.00% 0.00% 0.00% -1.59% 0.00% 0.00%

Change due to Settlement Assets 0.00% 0.00% -4.14% -3.54% -0.29% -0.05%

Change Due to Assumption Changes 1.13% 0.23% 4.63% -2.81% 2.80% 0.92%

FY2014 Contribution Rate 20.37% 21.10% 66.71% 50.92% 52.47% 21.42%

Application of Corridor Method (Before Reinvested Savings)

FY2013 Corridor Contribution Rate 13.29% 12.29% 13.85%

20% of Difference between FY2014 Actuarial 

Rate and FY2013 Corridor Rate 1.42% 1.76%

FY2014 Budgeted Contribution Rate 14.71% 14.05% 66.71% 50.92% 52.47% 15.43%

Reinvested Savings Rate 3.23% 2.79% 5.14% 0.00% 5.25% 3.11%

Final FY2014 Total Budgeted Contr. Rate 17.94% 16.84% 71.85% 50.92% 57.72% 18.54%

Effect of Corridor -5.66% -7.05% -5.99%
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Calculation of Contribution Rate Attributable 
to Reinvestment Amounts 

14 

Teachers' Employees'

Combined Combined State

System System Police Judges LEOPS Total

% of Total Pension Reform Savings# 67.7% 29.4% 1.4% 0.0% 1.5% 100.0%

Reinvested Savings $203.1 $88.1 $4.2 $0.0 $4.6 $300.0

FY 2014 Contributions 

Illustrated Dollar Contributions 925.8$     444.0$     54.6$   21.4$  46.2$  1,492.0$   

Reinvested Savings 203.1       88.1         4.2       -       4.6     300.0       

Total Illustrated Contributions 1,128.9    532.1       58.8     21.4    50.8   1,792.0    

FY 2013 Illustrated Contributions' 982.0$     447.0$     51.0$   25.0$  44.0$  1,549.0$   

Employer Contribution Rate 14.71% 14.05% 66.71% 50.92% 52.47% 15.43%

Reinvested Savings Rate^ 3.23% 2.79% 5.14% 0.00% 5.25% 3.11%

Total Contribution Rate 17.94% 16.84% 71.85% 50.92% 57.72% 18.54%

(STATE ONLY, $ in Millions)

# Based on Calculations from June 30, 2011 Valuation. 

^ Rate calculated based on allocated reinvested dollars and FY 2014 projected payroll. It is our understanding that 

the Retirement Agency will monitor contributions to ensure that the System receives the proper amount of reinvested 

savings during Fiscal Year 2014. 
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Actuarial Value of Assets - ($ Millions) 

15 

The actuarial valuation is not based directly upon market value, 
but rather uses a smoothed value of assets that phases in each 
year’s gain or loss above/below 7.75% over 5 years.  The chart 
below compares actuarial value to market value over the last five 
years.  

The actuarial value of assets development contains a market 
value “collar” feature that requires that the actuarial value be 
within 20% of market value. The next slide gives the detail of 
how the phase-in actually works.  

2008 2009 2010 2011 2012Phased-In Investment Return

Actuarial Value (AV) End of Year $39,504  $34,285  $34,688  $36,178  $37,248  

Market Value (MV) End of Year     36,614     28,571     31,923     37,593     37,179  

Difference between AV and MV $ (2,890) $ (5,714) $ (2,765) $  1,415  $ (70) 

Ratio of AV to MV 108%   120%   109%   96%   100%   
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Actuarial Value of Assets – ($ Millions) 
Phase In of Deferred Gains and Losses 

16 

2012 2013 2014 2015 2016

   1. Value at July 1, 2011 36,177.7$ 

   2. Net Cash Flow (518.1)      

   3. Investment Return 104.1        

   4. Expected Return 2,893.7     

   5. Gain or loss (3-4) (2,789.7)   

   6. Amount for full recognition 2,893.7     

   7. Phase-in amounts

7a. From this year (557.9)      

7b. From one year ago 764.4        (557.9)$ 

7c. From two years ago 365.5        764.4    (557.9)$ 

7d. From three years ago (862.2)      365.5    764.4    (557.9)$ 

7e. From four years ago (1,014.6)   (862.2)   365.5    764.4    (557.9)$ 

8. Total Phase-ins (1,304.9)   (290.3)   572.0    206.5    (557.9)   

9. Final Value: 1+2+6+8 37,248.4   

Investment return of approximately 12% required in Fiscal Year 2013 to offset scheduled recognized 

losses.   
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Comments on Asset Value 

There is a net loss of about $70 million to 
be recognized in the future ($58 Million 
State and $12 Million Municipal)  

Projected gains and (losses) affecting the 
State for the next several years: 

►June 30, 2013 $(264) Million 

►June 30, 2014   $527  Million 

►June 30, 2015   $191  Million 

►June 30, 2016  $(510) Million 
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FY 2012 Non-Investment Experience 

1. Corridor method for Teachers and Employees 

2. State Police ratio of liabilities (& assets) to active payroll is highest 

3. Lower payroll than expected leads to higher % of pay contribution for 
unfunded liability.  Total payroll was expected to increase by 3.5% over 
last year and actual payroll changed as follows: 

a. Teachers decreased by 1.9% 

b. Employees Combined decreased by 0.6% 

c. State Police increased by 2.8% 

d. Judges increased by 3.0% 

e. LEOPS decreased by 0.4% 

4. COLAs granted in 2012 were more than the assumption (3.0% for most 
retirees, 3.157% for retirees with a 5% or no COLA cap) 

18 

 The contribution rates are impacted by deviations in experience from 
what is expected under the actuarial valuation assumptions.  

  

 The following items increased the contribution rates:   
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FY 2012 Non-Investment Experience 

1. Lower salary increases than expected 

2. Lower COLA than expected for Judges and Legislative retirees (COLA 
based on salary increases) 

3. Lower benefits for members participating in reformed systems (hired on or 
after July 1, 2011) 

19 

 The contribution rates are impacted by deviations in experience from 
what is expected under the actuarial valuation assumptions.  

  

 The following items increased the contribution rates:   
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Allocation of Contribution to Local 
Employers 

Allocation of Contributions to Local 
Employers 

►Beginning in Fiscal Year 2013, local employers will 
contribute a portion of the statutory normal cost 
contribution for the Teachers Combined System  

►Normal cost contribution amounts for local 
employers for  Fiscal Years 2013 through 2016 are 
defined in statute 

►Beginning in Fiscal Year 2017, local employers will 
contribute the normal cost contribution for their 
employees 
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Allocation of Contribution to Local 
Employers 

21 

* Includes impact of corridor funding. 

# Amounts are taken from Senate Bill 1301. 

% of Pay Total

Local 

Employers# State

Employer Normal Cost 5.83% 366.9$     173.2$      193.7$     

UAAL Amortization* 8.88% 558.9       -             558.9       

Reinvested Savings 3.23% 203.1       -             203.1       

Total 17.94% 1,128.9$   173.2$      955.7$     

FY2014 Contribution ($ in Millions)

Teachers Combined System
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Projected vs. Actual Results 

22 

Teachers' 

Combined 

System

Employees' 

Combined 

System State Police Judges LEOPS Total

Funded Ratio as of June 30, 2012

Actual 65.8% 58.9% 62.0% 78.6% 55.0% 63.5%

2010 Projected* 62.4% 56.0% 57.8% 63.0% 53.4% 60.1%

Difference 3.4% 2.9% 4.2% 15.6% 1.6% 3.4%

Projected Year 80% Funded is Reached

2012 Projected 2022 2026 2027 2013 2020 2023

2010 Projected* 2023 2025 2027 2021 2022 2024

Difference -1 1 0 -8 -2 -1

Projected Year 100% Funded is Reached

2012 Projected 2031 2032 2032 2027 2029 2031

2010 Projected* 2032 2031 2034 2036 2031 2031

Difference -1 1 -2 -9 -2 0

(STATE ONLY, $ in Millions)

* Projected figures from the GA Reform study dated April 20, 2011.  Based on the June 30, 2010 valuation. 

   Difference in funded ratio is due to adoption of new demographic assumptions effective June 30, 2012, and 

actual experience that was different than projected under the actuarial assumptions.   
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Concluding Comments 

 Employer contributions increased for all Systems except 
Judges due to Fiscal Year 2012 investment performance 
and implementing demographic assumption changes 
from experience study 

 Even with reinvested savings, the corridor method for 
Teachers and Employees Combined Systems results in 
budgeted rates that are less than the actuarial rates 

 The current amortization method results in an average 
amortization period of over 50 years for State Police   

 Continued use of the corridor method will lead to 
increasing contribution rates even if all assumptions are 
realized exactly 

23 
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 Conclusion 

What Is Needed to Sustain MSRPS? 

►Continued reasonable forecasts of resources 
and obligations 

►Continued sound investment program 

►Continued long-term approach to changes 

►Adoption of sound funding discipline 

• GRS supports the phase out of the corridor funding 
method along with the other changes recommended 
by the Ad Hoc Committee on System Funding 
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GASB Changes - Overview 

New GASB Accounting Standards No. 67 and 
No. 68 will create accounting results separate 
from funding results 
►Funding calculations are not impacted 

►GASB created a new Net Pension Liability (NPL) 
and Pension Expense 

►Statement No. 67 replaces Statement No. 25 

►Statement No. 68 replaces Statement No. 27 
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GASB Changes - Overview 

Requires recognition of a version of 
unfunded liability on each employer’s 
balance sheet 
►Formerly only in footnotes 

Changes calculation of annual cost 
►No longer equal to required contribution 

(ARC) 

Meant to improve transparency and 
comparability – market assets, single 
funding method, rigid amortization rules 
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GASB Changes - Overview 

Special Rules for Agent Plans 

►All pension plans (single, cost sharing, and 
agent employers) have to disclose its assets in 
great detail as well as plan description, board 
composition, investment policies, etc. Identify 
participating GAAP entities 

►Single and cost-sharing plans have to disclose 
TPL, NPL, etc, but agent plans do not  

►Agent Employers will have to report TPL, 
NPL, etc. 
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GASB Changes - Overview 

Key differences for employer accounting 
►New GASB rules do not allow smoothing of 

assets  

►New GASB rules may require lower (or 
blended) discount rate to value liabilities 

Key takeaways 
►New GASB rules do NOT change the funding 

contribution rate or methods 

►New GASB rules do provide a second set of 
actuarial numbers 
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GASB Changes - Overview 

Approved Effective Dates 

►Trust’s Financial Statement No. 67 – reporting 
periods beginning after June 15, 2013 

►Employer’s Financial Statement No. 68 – 
reporting periods beginning after June 15, 
2014 
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Disclosures 

 Circular 230 Notice: Pursuant to regulations issued by the IRS, to the extent 
this presentation concerns tax matters, it is not intended or written to be 
used, and cannot be used, for the purpose of (i) avoiding tax-related 
penalties under the Internal Revenue Code or (ii) marketing or 
recommending to another party any tax-related matter addressed within. 
Each taxpayer should seek advice based on the individual’s circumstances 
from an independent tax advisor. 
 

 This presentation shall not be construed to provide tax advice, legal advice 
or investment advice.  
 

 The actuaries submitting this presentation (Brian Murphy,  Brad 
Armstrong, and Amy Williams) are members of the American Academy of 
Actuaries and meet the Qualification Standards of the American Academy 
of Actuaries to render the actuarial opinion contained herein. 
 

 The purposes of the actuarial valuation are to measure the financial position 
of MSRPS, assist the Board in establishing employer contribution rates 
necessary to fund the benefits provided by MSRPS, and provide actuarial 
reporting and disclosure information for financial reporting. 
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Disclosures 

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

 This is one of multiple documents comprising the actuarial reports for the 
combined systems and the municipal corporations.  Additional information 
regarding actuarial assumptions and methods, and important additional 
disclosures are provided in the Actuarial Valuations as of June 30, 2012. 
 

 If you need additional information to make an informed decision about the 
contents of this presentation, or if anything appears to be missing or 
incomplete, please contact us before relying on this presentation. 

32 

42



 

 

 

Annual State Retirement and Pension 

System’s Investment Overview  

 
 
 

 

 

 

 

 

 

Presented to the 

Joint Committee on Pensions 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Department of Legislative Services 

Office of Policy Analysis 

Annapolis, Maryland 

 

November 2012 

  

43

Appendix 2



   

 

A
p
p
en

d
ix

 4
 

44



   

1 

A
p
p
en

d
ix

 4
 

Annual State Retirement and Pension System’s 

Investment Overview 
  

 

At the request of the Joint Committee on Pensions, the Department of Legislative 

Services (DLS) annually reviews the investment performance of the State Retirement and 

Pension System (SRPS) for the preceding fiscal year.  This report is intended to provide an 

overview of the SRPS performance, a comparison of this performance to its peers, and an 

identification of issues meriting consideration by the joint committee during the upcoming 

legislative session. 

 

 

State Retirement and Pension System Investment Performance 
 

For the first time in three years, the system’s investment returns fell short of its 

investment return target of 7.75% by a significant margin.  Public equity markets worldwide 

struggled through fiscal 2012, led by the fiscal and credit crises in the Eurozone countries.  

Broad indices of public equities demonstrate just what a difficult year it was in that asset class.  

The MSCI international index declined 14.57%, and the U.S. domestic S&P 500 index rose just 

5.45%.  As public equities make up 42.4% of the portfolio, the system was not able to achieve its 

investment target with such weak performance from public equities. 

 

The system’s investment portfolio returned 0.36% net of management fees in fiscal 2012.  

As shown in Exhibit 1, the system’s assets totaled $37.1 billion as of June 30, 2011, a slight 

decrease over the fiscal 2011 fund balance of $37.5 billion due to net benefit payments.  The 

strongest performing asset classes in fiscal 2012 were real estate (8.73%) and fixed income 

(8.25%), which were also the only two asset classes to outperform the system’s assumed rate of 

return of 7.75%.  Private equity also performed well, earning 7.49%.  Driven by weak 

international markets, the two weakest asset classes, and the only two to earn negative returns for 

the fiscal year, were international equity (-14.49%) and global equity (-6.34%), which includes a 

mix of domestic and international stocks. 

  

45



2         Department of Legislative Services  
 

 

 

Exhibit 1 

State Retirement and Pension System of Maryland 

Fund Investment Performance for Periods Ending June 30, 2012
1 

($ in Millions) 

 

 

      

Time Weighted Total Returns 

  

Assets 

 

% Total 

 

1 Year 

 

5 Years 

 

10 Years 

Domestic Equity 

 

$4,815.6 

 

13.0% 

 

1.14% 

 

-0.32% 

 

5.41% 

International Equity 

 

5,574.4 

 

15.0% 

 

-14.5% 

 

-4.67% 

 

5.82% 

Global Equity 

 

5,330.2 

 

14.4% 

 

-6.34% 

 

-2.44% 

 

n/a 

Fixed Income 

 

7,106.9 

 

19.2% 

 

8.25% 

 

7.44% 

 

6.34% 

Credit Opportunity 

 

2,882.7 

 

7.8% 

 

3.10% 

 

n/a 

 

n/a 

Real Estate 

 

2,364.3 

 

6.4% 

 

8.73% 

 

-1.6% 

 

8.22% 

Real Return 

 

3,709.2 

 

10.0% 

 

4.57% 

 

8.04% 

 

n/a 

Private Equity 

 

2,107.6 

 

5.7% 

 

7.49% 

 

6.03% 

 

8.56% 

Absolute Return 

 

2,535.4 

 

6.8% 

 

3.68% 

 

n/a 

 

n/a 

Cash 

 

646.3 

 

1.7% 

 

5.32% 

 

n/a 

 

n/a 

Total Fund 

 

$37,072.6 

 

100.0% 

 

0.36% 

 

0.78% 

 

5.89% 
 

 
1
 Data presented here includes money invested by the system on behalf of the Maryland Transit Administration. 

 

Note:  Returns beyond one year are annualized.  One-year returns are net of fees; returns beyond five years are gross 

of fees.   Columns may not add to total due to rounding.
 

 

Source:  State Street Investment Analytics 

 

 

Terra Maria Program 
 

The Terra Maria program, which serves as the system’s emerging manager program, 

generally underperformed program benchmarks for the first time since its inception.  Whereas 

asset managers in the program had, on balance, outperformed both program benchmarks as well 

as many of the system’s larger managers; however, fiscal 2012 saw their performance regress.  

The program had experienced rapid growth over its first five years, but appears to have reached a 

plateau, with the total number of asset managers in the program remaining unchanged at 110 and 

total assets devoted to the program decreasing by 5.7% ($177.2 million).  Exhibit 2 provides an 

overview of the Terra Maria program by program manager and asset class.   

 

For fiscal 2012, only two of the six program managers outperformed their custom 

benchmarks, and on the whole, the program underperformed its benchmark by 107 basis points.   
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Exhibit 2 

Terra Maria Program Performance 
June 30, 2012 

($ in Millions) 

 

Program Manager Total Assets 

 

Actual 

(FY 2012) 

 

Benchmark 

(FY 2012) 

Actual 

(Inception) 

Benchmark 

(Inception) 

      
Attucks $404.6  -2.03% -0.68% 16.78% 16.28% 

Bivium 282.8  -4.85% -5.61% 14.87% 14.73% 

Capital Prospects 414.6  0.50% 2.65% 19.83% 19.28% 

FIS Group 343.7  -6.12% -4.80% 14.88% 14.17% 

Leading Edge 334.3  -7.57% -8.42% 17.00% 14.90% 

Northern Trust 626.9  -1.18% -0.62% 2.22% 0.76% 

Progress 710.7  -0.55% 1.90% 13.54% 14.57% 

       

       

Asset Class       

       

U.S. Equity $1,505.9  0.07% 2.77% 4.22% 2.97% 

International Equity 682.5  -12.56% -14.54% -3.02% -5.31% 

Global Equity 243.0  -9.85% -5.98% 10.34% 11.67% 

Fixed Income 486.8  7.96% 7.47% 9.01% 8.32% 

Credit Opportunity 165.0  2.20% 4.07% 8.18% 9.41% 

Real Return 34.4  12.31% 9.28% 10.13% 9.49% 

       

Total $3,117.6  -2.54% -1.47% 2.73% 1.00% 

 

Note:  Actual returns are net of fees; returns beyond one year are annualized.  Total assets may not sum to total due 

to rounding. 

 

Source:  State Retirement Agency 

 

 
Looking at performance by asset class, performance was mixed, with three asset classes 

outperforming the respective benchmarks and three underperforming.  With the program heavily 

weighted toward U.S. equity, however, underperformance in that class was a drag on overall 

one-year results for the program.   

 

Since its inception, the Terra Maria program continues to add value to the portfolio, with 

performance generally exceeding benchmarks but by smaller margins than in the past.  Among 

program managers, all but one (Progress) continue to beat their benchmarks since inception.  

Looking at asset classes, only global equity and credit opportunity have underperformed their 

benchmarks since inception.  As a result, total program performance continues to exceed the 

composite benchmark. 
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 DLS recommends that State Retirement Agency (SRA) and board discuss their 

expectation for the Terra Maria program going forward, and particularly whether the size 

of the program should be capped now that it appears to have reached a stable level. 

 

 Performance Compared to Other Systems 
 

 According to the Trust Universe Comparison Service (TUCS), the system’s fiscal 2012 

investment performance placed it in the bottom half among 22 public pension funds with at least 

$25 billion in assets.  The system’s fiscal 2012 performance placed it at the seventy-fifth 

percentile, as shown in Exhibit 3.  In the TUCS analysis, the one-hundredth percentile is the 

lowest ranking, and the first percentile is the highest.  Maryland’s ranking, therefore, represents a 

modest improvement from its performance in the eighty-seventh percentile ranking from a year 

earlier.  On a three-year basis, the fund continues to perform near the median, as was the case 

last year; this is driven largely by strong relative returns in fiscal 2010.  However, on a 10-year 

basis, the system still ranks near the bottom of large public pension funds. TUCS rankings are 

based on returns gross of fees. 

 

 

 

Exhibit 3 

TUCS Percentile Rankings for Periods Ending June 30 
Fiscal 2009-2012 

 
 

 2009  2010  2011  2012  

         
1 Year 82   28   87   75   

3 Years 86   76   55   60   

5 Years 87   78   87   81   

10 Years 97   97   100   93   

 

Source:  Trust Universe Comparison Service 

 

 

 The TUCS rankings are useful for providing a snapshot assessment of the system’s 

performance relative to other large public pension plans.  However, the rankings do not identify 

the other funds against which SRPS is measured, and provides only limited information on their 

asset allocation, which has been shown to be responsible for most variation in performance 

among investment portfolios.  Therefore, the rankings offer little by way of explaining why 

Maryland’s performance lags behind that of other funds. 

 

 In an effort to illuminate the reasons for Maryland’s relative underperformance, DLS 

identified nine other state pension funds with asset levels that exceed $25.0 billion, which is 

considered the SRPS peer group.  All but two of these funds (Florida and Massachusetts) 

outperformed SRPS in fiscal 2012, and all provide their asset allocation in published reports.  
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Several other state funds were identified for the analysis, but they did not publish their asset 

allocation in time for inclusion in this report, so they were not included. 

 

 Exhibit 4 provides information on the nine funds (besides Maryland) included in the 

analysis, including their one-year return and asset allocation.  Several of the systems provide 

their allocation to public equity but do not distinguish between domestic and international 

holdings.  Given the disparity in performance between domestic and international stocks 

highlighted earlier, this omission hampers the overall analysis. 

 

 

Exhibit 4 

 

Performance and Asset Allocation of Public Pension Fund Peers 
Fiscal 2012 

 

 

  
Asset Allocation 

 

FY 2012 

Return 

U.S. 

Equity 

Int'l. 

Equity 

Fixed 

Income 

Private 

Equity 

Real 

Estate 

Real1 

Return 
Hedge 

Funds Credit 

Cash/ 

Other 

Maryland 0.36% 21.5% 20.9% 19.2% 5.7% 6.4% 10.0% 6.8% 7.8% 1.7% 

Virginia 1.40% 20.1% 22.8% 25.9% 9.1% 8.2% n/a n/a 13.6% 0.4% 

Pennsylvania Teachers 3.43% 11.6% 11.4% 20.8% 22.0% 12.8% 4.3% 12.6% n/a 4.5% 

Massachusetts -0.08% 19.3% 23.4% 13.0% 12.1% 9.7% 3.9% 9.9% 8.6% 0.2% 

New Jersey 2.26% 25.4% 19.9% 23.6% 6.8% 4.7% 5.5% 5.2% 3.7% 5.4% 

North Carolina 2.20% 47.4% 37.5% 4.0% 5.5% 2.0% 0.6% 3.0% n/a 

Florida 0.29% 56.5% 25.5% 5.3% 7.6% n/a 4.3% n/a 0.9% 

California Teachers 1.80% 50.7% 18.4% 14.5% 14.2% 0.2% n/a n/a 2.0% 

California Employees 1.00% 49.0% 18.0% 14.0% 9.0% 4.0% 2.0% n/a 3.0% 

Washington State 1.40% 36.0% 22.2% 26.0% 13.7% 1.4% n/a n/a 0.8% 

 

Note:  Asset allocation percentages for each system may not sum to 100.0% due to rounding. 

 
1Includes inflation-linked securities, commodities, and timber.   

 

Source:  State Retirement and Pension System; annual investment reports of state pension funds 

 

 

Based on these allocations, the reasons for Maryland’s underperformance relative to its 

peers becomes clear, as its allocations to the most robust asset classes in fiscal 2012 lagged that 

of most of its peers.  As noted earlier in this report, the three strongest asset classes in fiscal 2012 

were real estate, fixed income, and private equity.  As Exhibit 4 shows, all but two of the funds 

had higher allocations than Maryland to real estate, all but three had higher allocations to fixed 

income, and all but two had higher allocations to private equity.  Also, two of the three funds that 

outperformed Maryland and that also report both international and domestic equity allocations 

had lower allocations to international equity, which was by far the lowest performing class.  

Florida, one of the two funds to underperform Maryland in this group, had by far the highest 
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allocation to public equity, which was the only asset class to experience negative returns in 

fiscal 2012.  Florida was able to make up some of the poor performance in equities with a high 

allocation to fixed income, but it was not enough to keep it from underperforming its peers.  

Massachusetts maintained a relatively low allocation to public equity, but it was heavily 

weighted to international stocks, which hurt its performance overall.  A low allocation to fixed 

income also was a drag on its performance. 
 

 

Looking Ahead:  The Future of SRPS Investments 
 

Asset Allocation Continues Transition to Long-term Targets 
 

It may seem from the above analysis of Exhibit 4 that Maryland should make significant 

adjustments to its asset allocation to conform more closely with the asset allocation of its high-

performing peers.  Although the system did not make any substantive changes to its strategic 

asset allocation in fiscal 2012, it is still implementing changes in asset allocation that were 

adopted beginning in fiscal 2008.  As a result, some adjustments are still underway.  Exhibit 5 

demonstrates that the system is currently in the process of moving toward its long-range strategic 

targets by reducing its exposure to public equities and fixed income, and increasing its exposure 

to alternative asset classes such as private equity and credit/opportunity. 
 

 

 

Exhibit 5 

State Retirement and Pension System Asset Allocation 
Fiscal 2011-2012 

 

Strategic 

Target 

6/30/2012 

Actual 

6/30/2012 

 

 

Actual 

6/30/2011 

     
Equity      

Domestic Stocks   13.0% 16.3%  

International Stocks   15.0% 18.7%  

Global Equity   14.4% 12.2%  

Total Public Equity 36.0%  42.4% 47.2%  

       
Private Equity 10.0%  5.7% 4.3%  

Real Estate 10.0%  6.4% 5.8%  

Fixed Income 10.0%  19.2% 20.3%  

Real Return Strategies 15.0%  10.0% 10.4%  

Absolute Return 7.0%  6.8% 4.4%  

Credit/Opportunity 10.0%  7.8% 5.9%  

Cash and Other 2.0%  1.7% 1.7%  

       
Total Assets 100.0%  100.0% 100.0%  

 

Note:  Data reflects all system assets held at State Street.  Columns may not add to total due to rounding. 
 

Source:  State Retirement Agency 
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Additional changes beyond those already underway may not be warranted because asset 

class performance fluctuates from year to year.  Attempting to chase returns by, for instance, 

substantially increasing the strategic allocation to fixed income, will likely lead to disappointing 

results as financial markets continue to stabilize and historic patterns of performance reemerge.  

The adjustments to asset allocation currently underway, which have been gradually implemented 

over the last five years and will continue for several more years, are designed to provide an 

optimal long-term asset allocation based on historical and projected performance of each 

category of investment. 
 

Exhibit 6, which shows asset class returns in the SRPS portfolio for the past seven fiscal 

years, highlights the importance of maintaining a diversified portfolio to provide optimal returns 

while minimizing volatility.  Over the long-term, each asset class contributes different strengths 

and weaknesses to the overall performance of the fund.  Public equities have the potential to 

provide significant gains, often well in excess of the system’s 7.75% target, as they did in 

fiscal 2007, 2010, and 2011, but they bring significant volatility, which manifested as major 

losses in fiscal 2008 and 2009.  That volatility can be offset with the relatively stable returns 

offered by fixed income and absolute return, but returns for those classes often lag the target.  

Real return and credit/opportunity can offer countercyclical performance, providing a hedge 

during periods of weak economic growth, as they did in fiscal 2009 and 2010, respectively.  In 

combination, however, these various asset classes enable the fund to achieve its strategic 

objectives of maximizing returns and minimizing volatility.  
 

 

 

Exhibit 6 

State Retirement and Pension System Asset Class Performance 
Fiscal 2006-2012 

 

 

 
2006 2007 2008 2009 2010 2011 2012 

US Equity 9.0% 19.8% -14.0% -26.3% 15.9% 32.4% 1.1% 

Int'l. Equity 28.2% 29.6% -6.5% -31.4% 15.2% 24.6% -14.5% 

Global Equity n/a 27.5% -9.5% -30.4% 15.4% 29.7% -6.3% 

Fixed Income -0.2% 6.1% 6.5% 4.0% 14.3% 4.8% 8.3% 

Real Estate 23.8% 20.1% -2.9% -31.6% 3.6% 23.3% 8.7% 

Private Equity 22.7% 26.0% 12.9% -22.3% 14.2% 24.5% 7.5% 

Real Return n/a 3.6% 15.3% -3.7% 12.1% 13.1% 4.6% 

Absolute Return n/a n/a n/a -6.4% 7.5% 8.5% 3.7% 

Credit/Opportunity n/a n/a n/a n/a 19.2% 13.5% 3.1% 

        Total  10.4% 17.6% -5.4% -20.0% 14.0% 20.0% 0.4% 
 

Source:  State Retirement and Pension System, State Street Analytics 
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Exhibit 6 further demonstrates the need for diversity by showing that no single asset class 

offers consistently superior returns.  In fiscal 2006 through 2009, private equity outperformed 

public equity each year; in the following two years, however, public equities outperformed 

private equity.  Similarly, from fiscal 2006 through 2008, international equity outperformed U.S. 

equity, but the reverse has been true for the last three fiscal years.  For these reasons, making 

significant asset allocation changes on the basis of a single year’s outcome is not advisable.  

Instead, a long-term perspective on asset allocation that takes into consideration market 

projections and historical performance is a more prudent approach. 

 

 DLS recommends that the board and State Retirement Agency discuss their overall 

asset allocation strategy, particularly the role of alternative asset classes, in achieving the 

system’s funding goals.  Also, the discussion should address the advisability of continuing 

to expand the credit asset class as economic conditions improve.  It should also discuss the 

relationship between the assumed rate of return and the asset allocation. 
 

 

 Passive Investment Strategy Is Appropriate Only in Some Cases 
 

 The Maryland Public Policy Institute (MPPI) recently issued a report advising that SRPS 

“would be wise to index the system’s portfolios to ensure average investment returns.”  Although 

DLS has in the past recommended shifting the system’s domestic equity assets to more passive 

managers, MPPI’s recommendation is ill conceived and ill advised.  Indexing the entire portfolio 

would have several negative consequences for the system, including: 
 

 reducing, not enhancing, diversification; 

 

 eliminating mandates that have historically added value to the portfolio; and 

 

 potentially placing the system in the risky position of having to liquidate holdings with no 

guarantee of favorable pricing for those assets. 
 
 

Passive, or indexed, investment is currently possible only in public markets that have 

valid indices of market performance and investment instruments that track those indices, such as 

the S&P 500 or MSCI All-Country.  SRPS makes extensive use of passive investment vehicles in 

the three public market asset classes:  domestic equity, international equity, and fixed income.  

Excluding the Terra Maria program, 69.2% of domestic equity, 57.2% of international equity, 

and 18.8% of fixed income assets were passively managed as of June 30, 2012.  Most of the 

remainder of the SRPS portfolio, however, consists of private market asset classes that either do 

not have valid broad indices of market performance, or do not have investment vehicles that 

track those indices.  With the exception of some small scale indexed commodities investments 

within the real return asset class, those asset classes are, by necessity, actively managed.  

Shifting to a purely passive investment strategy would mean divesting all alternative asset class 

managers, including some very productive private equity, hedge fund, and real estate managers.  

As the previous discussion illustrated, greater diversification through the use of alternative asset 
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classes can add stability to a portfolio; divesting those asset classes would, therefore, add risk to 

the portfolio. 
 

Performance of active managers within the SRPS portfolio has been inconsistent.  As 

Exhibit 7 shows, three-year annualized returns for active management has varied compared with 

passive management for the three relevant asset classes.  Over the past three years, domestic 

equity active managers, excluding Terra Maria, have dramatically underperformed passive 

managers tracking the Russell 1000 and 3000 indices.  With regard to international equity, active 

managers have only slightly overperformed passive managers.  By contrast, fixed income active 

managers have dramatically overperformed passive managers tracking the Barclays Aggregate 

Bond index over the past three years.  DLS notes that for all three asset classes, the Terra Maria 

program, which is completely actively managed, has overperformed passive managers by 

significant margins. 
 

 

 

Exhibit 7 

Active vs. Passive Returns by Asset Class 
State Retirement and Pension System 

 

 

 
 

Source:  State Street Investment Analytics 
 

 

DLS has repeatedly and consistently raised concerns about the performance of the 

system’s domestic equity asset managers.  For at least the last five years, DLS has recommended 

that SRPS scale back its active management in domestic equity.  These recommendations have 

been driven not only by the consistently poor performance of those managers but also because of 

the recognized difficulty in outperforming market indices in this asset class.  In short, 

consistently “beating the market” is very difficult to do in the American stock markets, and 

paying substantial fees to managers to try to do so is often not cost effective.  However, as 
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Exhibit 7 shows, there are real gains to be made in the other two public market asset classes, and 

the system has generally realized gains in those classes.  DLS notes that the returns shown are 

net of fees, so the overperformance by active management shown in Exhibit 7 already 

incorporates the higher fees associated with active management.  Therefore, any effort to shift to 

a purely passive portfolio, even within the asset classes that allow it, would likely result in 

diminished returns. 
 

SRA advises that, over the past year, it has taken steps to restructure the system’s 

domestic equity portfolio, in part to deemphasize the role of active management.  DLS 

recommends that SRA and the board brief the committee on the steps it has taken to 

restructure the program and the expected advantages and risks associated with its changes. 
 

Appendix 1 presents the fiscal year-end performance by each investment manager for 

fiscal 2011 and prior periods, by asset class, and subclass 

 

 Fees Have Grown as Expected 
 

 SRPS incurred $231.3 million in investment management fees in fiscal 2012, a 5.3% 

increase over fiscal 2011 fees.  As shown in Exhibit 8, management fees for the plan as a whole 

have grown substantially since fiscal 2008, when the system adjusted its asset allocation to invest 

more heavily in alternative asset classes with higher fee structures.   
 

 

 

Exhibit 8 

Asset Management Fees Paid by Asset Class 
Fiscal 2008-2012 

($ in Millions) 
 

 
 

2008 2009 2010 

 

2011 2012 

% Change 

2008-2012 

       Public Equity $40.6 $23.3 $55.4 $64.3 $49.5 21.9% 

Fixed Income 10.0 7.3 7.9 9.7 9.4 -6.0% 

Real Estate 20.9 17.6 25.1 24.1 30.0 43.5% 

Private Equity 12.6 27.9 35.6 37.6 44.6 254.0% 

Real Return n/a 7.0 15.9 20.0 20.9 n/a 

Credit and Debt Related n/a 0.3 10.3 20.2 33.0 n/a 

Absolute Return n/a 11.8 13.5 23.4 26.0 n/a 

Currency n/a 1.3 14.4 13.4 9.2 n/a 

Service Providers/Other 5.2 0.2 1.4 1.7 3.1 -40.4% 

Terra Maria n/a 6.9 n/a 5.2 16.5 n/a 

       

Total $89.3 $103.7 $183.7 $219.6 $242.3 159.0% 
 

Note:  Columns may not sum to total due to rounding. 
 

Source:  State Retirement Agency 
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In its report, MPPI asserts that Maryland’s ratio of fees paid to assets is the fifth highest 

among state pension funds.  This serves as a major justification for MPPI’s recommendation that 

Maryland resort to passive management of assets using index funds, which typically charge 

substantially lower fees than active managers.  As further justification, MPPI notes that 

Maryland’s investment performance has been below the median for most years, which is 

reflected in the TUCS data presented earlier.  However, MPPI presents no analysis on the 

performance of individual asset classes, net of fees, and whether active management in some 

cases has yielded returns that exceed common benchmarks.  The analysis presented earlier shows 

that, in fact, active management has yielded returns above benchmarks in fixed income and 

international equity, net of fees. 

 

 DLS recommends that SRA and the board comment on the analysis of management 

fees contained in the MPPI report and discuss appropriate criteria for gauging the 

appropriateness of fees paid to external asset managers. 
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2012 Joint Chairmen’s Report  

• The 2012 Joint Chairmen’s Report (JCR) 

requested the Joint Committee on Pensions to 

examine the retiree health benefits of the 

Optional Retirement Program (ORP) because of 

differences in retiree health benefits for certain 

State employees compared to the ORP 

employees.  The JCR requested the committee 

to make any policy recommendations deemed 

necessary. 
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Optional Retirement Program 
• In 1975, the State established ORP, which is a defined contribution 

program for certain eligible employees of public higher education 
institutions.  

 

• Eligible employees are: 

 

• members of the faculty of  the University System of Maryland, 
Morgan State University, St. Mary’s College of Maryland, or a 
community college; 

 

• certain professional employees of the Maryland Higher Education 
Commission, community colleges, Morgan State University, and 
St. Mary’s College of Maryland; and 

 

• nonclassified employees of the University System of Maryland. 
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Optional Retirement Program 
(Cont.) 

• Eligible public higher education employees must elect to participate 

in either:      

 

• the ORP; or 

 

• the  Teachers’ Pension System (TPS) or the Employees’ Pension 

System (EPS).  

 

• The choice to join the ORP is a one-time, irrevocable decision that 

must be made within one year of becoming eligible to join the ORP.   
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Legislative History of ORP Retiree 
Health Benefits (1975) 

• The ORP was established by Chapter 556 of 
1975. 

 

• The legislation did not include any provisions 
regarding retiree health benefits for ORP 
members. 

 

• Therefore, when the ORP was first established, 
ORP members were not eligible for retiree 
health benefits. 
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Legislative History of ORP Retiree 
Health Benefits (1984) 

• The ORP was amended by Chapter 290 of 1984. 

 
• The legislation established eligibility for ORP employees, spouses, and 

children to receive retiree health benefits.    

 

• Future ORP retirees were authorized to participate in the State’s health 
insurance program and the retirees were eligible to receive:  

 

• a pro-rated health insurance subsidy if the retiree had at least 5 years 
of service, but less than 16 years of service; or 

 

• the maximum health insurance subsidy if the retiree had at least      16 
years of service.    

 

• ORP spouses and children were also authorized to participate in the 
State’s health insurance program; however, they were not eligible for a 
subsidy, so the retiree had to pay “all costs for the coverage for the 
spouse or children.” 
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Legislative History of ORP Retiree 
Health Benefits (1993) 

• The ORP was amended again by Chapter 
479 of 1993.  

 
• The legislation provided a State retiree health 

insurance subsidy for ORP spouses and 
children.   

 

• If the ORP retiree had at least 25 years of 
service, the retiree’s spouse and children were 
eligible to receive the maximum State retiree 
health insurance subsidy (but not eligible for a 
pro-rated subsidy).  
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Comparison Between TPS/EPS and ORP 
Retiree Health Benefits Maximum Subsidy – 

Retiree 
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Comparison Between TPS/EPS and ORP 
 Retiree Health Benefits Pro-rated Subsidy – 

Retiree 

 
TPS/EPS ORP 

Retiree Health Benefits –   
Pro-rated State Subsidy for 
Health Insurance Criteria – 
Retiree Only 
 
 
 
 
 

If hired prior to 7/1/11, must: 
•Retire directly from State service 
with at least 5 years of creditable 
service, but less than 16 years.  
•For example, with 10 years of 
service, retiree would receive 
10/16 of the maximum State 
subsidy.   
 

If hired on or after 7/1/11, must: 
•Retire directly from State service 
with at least 10 years of creditable 
service, but less than 25 years.   
•For example, with 15 years of 
service, retiree would receive 
15/25 of the maximum State 
subsidy.   

If hired prior to 7/1/11, must: 
• Have at least 5 years of creditable 
service, but less than 16 years, 
with contributions to a Maryland 
ORP account; and 
•Retire directly from a Maryland 
higher education institution.  
 
If hired on or after 7/1/11, must:   
•Have at least 10 years of 
creditable service, but less than 25 
years, with contributions to a 
Maryland ORP account; and 
•Retire directly from a Maryland 
higher education institution.  
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Comparison Between TPS/EPS and ORP 
 Retiree Health Benefits Maximum Subsidy – 

Dependents 
TPS/EPS ORP 

Retiree Health Benefits –
Maximum State Subsidy for 
Health Insurance Criteria –  
Dependents 
 
 

Dependents receive maximum State 
subsidy if retiree meets requirements 
for maximum State subsidy, which is 
16 years or 25 years, depending on 
date of hire.  
 
If hired prior to 7/1/11, must:   
•Leave State service with at least 16 
years of creditable service; or 
•Retire directly from State service with 
a disability retirement; or 
• Have retired from State service before 
7/1/84. 
 
If hired on or after 7/1/11, must:    
•Leave State service with at least 25 
years of creditable service; or 
•Retire directly from State service with 
a disability retirement. 
 

Dependents receive maximum State 
subsidy only at 25 years, regardless of 
date of hire.   
 
 
 
Subsidy not available at 16 years. 
 
 
 
 
 
 
ORP employee must:  
•Retire with at least 25 years of  
creditable service with contributions to 
a Maryland ORP account; and 
• Retire directly from a Maryland higher 
education institution.  
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Comparison Between TPS/EPS and ORP 
 Retiree Health Benefits Maximum Subsidy – 

Dependents (Cont.)  
TPS/EPS ORP 

Retiree Health Benefits –
Pro-rated State Subsidy 
for Health Insurance 
Criteria – Dependents 
 

Dependents receive pro-rated  State 
subsidy if retiree meets requirements 
for pro-rated State subsidy.   
 
If hired prior to 7/1/11, must: 
• Retire directly from State service with 
at least 5 years of creditable service, 
but less than 16 years.  
•For example, with 10 years of service, 
retiree would  receive 10/16 of the 
maximum State subsidy.   
 

If hired on or after 7/1/11, must: 
•Retire directly from State service with 
at least 10 years of creditable service, 
but less than 25 years.   
•For example, with 15 years of service, 
retiree would  receive 15/25 of the 
maximum State subsidy.   
 
  
 
 

There is no pro-rated State subsidy for 
dependents of ORP retirees.   
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Additional Comparisons Between 
TPS/EPS and ORP 

TPS/EPS  ORP 
Defined benefit plan that provides a determinable 
benefit based upon salary and service.  

Defined contribution plan that provides a benefit 
based upon the accumulated account balance. 

Mandatory employee contribution is 7% of salary. No mandatory employee contribution; employees are 
prohibited from contributing to the ORP account 

Vesting period before eligibility.   
If hired prior to 7/1/11, vested with 5 years of service.  
If hired on or after 7/1/11, vested with 10 years of 
service.    

Immediate vesting in the ORP account balance. 
Benefits may begin upon separation from 
employment; however, a federal tax penalty may 
apply. 

State bears the investment risk.  Employee bears the investment risk.   

TPS/EPS benefits are transferrable among other 
defined benefit governmental plans within the State 
of Maryland.    

ORP accounts are transferrable to a broad array of 
other employers’ retirement programs.  

State contribution rate for fiscal 2013 is 12.29% for 
the Employees’ Combined System and 13.29% for the 
Teachers’ Combined Systems.  

State contribution rate is 7.25%.   

Retiree health insurance subsidy available for 
dependents beginning as early as 5 years of service on 
a pro-rated basis for employees hired prior to 7/1/11.    

Retiree health insurance subsidy not available for 
dependents until at least 25 years of service. 
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State Subsidy Costs for Retirees Only 
Compared to 

 Retirees Plus Dependents 
Maximum 
Annual 
State 
Subsidy 

Additional  
Annual State 
Cost  for 
Dependents  –  
Maximum 
Subsidy 

Pro-rated  
Annual State 
Subsidy 1/16 

Additional  
Annual State 
Cost  for 
Dependents  –  
Pro-rated 
Subsidy 

Retiree Only $4,441.92 $0.00 $277.62 $0.00 

Retiree + Spouse 7,995.24 3,553.32 499.70 222.08 

Retiree + Family 11,105.04 6,663.12 694.07 416.45 
 
Source:  Department of Budget and Management; CareFirst PPO  Annual Costs for Retiree under age 65  
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State Retirement and Pension System 

Funding Study 
  

 

 

Background 
 

 During the 2011 interim, the Board of Trustees for the State Retirement and Pension 

System (SRPS) made a proposal to the Joint Committee on Pensions (JCP) to change the 

amortization of unfunded pension liabilities and to phase out the corridor funding method.  The 

board indicated that the proposal would return the system to an actuarially sound funding 

methodology.  In addition, the board also noted that other components of its proposal related 

specifically to changes to the amortization policy of the system would significantly reduce the 

size of employer contributions to the pension system going forward.  JCP has been supportive of 

the board’s desire to move away from the corridor funding system, but the high cost of doing so 

has previously made any transition prohibitive.  However, the new liability outlook provided by 

the 2011 pension reforms provides an opportunity to rework the funding policy.  The  

2012 Joint Chairmen’s Report requires that the Department of Legislative Services (DLS) and 

the State Retirement Agency (SRA) examine the funding method, amortization of unfunded 

liabilities, and the actuarial assumptions of the SRPS.     
 

 

Current Funding Policy 
 

Corridor Funding Method 
 

 Chapter 440 of 2002 enacted a change to the funding of the SRPS with respect to the 

Teachers’ and Employees’ systems.  The funding method, referred to as “corridor,” made 

changes to the way in which the State’s contribution rates to the Teachers’ and Employees’ 

systems are determined.  The three smaller plans, the State Police Retirement System, the 

Judges’ Retirement System, and the Law Enforcement Officers’ Pension System, and the 

“municipal pool” of participating local units in the Employees’ System are not subject to the 

corridor method.  Under the corridor method, the State contribution rate for those systems 

remains static as long as the system has a funded status between 90 and 110%; the contribution 

rate for a given fiscal year is the same rate as it was for the prior fiscal year.  When the funded 

status falls outside this corridor, the contribution rate is not the actuarially determined rate for 

that fiscal year but rather the rate used in the prior fiscal year plus 20% of the difference between 

the actuarial rate and the prior year’s rate.  Mathematically, this is equivalent to using 80% of the 

prior year’s rate and 20% of the actuarial rate. 

 

 The corridor method began by freezing the contribution rates for the State Employees’ 

and Teachers’ System at fiscal 2002 levels, as long as the systems posted funded ratios between 

90 and 110%.  The timing of the corridor’s implementation in fiscal 2002 was somewhat 

advantageous to the State in terms of contribution requirements given the investment climate that 
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was to ensue in the mid-term. The impact of the fiscal 2001 and 2002 investment losses that had 

contributed to the implementation of the corridor methodology was reduced by positive 

investment experience over the subsequent five years.  Reports from the SRPS actuary, Gabriel 

Roeder Smith & Company, indicated that over the eight-year period from fiscal 2003 to 2010, 

the corridor underfunded the system by $938 million, a significant, but not overwhelming, 

amount given the $34.7 billion of actuarial assets held by the system at the end of fiscal 2010.  

To put these figures in perspective, the system’s investment losses from fiscal 2009 alone 

underfunded the system in that one year by $10.2 billion on a market basis and $7.6 billion in 

actuarial terms.  Running these large losses through the corridor rate calculations only 

exacerbates system underfunding, making the corridor smoothing method exponentially more 

expensive 

 

 The main obstacle to the legislature for exiting the corridor methodology has long been 

the cost.  Providing the funds to repay the totals underfunded in the past has been expensive, 

amounting to nearly hundreds of millions of dollars annually in times of constrained budgetary 

resources.  Fortunately, the reduction of the liability structure stemming from the 2011 pension 

reforms has created an opportunity to transition by significantly bringing down current 

contribution rates.  The board’s 2011 proposal cushioned the potential impact by phasing out the 

corridor methodology over 10 years, repaying the past underfunding over an extended 

timeframe.  The cost of the corridor will continue to grow unless a phase out is undertaken in the 

near future, so prolonged delays will result in increased expenses to the State. 

  

 The corridor funding method has had the effect of reducing the annual employer 

contribution for the Teachers’ and Employees’ systems below the actuarially required rate, 

though it has mitigated short-term spikes in contribution rates resulting from unprecedented poor 

market conditions since its enactment.  However, the result of the underfunding and severe 

investment losses of 2008 and 2009 is catching up, resulting in escalating contribution rates 

under the corridor methodology for Teachers’ and State Employees’ Systems.  Even with the 

reforms to benefits under Chapter 397 of 2011, the employer contribution rate under the corridor 

methodology is expected to reach approximately $2.5 billion in five years, and begins to exceed 

$3.0 billion in fiscal 2024 under the present funding structure, and is expected to remain over 

$3.0 billion for the following 12 years.  By the time the system’s funded status hits 80% in 

fiscal 2025, the projected contribution is expected to remain over $3.0 billion for the next 

11 years.  Appendix 1 shows the projections for annual employer contributions under the 

corridor funding method and existing actuarial assumptions.   
 

 Additionally, once the system hits 90% funded status, the contribution rates for 

subsequent years remain the same while the funded status remains within the corridor.  This 

results in the dollar amount of each yearly contribution continuing to increase each year the 

system is above 90% but below 110% funded status.  Because the rate gets locked, the benefits 

of increased funded status are not reflected in the yearly employer contribution as funded status 

increases.  Additionally, losses that may be sustained while within the corridor are exacerbated.  

When the system funded status fell during the 2000s, the yearly contribution rates were not 

reflective of the declining funded status.      
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 Amortization of Unfunded Liabilities  
 

 To offset the impact of the switch, the board’s proposal alters the amortization policy 

employed by the SRPS for its liabilities.  Currently, the SRPS has two bases that must be 

amortized:  the unfunded liability base extant as of July 2000 and the amount that has emerged in 

subsequent years.  The pre-July 2000 portion is being amortized over a 20-year closed period.  

The liabilities for all subsequent years are amortized on separate 25-year closed periods with 

each year creating a new base.  A closed amortization period sums all outstanding liabilities and 

sets an end date when all the liabilities included in the base must be paid off, including new 

liabilities generated in each year.  The proposal suggested a switch to a new, unified 25-year 

closed amortization base for all past liability sets, essentially beginning the financing of past 

obligations anew.  The savings associated with a change in the amortization make it possible to 

phase-out the corridor method while also reducing the employer contribution to a more 

manageable amount. 

  

 The prime reason that the board proposal is able to move away from the corridor method 

is that it leverages changes to the amortization schedules, as described above.  This 

reamortization offsets the increased cost of paying a greater share of the actuarially determined 

rate each year by spreading payments due in the near-term under the current amortization 

structure across a new 25-year unified base.  This change is powerful enough to produce a net 

reduction in employer contribution requirements, even as additional funding to eliminate the 

corridor system is provided.  It has the added advantage of resolving an impending problem set 

to occur in the State Police system.  When the pre-2000 amortization base reaches the end of its 

closed period in 2020, the employer contribution rates, which are already over 60% of payroll, 

will double.  Such an outcome would effectively make the State’s annual pension contribution 

for each police officer greater than his or her actual salary.  Rolling these liabilities into a new 

base allows a gradual resolution of this system’s required payment schedule. 
 

 Actuarial Assumptions 
 

 Another component of system funding is the actuarial assumptions used in the valuation 

of the system and for determining employer contributions.  The system’s actuarial assumptions 

create the rule set for how the SRPS values its assets and liabilities.  These assumptions help 

determine the amount that the State is required to contribute in each year to meets its obligations.  

While both the corridor methodology and the amortization policy are dictated by statute, the 

actuarial assumptions are, by statute, exclusively under the purview of the board, and JCP does 

not have an opportunity to opine on the merit of alternative assumption levels.  As such, any 

legislative changes made to the system funding would be guided by projections based on the 

current set of actuarial assumptions.  Those assumptions could change as the board performs its 

statutory duty to regularly asses the actuarial assumptions and adjust them if warranted by 

fiduciary responsibilities  

   

 At least every five years, the board is required to conduct an actuarial study of the 

experience of the system, and if necessary, adopt appropriate changes to align the actuarial 
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assumptions with reasonable expectations based on system experience.  During the 2012 interim, 

the board’s actuary presented an update on the system’s experience study.  The actuarial 

assumptions consist of demographic and economic assumptions.   

 

 The demographic assumptions are factors based on what happens to people, such as life 

expectancy, rates of retirement and disability, and payroll.  During the 2012 interim, the board 

updated its demographic assumptions to reflect the experience over that past four years.  This 

change has the effect of increasing the employer contribution rates.  The effect of the 

demographic assumption changes adopted by the board will add $24.3 million to the employer 

contribution for fiscal 2014.  The board acknowledged the negative effect that this action had on 

the State budget, but took the position that it was bound by fiduciary duties to recognize changes 

in the system demographics and update the assumptions accordingly.   

 

 The other element of system funding which the board has control over are the economic 

assumptions.  Economic assumptions are factors based on what happens to money.  Perhaps the 

most powerful assumption is the assumed rate of return on invested assets.  This figure, currently 

set at 7.75% annually, is used to discount the system’s assets and, therefore, directly impacts the 

annual contributions the State must pay into the pension trust in its role as employer.  The higher 

the assumed discounting rate, the higher the value the system’s assets are projected to hold in the 

future.  Lowering the rate conversely increases how much the State must contribute as assets 

held in trust are assumed to grow by a lower rate over time.  Because a 0.25% change can require 

an additional $100 million annually in State funding, the effect of an adjustment in the rate could 

be mitigated by addressing the system funding method and amortization policies. 

 

 The last time the board altered the assumed rate of return was July 1, 2004, at which time 

it lowered the rate from 8.0 to 7.75%.  Prior to this, the board had not altered the rate since 

July1, 1998, when the rate was increased from 7.5 to 8.0%.  At that time, increasing the actuarial 

rate of return to 8.0% had the effect of lowering the system’s unfunded liabilities by 

approximately $1.7 billion which offset the increase in liabilities resulting from the enactment of 

the 1998 pension enhancement. 

 

 The increasing maturity of the system indicates that there is a steadily growing proportion 

of retirees to active employees, which would justify a downward movement of the rate of return. 

As a pension system matures, inflows from member contributions are gradually subsumed by 

outflows in the form of benefit payments.  This trend suggests that the assumed rate of return 

should fall as the system moves into less risky assets that have a better risk-profile match to the 

State’s liability structure.  
 

 The assumptions for inflation can also have a significant impact on the employer’s 

contribution.  A reduction in the inflation assumption would result in a decrease in the 

employer’s contributions, while a reduction in the investment return assumption would result in 

an increase in the employer’s contributions.  Over the interim, the board considered making 

changes to the current inflation assumption of 3.0%, to reduce it to either 2.75 or 2.8% with 

corresponding reductions in the assumed rate of return.  The board decided to maintain the 
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current assumptions of 3.0% inflation and an investment return assumption of 7.75% but stated 

that it would revisit the discussion the following year for the 2013 system valuation.      

 

 Current System Projections 
 

 Exhibit 1 shows the projections for the current funding of the combined systems.  The 

contribution rate for fiscal 2014 includes the reinvested savings overpayment of $300 million for 

a total contribution of $1.792 billion.  The reinvestment overpayment for fiscal 2013 was 

$190 million.   

 

 

Exhibit 1 

Current Funding 
Fiscal 2013-2039 

($ in Thousands) 

 
 

Source:  Gabriel Roeder Smith & Company, and State Retirement Agency 

 

 

When compared to the contribution for fiscal 2014, employer contributions will have 

increased by 74.0% when the system reaches 80.0% funded status in fiscal 2025.  Under the 

current system, the contribution rate as a percentage of payroll, peaks in fiscal 2022 at 22.75%.  

When the system reaches 100.0% funded status under the current funding policies and 

assumptions in fiscal 2033, the contribution is projected to be $3.786 billion.  The highest single 

year contribution amount is projected for fiscal 2035 at $3.982 billion when the system is at 

108.0% funding.      
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2011 Board of Trustees Proposal   
 

 During the 2011 interim, the board presented a proposal to JCP to phase out the corridor 

method over an 8-year period.  The plan suggested a 10% annual switch, so that the 80% prior 

rate and 20% actuarial rate would be changed to 70% prior rate and 30% actuarial rate for the 

first year of the phase out, and so on.  Under that proposal, the actuarial rate would represent 

100% of the total, and the corridor would be eliminated by 2021.  The proposal also included a 

change in the amortization of unfunded liabilities by amortizing all unfunded liabilities under a 

25-year closed amortization schedule.  At the end of the 25-year period, all unfunded liabilities 

would be paid off, and the system would be 100% funded.  The proposal indicated the potential 

for substantial reductions in employer contributions.  However, JCP and the budget committees 

had concerns that not knowing what possible changes to the actuarial assumptions might be 

considered or adopted by the board, it would be prudent to defer an action to study the effects of 

potential changes affecting the funding of the system.  Also, there were other concerns 

expressed, as detailed below. 

 

 Slower Move to 2011 Reform Funding Targets  
 

 Currently, the system is projected to reach 80% funded status in 2023 and 100% funded 

status in 2031.  One of the concerns with the board’s 2011 proposal was that the State’s funding 

goal in reaching 100% funded status would be delayed compared to the current methodology.  

The delay is a function of the lower annual contribution that the proposal requires.  

 

Increased Volatility from Corridor Phaseout and New Amortization 

Policy  
 

 Finally, the stability in contribution rates provided by the corridor will be removed. 

While the phasing in of the change and the improved funded status associated with the reforms 

should mitigate the extent of potential swings, State contribution rates will be more exposed to 

single-year swings than is currently the case.  For example, market results that do not meet the 

actuarially assumed rate of return, either by falling short or exceeding that target will not be 

mitigated by the effect of the corridor methodology.  Similarly, while beneficial because an end 

date is set on repayment of all current and to-be-accrued liabilities, a single 25-year closed period 

is more subject to swings from missed actuarial assumptions from an annual contribution 

standpoint.  This volatility is especially true in terms of the investment return assumption and 

grows as the end of the closed period approaches.  However, pension systems typically adjust 

their funding policy as they approach the end of a closed amortization schedule. 

 

 

Joint Study Proposal 
 

 Over the interim, DLS and SRA requested the system actuary to run projections based on 

the structure of the board’s prior proposal and also to account for changes in the demographic 
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assumptions adopted by the board as well as potential economic assumption changes.  Under the 

change to the amortization, all current unfunded liabilities would be amortized over a 25-year 

closed period.  At the end of the 25-year period, all unfunded liabilities are expected to be paid 

off, with the system at 100% funded status.   

 

 The corridor method would be phased out over a 10-year period.  The corridor currently 

requires the prior year’s rate plus 20% of the difference between the prior year’s rate and the 

actuarial rate.  The first year of the 10-year phaseout would use the prior year’s rate, plus 28% of 

the difference between the prior year’s rate and the actuarial rate.  After 10 years, the 

contribution rate would be the actuarially determined rate.   

 

 As previously discussed, the board updated the demographic assumptions over the 

interim, and these are incorporated into the projections run by the actuary.  The board did not 

make any changes to the economic assumptions but did indicate that the matter would be taken 

up again for the 2013 valuation.  In anticipation of any potential changes to the economic 

assumptions, the projections assumed that for the fiscal 2015 budget that the board would have 

lowered the inflation assumption to 2.80% to coincide with changes made by Social Security.  

Additionally, the projections assume that the board would lower the investment return 

assumption from 7.75 to 7.55% by five basis points over a four-year period.  The projections also 

assume that any legislative changes to phase out the corridor methodology and the change the 

amortization would begin in fiscal 2015, to coincide with any changes to the economic 

assumptions.   

 

 Based on the actuary’s projections, it is anticipated that a change to a 25-year 

amortization schedule, phasing out the corridor funding method over a 10-year period, and 

changes to the economic assumptions by lowering the assumed inflation rate and investment 

return assumption would yield significant reductions in employer contribution rates when 

compared to the current funding structure.   

 

 Reductions in single-year contribution amounts exceed $1 billion in out-years when 

compared to the current funding structure.  Additionally, such changes would not substantially 

affect the State’s system funding status targets while preserving current benefit levels.  While 

there would be a delay in reaching 80% funded status by 2 years, and 100% funded status by 

6 years, there would also be substantial reductions in yearly employer contributions in reaching 

those targets.  Exhibit 2 illustrates the differences in contribution levels under the current 

funding policy and assumptions versus the contributions made under the new amortization, a 

10-year phase out of corridor, and anticipated economic assumption changes.    
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Exhibit 2 

Current funding vs. Corridor Phaseout,  

Reamortization, Alternate 

Economic Assumption 
Fiscal 2013-2039 

($ in Thousands) 

 

 
 

Source:  Gabriel Roeder Smith & Company 

 

 

As indicated, a significant feature of this approach is the consistency of yearly 

contribution amounts.  Under this approach, the highest single-year contribution is $2.667 billion 

in fiscal 2032.  Under the current system, the fiscal 2032 contribution is projected to be 

$3.676 billion.  The current projected single-year contributions for fiscal 2021 through 2037 all 

exceed the highest single-year contribution under the proposal.  Additionally, the contribution 

rate as a percentage of payroll peaks at 20.92% and is above 20.00% for only 6 years and 

steadily declines starting in fiscal 2020.  Under the current system, the contribution rate as a 

percentage of payroll, peaks at 22.75% and is above 20.0% for 20 years. 

 

 Over the first five years of this proposal, the employer contribution is reduced by over 

$451 million.  For fiscal 2015 through 2024, the proposal saves $ 2.22 billion over the current 

system.  Over the entire period from fiscal 2015 through fiscal 2039 (when the proposal would 

take effect), cumulative employer contributions under the current system total $74.5 billion.  For 
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that same 25-year period, under the DLS and SRA proposal, cumulative employer contributions 

total $60.7 billion.     

 

 These calculations are based on the assumption that the Board of Trustees will make the 

assumed changes to the inflation rate and investment return assumption.  In the event that those 

changes are not made by the board, a change to the amortization and a 10-year phase out of the 

corridor method still results in significant savings over the current system.  The projections for 

the above proposal and the proposal without the board’s economic assumption changes, are 

attached as Appendices 2 and 3, respectively.  It is important to note that all projections are 

based upon all assumptions being realized exactly.  Gains and losses to the system will affect out 

year projected numbers as they occur. 

 

 

Findings 
 

 While the corridor method has previously resulted in reduced employer contributions, 

working the investment losses sustained since its inception through the corridor method will 

have significant impact on the employer contribution in out-years.  A change to the amortization 

of unfunded liabilities along with a phasing out of the corridor will allow the corridor method to 

be ended and will reduce employer contributions.  The expected changes that the Board of 

Trustees will make in the following year to the economic assumptions, would provide additional 

savings in the first few years while also adjusting the investment return assumption downward, 

consistent with actions taken by other plans across the country.  The proposed changes result in 

substantial reductions to employer contributions, while preserving the goals of the 2011 pension 

reform. 
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Exhibit 5B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 7.33% 13.47% 15.67% 14.47% $1,442,316 2010 63.4%

2011 7.75% 3.00% 2013 4.79% 9.07% 13.86% 15.80% 1,548,983 2011 63.9%

2012 7.75% 3.00% 2014 5.88% 9.55% 15.44% 18.54% 1,791,983 2012 63.5%

2013 7.70% 2.80% 2015 5.50% 10.67% 16.17% 19.19% 1,903,272 2013 65.2%

2014 7.65% 2.80% 2016 5.48% 11.40% 16.88% 19.81% 2,023,424 2014 66.7%

2015 7.60% 2.80% 2017 5.45% 12.04% 17.49% 20.34% 2,140,296 2015 67.7%

2016 7.55% 2.80% 2018 5.41% 12.76% 18.17% 20.93% 2,270,722 2016 67.5%

2017 7.55% 2.80% 2019 5.28% 13.12% 18.40% 21.08% 2,358,147 2017 68.9%

2018 7.55% 2.80% 2020 5.15% 13.17% 18.32% 20.92% 2,413,406 2018 70.3%

2019 7.55% 2.80% 2021 5.03% 13.03% 18.05% 20.57% 2,449,149 2019 71.8%

2020 7.55% 2.80% 2022 4.91% 12.78% 17.69% 20.13% 2,473,847 2020 73.3%

2021 7.55% 2.80% 2023 4.79% 12.51% 17.30% 19.66% 2,496,181 2021 74.8%

2022 7.55% 2.80% 2024 4.68% 12.23% 16.91% 19.20% 2,517,599 2022 76.3%

2023 7.55% 2.80% 2025 4.58% 11.97% 16.55% 18.77% 2,542,592 2023 77.8%

2024 7.55% 2.80% 2026 4.48% 11.72% 16.19% 18.34% 2,567,241 2024 79.3%

2025 7.55% 2.80% 2027 4.38% 11.46% 15.84% 17.91% 2,592,021 2025 80.8%

2026 7.55% 2.80% 2028 4.30% 11.18% 15.48% 17.48% 2,614,733 2026 82.3%

2027 7.55% 2.80% 2029 4.21% 10.89% 15.10% 17.04% 2,634,106 2027 83.8%

2028 7.55% 2.80% 2030 4.13% 10.59% 14.72% 16.60% 2,649,794 2028 85.3%

2029 7.55% 2.80% 2031 4.05% 10.27% 14.32% 16.14% 2,661,820 2029 86.9%

2030 7.55% 2.80% 2032 3.98% 9.92% 13.90% 15.66% 2,667,181 2030 88.4%

2031 7.55% 2.80% 2033 3.91% 9.53% 13.44% 15.15% 2,664,746 2031 90.0%

2032 7.55% 2.80% 2034 3.84% 9.10% 12.94% 14.59% 2,650,082 2032 91.6%

2033 7.55% 2.80% 2035 3.78% 8.58% 12.35% 13.95% 2,616,519 2033 93.2%

2034 7.55% 2.80% 2036 3.71% 7.93% 11.65% 13.20% 2,554,120 2034 94.9%

2035 7.55% 2.80% 2037 3.66% 7.05% 10.71% 12.21% 2,439,851 2035 96.5%

2036 7.55% 2.80% 2038 3.60% 5.66% 9.26% 10.71% 2,208,867 2036 98.1%

2037 7.55% 2.80% 2039 3.55% 2.40% 5.94% 7.35% 1,563,967 2037 99.6%

1

*

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. 25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 72% of the prior year budgeted rate and 28% of the current year actuarial rate. The four year phase-in of the 7.55% interest rate is first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. The wage 

and price inflation assumption changes are first reflected in the June 30, 2013 valuation.  The assumed actual interest rate credited to the assets is 7.55% beginning in the June 30, 2013 valuation.

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Contribution Rate
1

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Projected Results Under Alternate Economic Assumptions and Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Combined State Systems
Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Y:\C3108\Projections\2012\

Projections_2012_ExhibitB.xlsx Gabriel Roeder Smith & Company 10/26/2012  1:50 PM

123



Exhibit 5B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 7.23% 8.22% 15.45% 14.20% $918,929 2010 65.4%

2011 7.75% 3.00% 2013 4.62% 8.67% 13.29% 15.30% 981,542 2011 66.3%

2012 7.75% 3.00% 2014 5.83% 8.88% 14.71% 17.94% 1,128,853 2012 65.8%

2013 7.70% 2.80% 2015 5.45% 9.88% 15.33% 18.46% 1,196,671 2013 67.6%

2014 7.65% 2.80% 2016 5.43% 10.42% 15.85% 18.88% 1,264,610 2014 69.1%

2015 7.60% 2.80% 2017 5.40% 10.87% 16.27% 19.20% 1,329,447 2015 70.1%

2016 7.55% 2.80% 2018 5.37% 11.41% 16.78% 19.62% 1,404,118 2016 70.0%

2017 7.55% 2.80% 2019 5.24% 11.67% 16.91% 19.65% 1,454,496 2017 71.4%

2018 7.55% 2.80% 2020 5.11% 11.65% 16.76% 19.41% 1,485,696 2018 72.8%

2019 7.55% 2.80% 2021 4.99% 11.46% 16.45% 19.02% 1,505,163 2019 74.3%

2020 7.55% 2.80% 2022 4.87% 11.19% 16.06% 18.54% 1,518,279 2020 75.8%

2021 7.55% 2.80% 2023 4.75% 10.91% 15.66% 18.06% 1,530,377 2021 77.3%

2022 7.55% 2.80% 2024 4.64% 10.62% 15.26% 17.58% 1,541,525 2022 78.8%

2023 7.55% 2.80% 2025 4.54% 10.36% 14.90% 17.14% 1,555,613 2023 80.2%

2024 7.55% 2.80% 2026 4.43% 10.11% 14.54% 16.70% 1,569,047 2024 81.7%

2025 7.55% 2.80% 2027 4.33% 9.86% 14.19% 16.28% 1,582,659 2025 83.1%

2026 7.55% 2.80% 2028 4.24% 9.59% 13.83% 15.85% 1,594,238 2026 84.5%

2027 7.55% 2.80% 2029 4.15% 9.31% 13.46% 15.41% 1,603,504 2027 86.0%

2028 7.55% 2.80% 2030 4.06% 9.02% 13.08% 14.97% 1,610,210 2028 87.4%

2029 7.55% 2.80% 2031 3.97% 8.72% 12.69% 14.52% 1,614,142 2029 88.8%

2030 7.55% 2.80% 2032 3.89% 8.39% 12.28% 14.05% 1,613,833 2030 90.2%

2031 7.55% 2.80% 2033 3.81% 8.03% 11.84% 13.55% 1,607,993 2031 91.6%

2032 7.55% 2.80% 2034 3.73% 7.62% 11.35% 13.01% 1,593,593 2032 93.1%

2033 7.55% 2.80% 2035 3.66% 7.12% 10.78% 12.39% 1,566,329 2033 94.5%

2034 7.55% 2.80% 2036 3.58% 6.51% 10.09% 11.65% 1,519,966 2034 95.9%

2035 7.55% 2.80% 2037 3.51% 5.67% 9.18% 10.69% 1,439,384 2035 97.2%

2036 7.55% 2.80% 2038 3.44% 4.33% 7.77% 9.23% 1,282,479 2036 98.6%

2037 7.55% 2.80% 2039 3.37% 1.18% 4.55% 5.97% 854,864 2037 99.8%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. 25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 72% of the prior year budgeted rate and 28% of the current year actuarial rate. The four year phase-in of the 7.55% interest rate is first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. The wage 

and price inflation assumption changes are first reflected in the June 30, 2013 valuation.  The assumed actual interest rate credited to the assets is 7.55% beginning in the June 30, 2013 valuation.

Projected Results Under Alternate Economic Assumptions and Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Teachers' Combined System

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 5B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 6.47% 6.93% 13.40% 12.32% $403,540 2010 59.7%

2011 7.75% 3.00% 2013 4.17% 8.12% 12.29% 14.05% 446,711 2011 59.4%

2012 7.75% 3.00% 2014 4.90% 9.15% 14.05% 16.84% 532,078 2012 58.9%

2013 7.70% 2.80% 2015 4.54% 10.72% 15.26% 18.00% 579,487 2013 60.4%

2014 7.65% 2.80% 2016 4.51% 11.92% 16.43% 19.10% 629,625 2014 61.7%

2015 7.60% 2.80% 2017 4.47% 12.99% 17.46% 20.07% 677,745 2015 62.5%

2016 7.55% 2.80% 2018 4.43% 14.03% 18.46% 21.00% 727,376 2016 62.3%

2017 7.55% 2.80% 2019 4.30% 14.66% 18.96% 21.44% 761,699 2017 63.6%

2018 7.55% 2.80% 2020 4.17% 14.89% 19.06% 21.48% 783,136 2018 65.0%

2019 7.55% 2.80% 2021 4.05% 14.87% 18.92% 21.27% 796,813 2019 66.5%

2020 7.55% 2.80% 2022 3.94% 14.70% 18.64% 20.93% 805,783 2020 68.1%

2021 7.55% 2.80% 2023 3.83% 14.48% 18.31% 20.53% 813,245 2021 69.6%

2022 7.55% 2.80% 2024 3.73% 14.24% 17.97% 20.13% 820,521 2022 71.1%

2023 7.55% 2.80% 2025 3.64% 14.00% 17.64% 19.74% 828,479 2023 72.7%

2024 7.55% 2.80% 2026 3.55% 13.76% 17.31% 19.35% 836,699 2024 74.2%

2025 7.55% 2.80% 2027 3.47% 13.50% 16.97% 18.95% 844,646 2025 75.8%

2026 7.55% 2.80% 2028 3.39% 13.24% 16.63% 18.55% 852,571 2026 77.4%

2027 7.55% 2.80% 2029 3.32% 12.95% 16.27% 18.13% 859,572 2027 79.0%

2028 7.55% 2.80% 2030 3.26% 12.63% 15.89% 17.69% 865,397 2028 80.7%

2029 7.55% 2.80% 2031 3.20% 12.30% 15.50% 17.25% 870,400 2029 82.5%

2030 7.55% 2.80% 2032 3.15% 11.92% 15.07% 16.76% 873,034 2030 84.3%

2031 7.55% 2.80% 2033 3.10% 11.51% 14.61% 16.25% 873,566 2031 86.2%

2032 7.55% 2.80% 2034 3.05% 11.05% 14.10% 15.69% 870,705 2032 88.2%

2033 7.55% 2.80% 2035 3.01% 10.50% 13.51% 15.05% 862,370 2033 90.3%

2034 7.55% 2.80% 2036 2.97% 9.82% 12.79% 14.28% 845,114 2034 92.4%

2035 7.55% 2.80% 2037 2.94% 8.90% 11.84% 13.28% 811,884 2035 94.6%

2036 7.55% 2.80% 2038 2.91% 7.45% 10.36% 11.75% 742,206 2036 96.9%

2037 7.55% 2.80% 2039 2.88% 4.11% 6.99% 8.34% 543,926 2037 99.1%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. 25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 72% of the prior year budgeted rate and 28% of the current year actuarial rate. The four year phase-in of the 7.55% interest rate is first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. The wage 

and price inflation assumption changes are first reflected in the June 30, 2013 valuation.  The assumed actual interest rate credited to the assets is 7.55% beginning in the June 30, 2013 valuation.

Projected Results Under Alternate Economic Assumptions and Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Employees' Combined System (State)

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 5B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 25.48% 35.53% 61.01% 59.06% $50,807 2010 63.0%

2011 7.75% 3.00% 2013 20.44% 40.77% 61.21% 64.57% 51,365 2011 62.0%

2012 7.75% 3.00% 2014 25.40% 41.31% 66.71% 71.85% 58,772 2012 62.1%

2013 7.70% 2.80% 2015 24.54% 55.07% 79.61% 84.71% 69,715 2013 63.4%

2014 7.65% 2.80% 2016 24.54% 56.32% 80.86% 85.89% 71,758 2014 64.0%

2015 7.60% 2.80% 2017 24.51% 57.59% 82.10% 87.04% 74,033 2015 64.5%

2016 7.55% 2.80% 2018 24.42% 60.61% 85.03% 89.90% 77,516 2016 64.1%

2017 7.55% 2.80% 2019 24.06% 61.28% 85.34% 90.13% 79,020 2017 65.0%

2018 7.55% 2.80% 2020 23.72% 61.55% 85.27% 89.97% 80,450 2018 66.0%

2019 7.55% 2.80% 2021 23.39% 61.72% 85.11% 89.71% 81,920 2019 67.0%

2020 7.55% 2.80% 2022 23.09% 61.79% 84.88% 89.38% 83,432 2020 68.1%

2021 7.55% 2.80% 2023 22.81% 61.62% 84.43% 88.82% 85,083 2021 69.2%

2022 7.55% 2.80% 2024 22.54% 61.47% 84.01% 88.28% 86,755 2022 70.4%

2023 7.55% 2.80% 2025 22.28% 61.24% 83.52% 87.68% 88,492 2023 71.6%

2024 7.55% 2.80% 2026 22.05% 60.96% 83.01% 87.06% 90,276 2024 72.8%

2025 7.55% 2.80% 2027 21.85% 60.45% 82.30% 86.23% 92,188 2025 74.1%

2026 7.55% 2.80% 2028 21.67% 59.93% 81.60% 85.41% 94,133 2026 75.5%

2027 7.55% 2.80% 2029 21.48% 59.44% 80.92% 84.62% 96,043 2027 77.0%

2028 7.55% 2.80% 2030 21.31% 58.92% 80.23% 83.83% 97,941 2028 78.6%

2029 7.55% 2.80% 2031 21.15% 58.30% 79.45% 82.94% 99,852 2029 80.2%

2030 7.55% 2.80% 2032 21.01% 57.51% 78.52% 81.90% 101,793 2030 82.0%

2031 7.55% 2.80% 2033 20.90% 56.57% 77.47% 80.74% 103,712 2031 83.9%

2032 7.55% 2.80% 2034 20.80% 55.44% 76.24% 79.40% 105,556 2032 85.9%

2033 7.55% 2.80% 2035 20.71% 54.22% 74.93% 77.99% 107,178 2033 88.0%

2034 7.55% 2.80% 2036 20.64% 52.61% 73.25% 76.20% 108,507 2034 90.3%

2035 7.55% 2.80% 2037 20.59% 50.46% 71.05% 73.89% 109,171 2035 92.7%

2036 7.55% 2.80% 2038 20.54% 47.28% 67.82% 70.56% 108,212 2036 95.2%

2037 7.55% 2.80% 2039 20.51% 40.42% 60.93% 63.58% 100,925 2037 97.9%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. 25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 72% of the prior year budgeted rate and 28% of the current year actuarial rate. The four year phase-in of the 7.55% interest rate is first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. The wage 

and price inflation assumption changes are first reflected in the June 30, 2013 valuation.  The assumed actual interest rate credited to the assets is 7.55% beginning in the June 30, 2013 valuation.

Projected Results Under Alternate Economic Assumptions and Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - State Police

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 5B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 31.79% 28.58% 60.37% 60.37% $25,403 2010 64.9%

2011 7.75% 3.00% 2013 32.31% 28.87% 61.18% 61.18% 25,002 2011 67.8%

2012 7.75% 3.00% 2014 29.91% 21.01% 50.92% 50.92% 21,423 2012 78.4%

2013 7.70% 2.80% 2015 29.06% 12.16% 41.22% 41.22% 17,851 2013 82.0%

2014 7.65% 2.80% 2016 29.21% 11.33% 40.54% 40.54% 18,099 2014 83.9%

2015 7.60% 2.80% 2017 29.50% 11.51% 41.01% 41.01% 18,881 2015 84.3%

2016 7.55% 2.80% 2018 29.51% 12.60% 42.11% 42.11% 19,993 2016 83.4%

2017 7.55% 2.80% 2019 29.43% 12.63% 42.06% 42.06% 20,601 2017 84.0%

2018 7.55% 2.80% 2020 29.55% 12.55% 42.10% 42.10% 21,275 2018 84.7%

2019 7.55% 2.80% 2021 29.48% 12.46% 41.94% 41.94% 21,880 2019 85.4%

2020 7.55% 2.80% 2022 29.37% 12.34% 41.71% 41.71% 22,452 2020 86.1%

2021 7.55% 2.80% 2023 29.24% 12.21% 41.45% 41.45% 23,024 2021 86.8%

2022 7.55% 2.80% 2024 29.43% 12.09% 41.52% 41.52% 23,792 2022 87.5%

2023 7.55% 2.80% 2025 29.34% 11.98% 41.32% 41.32% 24,448 2023 88.2%

2024 7.55% 2.80% 2026 29.22% 11.85% 41.07% 41.07% 25,088 2024 88.9%

2025 7.55% 2.80% 2027 29.26% 11.71% 40.97% 40.97% 25,843 2025 89.6%

2026 7.55% 2.80% 2028 29.23% 11.55% 40.78% 40.78% 26,570 2026 90.3%

2027 7.55% 2.80% 2029 29.14% 11.39% 40.53% 40.53% 27,262 2027 91.1%

2028 7.55% 2.80% 2030 29.19% 11.20% 40.39% 40.39% 28,057 2028 91.9%

2029 7.55% 2.80% 2031 29.21% 11.01% 40.22% 40.22% 28,845 2029 92.7%

2030 7.55% 2.80% 2032 29.21% 10.80% 40.01% 40.01% 29,636 2030 93.5%

2031 7.55% 2.80% 2033 29.20% 10.54% 39.74% 39.74% 30,405 2031 94.3%

2032 7.55% 2.80% 2034 29.23% 10.25% 39.48% 39.48% 31,196 2032 95.1%

2033 7.55% 2.80% 2035 29.24% 9.90% 39.14% 39.14% 31,951 2033 96.0%

2034 7.55% 2.80% 2036 29.25% 9.47% 38.72% 38.72% 32,646 2034 96.9%

2035 7.55% 2.80% 2037 29.26% 8.87% 38.13% 38.13% 33,207 2035 97.7%

2036 7.55% 2.80% 2038 29.29% 7.86% 37.15% 37.15% 33,422 2036 98.6%

2037 7.55% 2.80% 2039 29.28% 5.48% 34.76% 34.76% 32,309 2037 99.5%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. 25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 72% of the prior year budgeted rate and 28% of the current year actuarial rate. The four year phase-in of the 7.55% interest rate is first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. The wage 

and price inflation assumption changes are first reflected in the June 30, 2013 valuation.  The assumed actual interest rate credited to the assets is 7.55% beginning in the June 30, 2013 valuation.

Projected Results Under Alternate Economic Assumptions and Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Judges

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 5B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 17.30% 31.96% 49.26% 47.25% $43,637 2010 51.4%

2011 7.75% 3.00% 2013 12.35% 34.46% 46.81% 50.14% 44,363 2011 53.8%

2012 7.75% 3.00% 2014 15.39% 37.08% 52.47% 57.72% 50,857 2012 55.0%

2013 7.70% 2.80% 2015 14.88% 24.40% 39.28% 44.49% 39,548 2013 59.9%

2014 7.65% 2.80% 2016 14.94% 23.42% 38.36% 43.48% 39,332 2014 63.5%

2015 7.60% 2.80% 2017 15.00% 23.50% 38.50% 43.51% 40,190 2015 65.2%

2016 7.55% 2.80% 2018 15.05% 24.24% 39.29% 44.19% 41,719 2016 65.8%

2017 7.55% 2.80% 2019 14.92% 24.07% 38.99% 43.78% 42,331 2017 67.5%

2018 7.55% 2.80% 2020 14.79% 23.81% 38.60% 43.28% 42,849 2018 69.3%

2019 7.55% 2.80% 2021 14.67% 23.52% 38.19% 42.75% 43,373 2019 71.0%

2020 7.55% 2.80% 2022 14.56% 23.19% 37.75% 42.20% 43,900 2020 72.6%

2021 7.55% 2.80% 2023 14.46% 22.81% 37.27% 41.60% 44,450 2021 74.3%

2022 7.55% 2.80% 2024 14.37% 22.42% 36.79% 41.01% 45,006 2022 75.8%

2023 7.55% 2.80% 2025 14.29% 21.98% 36.27% 40.37% 45,560 2023 77.4%

2024 7.55% 2.80% 2026 14.21% 21.52% 35.73% 39.72% 46,131 2024 79.0%

2025 7.55% 2.80% 2027 14.14% 21.01% 35.15% 39.02% 46,686 2025 80.5%

2026 7.55% 2.80% 2028 14.07% 20.47% 34.54% 38.29% 47,222 2026 82.1%

2027 7.55% 2.80% 2029 14.01% 19.89% 33.90% 37.54% 47,725 2027 83.7%

2028 7.55% 2.80% 2030 13.95% 19.27% 33.22% 36.75% 48,190 2028 85.2%

2029 7.55% 2.80% 2031 13.90% 18.60% 32.50% 35.92% 48,581 2029 86.8%

2030 7.55% 2.80% 2032 13.85% 17.85% 31.70% 35.02% 48,884 2030 88.4%

2031 7.55% 2.80% 2033 13.81% 17.02% 30.83% 34.04% 49,070 2031 90.1%

2032 7.55% 2.80% 2034 13.77% 16.08% 29.85% 32.96% 49,033 2032 91.7%

2033 7.55% 2.80% 2035 13.74% 14.95% 28.69% 31.70% 48,691 2033 93.4%

2034 7.55% 2.80% 2036 13.71% 13.55% 27.26% 30.18% 47,888 2034 95.0%

2035 7.55% 2.80% 2037 13.68% 11.68% 25.36% 28.18% 46,206 2035 96.7%

2036 7.55% 2.80% 2038 13.65% 8.72% 22.37% 25.10% 42,548 2036 98.3%

2037 7.55% 2.80% 2039 13.63% 1.94% 15.57% 18.21% 31,943 2037 99.8%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. 25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 72% of the prior year budgeted rate and 28% of the current year actuarial rate. The four year phase-in of the 7.55% interest rate is first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate. The wage 

and price inflation assumption changes are first reflected in the June 30, 2013 valuation.  The assumed actual interest rate credited to the assets is 7.55% beginning in the June 30, 2013 valuation.

Projected Results Under Alternate Economic Assumptions and Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - LEOPS (State)

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.

Y:\C3108\Projections\2012\

Projections_2012_ExhibitB.xlsx Gabriel Roeder Smith & Company 10/26/2012  1:50 PM

128



MSRPS

Exhibit 5B Summary

Projected Results Under Alternate Economic Assumptions and Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

Sum of FY13-FY17 

Contributions ($000)

Sum of FY13-FY22 

Contributions ($000)

Year Funded Ratio 

Reaches 80%

Year Funded Ratio 

Reaches 100%

Combined State Systems $9,407,958 $21,373,229 2025 2038

Teachers' Combined System 5,901,123 13,268,876 2023 2038

Employees' Combined System (State) 2,865,647 6,740,453 2028 2038

State Police 325,643 727,983 2029 2038

Judges 101,255 207,456 2013 2038

LEOPS (State) 214,290 428,461 2025 2038
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Exhibit 3B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 7.33% 13.47% 15.67% 14.47% $1,442,316 2010 63.4%

2011 7.75% 3.00% 2013 4.79% 9.07% 13.86% 15.80% 1,548,983 2011 63.9%

2012 7.75% 3.00% 2014 5.88% 9.55% 15.44% 18.54% 1,791,983 2012 63.5%

2013 7.75% 3.00% 2015 5.71% 10.71% 16.42% 19.44% 1,935,328 2013 63.9%

2014 7.75% 3.00% 2016 5.56% 11.62% 17.18% 20.10% 2,064,858 2014 65.9%

2015 7.75% 3.00% 2017 5.41% 12.25% 17.65% 20.48% 2,172,524 2015 67.4%

2016 7.75% 3.00% 2018 5.25% 12.78% 18.03% 20.77% 2,276,076 2016 67.9%

2017 7.75% 3.00% 2019 5.12% 12.97% 18.09% 20.74% 2,347,291 2017 69.3%

2018 7.75% 3.00% 2020 4.99% 12.92% 17.91% 20.47% 2,394,586 2018 70.8%

2019 7.75% 3.00% 2021 4.86% 12.73% 17.58% 20.06% 2,426,607 2019 72.3%

2020 7.75% 3.00% 2022 4.74% 12.47% 17.21% 19.61% 2,452,747 2020 73.8%

2021 7.75% 3.00% 2023 4.62% 12.20% 16.82% 19.14% 2,477,277 2021 75.3%

2022 7.75% 3.00% 2024 4.51% 11.93% 16.44% 18.68% 2,502,179 2022 76.7%

2023 7.75% 3.00% 2025 4.41% 11.68% 16.08% 18.25% 2,530,312 2023 78.2%

2024 7.75% 3.00% 2026 4.31% 11.42% 15.73% 17.82% 2,558,656 2024 79.6%

2025 7.75% 3.00% 2027 4.21% 11.17% 15.38% 17.40% 2,586,692 2025 81.1%

2026 7.75% 3.00% 2028 4.12% 10.90% 15.02% 16.97% 2,612,747 2026 82.6%

2027 7.75% 3.00% 2029 4.04% 10.62% 14.66% 16.54% 2,636,414 2027 84.0%

2028 7.75% 3.00% 2030 3.95% 10.33% 14.29% 16.10% 2,657,518 2028 85.5%

2029 7.75% 3.00% 2031 3.88% 10.02% 13.90% 15.66% 2,673,869 2029 87.0%

2030 7.75% 3.00% 2032 3.80% 9.69% 13.49% 15.19% 2,683,970 2030 88.6%

2031 7.75% 3.00% 2033 3.73% 9.31% 13.05% 14.69% 2,685,527 2031 90.1%

2032 7.75% 3.00% 2034 3.66% 8.89% 12.55% 14.14% 2,674,421 2032 91.7%

2033 7.75% 3.00% 2035 3.60% 8.39% 11.99% 13.53% 2,646,269 2033 93.3%

2034 7.75% 3.00% 2036 3.54% 7.78% 11.31% 12.80% 2,589,335 2034 94.9%

2035 7.75% 3.00% 2037 3.48% 6.94% 10.42% 11.85% 2,479,645 2035 96.5%

2036 7.75% 3.00% 2038 3.42% 5.60% 9.02% 10.41% 2,251,832 2036 98.0%

2037 7.75% 3.00% 2039 3.37% 2.48% 5.84% 7.19% 1,607,461 2037 99.6%

1

*

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate.  25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 70% of the prior year budgeted rate and 30% of the current year actuarial rate.

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Contribution Rate
1

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Projected Results Under Alternate Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Combined State Systems
Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.
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Exhibit 3B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 7.23% 8.22% 15.45% 14.20% $918,929 2010 65.4%

2011 7.75% 3.00% 2013 4.62% 8.67% 13.29% 15.30% 981,542 2011 66.3%

2012 7.75% 3.00% 2014 5.83% 8.88% 14.71% 17.94% 1,128,853 2012 65.8%

2013 7.75% 3.00% 2015 5.66% 9.89% 15.55% 18.67% 1,214,810 2013 66.1%

2014 7.75% 3.00% 2016 5.51% 10.63% 16.14% 19.16% 1,290,265 2014 68.2%

2015 7.75% 3.00% 2017 5.36% 11.08% 16.44% 19.35% 1,349,963 2015 69.8%

2016 7.75% 3.00% 2018 5.21% 11.46% 16.67% 19.48% 1,407,712 2016 70.4%

2017 7.75% 3.00% 2019 5.08% 11.54% 16.62% 19.33% 1,447,226 2017 71.8%

2018 7.75% 3.00% 2020 4.95% 11.42% 16.37% 18.99% 1,472,726 2018 73.3%

2019 7.75% 3.00% 2021 4.82% 11.18% 16.00% 18.53% 1,489,057 2019 74.8%

2020 7.75% 3.00% 2022 4.70% 10.90% 15.60% 18.04% 1,502,773 2020 76.3%

2021 7.75% 3.00% 2023 4.58% 10.62% 15.20% 17.55% 1,516,247 2021 77.7%

2022 7.75% 3.00% 2024 4.47% 10.34% 14.81% 17.08% 1,529,653 2022 79.2%

2023 7.75% 3.00% 2025 4.36% 10.09% 14.45% 16.64% 1,545,195 2023 80.6%

2024 7.75% 3.00% 2026 4.26% 9.84% 14.10% 16.21% 1,561,036 2024 82.0%

2025 7.75% 3.00% 2027 4.16% 9.59% 13.75% 15.78% 1,576,137 2025 83.4%

2026 7.75% 3.00% 2028 4.06% 9.34% 13.40% 15.36% 1,590,194 2026 84.8%

2027 7.75% 3.00% 2029 3.97% 9.07% 13.04% 14.93% 1,601,949 2027 86.2%

2028 7.75% 3.00% 2030 3.88% 8.80% 12.68% 14.51% 1,612,249 2028 87.6%

2029 7.75% 3.00% 2031 3.80% 8.50% 12.30% 14.06% 1,618,678 2029 88.9%

2030 7.75% 3.00% 2032 3.71% 8.19% 11.90% 13.60% 1,620,776 2030 90.3%

2031 7.75% 3.00% 2033 3.63% 7.84% 11.47% 13.12% 1,617,175 2031 91.7%

2032 7.75% 3.00% 2034 3.55% 7.44% 10.99% 12.58% 1,604,694 2032 93.1%

2033 7.75% 3.00% 2035 3.48% 6.97% 10.45% 11.99% 1,581,429 2033 94.5%

2034 7.75% 3.00% 2036 3.40% 6.39% 9.79% 11.28% 1,538,327 2034 95.9%

2035 7.75% 3.00% 2037 3.33% 5.59% 8.92% 10.36% 1,460,862 2035 97.2%

2036 7.75% 3.00% 2038 3.26% 4.31% 7.57% 8.96% 1,306,274 2036 98.5%

2037 7.75% 3.00% 2039 3.19% 1.31% 4.50% 5.85% 880,623 2037 99.8%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate.  25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 70% of the prior year budgeted rate and 30% of the current year actuarial rate.

Projected Results Under Alternate Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Teachers' Combined System

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 3B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 6.47% 6.93% 13.40% 12.32% $403,540 2010 59.7%

2011 7.75% 3.00% 2013 4.17% 8.12% 12.29% 14.05% 446,711 2011 59.4%

2012 7.75% 3.00% 2014 4.90% 9.15% 14.05% 16.84% 532,078 2012 58.9%

2013 7.75% 3.00% 2015 4.74% 10.72% 15.46% 18.18% 588,339 2013 59.1%

2014 7.75% 3.00% 2016 4.58% 12.11% 16.69% 19.34% 641,927 2014 60.9%

2015 7.75% 3.00% 2017 4.43% 13.18% 17.61% 20.20% 688,001 2015 62.3%

2016 7.75% 3.00% 2018 4.29% 14.04% 18.33% 20.85% 729,648 2016 62.7%

2017 7.75% 3.00% 2019 4.15% 14.49% 18.64% 21.09% 758,689 2017 64.1%

2018 7.75% 3.00% 2020 4.02% 14.62% 18.64% 21.02% 777,729 2018 65.5%

2019 7.75% 3.00% 2021 3.90% 14.55% 18.45% 20.76% 790,634 2019 67.0%

2020 7.75% 3.00% 2022 3.79% 14.37% 18.16% 20.41% 800,234 2020 68.6%

2021 7.75% 3.00% 2023 3.68% 14.14% 17.82% 20.00% 808,279 2021 70.1%

2022 7.75% 3.00% 2024 3.58% 13.90% 17.48% 19.59% 816,530 2022 71.6%

2023 7.75% 3.00% 2025 3.48% 13.68% 17.16% 19.21% 825,909 2023 73.1%

2024 7.75% 3.00% 2026 3.39% 13.44% 16.83% 18.81% 835,141 2024 74.6%

2025 7.75% 3.00% 2027 3.31% 13.19% 16.50% 18.42% 844,555 2025 76.1%

2026 7.75% 3.00% 2028 3.24% 12.91% 16.15% 18.01% 853,034 2026 77.7%

2027 7.75% 3.00% 2029 3.17% 12.63% 15.80% 17.60% 861,511 2027 79.3%

2028 7.75% 3.00% 2030 3.10% 12.33% 15.43% 17.17% 868,806 2028 80.9%

2029 7.75% 3.00% 2031 3.04% 12.01% 15.05% 16.73% 875,281 2029 82.7%

2030 7.75% 3.00% 2032 2.99% 11.65% 14.64% 16.27% 879,865 2030 84.5%

2031 7.75% 3.00% 2033 2.94% 11.25% 14.19% 15.76% 881,757 2031 86.4%

2032 7.75% 3.00% 2034 2.89% 10.80% 13.69% 15.21% 880,125 2032 88.3%

2033 7.75% 3.00% 2035 2.85% 10.26% 13.11% 14.58% 872,776 2033 90.4%

2034 7.75% 3.00% 2036 2.81% 9.61% 12.42% 13.84% 857,309 2034 92.5%

2035 7.75% 3.00% 2037 2.78% 8.72% 11.50% 12.87% 825,126 2035 94.7%

2036 7.75% 3.00% 2038 2.75% 7.32% 10.07% 11.40% 755,959 2036 96.9%

2037 7.75% 3.00% 2039 2.72% 4.10% 6.82% 8.10% 556,172 2037 99.1%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate.  25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 70% of the prior year budgeted rate and 30% of the current year actuarial rate.

Projected Results Under Alternate Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Employees' Combined System (State)

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 3B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 25.48% 35.53% 61.01% 59.06% $50,807 2010 63.0%

2011 7.75% 3.00% 2013 20.44% 40.77% 61.21% 64.57% 51,365 2011 62.0%

2012 7.75% 3.00% 2014 25.40% 41.31% 66.71% 71.85% 58,772 2012 62.1%

2013 7.75% 3.00% 2015 25.12% 57.45% 82.57% 87.65% 72,480 2013 62.0%

2014 7.75% 3.00% 2016 24.75% 57.80% 82.55% 87.54% 73,637 2014 63.1%

2015 7.75% 3.00% 2017 24.38% 57.92% 82.30% 87.20% 74,813 2015 64.2%

2016 7.75% 3.00% 2018 23.97% 59.83% 83.80% 88.62% 77,226 2016 64.4%

2017 7.75% 3.00% 2019 23.58% 60.33% 83.91% 88.64% 78,694 2017 65.4%

2018 7.75% 3.00% 2020 23.22% 60.55% 83.77% 88.40% 80,199 2018 66.4%

2019 7.75% 3.00% 2021 22.88% 60.69% 83.57% 88.10% 81,774 2019 67.4%

2020 7.75% 3.00% 2022 22.55% 60.76% 83.31% 87.73% 83,403 2020 68.5%

2021 7.75% 3.00% 2023 22.26% 60.58% 82.84% 87.14% 85,181 2021 69.6%

2022 7.75% 3.00% 2024 21.97% 60.44% 82.41% 86.59% 86,996 2022 70.7%

2023 7.75% 3.00% 2025 21.71% 60.20% 81.91% 85.97% 88,882 2023 71.9%

2024 7.75% 3.00% 2026 21.46% 59.93% 81.39% 85.34% 90,819 2024 73.1%

2025 7.75% 3.00% 2027 21.25% 59.43% 80.68% 84.50% 92,899 2025 74.4%

2026 7.75% 3.00% 2028 21.06% 58.92% 79.98% 83.68% 95,019 2026 75.8%

2027 7.75% 3.00% 2029 20.87% 58.44% 79.31% 82.90% 97,122 2027 77.2%

2028 7.75% 3.00% 2030 20.68% 57.94% 78.62% 82.10% 99,209 2028 78.7%

2029 7.75% 3.00% 2031 20.52% 57.33% 77.85% 81.22% 101,326 2029 80.4%

2030 7.75% 3.00% 2032 20.38% 56.55% 76.93% 80.19% 103,478 2030 82.1%

2031 7.75% 3.00% 2033 20.26% 55.64% 75.90% 79.04% 105,624 2031 84.0%

2032 7.75% 3.00% 2034 20.16% 54.55% 74.71% 77.74% 107,724 2032 86.0%

2033 7.75% 3.00% 2035 20.07% 53.36% 73.43% 76.36% 109,590 2033 88.1%

2034 7.75% 3.00% 2036 20.00% 51.79% 71.79% 74.61% 111,166 2034 90.3%

2035 7.75% 3.00% 2037 19.94% 49.72% 69.66% 72.37% 112,095 2035 92.7%

2036 7.75% 3.00% 2038 19.90% 46.62% 66.52% 69.13% 111,358 2036 95.2%

2037 7.75% 3.00% 2039 19.87% 39.98% 59.85% 62.36% 104,191 2037 97.9%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate.  25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 70% of the prior year budgeted rate and 30% of the current year actuarial rate.

Projected Results Under Alternate Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - State Police

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 3B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 31.79% 28.58% 60.37% 60.37% $25,403 2010 64.9%

2011 7.75% 3.00% 2013 32.31% 28.87% 61.18% 61.18% 25,002 2011 67.8%

2012 7.75% 3.00% 2014 29.91% 21.01% 50.92% 50.92% 21,423 2012 78.4%

2013 7.75% 3.00% 2015 29.79% 13.46% 43.25% 43.25% 18,821 2013 80.2%

2014 7.75% 3.00% 2016 29.66% 12.22% 41.88% 41.88% 18,824 2014 82.6%

2015 7.75% 3.00% 2017 29.70% 11.82% 41.52% 41.52% 19,283 2015 83.8%

2016 7.75% 3.00% 2018 29.49% 12.38% 41.87% 41.87% 20,092 2016 83.7%

2017 7.75% 3.00% 2019 29.41% 12.32% 41.73% 41.73% 20,698 2017 84.4%

2018 7.75% 3.00% 2020 29.54% 12.20% 41.74% 41.74% 21,401 2018 85.1%

2019 7.75% 3.00% 2021 29.47% 12.10% 41.57% 41.57% 22,046 2019 85.8%

2020 7.75% 3.00% 2022 29.36% 11.98% 41.34% 41.34% 22,665 2020 86.5%

2021 7.75% 3.00% 2023 29.22% 11.86% 41.08% 41.08% 23,287 2021 87.2%

2022 7.75% 3.00% 2024 29.42% 11.73% 41.15% 41.15% 24,110 2022 87.8%

2023 7.75% 3.00% 2025 29.32% 11.63% 40.95% 40.95% 24,822 2023 88.5%

2024 7.75% 3.00% 2026 29.21% 11.49% 40.70% 40.70% 25,520 2024 89.2%

2025 7.75% 3.00% 2027 29.25% 11.34% 40.59% 40.59% 26,331 2025 89.9%

2026 7.75% 3.00% 2028 29.21% 11.20% 40.41% 40.41% 27,130 2026 90.6%

2027 7.75% 3.00% 2029 29.12% 11.03% 40.15% 40.15% 27,882 2027 91.4%

2028 7.75% 3.00% 2030 29.18% 10.83% 40.01% 40.01% 28,750 2028 92.1%

2029 7.75% 3.00% 2031 29.19% 10.65% 39.84% 39.84% 29,614 2029 92.9%

2030 7.75% 3.00% 2032 29.20% 10.44% 39.64% 39.64% 30,490 2030 93.7%

2031 7.75% 3.00% 2033 29.18% 10.19% 39.37% 39.37% 31,340 2031 94.5%

2032 7.75% 3.00% 2034 29.22% 9.88% 39.10% 39.10% 32,207 2032 95.3%

2033 7.75% 3.00% 2035 29.22% 9.54% 38.76% 38.76% 33,048 2033 96.1%

2034 7.75% 3.00% 2036 29.23% 9.10% 38.33% 38.33% 33,820 2034 97.0%

2035 7.75% 3.00% 2037 29.25% 8.49% 37.74% 37.74% 34,462 2035 97.8%

2036 7.75% 3.00% 2038 29.28% 7.48% 36.76% 36.76% 34,744 2036 98.7%

2037 7.75% 3.00% 2039 29.27% 5.09% 34.36% 34.36% 33,617 2037 99.5%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate.  25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 70% of the prior year budgeted rate and 30% of the current year actuarial rate.

Projected Results Under Alternate Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - Judges

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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Exhibit 3B

Valuation 

Date

Interest 

Rate 

Assump.

Price 

Inflation 

Assump.* Fiscal Year Normal Cost UAAL Total

Total with Reinvested 

Savings

Valuation 

Date Funded Ratio

2010 7.75% 3.00% 2012 17.30% 31.96% 49.26% 47.25% $43,637 2010 51.4%

2011 7.75% 3.00% 2013 12.35% 34.46% 46.81% 50.14% 44,363 2011 53.8%

2012 7.75% 3.00% 2014 15.39% 37.08% 52.47% 57.72% 50,857 2012 55.0%

2013 7.75% 3.00% 2015 15.27% 25.31% 40.58% 45.76% 40,878 2013 58.6%

2014 7.75% 3.00% 2016 15.08% 23.98% 39.06% 44.14% 40,205 2014 62.7%

2015 7.75% 3.00% 2017 14.90% 23.56% 38.46% 43.43% 40,463 2015 65.0%

2016 7.75% 3.00% 2018 14.74% 23.80% 38.54% 43.39% 41,398 2016 66.3%

2017 7.75% 3.00% 2019 14.59% 23.56% 38.15% 42.88% 41,984 2017 68.0%

2018 7.75% 3.00% 2020 14.46% 23.27% 37.73% 42.34% 42,531 2018 69.8%

2019 7.75% 3.00% 2021 14.32% 22.98% 37.30% 41.79% 43,095 2019 71.4%

2020 7.75% 3.00% 2022 14.20% 22.65% 36.85% 41.22% 43,672 2020 73.1%

2021 7.75% 3.00% 2023 14.10% 22.27% 36.37% 40.62% 44,283 2021 74.7%

2022 7.75% 3.00% 2024 14.00% 21.88% 35.88% 40.01% 44,889 2022 76.2%

2023 7.75% 3.00% 2025 13.91% 21.45% 35.36% 39.36% 45,505 2023 77.8%

2024 7.75% 3.00% 2026 13.82% 21.00% 34.82% 38.70% 46,139 2024 79.3%

2025 7.75% 3.00% 2027 13.74% 20.51% 34.25% 38.01% 46,770 2025 80.8%

2026 7.75% 3.00% 2028 13.67% 19.97% 33.64% 37.28% 47,369 2026 82.3%

2027 7.75% 3.00% 2029 13.60% 19.41% 33.01% 36.54% 47,949 2027 83.9%

2028 7.75% 3.00% 2030 13.54% 18.81% 32.35% 35.76% 48,504 2028 85.4%

2029 7.75% 3.00% 2031 13.48% 18.16% 31.64% 34.94% 48,971 2029 87.0%

2030 7.75% 3.00% 2032 13.43% 17.43% 30.86% 34.05% 49,362 2030 88.6%

2031 7.75% 3.00% 2033 13.39% 16.62% 30.01% 33.10% 49,631 2031 90.2%

2032 7.75% 3.00% 2034 13.35% 15.70% 29.05% 32.04% 49,671 2032 91.8%

2033 7.75% 3.00% 2035 13.31% 14.62% 27.93% 30.82% 49,426 2033 93.4%

2034 7.75% 3.00% 2036 13.28% 13.27% 26.55% 29.34% 48,714 2034 95.1%

2035 7.75% 3.00% 2037 13.25% 11.46% 24.71% 27.40% 47,100 2035 96.7%

2036 7.75% 3.00% 2038 13.23% 8.60% 21.83% 24.43% 43,498 2036 98.3%

2037 7.75% 3.00% 2039 13.20% 2.09% 15.29% 17.80% 32,858 2037 99.8%

1

*

Reinvested savings allocated among the State systems based on their proportionate share of the total savings measured as of June 30, 2011, as follows: TCS - 67.70%, ECS (State) - 29.36%, State Police - 1.40%, LEOPS (State) - 1.54%.

Wage inflation assumption is 50 basis points greater than price inflation assumption.

Impact of change in funding policy methodology first reflected in the June 30, 2013 valuation which affects the FY 2015 contribution rate.  25-year closed period begins in the 2013 valuation and phase out of corridor first occurs in the 2013 

valuation using 70% of the prior year budgeted rate and 30% of the current year actuarial rate.

Projected Results Under Alternate Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

MSRPS - LEOPS (State)

Contribution Rate
1

Illustrated Dollar Contribution Including 

Reinvestment ($ in thousands)
1

Projected Funded Ratios by 

Valuation Date

Projections are based on the valuation results as of June 30, 2012.
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MSRPS

Exhibit 3B Summary

Projected Results Under Alternate Funding Policy: 25 Year Closed Amortization and 10 Year Corridor Phase Out Beginning June 30, 2013

Sum of FY13-FY17 

Contributions ($000)

Sum of FY13-FY22 

Contributions ($000)

Year Funded Ratio 

Reaches 80%

Year Funded Ratio 

Reaches 100%

Combined State Systems $9,513,675 $21,410,984 2025 2038

Teachers' Combined System 5,965,435 13,284,929 2023 2038

Employees' Combined System (State) 2,897,056 6,753,990 2028 2038

State Police 331,068 732,364 2029 2038

Judges 103,352 210,255 2013 2038

LEOPS (State) 216,766 429,446 2025 2038
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2013 BOARD REQUESTED LEGISLATION 
 
 The following proposals are offered by the Board of Trustees for the State Retirement and Pension 
System for the Joint Committee on Pensions’ consideration to sponsor as legislation for the 2013 legislative 
session. 
 
 
45-DAY BREAK IN SERVICE – REEMPLOYMENT  
 
 Background 
 
 Each of the several systems provides under various provisions of the State Personnel and Pensions 
Article that an individual who is receiving a normal service retirement allowance may not be reemployed 
within 45 days of the individual's retirement if the individual is reemployed by the same employer from which 
the individual retired.  These provisions were added to the State Personnel and Pensions Article to protect the 
State Retirement and Pension System's tax qualified status under the Internal Revenue Code (IRC) by ensuring 
that there has been a bona fide break in service between employment and retirement in instances when the 
individual has retired prior to reaching normal retirement age.  In addition, these provisions were added to 
protect a reemployed retiree from receiving a 10% premature distribution tax in instances when a retiree begins 
receiving benefits prior to age 59 ½ .  Section 72(t) of the IRC provides that in those instances, regardless of 
whether the individual has reached normal service retirement age, this penalty may be imposed if an individual 
retires prior to age 59 ½ and cannot show that there has been a clear separation from employment for the 
retiree.   
 
 Based on various cases, Revenue Rulings, and Information Letters from the Internal Revenue Service 
(IRS), it is unlikely that, without a significant break in service between retirement and reemployment, the IRS 
would consider a retiree as separating from employment if there was no change in services rendered or a 
reduction in work schedule.  In light of this interpretation of "separation from employment", tax counsel for the 
State Retirement and Pension System (System) has advised that the more differences there are between the 
individual's last job before retirement and the job being performed when the person is rehired, and the longer 
the break between the date of retirement and date of rehire, the more likely it is that the IRS will consider it a 
bona fide retirement.  Accordingly, this will protect the System's tax qualified status and the retiree from 
incurring a 10% premature distribution tax when there has not been a legitimate separation from employment. 
 
 Recommendation  
 
 Staff for the State Retirement Agency (Agency) has encountered many situations where individuals 
retire from one of the several systems and without incurring any break in service, return to work within days of 
retirement for a different participating employer of the System, performing essentially the same duties the 
individual was performing prior to retirement. However, because technically these individuals are not returning 
to work for the same employer from which they retired, the Agency may not require they assume a bona fide 
break in service of 45 days.  Therefore, to protect the System's tax qualified status and the retiree from 
incurring a 10% premature distribution tax, the board is recommending legislation that would amend provisions 
in each of the several systems addressing reemployment of retirees to impose a 45-day break in service for all 
retirees, including disability retirees, who are reemployed by a participating employer in the System.   
 
 Cost 
 
 There is no cost associated with this proposal. 
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OVERPAYMENTS 
 
 Background 
 
 Section 21-113(b) of the State Personnel and Pensions Article provides that the Board of Trustees of 
the System may recover the amount of any improper payment.  This provision further provides the process the 
board is required to follow in order to recover any overpayment.  Specifically, § 21-113(b)(2)(ii) provides that 
"… the Board of Trustees may adjust any future monthly payments of that person's allowance to recover the 
amount owed."   
 
 The Agency recently encountered a situation where, following the death of a retiree, the Agency 
discovered that prior to the retiree's death, the retiree had received improper payments from the System in 
excess of what he was entitled.  In accordance with § 21-113(b) and in following its past practice, the Agency 
attempted to recover the overpayment from the benefits paid to the deceased retiree's beneficiary.  However, in 
this instance, the designated beneficiary's attorney argued that under § 21-113(b)(2)(ii), the Agency may only 
offset the retiree’s benefit, not the beneficiary’s benefit.  
 
 Recommendation 
 
 To avoid a similar situation in the future and codify the existing practice of the State Retirement 
Agency, the board recommends that § 21-113(b) be amended to allow the board to recover from the survivor 
benefit paid to a designated beneficiary of a deceased retiree, any improper payments made to that retiree but 
not discovered until after the retiree was deceased.   
 
 In addition, the board is also recommending that § 21-113(a) be clarified that the board is required to 
correct any error that results in a retiree or beneficiary receiving a benefit that differs from the benefit to which 
they are entitled.  Presently, § 21-113(a) states that the board may only correct an error in the records of the 
several systems. 
 
 Cost 
 
 There is no cost associated with this proposal.  Rather, it will assist the Agency in recovering payments 
made in error.  
 

  

142



3 
 

ADMINISTRATIVE FEES – PARTICIPATING GOVERNMENTAL UNITS 
 
 Background 
 
 The 2011 pension reform included provisions that require participating governmental units to pay their 
prorated share of the administrative costs of the Agency, based on the number of their employees who are 
members of the Employees' Pension System or the Employees' Retirement System.  Specifically, § 21-
316(e)(2) of the State Personnel and Pensions Article states that a participating governmental unit shall make its 
administrative fee payments to the Agency on a quarterly basis.  However, § 21-316(e)(6) further states that a 
participating governmental unit may then deduct the total amount paid in administrative fees from the total 
amount of the annual employer contributions made by that participating governmental unit. 
 
 Prior to the enactment of the administrative fees, operating expenses for a participating governmental 
unit were withdrawn from the accumulation fund of the trust.  In the following fiscal year this amount would be 
amortized over 25 years and 1/25 of the amount that was used for operating expenses in the previous fiscal year 
would be included in the annual employer contribution for that participating governmental unit.  This would 
serve as a long term reimbursement to the accumulation fund for those operating expenses.  Now, with the 
Agency receiving its operating expenses directly from a  participating governmental unit, the Agency no longer 
draws these funds from the accumulation fund.  Accordingly, the amount paid in administrative fees will no 
longer need to be amortized and included in a participating governmental unit's future annual employer 
contribution.  Moreover, because the amortized amount of administrative fees is no longer included in future 
employer contributions, it would be erroneous on the part of the Agency to allow the participating 
governmental unit to deduct the amount paid in administrative fees from its annual employer contributions.    
 
 Recommendation 
 
 The board is recommending that legislation to repeal § 21-316(e)(6) that would allow a participating 
governmental unit to deduct its administrative fees from its annual employer contributions. 
 
 Cost 
 
 There is no cost associated with this proposal. This legislation will prevent the underfunding the 
System by the amount of administrative fees that a participating governmental unit may deduct from its 
employer contributions. 
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UNUSED SICK LEAVE  
 
 Background 
 
 Section 20-206 of the State Personnel and Pensions Article provides that at the time of retirement, a 
member may receive creditable service for unused sick leave.  This section further states that a member may 
not earn more than 15 days of sick leave per year as an active employee with a participating employer and that 
if a participating employer provides more than 15 days of sick leave per year, the board shall reduce the 
member's accumulated sick leave by the lesser of: 
 

1. the days of sick leave used by the member in that year; or 
2. the number of days of sick leave provided by the participating employer for that year, less 15. 

 
 Participating employers that provide more than 15 days of sick leave per year are generally the local 
boards of education.  However, because these employers only report total cumulative sick leave to the Agency, 
it is impossible to perform the calculation provided under § 20-206(e)(3)(iii).  Instead, the Agency determines 
based on the total number of years of service the member has earned, what the maximum amount of service 
credit the member could have received at a rate of 15 days per year.  Based on this number the Agency then 
determines that amount of creditable service to which the member is entitled. 
  
 Recommendation 
 
 Because the current calculation required under § 20-206(e)(3)(iii) is impossible for the agency to 
perform, to avoid confusion for members who are employed by participating employers who provide more than 
15 days of sick leave per year, the board is recommending legislation to amend this subparagraph to clarify the 
calculation that the Agency actually performs. 
 
 Cost 
 
 There is no cost associated with this proposal.  It will codify existing Agency practice. 
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COST OF LIVING ADJUSTMENTS 
 
 Background 
 
 Chapter 599 of 2011 required the State Retirement Agency to review § 24-401 and Title 29, Subtitle 4 
of the State Personnel and Pensions Article and make recommendations to the Joint Committee on Pensions to 
provide accuracy and clarity to the provisions governing cost of living adjustments (COLAs) for retirees of the 
several systems.  During the 2011 interim, the Agency submitted a draft to the joint committee that was 
introduced as legislation during the 2012 session (House Bill 808/Senate Bill 879).  However, while the bills 
were being considered before the legislature, the Agency and the Department of Legislative Services 
determined that Title 29 would be better served if a more comprehensive revision was undertaken.  After 
discussions with both the subcommittee chairs of the Senate and House Oversight Committees on Pensions, 
they agreed to withdraw the bills with the expectation that a more extensive revision of § 24-401 and Title 29, 
Subtitle 4 of the State Personnel and Pensions Article would be presented to the joint committee during the 
2012 interim.  
 
 Recommendation 
 
 The board is recommending legislation to amend § 24-401 and Title 29, Subtitle 4 to reflect the Agency 
practice and computer programing used by the Agency to calculate COLAs each year.  This proposed 
legislation would not make any substantive changes to the COLA calculations for any of the several systems. 
 
 Cost 
 
 There is no cost associated with this proposal. 
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