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• 7% Employee Contribution
• 2 to 1 match from city
• 5 year vesting – survivor benefits
• Retirement at 20 years of service or 

age 60 with 5 years service
• Restricted Prior Service Credit
• Buy Back – Adopted November 1988
• Military Service Credit
• Supplemental Death Benefit – Actives and Retirees
• Updated Service Credits – 100% w/ Transfer, Annually 

Repeating
• COLA – 70% CPI, ad hoc last adopted effective 2015

Addison Benefits 
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unless 
noted)

COLA
Ann.

Repeat
COLA

Ad hoc

Addison X X X X X X X 100% T
70% -
2015

Allen X X X X X X X 100% T 70% CPI

Carrollton X X X X X X 100% T 50% CPI

Coppell X X X X X X X 100% T 70% CPI

Farmers 
Branch X X X 25-yr X 100% T 70% CPI

Flower 
Mound X X X X X X X 100% T

70% -
2007

Frisco X X X X X X X 100% T 70% CPI

Grapevine X X X X X X 100% T 70% CPI

Irving X X X X X X X 100% T 30% CPI

Lewisville X X X X X X 75% T 70% CPI

McKinney X X X X X X 100% T 70% CPI

Plano X X X X X X 100% T 70% CPI

Richardson X X X 25-yr X X 50% T 50% CPI

University
Park X X X X X

Ad hoc
2013

70% -
2013

Metroplex TMRS Cities Comparison
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• Each TMRS city is independently funded, with its 
own assets and liabilities.

• The contribution rate for each TMRS city is set 
annually by an actuarial valuation performed as of 
December 31 of the preceding year. For example, the 
2017 rate was set in May 2016 based on a valuation 
performed as of December 31, 2015.
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TMRS Funding Basics



• Unfunded Actuarial Liability -$4,542,059
• Funded Ratio – 96.1%

Addison’s Unfunded Actuarial Liability



The TMRS Board has made a number of actuarial 
changes to improve the System’s sustainability:
• Adopted new “Generational” mortality tables (2013)

• Approved a change in the actuarial cost method from 
“Projected Unit Credit” to “Entry Age Normal” (2013)

• Lowered the actuarial assumed rate of return from 7% to 
6.75% (2015)

Recent Actuarial Changes / 
Board Decisions
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The City’s employer contribution determined 
annually under this funding policy is called the 
Actuarially Determined Employer Contribution 
(ADEC) and serves as the basis for determining the 
Full Retirement Rate contribution under TMRS. 
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TMRS’ Actuarial Funding Policy



The ADEC, which consists of a normal cost 
contribution rate and a prior service cost 
contribution rate, is determined by the following 
three key components:

1. Actuarial Cost Method
2. Asset Smoothing Method
3. Amortization Policy 
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TMRS’ Actuarial Funding Policy



• Allocates the total present value of future benefits 
over an employee’s working career

• TMRS uses the Entry Age Normal (EAN) actuarial cost 
method
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Actuarial Cost Method

• Recognizes gains or losses in pension assets over some 
period of time so as to reduce the effects of market 
volatility and stabilize contributions 

• Actuarial Value of Assets (AVA) is based on the Market 
Value of Assets (MVA) with ten-year smoothing 
applied

Actuarial Smoothing Method



• The interest crediting rate to cities for 2015 was set at the 
March 23-24 meeting of the TMRS Board based on the 
investment earnings for 2015.

• Recent Benefit Accumulation Fund interest credits to 
cities:
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Interest Crediting Rate

Val.
Year

Market Return Actuarial Return* Retirement
Rate (no SDB)

2011 2.37% 7.15% 10.53%
2012 9.95% 7.43% 10.22%
2013 9.70% 7.66% 10.16%
2014 5.68% 7.45% 9.33%
2015 0.06% 6.69% 10.27%

* Assumption was 7%; beginning in 2016, assumption is 6.75%



• The length of time and the structure selected for 
increasing or decreasing contributions to 
systematically eliminate any Unfunded Actuarial 
Accrued Liability or surplus

• The TMRS Act allows for open or closed amortization 
periods up to a maximum of 25 years
–Addison has a closed amortization period

• Board rules allow additional flexibility, up to 30 years, 
for amortization periods
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Amortization Policy



• TMRS recommends that cities that intend to grant COLAs 
or USC on a regular basis adopt these as annually 
repeating benefits.

• All ad hoc benefits for TMRS cities are funded over a 15-
year closed period.

• Cities with a consistent pattern of adopting ad hoc 
benefits will likely see contribution rates steadily increase 
(and funded ratios decrease) over time.

• Ad hoc benefits that are regularly adopted (1 out of last 2 
years, AND 2 out of last 5 years) will be valued for GASB 
68 financial reporting purposes as though they are 
annually repeating benefits.
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Ad Hoc COLAs and 
Updated Service Credit (USC)



• An Experience Study is a review of the assumptions 
and methods used by the actuary
• TMRS has one prepared every four years
• Five-year interval considered reasonable

• GFOA recommends at least once every five years

• This report tries to answer these questions for each 
assumption
• What was TMRS’ actual experience?
• How does that compare with current assumptions?
• Is a change warranted?
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Actuarial Experience Study



• Assumptions are updated to reflect economic 
conditions, member behavior, retirement/ 
termination/salary patterns, and mortality. 

• Based on results of the study, the Actuary recommends 
revised assumptions to the TMRS Board of Trustees, 
and the Board considers the Actuary’s recommendation 
and makes the final decision for the System.

• The assumption set selected should be reasonable 
overall.

• Keeping assumptions up-to-date will help manage 
volatility of the contribution rates for TMRS cities.
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Experience Study



• The actual asset allocation of the trust fund will 
significantly affect the overall performance. This 
means:
• The Investment Return Assumption cannot be 

based on a different allocation
• How you are invested drives the long-term 

expected rate of return
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The Investment 
Return Assumption



• Actuaries use a “building block” approach
Long Term Annual Investment Return Rate  = 
Inflation Rate + Annual Real Rate of Return

• TMRS’ long-term rate of return assumption was 
7.00%
3.00% Inflation + 4.00% Real Return

• As of 12/31/15, the return assumption changed to 
6.75%
2.50% inflation + 4.25% Real Return
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The Investment 
Return Assumption



• Inflation is measured by annual increases in the 
Consumer Price Index (CPI).

• Prior to the experience study, TMRS’ inflation 
assumption was 3.00% per year; changed to 2.50%.

• Actual inflation (measured by the CPI) during
• Last 5 years: 1.69%
• Last 20 years: 2.28%
• Last 30 years: 2.71%
• Since 1913:*     3.17%
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Inflation

* First available year



To analyze the expected real return, the Actuary: 
• Combines TMRS’ target asset allocation with capital 

market expectations.
• Examines the most recent capital market return 

assumptions developed by eight investment consulting 
firms.  
• See pages 14-19 of Actuarial Experience Study, posted on TMRS’ 

website
• Places emphasis on information from TMRS’ Investment 

consultant, RVK
• Mostly 5-10 year time horizons

• Adjusts the results for a difference in time horizon.
• Duration of the Plan liabilities is over 20 years
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Real Return Expectations



TMRS Asset Allocation

Allocation as of  
6/30/2016

Target Allocation 
Adopted July 2015

Total Market Value: 
$24.3 Billion

Core Fixed 
Income
25.2%

US Equities
27.1%Non-US Equities

16.5%

Real Return
7.2%

Real Estate
6.8%

Private Equity
0.3%

Absolute Return
10.1%

Non-Core Fixed 
Income

6.8%
Cash 

Equivalents
0.1%

Core Fixed 
Income
10.0%

US Equities
17.5%

Non-US 
Equities
17.5%

Real 
Return
10.0%

Real Estate
10.0%

Private Equity
5.0%

Absolute 
Return
10.0%

Non-Core 
Fixed Income

20.0%

Cash equivalents allocation represents unallocated invested cash equivalent instruments. The sum of individual asset class allocations may not add up to 100% due to 
rounding. Source:  State Street Investment Analytics 19



Addison Plan Change Study
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Addison 
Projection
Report –
Proposed 
Plan 1 with 
Yearly Ad 
Hocs
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Addison 
Projection
Report –
Proposed 
Plan 2 with 
Annually 
Repeating
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Addison UAAL Runoff as of 12/31/2015
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Addison UAAL Runoff as of 12/31/2015
Adopting 70% ad hoc COLA effective in 1/1/2017
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QUESTIONS?
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