
Information on OTRS from 2013 Actuarial Report (and other sources) 

Current Status:  The total actuarial accrued liability (AAL) is $18.973 billion.  The total actuarial value of 

assets is $10.861 billion.  The difference, $8.112 billion, is the unfunded actuarial accrued liability 

(UAAL).   The ratio of the assets to the AAL is 57.2% which is referred to as the “funded ratio”.  A ratio of 

80% seems to be a generally accepted minimum for a sound retirement system.  (Per Dwayne 

Thompson’s work OTRS is projected to reach 80% in 2022)  

Funding Period:   Another measure of the soundness of a retirement system is a projection of how long 

before the system, following current laws and policies, will achieve a 100% funded ratio.   As recently as 

the 2010 Actuarial Report the projection was “infinite”, meaning the system would never be fully funded 

based on the laws and policies in place at that time.  The 2013 report projects a funding period of 17 

years.  The GASB standard for a maximum funding period is 30 years which is used to calculate the 

Actuarially Required Contributions (ARC). 

Current Funding:   The sources of revenue for OTRS are employee contributions, employer 

contributions, state dedicated revenues and investment income.  The investment income is 

incorporated into the actuarial value of the assets.  The employee contribution is about 7%, employer is 

about 9.5% and the state revenues are about 7.5%.  For every $100 of employee compensation, $24 is 

paid to OTRS ($7 is deducted from the compensation and $17 is employer contributions and state 

dedicated revenue).   

Actuarial Application of Funding:   The amount which the active employees add to the AAL in the 

current year is the “Normal Cost”.  Paying for this normal cost requires the employees’ 7% contribution 

plus an additional 2.81%, or $9.81 of the $24 in new revenue.  The rest of the new revenue, $14.19 per 

$100 in compensation, goes to defray the UAAL of $8.112 billion.  To meet ARC requires $21.62 per $100 

and the entire UAAL is defrayed in 30 years.  Since the actual revenue to the system is greater, namely 

$24 per $100, the current estimate is 17 years to retire the UAAL. 

Danger of Defined Contribution:  The actuarial projections are based on the assumption that for every 

active employee who retires, a new employee enters the OTRS as a contributing member and brings 

with them the $24 of new revenue per $100 in compensation.  Since $9.81 of that is required to finance 

the actuarial cost of the new employee, that amount (and only that amount) can be moved to a new 

defined contribution system for new employees without affecting the projected 17 years to fully fund 

the UAAL.  The remaining $14.19 associated with that new employee’s $100 of compensation would 

need to continue flowing into the existing defined benefit OTRS system to reduce the legacy UAAL.   

Oklahoma Pension Legislation Actuarial Analysis Act:  Title 62, Section 3101 et seq. on its surface 

seems helpful because it requires an actuarial analysis and two year process for any legislation that has a 

“fiscal impact” on one of the state retirement systems.  The definition of “fiscal impact” includes only an 

increase in the AAL, not the UAAL.  Therefore it requires a thoughtful legislative process when a 

retirement bill will increase retiree benefits, but it does not require a thoughtful legislative process when a 

retirement bill will decrease funding for the retirement system.  Legislation that removes future employees 

from a defined benefit system but does not replace the revenue associated with them that assists in 

paying off the UAAL clearly has a negative fiscal impact, but it will not be subject to this Act. 



Earlier Information and Resources 

1. OTRS is the largest of the several Oklahoma public retirement systems that are currently 

underfunded or have a current unfunded liability.  See page 5 of report at this link:   

http://www.state.ok.us/~ok-

pension/reports/actuarial/2013%2002%2020%20Actuarial%20Summary.pdf  Note that this 

report does not reflect the most recent, June 2013 actuarial report for OTRS. 

 

2. The 2013 Actuarial Report calculates the Actuarially Required Contributions (ARC) to be $603 

million for FY 2014, or 14.62% of payroll.  The ARC is calculated to fully fund the system within 

30 years.  Actual contributions are expected to be 17.8% for FY 2014, and at least 17% 

thereafter.  The funding that makes up this contribution is the approximate 9.5% of payroll 

contributed by school district and other employers and state dedicated revenue, 5% of sales, 

income and use tax collections, making up the remaining approximate 7.5%.  See pages 6 & 21 

at this link:  http://www.ok.gov/TRS/documents/2013%20Acturial%20Valuation.pdf  (Provision 

for the state dedicated revenue is at 62 OS 34.93, 68 OS 1353, 1403 and 2352. I totaled these for 

FY 2012 and got $5,735,535,000, of which 5% is $286,777,000, which in turn is 7.3% of the FY 

2013 gross OTRS payroll which was $3,933,000,000.)    

 

3.  Given current OTRS policies in place, i.e. pay out rates and sources of income, its unfunded 

liability is projected to steadily decrease until it is fully funded in 17 years.   This is because 

projected actual contributions significantly exceed the ARC.  Therefore the current unfunded 

liability of $8.1 billion is projected to steadily fall to nothing by FY 2031.  See pages 2 and 21 of 

the 2013 Actuarial Report.   Contrast with the FY 2005 Report, see page 19 of this link:  

http://www.ok.gov/TRS/documents/actuarialpresentation2005.pdf 

 

4.  If OTRS is changed so that current participants are kept in the current defined benefit system 

and future participants and any of the future employer or dedicated state revenue contributions 

attributed to them are moved to a defined contribution system, then the unfunded liability will 

not be eliminated in 17 years as projected.  If the amounts diverted from the current system 

prevent annual employer contributions from meeting the ARC, then the unfunded liability will 

steadily increase instead of decreasing as is now projected.  This is because the current 

projection of 17 years to being fully funded depends on the current system remaining in place.  

See page 18 of this link:  

http://www.ok.gov/TRS/documents/2013ActuarialValuationpowerpoint.pdf 

 

5. Current case law would support a vested participant’s legal claim against the state to honor the 

plan design in place at vesting.   See Baker v. Oklahoma Firefighters Pension System:   

http://www.oscn.net/applications/oscn/DeliverDocument.asp?CiteID=9976    

 

6. Other Oklahoma pension plans are far more generous to their participants (legislators and 

judges, etc.) than is OTRS. 
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7. Other Oklahoma pension plans are better funded than OTRS primarily because the state has 

failed to meet its funding obligation to OTRS over the years.  This funding obligation is the 

“Actuarially Required Contributions” (ARC). 


