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Independent Auditor’s Report

Members of the Board of Trustees 

The Honorable David H. Lillard, Jr., Treasurer 

We have audited the accompanying Schedule of Employer Allocations of the Teacher 

Retirement Plan of the Tennessee Consolidated Retirement System (TCRS), as of and for the 

year ended June 30, 2015 and the related notes.  We have also audited the total for all entities of 

the columns titled net pension liability, total deferred outflows of resources, total deferred 

inflows of resources, and total pension expense (specified column totals) included in the 

accompanying Schedule of Pension Amounts by Employer of the Teacher Retirement Plan of the 

TCRS as of and for the year ended June 30, 2015 and related notes. 

Management’s Responsibility for the Schedules 

Management is responsible for the preparation and fair presentation of these schedules in 

accordance with accounting principles generally accepted in the United States of America; this 

includes the design, implementation, and maintenance of internal control relevant to the 

preparation and fair presentation of schedules that are free from material misstatement, whether 

due to fraud or error.   

Auditor’s Responsibility 

Our responsibility is to express opinions on the Schedule of Employer Allocations and the 

specified column totals included in the Schedule of Pension Amounts by Employer based on our 

audit.  We conducted our audit in accordance with auditing standards generally accepted in the 

United States of America.  Those standards require that we plan and perform the audit to obtain 

reasonable assurance about whether the Schedule of Employer Allocations and specified column 

totals included in the Schedule of Pension Amounts by Employer are free from material 

misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts in the 

Schedule of Employer Allocations and specified column totals included in the Schedule of 

Pension Amounts by Employer.  The procedures selected depend on the auditor’s judgment, 

including the assessment of the risks of material misstatement of the Schedule of Employer 

Allocations and specified column totals included in the Schedule of Pension Amounts by 

Employer, whether due to fraud or error.  In making those risk assessments, the auditor considers 

internal control relevant to the entity’s preparation and fair presentation of the Schedule of 

Employer Allocations and specified column totals included in the Schedule of Pension Amounts 



by Employer in order to design audit procedures that are appropriate in the circumstances, but 

not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.  

Accordingly, we express no such opinion.  An audit also includes evaluating the appropriateness 

of accounting principles used and reasonableness of significant accounting estimates made by 

management, as well as evaluating the overall presentation of the Schedule of Employer 

Allocations and specified column totals included in the Schedule of Pension Amounts by 

Employer. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 

basis for our audit opinions.  Tennessee statutes, in addition to audit responsibilities, entrust 

certain other responsibilities to the Comptroller of the Treasury.  Those responsibilities include 

serving as a member of the board of trustees of the TCRS.  We do not believe that the 

Comptroller’s service in this capacity affected our ability to conduct an independent audit of the 

Schedule of Employer Allocations and specified column totals included in the Schedule of 

Pension Amounts by Employer.  

Opinions 

In our opinion, the schedules referred to above present fairly, in all material respects, the 

employer allocations and net pension liability, total deferred outflows of resources, total deferred 

inflows of resources, and total pension expense for the total of all participating entities for the 

Teacher Retirement Plan of the TCRS as of and for the year ended June 30, 2015, in accordance 

with accounting principles generally accepted in the United States of America. 

Other Matter 

We have audited, in accordance with auditing standards generally accepted in the United States 

of America, the financial statements of the Tennessee Consolidated Retirement System as of and 

for the year ended June 30, 2015, and our report thereon, dated December 23, 2015, expressed an 

unmodified opinion on those financial statements. 

Restriction on Use

This report is intended solely for the information and use of the board of trustees for the 

Tennessee Consolidated Retirement System, management of the Tennessee Consolidated 

Retirement System, and Teacher Retirement Plan employers and their auditors and is not 

intended to be and should not be used by anyone other than these specified parties. 

Deborah V. Loveless, CPA 

Director 

October 31, 2016 
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Differences between Expected and Actual Experience 

Experience differences pertain to non-investment economic and demographic factors.  When actual 

non-investment economic and demographic factors are positively different than assumed, the 

experience difference is referred to as an experience gain.  If the actual factors are negatively different 

than assumed, the experience difference is referred to as an experience loss. 

A portion of the experience (gain)/loss is recognized in pension expense during the current year.  The 

remaining portion is amortized in a rational method over a closed period equal to the average expected 

remaining service life of all active and inactive employees in the plan.  The remaining average expected 

service life can vary from year to year depending on the underlying demographic factors considered by 

the actuary. 

The remaining average expected service life is reflected in the “original period” column of the 

“Development of Deferred Outflows and Deferred Inflows” schedule in the actuarial report.  Experience 

(gains)/losses in the current year will be amortized over the remaining average expected service life in 

effect at the establishment date (i.e. (gains)/losses will be tiered). 

The portion of experience gains to be recognized in future periods will be reflected as a deferred inflow 

of resources.  The portion of experience losses to be recognized in future periods will be reflected as a 

deferred outflow of resources.  Cumulative experience deferred inflows of resources will be presented 

separately from cumulative experience deferred outflows of resources (i.e. cumulative deferred inflows 

of resources and deferred outflows of resources are not presented as a net amount). 

For the year ended June 30, 2015, the Teacher Retirement Plan had an experience gain of $1,418,518 

and a remaining average expected service life of 13 years.  One-thirteenth of the current year 

experience gain, or $109,117, was recognized in pension expense in the fiscal year ending June 30, 2016.  

The remaining experience gain of $1,309,401 is reflected as a deferred inflow of resources and will be 

amortized over the next 12 fiscal years at the rate of $109,117 per year. 

Differences between Projected and Actual Investment Earnings 

When actual investment earnings exceed projected investment earnings, the investment difference is 

referred to as an investment gain.  If the actual earnings are less than projected, the investment 

difference is referred to as an investment loss.  The projected investment earnings is currently 7.5%. 

A portion of the investment (gain)/loss is recognized in pension expense during the current year.  The 

remaining portion is amortized in a rational method over a closed five-year period. 
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The portion of investment gains to be recognized in future periods will be reflected as a deferred inflow 

of resources.  The portion of investment losses to be recognized in future periods will be reflected as a 

deferred outflow of resources.  Cumulative investment deferred inflows of resources are presented 

separately from cumulative investment deferred outflows of resources on this schedule (i.e. 

cumulative deferred inflows of resources and deferred outflows of resources are not presented as a 

net amount); however, for employers’ financial statements, cumulative investment deferred inflows 

of resources should be netted with cumulative investment deferred outflows of resources. 

For the year ended June 30, 2015, the Teacher Retirement Plan had an investment loss of $406,487.  

One-fifth of the current year investment loss, or $81,297, was recognized in pension expense as of June 

30, 2016.  The remaining investment loss of $325,190 is reflected as a deferred outflow of resources and 

will be amortized over the next four fiscal years at the rate of $81,297 per year. 

Changes of Assumptions 

There were no changes of assumptions as of the year ended June 30, 2015 for the Teacher Retirement 

Plan.  If there had been any changes of assumptions, the same methodology applied for differences 

between expected and actual experience would be applied for changes of assumptions. 

Actuarial assumptions fall into two types:  economic and demographic.  Economic assumptions impact 

the amount of future expected benefits while demographic assumptions impact timing and probability 

of the benefit amount to be paid.  Some examples of economic assumptions are:  discount rate, salary, 

cost of living adjustments, etc.  Demographic assumptions include: retirement pattern, turnover and 

mortality rates. 

Changes of Benefit Terms 

There were no changes of benefit terms as of the year ended June 30, 2015 for the Teacher Retirement 

Plan.  If there had been any changes of benefit terms, the effects would all be immediately recognized in 

pension expense. 

Benefit terms impact the benefit payments to be provided through the pension plan.  Benefit terms 

include automatic postemployment benefit changes and projected ad hoc postemployment benefit 

changes (such as automatic cost of living adjustments (COLAs) and ad hoc COLAs, projected salary 

changes, and projected service credits). 

Changes in Proportionate Share 

The Teacher Retirement Plan is a cost-sharing plan.  As such, each year the change in proportionate 

share will need to be calculated for each employer participating in the cost-sharing plan.  There will be 

no cumulative impact on the cost-sharing plan from changes in proportionate share; however, each 

participating employer may have an increase or decrease in proportionate share. 
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The basis for determining each employer’s current year proportion is employer contributions as a 

percentage of total cost-sharing plan contributions.  For example, if employer contributions for the cost-

sharing plan totaled $100,000 and a specific employer’s contributions totaled $15,000, the 

corresponding proportionate share would be 15% ($15,000/$100,000).  This proportion would be used 

to allocate the employer’s share of the collective net pension liability (asset), collective pension expense, 

collective deferred inflows/outflows of resources from experience, collective deferred inflows/outflows 

of resources from investments, and collective deferred inflows/outflows of resources from changes of 

assumptions. 

An employer’s proportionate share may increase or decrease from one year to the next.  If there is a 

change in the employer’s proportionate share since the prior measurement period, the net effect of that 

change on the collective net pension liability (asset), collective deferred outflows of resources and 

collective deferred inflows of resources must be calculated as of the beginning of the current 

measurement period. 

A portion of the change in proportionate share is recognized in pension expense during the current year.  

The remaining portion is amortized in a rational method over a closed period equal to the average 

expected remaining service life of all active and inactive employees in the plan. 

The remaining average expected service life is reflected in the “original period” column of the 

“Development of Deferred Outflows and Deferred Inflows” schedule in the actuarial report.  Changes in 

proportionate share in the current year will be amortized over the remaining average expected service 

life in effect at the establishment date (i.e. changes in proportionate share will be tiered) as either a 

deferred inflow or a deferred outflow.  Cumulative changes in proportionate share deferred inflows of 

resources will be presented separately from cumulative changes in proportionate share deferred 

outflows of resources (i.e. cumulative deferred inflows of resources and deferred outflows of resources 

are not presented as a net amount). 

There were no changes in proportionate share as of the year ended June 30, 2015 for the Teacher 

Retirement Plan as the plan was not open in the prior measurement period.  A change in proportionate 

share will be calculated in the next measurement period. 


