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July 24, 2019 
 
 
Ms. Zoraida Buxó 
Vice President – UPR Governing Board and  
President of the Retirement Committee 
University of Puerto Rico 
 
Dear Ms. Buxó: 
 
BDO Puerto Rico was engaged by the University of Puerto Rico (“UPR”) to assist the 
Retirement Committee of the UPR Governing Board to perform a review of the current 
status of the UPR Retirement Plan. 
 
This report communicates our key final considerations regarding our assistance. We have 
also listed several exhibits that are an integral part of this report, which are the results 
of our retirement system understanding, financial landscape analysis, cash flow 
assessments and roadmap design. 
 
Our conclusions are based on the information provided by the personnel, officers and 
Directors of the UPR. Despite all the significant challenges encountered from a fieldwork 
perspective in the Retirement System during the engagement, we were able to provide a 
suggested path of action or roadmap commensurate to the magnitude of the actuarial 
liability and considering the fiscal situation of the University of Puerto Rico. 
 
Communication between all parties is key for the change management required for the 
long-term sustainability of the retirement plan and the fiscal health of the UPR. The 
material contained in this report will assist the Retirement Committee of the UPR 
Governing Board to communicate the short, medium and long-term roadmap towards the 
necessary transformation of the retirement system. 
 
Our procedures do not constitute an audit, review of compilation of the information 
provided and accordingly, we do not express an opinion or provide any other form of 
assurance in the completeness or accuracy of the information. The use of the words 
“audit” and “review” throughout this document do not imply an auditor examination as 
used in the accounting profession. 
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ASSIGNMENT 

 
We assisted the Retirement Committee of the University of Puerto Rico’s (“UPR”) 
Governing Board to perform a review of the current status of the UPR Retirement Plan. 
 
BDO Puerto Rico’s involvement in this project may be summarized in the following 
project’s milestones: 
 

Project Milestone 
 

Description 

Retirement Plan Understanding Assisted the UPR Governing Board in obtaining a comprehensive understanding of 
the Retirement Plan status and the underlying financial position 
 

The True Financial  
Reality 
 

Provide the UPR Governing Board and updated understanding regarding the 
financial condition of the Plan aligned with the issuance of updated actuarial 
reports and audited financial statements 
 

Alternatives 
Evaluation 

Assisting the UPR Governing Board in the evaluation and modeling of possible 
financial alternatives, based on the financial indicators currently available  
 

Path Forward Develop a Workplan for the Next Steps towards the Retirement Plan 
transformation 

 
The work performed in each of the milestones outlined above, the results of our analysis 
and the recommendations derived from the work performed are discussed in the next 
sections to this report. Various presentations and working sessions were performed 
throughout our fieldwork. Those presentations are included as Exhibits A to D, 
accompanying this report. This report should be read simultaneously with the study of the 
accompanying exhibits. 
 

RETIREMENT PLAN UNDERSTANDING AS OF JUNE 30, 2017 
 

We performed a comprehensive assessment of the retirement system financial status. Such 
assessment included the evaluation of official documents, Board of Governors 
Certifications, Audited Financial Statements, Issued Actuarial Studies, among others. The 
result of this phase was presented to the UPR Governing Board and to the UPR’s 
Chancellors on December 14, 2018. Such presentation is included as Exhibit A to this 
report.  
 
As of June 30, 2017, the Plan’s Actuarial Study presented the overall picture of the 
Retirement Plan as follow: 
 

Active members 10,200 

Retirees 8,600 

Annual Covered Salary $    478,000,000 

Annual Benefit Payments $    190,000,000 

Assets Portfolio $ 1,400,000,000 

Unfunded Accrued Liability $ 1,400,000,000 

Total Actuarial Accrued Liability $ 2,800,000,000 

Funded Ratio 48.87% 
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The actuarial study as of June 30, 2017 was prepared under the following actuarial 
assumptions: 
 

Investments Return 7.75% 

Payroll Growth Rate 2.50% 

Inflation 3.00% 

Annual Salary Increase 3.75% 

 
As of June 30, 2017, the active members’ average age was 49.9 years and the average 
years of service was 17.8 years. As of such date the actuarial liability was distributed as 
follows: 62% for retirees and 38% for active participants. 
 
The Narrowing Gap: An Imminent Liquidity Crisis: 
 
The Plan has the financial challenge of a decreasing ratio of active employees vs. retirees 
(the “Gap”). The Gap has narrowed significantly during the last decade. In 2009 the Plan 
had 12,603 active employees vs. 6,892 retirees (or a 1.82 ratio). As of June 30, 2018, the 
gap was reduced to approximately 9,635 active employees vs. 8,841 retirees, a 1.09 ratio. 
The Gap is a very important component of the Plan because active employees make their 
monthly contributions, which provide financial liquidity resources for the payment of the 
Plan’s obligations. Once the participant becomes a retiree, it ceases its contributions and 
starts to draw his / her pension from the System. When the GAP falls below 1.0, the Plan 
enters into financial challenges because from a cashflow perspective, less money enters 
from participants in comparison to the funds used for pensions payout. 
 
The 2017 actuarial study recommends an employer contribution in the range of 20% of 
payroll. The UPR Governing Board has expressed genuine concern as to the UPR’s ability 
to meet such contribution level, as the UPR faces considerable revenue cuts due to the 
reduction in the contributions from the Commonwealth of Puerto Rico’s general fund, 
pursuant to the Fiscal Oversight Management Board (the “FOMB”) fiscal plans. Puerto 
Rico’s decreasing population trends also points to reductions in students’ enrollment 
forecasts and, as such, on the tuition revenues in the near future. In light of the economic 
challenges, the UPR Governing Board must reformulate the compensation structures for 
its employees, which include a re-evaluation of the pension’s design and the rightsizing of 
the UPR’s pension costs.  
 
Financing the Unfunded Actuarial Liability: 
 
From a financial perspective, an unfunded actuarial liability (“UAL”) of $1,400,000,000 
($1.4 Billion) creates a significant financial challenge to the UPR. The UPR’s 2017 audited 
financial statements issued on January 14, 2019 show a net deficit position of 
($1,374,478,000) (very close to negative $1.4 Billion). This means that in a theoretical 
liquidation scenario in which the UPR disposes of all of its assets, and pays all its liabilities, 
almost no financial resources will be available at the UPR and at the Retirement System 
to cover the pensions. It should be noted that a liquidation scenario is herein mentioned 
only for illustration purposes and should not be interpreted in any other dimension.  
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Pursuant to the Actuarial Study as of June 30, 2017, the Retirement Plan would require 
the following employers’ average contributions over the next four decades to cover the 
Retirement System’s needs under the current model: 

 
Unfunded Accrued Liability Amortization 

Method 
Closed 30 Year 
(Level Dollar) 

Closed 30 Year 
(Level 

Percentage) 

Closed 40 Year 
(Level Dollar) 

Closed 40 
Year (Level 
Percentage) 

Contributions for Fiscal Year 2018 2018 2018 2018 

 
Total Contribution Rate 

 
35.27% 

 
29.20% 

 
33.15% 

 
26.52% 

 
Average Member Contribution Rate 

 
9.12% 

 
9.12% 

 
9.12% 

 
9.12% 

 
University Contribution Rate 

 
26.15% 

 
20.08% 

 
24.03% 

 
17.40% 

 
Estimated University Contribution 
($’s millions) 

 
 

$ 125.1 

 
 

$ 96.1 

 
 

$ 115.0 

 
 

$ 83.3 

 
Amortization Period 

 
27 years 

 
27 years 

 
38 years 

 
38 

years 

 
Payroll Growth Assumption 

 
0.00% 

 
2.50% 

 
0.00% 

 
2.50% 

 
The UPR Governing Board has a genuine concern about the UPR’s ability to sustain the 
above-mentioned funding requirement, when compared to the stressed economic outlook 
already discussed. 
 
As of December 14, 2018, the Retirement System had in its workplan: (a) the completion 
of an experience study for the period from July 1, 2012 through June 30, 2017, which was 
expected to be completed by the end of January 2019; and (b) the performance of the 
actuarial valuation as of June 30, 2018, which was expected to be completed by March 
2019. The UPR Governing Board’s expectation was the utilization of these two reports to 
continue its analysis and move into the corresponding evaluation with more updated 
financial information. 
 

THE TRUE FINANCIAL REALITY 
 

At the end of January 2019, Cavanaugh Macdonald Consulting, the actuaries for the 
Retirement System, issued the Experience Study for the five-year period ended June 30, 
2017. Major actuarial recommendations contained in this study were as follows: 
 

Component 
 

Actuarial Study 
June 30, 2017 

Experience Study 
5Year-Period 

Recommendation 
 

Investment Rate of Return 7.75% 6.75% 
 

Wage Inflation 3.75% 2.75% 
 

Price Inflation 3.00% 2.50% 
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Based on our analysis of the Experience Study, on February 28, 2019, BDO presented a 
Project Status to the Retirement Committee of the UPR Governing Board, which is 
included as Exhibit B to this report. Applying the updated actuarial assumptions above 
result in the following updates to the major financial components of the Retirement 
System as of June 30, 2017: 
 
 Actuarial Valuation 

6/30/2017 
Original Results 

 

Actuarial Valuation 
6/30/2017 

Updated Results 

 
Net Change 

Actuarial Liability $ 2,807 million $ 3,171 million + $363 million 

Trust Assets $ 1,371 million $ 1,371 million  

Unfunded Liability $ 1,436 million $ 1,798 million + $363 million 

Funded Ratio 48.9% 43.27% - 5.63 % 
(11.5% deterioration) 

 
The results of the experience study basically indicate that less optimistic forecasts should 
be used when projecting the Plan’s actual funding ratio. The components of payroll 
growth, salary increases and inflation that were applicable to the Plan in previous years 
are no longer indicative of the financial tendencies related to the Plan’s financial 
performance. Actuarial assumptions for future studies must be re-assessed. 
 
The fiscal plan certified by the FOMB on October 23, 2018 establishes an employer 
contribution to the Defined Benefit Pension Plan in the range of $76 million to $88 million 
over the next five years. The Retirement Plan’s reality as of February 2018, considering 
updates to the 2017 studies, is that to maintain the benefits at the actual levels, the 
yearly funding requirement for the Plan (on a leveled payment basis) is in the range of 
$150 million. UPR has expressed concerns about the financial ability to sustain $150 million 
annual contributions in the future and needs to evaluate all available alternatives to 
manage the pension liability. Mathematically speaking, the ways to manage the unfunded 
actuarial liability in the short, mid and long term are: 
 

• Increasing retirement age 

• Proposing lower future benefits to active employees 

• Adjusting pension benefits to retirees 

• Modifying other non-pension benefits 

• Evaluate potential funding or additional capitalization sources 

The nature of the pension situation is not a “mathematical-only” matter. It involves other 

important considerations that the UPR should address. As of February 28, 2019, the 

matters to be furtherly evaluated by the UPR Governing Board were the following: 

 

• Should the UPR freeze its defined benefit plan? 

• Is the creation of a defined contribution plan a viable alternative? 

• What is the viable funding that the UPR may commit for the next 5-10 years? 
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• Is there any other capitalization alternative? 

• Would any of the following changes be considered: age increase, benefits 

reduction or a combination of both? 

• What is the UPR compensation offering for its current employees and new hires? 

The financial affairs of the Retirement Plan and those of the UPR are directly correlated 
by virtue of the sponsoring and fiduciary relationship. The unfunded liability determined 
by an actuarial study is converted into a financial statement component at the Plan’s level 
to properly reflect the financial condition of the Retirement System. Such financial 
condition is then reflected in the financial statements at the UPR level.  
 
2018 Audited Financial Statements: A Call to Urgent Action: 
 
On April 16, 2019, the Retirement System issued its audited financial statements as of 
June 30, 2017 and 2016. Note 10 to the audited financial statements shows the following: 
 

  
6/30/2017 

 
6/30/2016 

 
Change 

 

Total Pension Liability $ 4,359,733,000 $ 3,339,371,000 + $1,020,362,000 

Total Plan’s Net Assets  $ 1,391,500,000   $ 1,332,668,000 + $ 58,832,000 

Net Pension  
Liability 

$ 2,968,233,000 $ 2,006,703,000 + $961,530,000 

Net Position as a 
Percentage of the 
Total Pension Liability 

   
31.92% 

 
39.91% 

 
- 7.99% (a 20% 

deterioration) 

 
The pension liability above is computed based on the accounting principles established by 
the Government Accounting Standards Board (“GASB”). Those accounting principles 
basically convert the projected actuarial unfunded liability into a more realistic liability 
based on the most-likely projected future contributions.  
 
A monumental increase of $1 Billion basically points to a more accelerated depletion of 
the Plan’s Assets and to the need to undertake immediate measures to contain the 
continuing growth of the liability. 
 
Pension Liability per Financial Statements for 2017 vs 2016 – The Increasingly 
Accelerated Depletion of Plan Assets: 
 
The Retirement System’s audited financial statements explain that as of June 30, 2016, 
the projected cash inflows and cash outflows points to a depletion of the Plan’s assets and 
thus, becoming a “pay-go” system in year 2045. The 2016 projections assumed that the 
investments rate of return was 7.75%.  
 
As of June 30, 2017, once the return is adjusted to 6.75% to reflect the recommendation 
of the recent experience study, the depletion date is pulled to year 2032, a reduction of 
13 years in terms of solvency. 
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The Retirement System’s audited financial statements as of June 30, 2017 show that the 
net pension liability is $1 Billion higher than previously reported as of 2016. This is a 
serious situation because if the trends continue, the ability of the University to continue 
as a going concern and the ability of the Retirement System to fund the pensions 
obligations may be seriously jeopardized in the foreseeable future.  
 
A Liability of an Unprecedent Financial Magnitude: 
 
The Experience Study recommendations basically explains that the assumptions 
historically used in the past years were very optimistic. On the other hand, the leveling 
required by the GASB computation shows a very steep deterioration in the Plan’s solvency.  
 
What is the difference between the actuarial liability and the GASB net pension liability? 
The actuarial liability is computed to determine the current level of funding required to 
amortize a liability over a predetermined number of periods. The GASB’s net pension 
liability computation portraits a more realistic scenario based on the most-likely 
projection of cashflow patterns under the current circumstances. Therefore, when 
assessing the financial condition of the Retirement System, the GASB computation is more 
indicative of the financial reality of a plan.  
 
A wake-up call into urgency is predicated in the results of the underlying studies that 
shows it is very likely that the true net pension liability is twice the size originally 
considered. The financial magnitude of this liability calls for an urgent evaluation and 
actions. Failure to address this matter with the required urgency will cause serious 
damages to the Plan’s solvency over the next years and may continue pulling it into a pay-
go conversion much sooner.  
 
The UPR’s audited financial statements as of June 30, 2018 shows that the UPR’s net 
deficit increased from ($1,939 million) to ($2,453 million). The unfunded actuarial liability 
position in the UPR’s pension system creates a serious financial constraint to the UPRs and 
a high level of uncertainty as to the University’s and the Retirement System’s ability to 
continue as a going concern. 
 
The FOMB Call for Containment of the Gigantic Liability: 
 
The FOMB has expressed that the pension liability is one of the most important financial 
risks and exposures faced by the UPR in the foreseeable future. The proposed course of 
action contained in the FOMB’s fiscal plan certified on October 23, 2018 is predicated in 
the urgency for containing the huge liability, while providing other feasible retirement 
alternatives for the employees.  
 
Their proposal calls for the freeze of the Defined Benefit Plan as a measure to permanently 
cap the liability. Meanwhile, the creation of a defined contribution plan (according to the 
FOMB’s view) would allow employees to save for retirement through other more 
sustainable means.  
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To achieve the target explained above, the FOMB proposed an overall 10% reduction to all 
pensions and benefits, the freeze of the defined benefit plan and the creation of a 
defined-contribution plan with a 2% sponsor contribution. 
 
From a philosophical perspective, the FOMB proposal requires a complete change in the 
financial perspectives of participants. Previous to this historical moment, the UPR 
employees expected the UPR would take on the responsibility of their post-employment 
financial stability, through their dependence on the defined-benefit pension model. This 
model contemplated an infinite and indefinite funding capacity on the part of its main 
revenue source: the UPR; an assumption that was unrealistic at the time, as it has proven 
to be unsustainable, as evidenced by the current monumental deficit. 
 
A defined-contribution model poses that responsibility mainly in the participant. This 
paradigm shift requires a comprehensive educational approach and the financial 
empowerment to the participants through planning tools that allow them to take control 
of their post-retirement financial future.  
 
At the same time, it is the UPR Governing Board responsibility to evaluate and propose 
other possible alternatives to transform the retirement system into a viable adapted 
model capable of navigating through the UPR’s financial uncertainties in the near future. 
 

ALTERNATIVES EVALUATION 
 

Despite the sense of urgency communicated to the Retirement System’s direction back in 
December 2018, as of the end of our fieldwork (May 2019), the actuarial study as of June 
30, 2018 has not been completed. Absent the 2018 study, the BDO team, together with 
the consultant actuary, Mr. José Fernández, Esq, and with the verification from personnel 
from the Puerto Rico Fiscal Agency and Financial Advisory Authority (“FAFAA”), prepared 
certain indicative financial scenarios using the available data from the 2017 Experience 
Study.   
 
These Indicative Financial Scenarios should not be interpreted as actuarial projections. 
They are only indicative scenarios to illustrate the approximate impact if certain changes 
are applied to the Retirement Plan’s actual model. The purpose of these indicative 
scenarios is to provide a visualization as to the sensitiveness of the actual pension model 
with regards to changes in key financial components. The modeled scenarios are disclosed 
as Exhibit C to this report. These indicative financial scenarios are not intended to 
substitute actuarial projections or studies. The UPR Governing Board is herein advised that 
decisions to implement changes to the retirement system should be validated by actuarial 
consultants.  
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The indicative financial scenarios consider individually and in aggregate terms, the 
potential impact of changes in three major variables: (1) retirement age, (2) prospective 
benefit reductions to non-retirees, and (3) pension reductions to retirees. Please note 
that these projections do not constitute formal recommendations on the alternative’s 
implementation. They should be used only as guidance regarding the economic impact of 
hypothetical decisions to provide a more comprehensive study framework to the 
Retirement Committee of the UPR Governing Board. 
 
The Base Line 
 
The baseline scenario for performing the indicative financial projections were obtained 
from the actuarial data derived from the 2017 Experience Study issued in January 2019, 
and are as follows: 

 

Accrued pension liability $ 3,170,000,000 
 

Unfunded Actuarial Accrued Liability   $ 1,798,000,000 
 

Actuarially Determined Annual Contribution 
(based on leveled dollar amortization)    

$ 150,000,000 
 

Investment Rate of Return 6.75% 
 

Payroll Growth 0.00% 
 

 
To allow for a cohesive financial analysis, it must be interpreted that the changes to the 
retirement system modeled in these financial indicative scenarios are applied to a frozen 
plan.  
 
Indicative Scenario #1 
 
The first projected scenario portrays the financial impact of increasing the retirement age 
from 58 to 62, 65 or 68 years, holding all other economic variables constant. Please refer 
to Exhibit C – Option 1. Increasing the retirement age may result in a reduction of the 
UAL ranging from $358 million to $529 million and may reduce the annual cash funding 
requirement by $19 to $32 million. 
 
Indicative Scenario #2 
 
The second projected scenario shows the sensitivity to a combined strategy of increasing 
retirement age and reducing the future pension benefits to non-retirees. The reduction 
in benefits to non-retirees may be achieved by a reduction in the percentage of quotable 
salary (reduction from 75% to 55%) used for the determination of the pension benefit. 
Please refer to Exhibit C – Option 2. Increasing the retirement age, together with a 
reduction in benefits to non-retirees may reduce the UAL by $342 to $611 million, which 
would reduce the annual cash funding requirement by $22 to $51 million.  
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Indicative Scenario #3 
 
The third projected scenario models the reduction in pensions across all the population, 
which includes both: non-retirees and retirees. Reductions from 10% to 50% were modeled 
to provide with a more comprehensive point of view on the impact of changes in this 
financial variable. As shown in Exhibit C – Option 3, each 10% reduction in benefits across 
the board would cause a reduction to the UAL in amounts between $180 to $200 million. 
Reductions in annual cash funding requirement arisen from haircuts in benefits would 
range between $32 to $90 million.  
 
Putting Them All Together 
 
The Exhibit C – Options Summary, groups all alternatives in a single snapshot. The 
economic challenges faced by the UPR calls for the determination of the optimum cash 
amount or formula the University is capable to sustain on a yearly basis, encompassed in 
the UPR’s financial budgetary model. For example, if the UPR’s budgetary capacity calls 
for reducing the annual cash contribution from $150 million down to $100 million, then 
the age increase (Indicative Scenario #1) as an isolated measure would not be sufficient. 
Potentially, the only ways to reduce the annual cash funding requirement from $150 
million to $100 million would be attainable by:  
 

(a) retirement age increase to 68, combined with a reduction in pensions to future 

retirees by reducing quotable salary to 55%; or 

 
(b) across the board reduction of 20% of benefits to all participants (including both: 

retirees and non-retirees) 

There are many different scenarios that may be modeled, and iterations of different 
variables may provide many other desired and undesired outcomes. However, the critical 
matter that should be addressed first is what is the economic capacity that UPR projects 
in terms of cash contributions in the future.  From a purely cost perspective, leaving $150 
million as future annual contributions represents a pension cost of more than 30% over 
salaries, which seems financially unsustainable and unrealistic. Reducing the annual 
contributions to $100 million, would still be over 20% pension costs over salaries, which 
seems financially unsustainable and unrealistic under the UPR’s current economic 
circumstances. Pension funding is a significant and sensitive item in the UPR’s financial 
and operational plans. 
 

THE PATH FORWARD 
 
From a financial standpoint, the UPR’s Retirement System requires a transformation. A 
transformation that allows to maximize to the highest extent as possible the utilization of 
its financial resources. A transformation that provides the UPR with an adequate annual 
contribution requirement that is commensurate to the UPR’s financial resources. A 
transformation that looks beyond the Retirement System and encompasses an overall 
wellbeing strategy directed to adequately compensate the UPR’s human capital.  
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Notwithstanding, having a $4 billion liability vs. a $1.4 Billion assets base, and limited 
future capitalization sources is definitely a situation of an exponential magnitude that 
requires an extraordinary and multidimensional effort.   
 
The historical challenge that UPR faces with regards to the Retirement System calls for a 
very well conceptualized and coordinated De-Risking plan. The word De-Risk used herein 
summarizes the mission that should undertake the UPR Governing Board. It encompasses 
the simultaneous handling of different risks that interplay at the same time.  The 
simultaneous handling of the underlying actuarial, legal, operational, communication and 
educational requirements are altogether key components of the Retirement System 
transformation endeavor. The effectiveness of the De-Risking activities is absolutely 
dependent on the well synchronized analysis and the precise performance of strategies 
around those five core components. 
 
The De-Risking Strategy, its components and the projected timeline was presented to the 
Retirement Committee of the UPR Governing Board on May 9, 2019. Pease refer to Exhibit 
D.  
 
The Actuarial Component 
 
As of the date of this report, the actuarial study as of June 30, 2018 has not been 
completed. The completion of the 2018 actuarial study is of outmost importance. Such 
study should be prepared on the basis of the actuarial assumptions to be approved by the 
UPR Governing Board. Another key requirement from the actuarial standpoint is the 
availability and readiness of such actuaries to run iterative scenarios capable of easily 
projecting the impact of changes in variables. Actuarial studies are fundamental for the 
soundness of decisions that the UPR Governing Board should be performing over the next 
months. 
 
Legal Pathway 
 
The Fiduciary role of the UPR Governing Board requires the balancing and simultaneous 
protection of the interests of the UPR, the plan’s participants, retirees and the retirement 
fund. In the performance of De-Risking procedures, UPR would require the assistance of 
legal experts with vast retirement plans’ experience. The retirement benefit legal arena 
requires the performance of certain steps, in a particular order, to protect the best 
interest of all concerning parties in the most balanced and fair approach. Although the 
UPR’s pension plan may not be subjected to the provisions of the U.S. Employee 
Retirement Income Security Act (“ERISA” Law), the pathway should take into 
consideration certain fundamental concepts of ERISA.  Therefore, the importance of 
including in the team the legal advisory of experienced and reputable counsels with solid 
experience in the retirement benefits arena. 
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Operational Pathway 
 
The performance of a De-Risking strategy should include an assessment of the operational 
needs for the implementation of the underlying changes.  Important matters such as the 
reliability and adequacy of the data processing software and hardware, the capabilities of 
the human resources, headcount, personnel training, among others should be considered. 
 
Potentially, two retirement plans (a defined-benefit and a defined-contribution) will be 
co-existing in the UPR. Logistics from the perspective of information technology, plan 
administration platforms, recordkeeping and financial information management should be 
carefully considered to allow for optimum operating conditions.  
 
Communication and Educational Pathway 
 
Retirement plan concepts may be complex and challenging. A transformation of a 
retirement system should be built on the solid foundation of knowledge. Knowledge will 
allow a cohesive transition from a defined benefit to a defined contribution paradigm. 
The complexity should be de-constructed, and matters communicated in simple terms. 
Every change to be implemented to the Retirement System should be adequately 
communicated to participants and retirees. A proactive and well-planned education and 
communication strategy will be a key element in the De-Risking activities. 
 
The Implementation Roadmap 
 
Exhibit E shows the projected roadmap and potential timeline that points all the tasks 
that should be performed, grouped by a color-coding to allow for better understanding 
and perspective. The projected roadmap is presented for illustration purposes and to 
provide a framework to the UPR Governing Board as to the activities that should be 
performed. Based on the conversations and research performed, it is more likely that the 
De-Risking and transformation of the UPR Retirement System requires a timeline of 48 
months and should be performed in a staged approach, mainly grouped into three phases. 
This roadmap was presented to the Retirement Committee of the UPR Governing Board on 
May 9, 2019.  
 
The roadmap in a staged approach intends to De-Risk the Balance Sheet of the UPR and of 
the Retirement Plan. We recommend that this approach is discussed with the interested 
parties, including the FOMB. It considers not only the taking of the financial decisions, but 
also the operationalization of such decisions in a staged approach that would allow a 
transparent process for all parties. 
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From an initial perspective, we have discussed with the UPR management that they 
consider a capitalization to the system. The University would determine if it can make an 
initial large payment to increase the Trust’s assets base. An initial large payment means 
a capitalization in the order of $100 million to $300 million. An increased assets base 
would provide higher investment returns and will allow for the requirement of future 
lower amortization funding installments to cover the UAL. A comprehensive conversation 
should be done with the Commonwealth’s Executive and Legislative powers, as well as 
with the FOMB to explore such alternatives. An additional capitalization in present times, 
allows for a significant containment of the actuarial liability when projected 15-30 years 
into the future. 
 
Irrespective of whether or not an additional capitalization is achieved, the De-Risking 
Roadmap for the University of Puerto Rio may be designed as follows: 
 
Phase 1: Immediate Actuarial Liability Containment 
 
The immediate approach to this complex financial matter should be the containment of 
the actuarial liability. In this stage, every single alternative that preserves the trust’s 
assets and that reduces the long-term liability should be considered. This phase may 
include the soft freeze of the pension plan, creation of a defined contribution plan, 
consideration of net present value withdrawal windows; increase retirement age to 
individuals below 20 years of service; review of existing loan policies, among other.  
 
UPR should consider the soft freeze of the Defined Benefit Plan. This means that current 
vested members would continue to contribute and accrue benefits, while all new hires 
from that point on would be compensated in a different structure containing a defined 
contribution plan. At this stage, no changes to the benefits for all those vested 
participants would be considered or implemented. All cash-flow related matters take 
priority such as: 

 

• Considering modifications to the loan program that may allow less cash outflows 

• Re-design of the mechanism used by the UPR administration for the remittance of 

employer contribution 

• Hard- freeze is not a viable option at this stage because such action would 

preclude the plan from the monthly inflows of participants’ contributions, which 

is a significant funding source 

At the moment of implementing a soft-freeze, non-vested members should have the option 
of transferring their past contributions to a defined contribution plan, pursuant to a 
window to be designed for that specific event. Other windows may be designed based on 
actuarial recommendations after analyzing the demographics on a de-risking perspective. 
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The roll-out of Phase 1 would most likely take 18 months from start to completion. At the 
end of Phase 1, all of the non-vested participants and all UPR’s new hires would be 
participating in a defined-contribution plan. All vested participants would remain in a 
defined-benefit structure. Certain minor re-calibrations may be explored to be 
implemented during such period. Those re-calibrations may include: an increase in 
retirement age for participants with less than 20 years of service, consider reductions to 
the quotable salary for pension determination and consideration of reducing the 
“marginal” benefits that are not part of the basic pension benefit. 
 
Phase 2 – Additional De-Risking  
 
Phase 2 consist of an analysis of the Plan’s funding status after implementing the changes 
determined in Phase 1. Based on actuarial analyses then conducted, the UPR Governing 
Board would be in better position to implement other further strategies. Looking forward 
into January 2021, the following matters would be more stable and would allow to make 
sound financial decisions regarding the affairs of the Retirement System: 
 

• Stabilized UPR’s budgets after implementing FOMB measures and the 

Commonwealth’s appropriations cuts 

• Normalized headcount 

• Long-term debt renegotiation 

• An updated outlook to the Retirement System after the implementation of 

measures determined in Phase 1 

  
Phase 2 calls for considering whether or not the Plan status should be converted from soft 
freeze to hard freeze. Because such kind of determination is heavily dependable on the 
Plan’s demographics, it cannot be considered before the performance of the Phase 1 
activities. Careful consideration should be done to all economic, financial and 
demographic variables since in a frozen-plan scenario, the participant contributions end 
and the funding will completely depend on the UPR’s own economic resources. 
 
In this stage, additional consideration may be given to opening specific windows to allow 
for participants with certain characteristics to move the then determined net present 
value amounts attributable to their benefits, to the defined-contribution plan. Such 
alternatives may be considered only in the context that potential reductions in UAL are 
considerably higher than the assets transferred-out in settlement. 
 
Additional funding capitalization strategies may be analyzed by UPR in an effort to possibly 
finance the windows explained above, if so implemented. 
 
Phase 2 would lapse from January to December 2021. At the end of 2021, the UPR 
Governing Board would be in a well-informed position to move into the third phase. 
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Phase 3- Other Benefit Redesign Determinations  
 

Once all phases 1 and 2 are implemented, the UPR Governing Board would be well 
equipped for other more sophisticated considerations. Other capitalization structures, 
assignment of specific sources if funds are then available, implementation of annuities 
program, opening of other windows then applicable, all those alternatives may be 
considered in a Phase 3 of a De-Risk plan. Most likely that after strategies in previous 
phases are implemented, the demographic characteristics of the population would be 
more homogeneous and actuarial projections versus experience studies would not stay too 
apart one from the other. Basically, at this point, many of the Plans risks should have been 
addressed. With a smaller and more homogeneous population, there will be higher 
precision and certainty as to the projection of some of the re-designed benefits explained 
above.  
 
The path forward and the roadmap are documented as word and excel tools and were 
provided to the UPR Transformation Officer. 

 
FINAL CONSIDERATIONS 

 
The future of the UPR Retirement System is directly correlated to the fiscal and 
operational soundness of the University, as sponsor and fiduciary. The historical moment 
calls for an optimized balancing of the financial and operational transformation 
requirements, in parallel to facing an enormous unfunded actuarial liability in the pension 
system. 
  
Puerto Rico is living times of restructuring and fiscal reforms. The possibility of asking the 
Commonwealth for additional capitalization should be considered. Direct petitions should 
be channeled through the Legislature, the FOMB and the Executive powers. Would be an 
alternative move at the central government level, to inject additional financial capacity 
into the UPR Retirement System as a gesture of support, accompanied by a workplan, 
which first version was carefully developed during this project. 
 
The UPR has the standing to request capitalization from the Commonwealth, on the basis 
of the true commitment demonstrated by the Central Administration of the UPR in funding 
the Retirement Plan. Contrary to almost all other governmental retirement systems, the 
UPR has continuously safeguarded the immediate remittance of contributions into the 
trust fund, has taken the necessary steps to maintain the Plan’s liquidity, and has 
performed its fiduciary role in the highest possible standard. 
   
Financially speaking at the UPR level, each dollar invested today in the Plan will 
potentially reduce the UAL by 150%, when considering the compounding effect at 6.75% 
from year 2019 through year 2032. Reducing the UAL will provide important economic 
progress at the UPR’s financial statements level. 
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Complex financial situations require careful and unbiased analysis. This has been precisely 
the focus of attention of the Retirement Committee of the UPR Governing Board. A 
detailed study and understanding of the retirement system have been performed, financial 
updates have been discussed. Financial indicators have been analyzed and a potential 
roadmap has been prepared. A genuine assessment has been performed that now serves 
as a solid foundation for the UPR Governing Board to continue the pathway into the future. 
 
Regarding the pathway into the future, there are four core matters that the UPR 
Governing Board should pay careful attention: 
  

(1) The urgent need for speeding the actuarial evaluation process - The moment 

requires the full availability and support of an actuarial consultant capable of 

modeling and iterating different scenarios faster.  

 
(2) Leverage on FOMB’s resources for workplan implementation - Financial and 

actuarial resources from the FOMB may be available to the UPR and may 

strategically assist in the future calibration of the financial landscape and in 

speeding-up the implementation phases.  

 
(3) Perform a very comprehensive operational analysis of the Retirement System 

- Such analysis should devote particular attention to the process workflow, the 

software and technological resources as well as the human capital. Technological 

advancements should drive the conversion of all manual processes into expedited 

automated transactional workflow that enhances the experience of the retiree and 

allow for better managerial visibility.  

 
(4) More direct supervision of the Retirement System operations – Since the 

beginning of this project, there have been very unproductive disputes between the 

Retirement Board and the UPR Governing Board. We were not allowed physical 

access to the Retirement System facilities and the two Boards have been immersed 

in court proceedings. Although the Court has clarified that the Retirement Board’s 

role is of an advisory nature, the reality is that the Retirement Board is directly 

overseeing the daily operations of the System. A more active role is required from 

the UPR Governing Board to operationalize the clarification with regards to the 

role of the Retirement Board.  

 
As result of the project, the UPR Governing Board is now very well positioned to undertake 
a pathway towards a transformation of the Retirement System. The UPR Governing Board 
has obtained a careful and detailed understanding of the situation, has taken a close look 
to financial indicators and is now in a solid position to continue the path forward.  
 
We thank the UPR Governing Board for the cooperation and for opportunity of assisting in 
this important endeavor.  
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EXHIBITS REFERENCE 

 
EXHIBIT A - BDO December 14, 2018 presentation provided in several instances to UPR 
Governing Board members, Unit Heads and Retirement System Representatives and executive 
working sessions 
 
Presentation explaining our discovery regarding the Retirement System Understanding, Actuarial 
Landscape and Actuarial and Retirement System Foundational concepts. Best practices and 
possible alternatives also included. 
 
EXHIBIT B - BDO February 28, 2018 presentation provided in different instances to UPR 
Governing Board Committees, Professors and Retirement System Representatives and 
executive working sessions 
 
Discussed the fiscal plan cash requirement and assumptions.  Understand key concepts contained 
in the experience study from a practical perspective and its implications.  Discuss decision making 
framework considering current financial conditions.  Possible alternatives. 
 
EXHIBIT C - UPR RETIRO-DECISION MAKING FRAMEWORK ONE PAGERS 
 
Documents referenced for the indicative financial options presented: 
* Retirement System Projection Results (November 8, 2017; Cavanaugh Macdonald) * Projection 
Results Recommend by the FOMB and Management Board (June 1, 2018; Cavanaugh Macdonald) * 
2017 Pension Valuation Report (August 9, 2018; Cavanaugh Macdonald) * Projection Results 
Recommended by the FOMB and Management Board (November 15, 2018; Cavanaugh Macdonald) * 
Scenario Analysis - Changes in Benefits (December 14, 2018; Cavanaugh Macdonald) * 2012-2017 
Experience Study Report - Draft (December 20, 2018; Cavanaugh Macdonald) * UPR Certified Fiscal 
Plan (October 23, 2018; UPR/FOMB) * FOMB-Explanatory Memorandum on Pension Reform (August 
4, 2017; FOMB) 
 
EXHIBIT D - BDO May 9, 2019 presentation provided in different instance to UPR Governing 
Board Committees and part of executive working sessions 
 
Discussion regarding the De-Risking approach and roadmap fundamentals considering the 
magnitude of the problem confirmed through the Experience Study, Decision Making Framework 
and legal discussions. 
 
EXHIBIT E -  UPR-RETIREMENT SYSTEM DERISK ROADMAP CALENDAR v51419.02 AND 
COMPLEMENTARY EXPLANATION DOCUMENT 
 
Sample detailed roadmap of the phased De-Risking approach considering projects swim lanes. 
























































































































































