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USC and COLA provisions

• Updated Service 
Credit is an optional 
provision that may 
grant supplemental 
dollar credits that 
can increase 
retirement benefits 
in certain situations
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• An Annuity Increase 
(COLA) is an optional 
provision that will 
grant retirees an 
annuity increase based 
in the yearly change in 
the Consumer Price 
Index (CPI)

Active employees Retirees



USC and COLA provisions
Both provisions were added to TMRS options in 
1976
• Often adopted together, but USC can be adopted 

alone

• If the city adopts a COLA, it must adopt a USC

• The provisions may be adopted by ad hoc, or 
repeating, ordinances

• Once adopted, the provisions are effective the 
next January 1

3

TMRS will provide model ordinances. Call your Regional Manager, TMRS Staff 
Actuary Leslee Hardy, or Deputy Executive Director Eric Davis.



Understanding USC 
• There is a cost to the city to adopt USC; 

additional pension liability incurred

• City must choose the level of USC

• 100% USC

• 75% USC

• 50% USC

• Ad hoc or repeating
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Understanding USC, cont.
• Study date 
• Calculated each January

• Member’s average salary
• Based on 36 most recent deposits 

prior to study date (drops the 
highest and lowest)

• Employee deposit rate (study)
• City matching ratio (study)
• 3% annual interest assumption
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Actual reserve 
balance
$38,000

Hypothetical 
reserve balance

$40,000 vs.

$2,000 @ 100% USC
$1,500 @   75% USC
$1,000 @   50% USC 
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Understanding USC, cont.



Employee

Balance

City  Matching  

Balance

Employee,  Matching,  

Annuity  Purchase  Rate

USC  

Balance
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Understanding USC, cont.



Understanding USC, cont.
• If USC calculation is higher, a USC credit is 

awarded
• Will earn 5% interest; may be replaced 

by a higher USC
• If USC calculation is lower, no USC credit is 

awarded
• If city turns off or reduces the option, 

employees do not lose already earned USC
• Ad hoc adoptions are amortized over a 15-year 

level dollar schedule
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Not Every Employee will Earn a USC. 
Why?
• USC assumes 3% annual accumulation interest, 

which is less than the actual interest earned

• Salary increases and plan design affect USC:

• If member has had no significant salary increase

• If city matching rate or deposit rate has not 
changed

...Then there would be no USC credit



USC’s “Transfer” Feature
• Members with service in more than one city 

are eligible
• Member must be eligible for USC in current city
• 48 months of service needed

• Employing city’s deposit rate and matching used 
in the calculation 
• City must adopt regular USC also to adopt 

Transfer USC
• Calculation is based on member’s total TMRS 

career (active accounts)

10



USC and the City’s Rate
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USC and 
the City’s 
Rate, cont.



A Note to Remember about USC
• Cities  that  have  USC  and  also  have  had  a  7%  
deposit  rate  and  2:1  matching  ratios  for  a  long  

time  will  eventually  see  the  provision  becomes  

less  of  a  factor.    Only  employees  who  make  

substantial  pay  increases  would  see  new  USCs.

13



About the Annuity Increase 
(COLA)
• COLAs are granted by cities 

to help retirees’ annuity 
payments keep pace with 
inflation. The optional 
provision must be adopted in 
conjunction with USC.
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Notes about TMRS COLAs
• TMRS COLAs are calculated on the change in 

CPI over the entire time a member is retired

• If a city has been granting 70% of CPI 
annually repeating COLAs and changes to a 
lower COLA percentage, retirees are not 
likely to see any benefit increase for several 
years
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Understanding  COLAs

• There is a cost to the city to adopt COLAs. 
Additional pension liability incurred

• City must choose the level of COLA

• 70% CPI

• 50% CPI

• 30% CPI

• Ad hoc or repeating
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Effect of Reduction in COLA Percentage



Comparison of COLA Percentages on Annuity
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COLAs and the Contribution Rate
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Remember that COLAS…
• Vary from year to year

• Typically create higher pension liability for 
cities than USC

• It is also important to understand:

• The inter-generational cost of repeating 
ordinance

• Ad hoc adoptions are amortized over a level 
dollar 15-year schedule
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QUESTIONS?
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