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About MERS
• The Municipal Employees’ 

Retirement System (MERS) of 
Michigan is an independent, 
professional retirement services 
company that was created to 
administer the retirement plans 
for Michigan municipalities on a 
not-for-profit basis

• The team at MERS is made up of 
top industry experts who use 
fiscal best practices to give 
members peace of mind and 
security in their retirement
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Agenda
• How Defined Benefit Plans Work
• The Fundamentals of Pension Funding
• Determining Annual Contributions
• 2015 Experience Study & National Trends
• Unfunded Liability
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How Defined Benefit 
Plans Work



Lifetime Benefit for Career Employees
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Defined Benefit Formula

The benefit formula is comprised of three components: 

• Final Average Compensation is an average of the 
employee’s highest consecutive wages over a period of 
time, usually three years

• Service Credit is earned for each month of work that 
meets the employer’s requirements

• The Benefit Multiplier is a specific percentage adopted 
by the employer ranging from 1.0% to 2.5%
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Calculating the Benefit
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Lifetime Benefit Stability
• The calculated benefit 

will not change with 
investment market 
fluctuations

• Retirement benefits of 
municipal employees 
are constitutionally 
protected
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The Fundamentals of 
Pension Funding



Prefunding the Benefit
• Defined benefit plans are pre-funded during the 

employee’s career
• Contributions are typically made by both the 

employee and employer
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Contributions are Invested Long-Term
• MERS strategically invests the contributions with 

a prudent long-term approach to provide 
downside protection with upside participation
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Pooling Assets
• MERS pools assets for invest purposes, 

providing our members the benefit of investing 
with a $9 billion pool of assets

• Each municipality’s assets are maintained in 
separate accounts
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Investment Earnings
• MERS’ investment earnings actually fund 

more than half of the benefits
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Determining 
Annual Contributions 



Determining Annual Contributions
• The cost of the plan is determined annually and provided 

in the Annual Actuarial Valuation
– Defined benefit plan costs vary by each municipality and depend 

on the benefit plan design and other plan specific details 

– The ultimate cost will not be known until the last retiree/beneficiary 
stops drawing

• There are also MERS administrative and investment 
costs, which are charged to your plan as basis points and 
are found on your quarterly statements 

• MERS administrative and investment costs have been 
reduced by 32% over the past 5 years
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MERS Defined Benefit Cost Reduction History
5-Year History

0.37% 0.36%
0.26% 0.22% 0.22%

0.32%
0.24%

0.25%
0.20% 0.25%

12/31/2011 12/31/2012 12/31/2013 12/31/2014 12/31/2015

Administration Investments
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Calculating the Total Annual Contribution

BENEFITS 
IN EFFECT 
FOR EACH 
DIVISION
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POLICY

ACTUARIAL
ASSUMPTIONS
AND METHODS
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Calculating the Total Annual Contribution
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Employer Contribution
The Employer contribution is made of up two parts:
1. Employer Normal Cost– Present value of benefits 

allocated to the current plan year less any employee 
contribution

2. Amortization Payment of Unfunded Accrued 
Liability– Payment to reduce any shortfall between 
liability for past service and assets

Employer 
Normal Cost

Amortization 
Payment of the UAL

Employer 
Contribution
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Average Employee Contribution Rate*

• The average employee contribution rate for MERS 
municipalities is 5.6% 

• For divisions with a standard 2.5% multiplier, the 
average employee contribution rate is 6.5%

*As of 12/31/2015

Employee Contribution
The Employee contribution rate is set by each municipality 
or division, not by MERS
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Experience Study & 
National Trends



Experience Study
• Part of MERS’ fiduciary responsibility 
• Conducted with our actuarial firm 

every five years
• Compares actual experience 

of the plan with the current 
assumptions to determine if 
changes are necessary
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Experience Study Goals & Priorities
• Adequacy

– Ensuring each plan’s assets are sufficient to provide for the 
benefits that are expected to be paid and that each plan is 
making reasonable progress to achieve full funding

• Intergenerational Equity and Transparency
– Each generation should incur the cost of benefits for the 

employees who provide service in that generation, rather 
than deferring those costs to future employees

– The funding policy should be easily understood

• Contribution Stability
– Contribution volatility should be balanced with the 

commitment to ensure plans are properly funded

23



Key Changes from Last Experience Study
• The assumed annual rate of 

investment return, net of all 
expenses, was reduced from 
8% to 7.75%

• The mortality table was 
adjusted to reflect longer 
lifetimes

• The amortization period was 
moved to a fixed period 
amortization for the 12/31/2014 
annual valuations
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Investment Assumption
• The investment return assumption determines the 

portion of benefits that is assumed to be provided 
by investment income

• When developing economic assumptions such as 
this we consider:
– A long-term historical perspective
– Whether recent history fundamentally changed the future 

economic outlook
– Analysis and forecasts from experts and governmental 

sources
– Evaluation of economic assumptions against comparably 

sized public retirement systems
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Recent Trends
• Downward trend assumptions about long-term 

expected rates of return
• Public Fund Survey by the National Association 

of State Retirement Administrators (NASRA)
– 127 plans measured  

– More than half have reduced their investment return 
assumptions since fiscal year 2008

– The average investment return assumption for 
12/31/2015 was 7.62% (down from 8.0% in 2008)
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MERS Investment History
As retirement plans operate over long-term time horizons, 
it’s important to focus on long-term rates rather than any 
single year
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Impact to MERS
• Historically, MERS has met the 8.0% investment return 

assumption over the long term

• Since the financial crisis of 2008, the consensus in the 
public plan investment community is that an 8.0% 
investment return assumption may be too high

• We think it is still too soon to conclude that recent 
economic conditions have permanently changed future 
long-term financial markets

• The MERS Retirement Board determined that it would be 
prudent to reduce the long-term investment return 
assumption to 7.75%

• This change increases the likelihood that MERS will 
meet or exceed our assumption
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Impact to MERS
• As with all our assumptions, the mortality 

assumption is reviewed every five years
• Both of the two previous 5-year experience 

studies showed that MERS retirees were living 
shorter lifetimes than projected by the present 
mortality assumption

• The new study confirms that MERS retirees are 
now experiencing longer lifetimes
– There has been sufficient increase in the longevity of 

retirees to warrant a new mortality table that projects 
longer lifetimes
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Amortization Policy 
• The amortization policy sets the process for 

making payments on a plan’s unfunded accrued 
liability (UAL)

• The amortization policy doesn’t make the benefits 
cheaper or more expensive; it simply impacts the 
pattern of contributions

• Historically, public pension plans like MERS, 
used a rolling amortization period of 
30 years 
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Amortization Policy History
• Since 2005 MERS has been decreasing the open division 

amortization period from a 30 year rolling, to most recently a 20 year 
rolling amortization 

– Using a rolling period means that each year the UAL will be “refinanced” 

– Results in perpetual negative amortization that can result in the UAL 
never being completely amortized
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Fixed Amortization
• MERS will continue to reduce the amortization by one 

year, every year, until any unfunded accrued liability is 
completely paid off

• Beginning in 2023, future liability gains/losses will be 
spread over a 15-year fixed period for open divisions 
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Fixed Amortization, Cont.
• This fundamental shift in policy gives plans a specific date 

by which all known obligations will be fully funded
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Layered Amortization Example
Open Plan Example
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GFOA – Best Practices 
• Government Finance Officers 

Association (GFOA) best practices 
– Use fixed (closed) amortization periods

– Balance equitable allocation of cost 
among generations with volatility 
management

– Never exceed 25 years; 15-20 years

– Use a layered approach for the various 
components to be amortized
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Full Impact vs. Phase-In
• Contributions based on 

new and previous 
assumptions

• Contributions based on 
Full Impact & Phase-in

• By default, MERS will 
invoice based on 
Phase-in figures

• Includes optional 
accelerated funding 
information
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Alternate Scenarios to Estimate Potential Volatility

Each municipality is provided with options as it relates to determining 
contributions into the plan above and beyond the minimum required 
amounts (“What If?” scenarios).
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Six Year Projection Scenarios 
• Provides additional 

projections based 
on different market 
and funding 
scenarios to assist 
with this planning 

• MERS strongly 
encourages 
employers to 
contribute more 
than the minimum 
required 
contributions
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Market Value Payment

Summarizes 
contributions 
made over the 
year for your 
F65 Treasury 
reporting

See Comments on Asset Smoothing in Executive Summary of AAV for Additional Detail
If the December 31, 2015, valuation results were based on market value on that date instead of 
smoothed funding value: i) the funded percent of your entire municipality would be X% (instead of 
Y%); and ii) your total employer contribution requirement for the fiscal year starting July 1, 2017, 
would be $ XX,XXX (instead of $ XX,XXX).
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Ready to Learn More about Unfunded Liability?
• MERS works in partnership with our members to 

ensure that each municipality is making 
reasonable progress to achieve full funding

• We offer many options to help reduce UAL, with a 
variety of programs and provisions to fit each 
municipality’s unique needs

• Attend Part 2 - Funding & Plan Design Strategies
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Contacting MERS 
MERS of Michigan 
1134 Municipal Way 
Lansing, MI  48917

Phone: 800.767.6377
www.mersofmich.com

LET’S GET SOCIAL!
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