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Annual Actuarial Valuation (AAV)
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• Snapshot of your MERS Defined Benefit Plan as of 
December 31

 
• Provides your contribution rates for your following 

fiscal year 
- Example: Your 2023 AAV was available in June 2024 and provides 

contribution rates for your 2025 fiscal year



Annual Actuarial Valuation (AAV)
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• Snapshot of MERS Defined Benefit Plan as of 
December 31

 
• Provides your contribution rates for your following 

fiscal year
Example: Your 2023 AAV was available in June 2024 and provides 
contribution rates for your 2025 fiscal year

• The report also provides insight into your plan’s 
liabilities, funding levels, employer and employee 
contributions, and important information for GASB 
and state reporting



Actuarial Assumptions and Methods established by the Retirement Board

Required Contribution Calculation
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BENEFITS 
IN EFFECT 
FOR EACH 
DIVISION

MARKET 
VALUE OF 
ASSETS

MEMBER 
DATA

AMORTIZATION 
POLICY

ACTUARIAL 
ASSUMPTIONS 
AND METHODS

ACTUARIALLY 
REQUIRED 

CONTRIBUTION 



How the Employer Contribution is Derived
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Employer 
Normal Cost

Amortization 
Payment of 

the UAL
Employer 

Contribution
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Basic Retirement Funding Equation
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Net Money in = Net Money Out

C I B E

Contributions ExpensesBenefitsInvestment 
Income

Funding 
Policy

Administrative 
Policy

Plan DesignInvestment 
Strategy



Actuarial Assumptions
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Demographic
Normal Retirement
Early Retirement
Death-in-Service

Disability
Other Separations

Pre and Post Mortality

Economic
Price Inflation
Wage Inflation

Investment Return

Merit and Longevity Pay Increases



Actuarial Methods
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Actuarial cost method

Asset valuation method

Funding Policy Future 
Normal 

Cost

Normal 
Cost

Actuarial 
Accrued
Liability

Present Value of Future Benefits



How Our Amortization Policy Works
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Asset
s

Liability

Asset
s

Amortization Period

Unfunded liability is
paid off over a fixed
amortization period



Understanding Asset Values
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Market Value
The actual amount of 
assets held in the 
plan (also called 
fiduciary net position) 
and is shown in your 
quarterly statements



Understanding Asset Values
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Actuarial Value
This number uses a 
smoothed asset 
value, and therefore, 
is different than the 
actual amount of 
assets held in the 
plan

Market Value
Actual amount of 
assets held in the 
plan (also called 
fiduciary net position) 
and is shown in your 
quarterly statements



Investment Market Volatility
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Smoothing is a buffer against extreme fluctuations in the market

11.92%

5.54%
6.93%

-30%
-25%
-20%
-15%
-10%

-5%
0%
5%

10%
15%
20%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Actual Return Smoothed Rate Assumption
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How Smoothing Works
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Spreads investment gains and losses over five years
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Dedicated Gains 
Policy



Dedicated Gains Policy
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• In 2021, MERS Board implemented a Dedicated Gains Policy that 
systematically reduces the assumed rate of return in a way 
that mitigates the financial impact on our customers

• MERS will automatically reduce the investment return assumption 
when the actual investment return exceeds a predetermined amount

• A portion of the investment gains are dedicated to offsetting the 
liability created by using a lower investment return assumption



Reducing the Investment Return 
Assumption Without Dedicated Gains
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Asset
s

Liability

Reducing the 
investment return 
assumption creates 
an immediate 
increase in 
unfunded liability

Assets



Reducing the Investment Return 
Assumption With Dedicated Gains
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Assets Liability

Assets from dedicated gains are immediately recognized, 
increasing the plan’s funded level and offsetting some of the 
unfunded liability



Once at the midpoint, half of the amount of excess 
investment returns will be dedicated to lower the 
assumption to below the midpoint of the range.

The rate of return will never be less than the 
bottom of the range of reasonable assumptions.

If the current assumption falls within this range, the full 
amount of excess investment returns will be dedicated 
to lower the assumption to the midpoint of the range of 
reasonable assumptions.

Range of Reasonable Assumptions
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MERS uses data provided by our actuarial services provider to establish a range of reasonable 
assumptions.



Impact on 2023 AAV
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• The assumed rate of return used in 
the 12/31/2023 AAV valuations is 
6.93%

• A portion of the excess returns will 
continue to be smoothed over five 
years, while some excess returns 
will be immediately recognized to 
offset increases in contributions

12/31/2015    7.75%
12/31/2019    7.35%
12/31/2021    7.00%
12/31/2023    6.93% 

Historical Assumed 
Rates of Return 



How Smoothing Works – Dedicated Gains
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Spreads investment gains and losses over five years
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Experience 
Study



Checking our Assumptions
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Experience Study: 

• At least every five years to compare key 
assumptions to real-world experience and make 
adjustments



Checking our Assumptions
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Experience Study:
 
• At least every five years to compare key assumptions 

to real-world experience and make adjustments

• Next Experience Study will be conducted this fall 
using data from 2019 – 2023 AAVs

o Will be used in 2024 AAV
o Will impact Fiscal Year 2026 contributions



Experience Study Process
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Analysis
• 3 to 5 years

• Comparison to prior 
trends

• Confirmed vs. 
non-confirmed trends

• Liability vs. 
headcount

Philosophy
• Do not overreact

• Incremental changes

Assumptions
• Demographic 

assumptions

• Economic 
assumptions

• Analyzed each year 
for reasonableness 



Actuarial Assumptions
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Demographic
Normal Retirement
Early Retirement
Death-in-Service

Disability
Other Separations

Pre and Post Mortality

Economic
Price Inflation
Wage Inflation

Investment Return

Merit and Longevity Pay Increases



Actuarial Methods and Other Assumptions
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Actuarial cost method

Asset valuation method

Funding Policy

Loads
• Final Average Compensation/Sick Leave 
• Annuity Withdrawal

DROP modeling



Experience Study: Pandemic Trends 
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Mortality

• Return to 
Normal

Retirements

• Return to 
Normal

Terminations

• Continue to 
see 
increased 
turnover

Wages

• Wage 
inflation up

• Overtime for 
public safety



Key Areas of Your 
Annual Actuarial 
Valuation (AAV)



Funded Ratio
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Executive Summary

MERS of Michigan | 31

While funding ratio may be a useful plan measurement, understanding a 
plan’s funding trend may be more important than a particular point in time



Required Contributions
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Executive Summary
Employer Contributions



Required Contributions
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Executive Summary

Employee Contributions

Employer Contributions



Projection Scenarios
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Executive Summary
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Projected Funded Level
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Executive Summary

MERS of Michigan | 35



Projected Employer Contributions
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Executive Summary
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Employer Contribution Details
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Table 1



Benefit Provisions
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Table 2



Participant Summary
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Table 3



Reported Assets (Market Value) 
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Table 4



Flow of Valuation Assets
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Table 5



Actuarial Accrued Liabilities & Valuation Assets
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Table 6



Actuarial Accrued Liabilities & Valuation Assets
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Table 6

The following results show the combined accrued liabilities and assets for each set of linked divisions. 



Actuarial Accrued Liabilities – Comparative Schedule
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Table 7



Division-Based Layered Amortization Schedule
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Table 10



GASB Statement No. 68 Information 
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Benefit Provision History
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State Reporting Information
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Resources and 
Takeaways



Annual Actuarial Valuations (AAV)  Webpage
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Finding Your Plan Information
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• Log into the portal and click on 
Employer Portal

• Click on Statements
• Select the AAV, Census, Annual or Quarterly 

Statements  



TLC Basic
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A Self-Service Actuarial Tool

• Illuminates your AAV data
• Provides historical reports
• Allows for contribution and funding projections 
• Creates instant reports when considering financial  

and assumption changes
• Allows for benchmarking peer groups



Key Takeaways   
and Resources



Key Takeaways
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Your AAV is an important 
tool to project the cost of 
your defined benefit plan

MERS strongly encourages 
employers to contribute more 
than the minimum employer 
contribution provided in the AAV

Your AAV uses actuarial 
assumptions, which are reviewed 
at least every five years 

Results of the next Experience Study will:
• Be used in the 2024 AAV 
• Impact your FY 2026 contributions

MERS used an automatic Dedicated 
Gains policy to reduce the investment 
return assumption while mitigating the 
impact on employer contributions 



Resources
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Share Your Feedback on this Session
Scan this QR code or open 
the conference app to 
share your feedback on this 
session. 



MERS of Michigan

1134 Municipal Way
Lansing, MI 48917 
800.767.6377
www.mersofmich.com

This publication contains a summary description of MERS’ benefits, policies or procedures. MERS has endeavored 
to ensure that the information provided is accurate and up to date. Where the publication conflicts with the relevant 
Plan Document, the Plan Document controls.
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