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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 2024 AAV was available in June 2025 and 
provided contribution rates for your 2026 fiscal year
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• Snapshot of the MERS Defined Benefit Plan as of 
December 31 

• Provides your contribution rates for your following 
fiscal year

- Example: Your 2024 AAV was available in June 2025 and 
provided contribution rates for your 2026 fiscal year

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



Actuarial Assumptions
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• Required contributions in a defined benefit plan are calculated by an accredited 
actuary using assumptions about future events

• These assumptions fall into two broad categories: economic and demographic
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• Required contributions in a defined benefit plan are calculated by an accredited 
actuary using assumptions about future events 

• These assumptions fall into two broad categories: economic and demographic

Economic assumptions
Forward looking trends and

include factors such as wage growth 
and the future

expected investment return
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• Required contributions in a defined benefit plan are calculated by an accredited 
actuary using assumptions about future events

• These assumptions fall into two broad categories: economic and demographic

Economic assumptions
Forward looking trends and

include factors such as wage growth 
and the future

expected investment return

Demographic assumptions 
Look back at the actual experience
of the plan, such as changes in the

number of working and retired
participants, when those participants will 

retire, and how long they’ll live



Checking Our 
Assumptions
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As part of our fiduciary responsibility, MERS 
performs an Experience Study at least 
every five years to compare key 
assumptions to real world experience and 
make adjustments as needed

• Industry best practice
• Part of MERS’ fiduciary duty
• Required as a part of 

MERS Governance Policy
• Reviews actual experience to 

actuarial assumptions 



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



A Fully Funded Plan
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Key Areas of Your 
Annual Actuarial 
Valuation
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Funded Ratio
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Executive Summary
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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 Contribution Rates



Projection Scenarios
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Executive Summary
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Projected Funded Level
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Executive Summary
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Projected Employer Contributions
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Executive Summary
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Employer Contribution Details
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Table 1

Employer Contribution Details for the Fiscal Year Beginning January 1, 2026



Flow of Valuation Assets
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Table 5



Actuarial Accrued Liabilities & Valuation Assets
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Table 6

Actuarial Accrued Liabilities and Valuation Assets as of December 31, 2024



Plan Modifications
to Control Cost
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Managing Unfunded Accrued Liability
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Funding Strategies
(Increase assets)

(Reduce or eliminate liability 
moving forward)

Plan Design Strategies



Plan Design Strategies
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• Defined Benefit Plan with lower provisions
• Hybrid Plan 
• Defined Contribution Plan

Reduce Future Liability for New Hires

• Lower multiplier going forward
• Bridged multiplier
• Eliminate COLA on future service
• Plan freeze

Reduce Future Liability for Existing Employees



Plan Modifications 
to Attract and 
Retain Talent
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Enhancement Requirements
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Plans must meet funding 
requirements

Requires actuarial analysis to 
illustrate financial impacts



MERS 457 Program
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• Participant-managed investment account
• Flexible, adjustable participant contributions

Blend an existing DB plan with matching 
employer contribution to a 457

 Boosts employee participation
 No added pension liability
 Flexible, adjustable employer contributions
 Supports income replacement goals



Blending Programs
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Adding a 457 Program to Reach an 80% Desired Income Replacement Rate

Projection assumes a 30-year-old employee earns 30 years of service credit, retires at age 60 and 
lives until age 90. Assumed wage inflation is 2%.



Health Care Savings Program
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• Individual savings account for 
qualified medical expenses
oEmployees invest 

tax-free
oEligible medical expense 

withdrawals are tax-free
oEmployers save on 

FICA taxes 
• Employees can use their 

account post-employment, 
regardless of age

Triple Tax Advantage
 Contributions go in tax-free
 Assets are invested tax-free
 Qualified expenses are tax-free



Reopening a Defined 
Benefit Plan



Important Considerations
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Plan Provisions

Conversion/Freeze

Employer Goals
• Attracting and retaining employees 
• Plan options that fit diverse needs
• Budgetary

• Align provisions with your goals
• If you are looking to retain employees longer, consider a longer vesting cycle.  
• Consider allowing long-term employees to have the opportunity to retire at an earlier age

Consider that, to ensure new DB plans that are being established are set up in a fiscally responsible 
way, MERS requires all new liability created to be funded at a minimum of 80%



Adjusting Defined 
Benefit Provisions
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Defined Benefit Formula

Final Average 
Compensation

Service 
Credit

Benefit 
Multiplier
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Annual 
BenefitX X =



Final Average Compensation (FAC)
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35-Year-Old New Hire

The average of the highest consecutive wages over a period of time as determined by the
    employer. Typically, a shorter period will provide for a greater benefit.

(FAC x Years of Service X Multiplier)/12 =

Adopted 
Provisions



Final Average Compensation (FAC)

35

Comparison

35-Year-Old New Hire

The average of the highest consecutive wages over a period of time as determined by the
    employer. Typically, a shorter period will provide for a greater benefit.

Adopted 
Provisions

(FAC x Years of Service X Multiplier)/12 =

35-Year-Old New Hire 5-Year FAC 3-Year FAC
FAC $77,329 $78,855
Years of Service 25 25
Multiplier 2.00% 2.00%
Monthly DB
(FAC x Years of Service x Multiplier)/12 $3,222 $3,286



Service Credit Qualification
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Under 80
Hours

80 Hours

Over 80
Hours

29%

56%

15%

Defines the number of hours an eligible employee needs to work in a month to earn service
   credit. Typically, the lower the number of hours, the more service is granted. 

Adopted Provisions



Benefit Multiplier
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The benefit multiplier is chosen by the employer 

Adopted Provisions

8%

15%

41%

36%



Benefit Multiplier
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35-Year-Old New Hire
2.00% 

Multiplier
2.50% 

Multiplier
Final Average Compensation (FAC-3) $78,855 $78,855

Years of Service 25 25

Multiplier 2.00%  2.50%

Monthly DB
  (FAC x Years of Service x Multiplier)/12 $3,286 $4,107

Comparison



Key Takeaways and 
Resources 
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Key Takeaways

• Use your AAV to better understand your plan’s 
funding and financial needs

• Understand your plan’s provisions

• Design a plan to meet your financial and 
workforce needs

• Take advantage of MERS resources to manage 
your retirement benefits package
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Resources
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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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