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Best Practices for 
Defined Benefit Plans



Funding Policy Goals & Priorities
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Stability
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Responsible Funding Practices
• Required contributions are calculated by an accredited 

actuary using assumptions about future events
• Each year if actual experience is different from the 

assumptions, gains or losses are recognized on a fixed 
amortization period

• As part of our fiduciary responsibility, we check 
assumptions at least every five years

• In today’s ever-changing world, there is a need to review 
economic assumptions more frequently so that plans can 
make incremental changes

• MERS moved up the last review of our economic 
assumptions to help ensure MERS plans are continuing to 
adequately fund benefits
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Responsible Funding Practices, continued
• Establish a minimum funding threshold that prevents 

plans from running out of assets
• For plans exploring benefit enhancements

– Must be 100% funded, or if between 80-100%, must fully fund 
the increase in liability from the change

– Supplemental actuarial reports are produced to illustrate 
financial impacts of benefit enhancements by providing 
immediate impact on cost and funding, as well as projections 

• Encourage additional, voluntary contributions above the 
minimum required actuarial determined contribution 

• Provide tools and resources to understand and navigate 
market volatility through scenarios and projections within 
the Annual Actuarial Valuation 
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Key Areas of Your Annual 
Actuarial Valuation (AAV)



Annual Actuarial Valuation
• Prepared by MERS’ actuary:

– Measures funding progress

– Establishes contribution requirements 
for the following fiscal year

– Provides actuarial information 
in connection with applicable 
Governmental Accounting Standards 
Board (GASB) statements

• The report is delivered mid-year 
each year
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• The funded ratio of a plan is the percentage of the 
dollar value of the actuarial accrued liability that is 
covered by the actuarial value of assets

• 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

Funded Ratio
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Table 1
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Required Employer Contributions



Alternate Scenario Projections
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Projection Scenario Graphs
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Flow of Valuation Assets
Table 5



Table 6

MERS of Michigan | 14

Actuarial Accrued Liabilities & Valuation Assets



Table 7

Actuarial Accrued Liabilities – Comparative Schedule
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Benefit Provision History

MERS of Michigan | 16



State Reporting Information
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Understanding 
Actuarial Assumptions



• 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 are 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  

Actuarial Assumptions
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The MERS Retirement Board adjusted key economic
assumptions that were effective with your 2019 AAV

Changes to Economic Assumptions

Investment rate of return assumption 
was lowered from 7.75% to 7.35%

Wage inflation assumption was lowered 
from 3.75% to 3.00% 
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• The MERS Retirement Board approved adjustments to 
key demographic assumptions

• Changes were effective with your 2020 AAV and will 
impact your required contributions in FY 2022 

Changes to Demographic Assumptions

Mortality

Mortality Improvement

Retirement and Withdrawal Experience
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• Part of our fiduciary duty is to check the assumptions 
we use at least every five years

• For demographic assumptions, having that five-year 
time frame is important to obtain a good data set to 
identify trends

• In today’s ever-changing world, there is a need and 
growing trend to review economic assumptions more 
frequently and to make incremental changes

• This approach should contribute to an iterative process 
for establishing assumptions that are within a range of 
reasonableness, while working to mitigate large 
influxes in required contributions to the plan

Reviewing Economic Assumptions
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National Trends
• Assumed rates of 

return are being 
reduced across 
the country

• NASRA study of public 
pension plan 
investment return 
assumptions

– Median rate: 7.00%
– Lowest rate: 5.25%
– Highest rate: 8.00%

Source: NASRA Issue Brief: Public Pension Plan Investment Return Assumptions, Updated August 2021

Change in Distribution of Public Pension 
Investment Return Assumptions, FY 01 to FY 21 
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GRS Client Investment Return Assumptions 
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• GRS conducts an independent analysis of the 
investment rate assumption using a Capital Market 
Assumption Modeler (CMAM)

• The GRS proprietary tool reviews capital market 
assumptions from independent investment consultants

• Adapted to MERS’ asset allocation policy
• Looking at 10-, 20- and 30-year forecasts

Investment Rate Review Process
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• GRS and MERS are reviewing funding policy 
approaches to support a more frequent review of the 
economic assumptions within the Defined Benefit Plan

• This approach should contribute to an iterative process 
for establishing assumptions that are within a range of 
reasonableness, while working to mitigate large 
influxes in required contributions to the plan

• When a decision is made regarding a change to this 
assumption, we remain committed to providing you as 
much advance notice as possible

• Volatility scenario projections within your AAV provide 
contribution and funded ratio examples when using 
lower rates of return expectations

Communicating Any Changes
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Market Value vs. Actuarial Value 
• Each AAV explains the 

difference between market 
and actuarial value of assets

• Actuarial value of assets, 
used to determine both the 
funded ratio and the required 
employer contribution, is 
based on a smoothed value 
of assets

• Asset smoothing is a tool to 
reduce contribution volatility

• This number uses a 
smoothed asset value, 
and therefore is different 
than the actual amount of 
assets held in the plan

Actuarial Value of 
Assets  

• This is the actual amount 
of assets held in the plan 
(also called fiduciary net 
position) and is shown in 
your quarterly statements

Market Value of Assets 
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Spreads investment gains and losses over five years

How Smoothing Works
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Smoothing is a buffer against extreme fluctuations in the market

Effect of Smoothing 
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What if we had hit the 8.00% investment return assumption in 2008?

The Impact of 2008 Still Lingers

*Returns shown are as calculated by the actuary and will differ from MERS website

Hypothetical MVA
$16 Billion

Actual MVA
$11 Billion
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The distribution of funded ratios would be significantly higher today

Impact of Hypothetical Assets

Hypothetical median 
107%

Actual median 
71%
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Looking Ahead at 
Your Plan’s Sustainability



• Your AAV includes plan maturity measures 
calculated for each employer to assist in 
determining risk

• These measures will be different for each plan 

Plan Maturity Risk Measures 

Ratio of market 
value of assets 
(MVA) to payroll

Ratio of actuarial 
accrued liability 
(AAL) to payroll

Ratio of actives 
to retirees and 
beneficiaries

Ratio market 
value of assets 

to benefit 
payments

Ratio net cash 
flow to market 
value of assets
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Plan maturity for defined benefit and hybrid plans

Plan Maturity Risk Measures

• Assets will be growing by 
receiving contributions and paying 
few benefits

A new plan covering new 
hires

• Asset growth more moderate 
since receiving contributions and 
paying benefits

A mature plan will have a 
mix of active and retired 
participants 

• Assets may be in decline as more 
benefits are paid out than 
contributions received

A super-mature plan may 
have many more retired 
than active members 
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Ratio of MVA to Payroll
• A higher ratio indicates 

increased contribution 
rate risk

• The highest risk plans 
generally are more 
likely to have all 
divisions closed

• Payroll may be 
declining or zero in 
closed divisions which 
can distort this 
measure

MVA/Payroll
Count Median

Closed Employer1 14 N/A
Open Employer, All Divisions Open 276 4.1
Open Employer, All Divisions Closed 176 10.7
Open Employer, Mix of Open and Closed Divisions 241 5.2
Subtotal 707 5.3
No Payroll1 35 N/A
Total 742 5.3

Number with Payroll 693

1 Employers with no payroll were excluded from the graph.
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Ratio of AAL to Payroll
• A higher ratio indicates 

potential increased 
contribution rate risk
for fully funded plans

• As plans improve their 
funded status, the MVA 
to payroll ratio will 
increase towards the 
AAL to payroll ratio

• Again, payroll may be 
declining or zero in 
closed divisions, which 
can distort this measure

AAL/Payroll
Count Median

Closed Employer1 14 N/A
Open Employer, All Divisions Open 276 5.3
Open Employer, All Divisions Closed 176 14.0
Open Employer, Mix of Open and Closed Divisions 241 8.0
Subtotal 707 7.7
No Payroll1 35 N/A
Total 742 7.7

1 Employers with no payroll were excluded from the graph.
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Ratio of Actives to Retirees and Beneficiaries

• A lower ratio 
indicates increased 
funded status risk

• Plans paying out 
more benefits than 
contributions 
received may 
experience declines 
in assets more 
acutely

Actives/Retirees and Beneficiaries
Count Median

Closed Employer 14 0.0
Open Employer, All Divisions Open 260 1.3
Open Employer, All Divisions Closed 208 0.3
Open Employer, Mix of Open and Closed Divisions 240 0.8
Subtotal 722 0.8
No Retirees and Beneficiaries1 20 N/A
Total 742 0.8

Number with Retirees/Beneficiaries 722
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Ratio of MVA to Benefit Payments
• A lower ratio indicates 

increased funded 
status risk

• Plans with a ratio of 
5 or lower risk asset 
depletion in the next 
5 years, absent future 
contribution increases

MVA/Benefit Payments
Count Median

Closed Employer 14 14.2
Open Employer, All Divisions Open 261 15.2
Open Employer, All Divisions Closed 208 11.8
Open Employer, Mix of Open and Closed Divisions 240 11.8
Subtotal 723 12.8
No Benefit Payments1 19 N/A
Total 742 12.8

Lowest Median for all closed divisions 11.8
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Ratio of Net Cash Flow to MVA 
• Negative net cash flow 

is an objective of 
prefunding (investment 
returns are expected to 
pay a portion of the 
benefits in excess of 
contributions)

• That said, a lower ratio 
indicates increased 
funded status risk

• Plans with a ratio 
less than the current 
assumed rate of return 
are expected to 
experience a decline 
in assets 

Net Cash Flow/MVA
Count Median

Closed Employer 14 ‐7.3%
Open Employer, All Divisions Open 276 ‐0.9%
Open Employer, All Divisions Closed 211 ‐2.6%
Open Employer, Mix of Open and Closed Divisions 241 ‐1.5%
Subtotal 742 ‐1.7%
No beginning of year assets1 0 N/A
Total 742 ‐1.7%
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• As the fiduciary, MERS will be implementing an annual 
process to communicate with customers about their 
plan’s sustainability risk

• Letter to key contacts will provide them with their plan 
status and sustainability risk, as well as a reminder of 
the available options and tools for addressing unfunded 
accrued liability  

• MERS will provide high risk plans with a customized 
evaluation of their historical plan changes and impacts

Sustainability Analysis and Outreach
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Management 
Strategies & Actions



Managing Unfunded Liability
Plans can address unfunded liability two ways:

Funding Strategies
(Increase 
assets)

(Reduce or 
eliminate liability 
moving forward)

Plan Design Strategies
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• Higher retirement age
• Defined Benefit Plan with lower provisions
• Hybrid Plan 
• Defined Contribution Plan

Reduce Future Liability for New Hires

• Lower multiplier going forward
• Eliminate COLA on future service

Reduce Future Liability for Existing Employees

• Plan freeze

Eliminate Accrual of Future Liability  

Plan Design Strategies
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• Reduces burden on employer

Cost Sharing

• Reduces existing liability

Voluntary Contributions

• Available to some municipalities

Bonding

Funding Strategies
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Resources and Tools



• Review strategies 
to increase assets 
such as cost 
sharing, voluntary 
contributions or 
bonding

Short-Term Options

Funding StrategiesPlan Design Review

Communication

MERS Resources 

• Review valuation projections & 
alternative scenarios

• Explore videos and FAQs
• Meet with MERS representative

• Consider if impact 
relief options or an 
amortization 
extension is 
needed

• Communicate with 
key stakeholders

• MERS is here to 
partner with you 

• Review plan designs 
• Consider your budget 

goal for both your 
current and proposed 
retirement plans

Retirement 
Management 

Actions
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• As part of our fiduciary 
responsibility, MERS is 
committed to helping 
customers understand and 
manage their retirement plans

• We have partnered with GovInvest, a leading data 
visualization organization, to provide you with an actuarial 
self-service online tool 

• You will be able to run projections, compare data with peer 
groups, review historical data and analyze your liabilities

• Our goal is to bring your data to life to assist with 
understanding, analyzing and communicating with 
stakeholders about your plan

New Self Service Tool – Coming in 2022!
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Your Regional Manager 

Region 1
Terra Langham

tlangham@mersofmich.com
517.703.9742

Region 5
Sue Feinberg

sfeinberg@mersofmich.com
517.703.9030

Region 6
Marne Daggett

mjdaggett@mersofmich.com
517.703.1213

Region 2
Matt Taylor

mtaylor@mersofmich.com
517.703.1216

Region 4
Mike Overley

moverley@mersofmich.com
517.703.1281

Region 3
Tony Radjenovich

tradjenovich@mersofmich.com
517.703.9741

MERS of Michigan | 48



MERS of Michigan | 49



Please Complete a Session Survey

Step 3:
Scroll down and click 
“Breakout Session 

Survey”

Step 2:
Select the session
you attended (look 

for correct date/time)

Step 1:
Locate and access 

the “Schedule” Icon
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Contacting MERS

This presentation contains a summary description of MERS benefits, policies or procedures. MERS has made every effort 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.

800.767.MERS (6377)

Online Chat

NEW

Schedule 1-on-1
Appointments 

Online

www.mersofmich.com

Social Media

MERS of Michigan
1134 Municipal Way
Lansing, MI 48917
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