
Independent Actuary’s Proposal To 
Amend the ERS Funding Policy 
Recommended by Annuity & 

Pension Board October 23, 2017 



 ERS Funding Policy Codified in MCC 36-15-15 

 Current Funding Policy Provides for 

 Projected Unit Credit Actuarial Cost Method 

 Rolling Aggregate Amortization Period – 16 years at 1/1/2018 

 20% Asset Corridor for Market Value v. Actuarial Value 

 Proposed Best Practice Funding Policy 

 Entry-Age Normal Actuarial Cost Method (utilized by 80% of 

public pension plans and required by GASB 67 for financial 

disclosure) 

 Closed Layered Amortization Periods with Payments for Each 

Base Increasing 2% per annum:  

 25 Year Period for Changes in UAAL Due to Changes in Assumptions, 

Actuarial Cost Method, or Plan Provisions 

 15 Year Period Changes in UAAL Due to Actuarial Gains or Losses 

 Remove Asset Corridor 
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Entry Age Normal (EAN) versus Projected 
Unit Cost (PUC) 

EAN 

 Spreads the cost of the benefit over 

the career of the employee 

 Recognition of liability and funding is 

level for better intergenerational equity 

compared to PUC 

PUC 

 Funds the cost of the benefit as it 

accrues 

 Back loads liability and funding 

compared to EAN, but incremental 

costs increase steeply in later years 
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Amortization 

 An idea similar to financing a loan, the unfunded 

actuarial accrued liability (UAAL) is “financed” over a 

period and paid down 

 There will be two different items that will be “financed” 

reflecting the best practices as recommended by 

actuaries: 
 The UAAL as of 2018 will be amortized over 25 years. Any 

subsequent changes to the UAAL due to changes in 

assumptions, methods, or plan provisions will also be amortized 

over 25 years 

 All other changes to the UAAL between the 5 year experience 

studies (actuarial gains/losses) will be amortized over 15 years 



Corridor 
 Corridors are used to keep 

the actuarial value of 

assets within a certain 

range of the market value, 

smoothing out any market 

volatility 

 ERS has recently utilized 

a 20% corridor 

 The chart shows the rates 

of return based upon the 

market and actuarial 

calculations over the past 

several years 

 We are proposing to eliminate the 20% corridor as this will eliminate the need to seek 
changes if the actuarial value fell outside of the corridor. This has only occurred three 
times since 2001. Under the current 5-year smoothing method, asset gains/losses are 
recognized quickly enough that a corridor is typically not needed. 

 



Estimated Financial Impact of Proposed Amendment to 
Funding Policy 
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$5.932 

million 

difference 


