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 Pension financing: how much money do we need today to pay a benefit promised in the 
future?

 Key assumption: What will be your annual investment return, and for how long?

5

$114
7.5% for 30 years

$231
5.0% for 30 years

$1,000
0.0% for 30 years

$1,000
Pension payment

R
an

ge
 o

f 
in

it
ia

l c
o

n
tr

ib
u

ti
o

n
s



 To calculate pension liabilities, the actuary estimates future benefit payments and 
then calculates their “discounted value” on a plan-wide basis
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Actuarial Terminology Acronym Description

Actuarial Accrued Liability AAL Discount value (in today’s dollars) of future pension promises accrued to-date

Actuarial Value of Assets AVA Asset measurement that smooths investment returns over a 5-year period; used for
pension funding purposes

Market Value of Assets MVA Current value of assets at measurement date; used for GASB accounting purposes

Unfunded Actuarial
Accrued Liability

UAAL AAL – AVA

Normal Cost NC Value of pension benefits being earned this year by active employees

Cost of Living Adjustment COLA Inflationary adjustment usually intended to protect the purchasing power of pension
benefits

Actuarially Determined 
Contribution

ADC Method for pre-funding pension promises; generally equal to the Normal Cost plus an
amortization of the UAAL over a period of time

Actuarial Standards of Practice ASOPs Series of pronouncements which provide a basic framework for guiding actuarial
processes and calculations



 Funded Status =
𝐀𝐕𝐀

𝐀𝐀𝐋

▪ Example: PERA General 7/1/2020 funded status = 79.6% = 
$22.792B assets

$28.627B liabilities

▪ Funded status can be a good indicator of current fund health, but need to consider historical AAL 
assumptions when comparing to past measurements

 Contribution sufficiency/deficiency
▪ Comparison of statutory contribution rates vs. “required” contribution rates

▪ Example:

- PERA General statutory/fixed rate is 14.53% of payroll (6.50% for employees, plus 8.03% for employer/State)

- Required/actuarial contribution rate is 13.13%

- Contribution sufficiency is 1.40%
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Projects Comments

Experience/assumption study reviews:
▪ MSRS - General
▪ PERA - General
▪ TRA

- Studies reflected systems’ 2014-18 experience and informed assumptions for July 1, 2020 actuarial
valuations

- VIA recommended approval of the proposed demographic and economic assumptions; we believe that they
are reasonable and appropriate

- Our report summarizes additional considerations in the Executive Summary, such as monitoring the
investment return assumption and a “layered” amortization funding policy

Valuation replication
▪ TRA

- We determined that liability calculations were reasonable and accurate, and that data from the system was
used appropriately

- All liability and contribution calculations were replicated to high degree of accuracy

Valuation review:
▪ MSRS - General
▪ PERA - General
▪ TRA
▪ SPTRFA

- We determined that results appeared reasonable; data matched systems’ information; and the reports
complied with MN Statutes, LCPR Actuarial Standards, and relevant ASOPs

- Executive summary suggests potential improvements to report presentation and exhibits

- Primary recommendation was related to how contribution rates and certain assumptions are structured in
MN Statutes and LCPR Actuarial Standards

Review of LCPR Standards for Actuarial Work - Support system actuaries’ recommendation that the Standards be more principle-based and less
prescriptive

- Recommend that many assumptions be consolidated in Standards instead of in Statutes
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Projects Comments

Review of LCPR draft COLA study - Completed review of draft study and addendum in January 2021

- Draft study is a comprehensive review of COLA topics

- Excellent summary of historical COLA issues for Minnesota statewide pension plans

Valuation replication
▪ PERA - General

- Data from retained actuary received and processed; initial programming begun

- Work is in progress; April completion target

Valuation review:
▪ MSRS – State Correctional
▪ MSRS – State Patrol
▪ PERA – Local Correctional
▪ PERA – Police & Fire

- All system actuary reports have been provided to LCPR and Van Iwaarden

- Work is in progress; April completion target
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