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Introduction

• Significant progress has been made in improving the financial 
stability of the Michigan State Employees’ Retirement System 
(SERS), Judges Retirement System (JRS), and Military 
Retirement Provision (MRP).

• More conservative actuarial assumptions have been adopted 
and there have been statutory reforms as well.

• The Unfunded Actuarial Accrued Liability (UAAL) for the SERS 
and JRS pension plans and other postemployment benefit 
(OPEB) plans are currently scheduled to be fully funded by 
2036. (2038 for MRP).



Funding Policy Elements

• Funding Security

• Layered Amortization



Funding Policy Elements

• Funding Security

• Under the proposed policy, employer contribution 
rates cannot be less than the employer normal cost 
until the pension plan is at or above 120% funded or 
the Other Post-Employment Benefits (OPEB) plan is 
over 140% funded [hereafter funding target].



Funding Security – Concept

• Each year, the actuary looks at the plan's 
actuarial accrued liability (AAL) compared to the 
plan's actuarial value of assets (AVA).

AAL – AVA = UAAL (+ or -)

• When a plan’s actuarial value of assets is greater than its 
actuarial accrued liability, it has a funded ratio greater than 
100%



Funding Security – Concept

Funded status as of September 30, 2022 ($ millions)

SERS 
Pension

SERS 
OPEB

JRS 
Pension

JRS 
OPEB

MRP

AVA $13,617 $5,522 $262 $12 $63

AAL $19,568 $7,473 $257 $7 $77

UAAL $5,951 $1,951 ($5) ($5) $14

Funded Ratio 69.6% 73.9% 102.0% 182.1% 82.4%



Funding Security– Concept
• Contribution Rate Development

Year 1 Year 2 Year 3 

Funded Ratio 90% 100% 102%

Normal Cost 10% 10% 10%

UAAL 10% 0% 0%

Total Contribution 20% 10% 10%

Percentages above are for illustration purposes only. 



Funding Security– Concept
• Contribution Rate Development (continued)

Year 1 Year 2 Year 3 Year 4

Funded Ratio 90% 100% 102% 125%

Normal Cost 10% 10% 10% 10%

UAAL 10% 0% 0% -5%

Total 
Contribution

20% 10% 10% 5%

Percentages above are for illustration purposes only. 



Funding Security – Concept
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Funding Security – Policy

• Under the proposed funding policy, employer contributions 
would not be reduced until the pension plan reaches the 
funding target of 120% (140% for OPEB).

• Once the pension plan reaches the funding target, only the 
portion in excess of the funding target would be used to 
reduce employer contributions.

• e.g. If the pension plan were 125% funded, the plan would only 
receive a reduction in employer contributions for the 5% in 
excess of 120%.

• This policy would apply separately to the pension and OPEB 
plans.



Funding Security – Policy

• Under this policy, the employer contribution rate would not 
be reduced by negative UAAL until the plan is at or above the 
120% funding target.

• SERS Pension – 69.6%

• JRS Pension – 102.0%

• MRP – 82.4%

• Under this policy, the employer contribution rate would not 
be reduced by negative UAAL until the OPEB plan is at or 
above the 140% funding target.

• SERS OPEB – 73.9%

• JRS OPEB – 182.1%



Funding Policy Elements

• Layered Amortization

• Implements a “layered bases” UAAL amortization 
method once the amortization period is less than 15 
years for open plans, 10 years for closed plans.

• The actuary recommends a layered amortization 
method to responsibly mitigate the risk of contribution 
volatility near the end of the amortization period.



Layered Amortization – Concept

• Currently, the UAAL in the pension and OPEB plans is being 
amortized as a single, closed period amortization layer.

• For SERS and JRS are 12 years remaining in the amortization 
period, ending in 2036 (14 for MRP, ending in 2038).

• Under this method, as the amortization period gets shorter, 
there are fewer years to fund increases in the UAAL, which 
could lead to unstable contributions in the latter part of the 
amortization schedule.



Layered Amortization – Policy

• Once the amortization period for the existing UAAL is less than 15 
years for open plans (10 for closed plans), the existing UAAL would 
be frozen and continue to be amortized over the remaining period 
ending in 2036 (2038 for MRP). 

• Changes in subsequent years’ UAAL due to actuarial gains or losses, 
or due to changes in actuarial assumptions, or due to changes in 
benefit provisions would be amortized on their own fixed schedule.

• This layered amortization element would become effective with the 
actuarial valuations for the year ending September 30:

• 2023 for MRP and JRS OPEB (open plans)

• 2025 for SERS pension and OPEB (closed plans)

• 2027 for JRS Pension (closed plan)



Conclusion

Implementation
This policy can be implemented through approval from the State 
of Michigan Retirement board and the DTMB Director.

Questions?



Appendix IA

Layered Amortization - Open Plan Example* 

*The figures used above are fictitious and not intended to portray actual results



Appendix IB

Layered Amortization - Open Plan Example* 

*The figures used above are fictitious and not intended to portray actual results



Appendix IIA

Layered Amortization - Closed Plan Example*

*The figures used above are fictitious and not intended to portray actual results



Appendix IIB

Layered Amortization - Closed Plan Example*

*The figures used above are fictitious and not intended to portray actual results


	ORS Funding Policy Proposal 
	Introduction
	Funding Policy Elements
	Funding Policy Elements
	Funding Security – Concept  
	Funding Security – Concept  
	Funding Security– Concept 
	Funding Security– Concept 
	Funding Security – Concept 
	Funding Security – Policy 
	Funding Security – Policy 
	Funding Policy Elements
	Layered Amortization – Concept 
	Layered Amortization – Policy 
	Conclusion
	Appendix IA
	Appendix IB
	Appendix IIA
	Appendix IIB

