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Actuarial Assumptions and Methods

Asset Valuation Method

The market value of assets, representing the realizable value of the assets on a particular day, is not
necessarily an appropriate value for the purpose of setting contribution rates.  This is because funding
will take place over a long period into the future during which time market values can be expected to
fluctuate widely.  If market values were used to develop contribution rates, the resulting contribution
rates would also vary widely.

In order to produce a stable pattern of contribution rates, market values are adjusted so that some of
the volatility is removed.  The actuarial value of assets has been calculated by taking 1/5th of the
market value plus 4/5th of the expected value, where the expected value is last year's actuarial value
and subsequent cash flows into and out of the System accumulated with interest at the valuation rate
(8.5%).

Funding Method

All plans currently use the Aggregate Entry Age Normal Method with projection to determine costs.
In prior years, the municipal plans used a modification of this method known as the Frozen Initial
Liability Method.  Under the Entry Age method, a total contribution rate is determined which consists
of two elements, the normal cost rate and the unfunded liability rate (UAL).  In addition, the overall
contribution rate includes a provision for the plan's expenses.

For each State plan, an Individual Entry Age Normal cost rate is determined for the typical new
entrant of each respective plan.  This rate is determined by taking the value, as of entry into the plan,
of the member's projected future benefits less the member's projected future employee contributions,
and dividing it by the value, also as of the member's entry age, of his expected future salary.

In addition to contributions required to meet the normal cost, contributions will be required to meet
each plan's unfunded actuarial liability.  Actuarial liability is defined as the present value of future
benefits less the present value of future normal costs and future employee contributions.  The
unfunded liability is the total of the actuarial liability for all members less the actuarial value of the
System's assets.

A portion of the unfunded liability will be paid through future, scheduled transfers from the Post-
Retirement Increase Fund (PRI).  These transfers will cover the liability increases due to the cost-of-
living increases granted on July 1, 1997, July 1, 1998, July 1, 1999, July 1, 2000, and July 1, 2001.  The
remaining unfunded actuarial liability will be amortized over the next  15 years (for the State
Employees’ Plan, 19 years for the Judiciary Plan, 18 years for the New State Police Plan, 25 years for
the Volunteer Firemen's Plan, and 20 years for the Diamond State Corporation Plan) through the
unfunded liability amortization component of the total contribution.


