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April, 2023 
 
Dear MERS Employer: 
 
This report and the information provided herein contain certain information for the sponsor of the 
agent retirement plan: North Smithfield, MERS unit #1392 1393 (the Plan) administered by the 
Employees’ Retirement System of Rhode Island (ERSRI). The accounting schedules submitted in this 
report are required under the Governmental Accounting Standards Board (GASB) Statement No. 68 
“Employer Reporting for Pension Plans.” 
 
Our actuarial calculations for this report were prepared for the purpose of complying with the 
requirements of GASB Statement No. 68. These calculations have been made on a basis that is 
consistent with our understanding of this Statement.  
 
Our calculation of the liability associated with the benefits described in this report was performed for 
the purpose of satisfying the requirements of GASB Statement No. 68. Our calculation of the plan’s 
liability for this report is not applicable for funding purposes of the plan.  A calculation of the plan’s 
liability for purposes other than satisfying the requirements of GASB Statement No. 68 may produce 
significantly different results.  This report may be provided to parties other than the plan sponsors 
only in its entirety and only with their permission. 
 
This report is based upon information, furnished to us by ERSRI, concerning retirement and ancillary 
benefits, active members, deferred vested members, retirees and beneficiaries, and financial data.  
This information was checked for internal consistency but was not otherwise audited.  
 
This report compliments the actuarial valuation report as of June 30, 2021, and the recently 
published June 30, 2022 report, provided for plan funding purposes. All of these reports are provided 
to the Retirement System and should be considered together as a complete report for the 
Retirement System’s fiscal year ending June 30, 2022. Please see the actuarial valuation report as of 
June 30, 2021 , dated December 10, 2021, and the actuarial report as of June 30, 2022, dated 
December 13, 2022, for additional discussion of the actuarial valuation that was used in the roll-
forward, including the nature of actuarial calculations and more information related to participant 
data, economic and demographic assumptions, benefit provisions, and additional disclosures.  
 
To the best of our knowledge, the information contained with this report is accurate and fairly 
represents the actuarial position of the Plan. All calculations have been made in conformity with 
generally accepted actuarial principles and practices as well as with the Actuarial Standards of 
Practice issued by the Actuarial Standards Board. 
 
The signing actuaries are independent of the plan sponsor. Joseph Newton, Paul Wood and Yi Chen 
are members of the American Academy of Actuaries (MAAA) and meet the Qualification Standards of 
the American Academy of Actuaries to render the actuarial opinion contained herein. 
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Respectfully submitted, 
 
 
 
 
 
Joseph P. Newton, FSA, MAAA, EA     Paul T. Wood, ASA, MAAA, FCA 
Senior Consultant         Consultant   
 
 

 
Yi Chen, ASA, EA, MAAA 
Actuarial Systems Manager 
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Executive Summary 
For the Measurement Period Ending June 30, 2022 

To Be Used for Report June 30, 2023 

2023

Actuarial Valuation Date June 30, 2021

Measurement Date of the Net Pension Liability/(Asset) June 30, 2022

Employer's Fiscal Year Ending Date (Reporting Date) June 30, 2023

Membership

Number of

 - Retirees and Beneficiaries 68                            

 - Inactive, Nonretired Members 73                            

 - Active Members 98                            

 - Total 239                          

Covered Payroll 4,378,017$            

Net Pension Liability/(Asset)

Total Pension Liability 16,435,616$          

Plan Fiduciary Net Position 18,395,210            

Net Pension Liability/(Asset) (1,959,594)$           

Plan Fiduciary Net Position as a Percentage

of Total Pension Liability 111.92 %

Net Pension Liability/(Asset) as a Percentage 

of Covered Payroll (44.76)%

Development of the Single Discount Rate

Single Discount Rate 7.00 %

Long-Term Expected Rate of Investment Return 7.00 %

Long-Term Municipal Bond Rate* 3.69 %

Last year ending June 30 in the 2023 to 2122 projection period

for which projected benefit payments are fully funded NA

Total Pension Expense/(Income) (577,762)$              

Deferred Outflows

of Resources

Deferred Inflows

of Resources

Difference between expected and actual experience 48,305$                  546,863$                

Changes in assumptions -                           72,968                    

Net difference between projected and actual earnings

on pension plan investments 1,700,359               1,853,560               

Total 1,748,664$            2,473,391$            

*Source:

Deferred Outflows and Deferred Inflows of Resources by Source to be recognized in Future Pension 

Expense/(Income)

bonds as reported in the Fidelity "20-Year Municipal GO AA Index" as of June 30, 2022.

Fixed-income municipal bonds with 20 years to maturity that include only federally tax-exempt municipal
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Discussion 

Accounting Standard 

For state and local government employers (as well as certain non-employers) that contribute to a defined 
benefit (DB) pension plan administered through a trust or equivalent arrangement, Governmental 
Accounting Standards Board (GASB) Statement No. 68 establishes standards for pension accounting and 
financial reporting.  Under GASB Statement No. 68, the employer must account for and disclose the net 
pension liability, pension expense, and other information associated with providing retirement benefits to 
their employees (and former employees) on their basic financial statements. 
 
The following discussion provides a summary of the information that is required to be disclosed under 
these accounting standards.  A number of these disclosure items are provided in this report.  However, 
certain information is not included in this report if it is not actuarial in nature, such as the notes to the 
financial statements regarding accounting policies and investments.  As a result, the retirement system 
and/or plan sponsor is responsible for preparing and disclosing the non-actuarial information needed to 
comply with these accounting standards. 

Financial Statements 

GASB Statement No. 68 requires state and local government employers that contribute to defined benefit 
pension plans to recognize the net pension liability and the pension expense on their financial statements, 
along with the related deferred outflows of resources and deferred inflows of resources.  The net pension 
liability is the difference between the total pension liability and the plan’s fiduciary net position.  In 
traditional actuarial terms, this is analogous to the accrued liability less the market value of assets (not the 
smoothed actuarial value of assets that is often encountered in actuarial valuations performed to 
determine the employer’s contribution requirement). 
 
Paragraph 57 of GASB Statement No. 68 states “Contributions to the pension plan from the employer 
subsequent to the measurement date of the collective net pension liability and before the end of the 
employer’s reporting period should be reported as a deferred outflow of resources related to pensions.” 
The information contained in this report does not incorporate any contributions made to North Smithfield 
subsequent to the measurement date of June 30, 2022. 
 
The pension expense recognized each fiscal year is equal to the change in the net pension liability from the 
beginning of the year to the end of the year, adjusted for deferred recognition of the certain changes in the 
liability and investment experience.  
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Notes to Financial Statements 

GASB Statement No. 68 requires the notes of the employer’s financial statements to disclose the total 
pension expense, the pension plan’s liabilities and assets, and deferred outflows of resources and inflows of 
resources related to pensions. 
 
In addition, GASB Statement No. 68 requires the notes of the financial statements for the employers to 
include certain additional information, including: 
 

• a description of the types of benefits provided by the plan, as well as automatic or ad hoc COLAs; 

• the number and classes of employees covered by the benefit terms; 

• for the current year, sources of changes in the net pension liability; 

• significant assumptions and methods used to calculate the total pension liability;  

• inputs to the Single Discount Rate;  

• certain information about mortality assumptions and the dates of experience studies; 

• the date of the valuation used to determine the total pension liability;  

• information about changes of assumptions or other inputs and benefit terms; 

• the basis for determining contributions to the plan, including a description of the plan’s funding 
policy, as well as member and employer contribution requirements; 

• the total pension liability, fiduciary net position, net pension liability, and the pension plan’s 
fiduciary net position as a percentage of the total pension liability; 

• the net pension liability using a discount rate that is 1% higher and 1% lower than used to calculate 
the total pension liability and net pension liability for financial reporting purposes; and  

• a description of the system that administers the pension plan. 
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Required Supplementary Information 

The financial statements of employers also include required supplementary information showing the 10-
year fiscal history of:  

• sources of changes in the net pension liability;  

• information about the components of the net pension liability and related ratios, including the 
pension plan’s fiduciary net position as a percentage of the total pension liability, and the net 
pension liability as a percent of covered-employee payroll; and 

• a comparison of actual employer contributions to the actuarially determined contributions based 
on the plan’s funding policy. 

 
While the first two tables may be built prospectively as the information becomes available, sufficient 
information is currently available for the third table. 

Timing of the Valuation 

An actuarial valuation to determine the total pension liability is required to be performed at least every two 
years.  For the employer’s financial reporting purposes, the net pension liability and pension expense 
should be measured as of the employer’s “measurement date” which may not be earlier than the 
employer’s prior fiscal year-end date.  If the actuarial valuation used to determine the total pension liability 
is not calculated as of the measurement date, the total pension liability is required to be rolled forward 
from the actuarial valuation date to the measurement date.  
 
The total pension liability shown in this report is based on an actuarial valuation performed as of June 30, 
2021 and a measurement date of June 30, 2022. If applicable, the liabilities are rolled forward one-year 
using standard actuarial methods.  This measurement date is within one year of the plan sponsor’s fiscal 
year end June 30, 2023 and may be used for June 30, 2023 reporting purposes. 
 
Expense and deferred outflow calculations are shown starting with the year ending June 30, 2022, but can 
be used for the plan sponsor’s June 30, 2023 financial reporting.  
 
Paragraph 57 of GASB Statement No. 68 indicates that contributions to the pension plan subsequent to the 
measurement date of the Net Pension Liability/(Asset) and prior to the end of the employer’s reporting 
period should be reported by the employer as a deferred outflow of resources related to pensions. The 
information contained in this report does not incorporate any contributions made to the Plan subsequent 
to June 30, 2022; the employer will need to add those contributions into the Deferred Outflows, if 
applicable. 

Single Discount Rate 

Projected benefit payments are required to be discounted to their actuarial present values using a Single 
Discount Rate that reflects (1) a long-term expected rate of return on pension plan investments (to the 
extent that the plan’s fiduciary net position is projected to be sufficient to pay benefits) and (2) tax-exempt 
municipal bond rate based on the Fidelity “20-Year Municipal GO AA Index” as of the measurement date (to 
the extent that the plan’s projected fiduciary net position is not sufficient to pay benefits). 
 
For the purpose of this valuation, the expected rate of return on pension plan investments is 7.00%; the 
municipal bond rate is 3.69% (based on the weekly rate closest to but not later than the measurement date 
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of the “state & local bonds” rate from Federal Reserve statistical release (H.15)). The analysis shows that 
the plan’s fiduciary net position is projected to be sufficient to pay all covered benefits, and the resulting 
Single Discount Rate is 7.00%. 

Effective Date and Transition 

GASB Statement No. 68 is effective for an employer’s fiscal years beginning after June 15, 2014; however, 
earlier application is encouraged by the GASB. 
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Pension Expense Under GASB Statement No. 68  
Employer Fiscal Year Ended June 30, 2023 

A. Pension Expense/(Income)

1. Service Cost 352,868$                  

2. Interest on the Total Pension Liability 1,130,556                 

3. Current-Period Benefit Changes -                             

4. Employee Contributions (made negative for addition here) (95,858)                     

5. Projected Earnings on Plan Investments (made negative for addition here) (1,335,832)                

6. Pension Plan Administrative Expense 17,559                       

7. Other Changes in Plan Fiduciary Net Position (300,266)                   

8. Recognition of Outflow (Inflow) of Resources due to Liabilities (190,002)                   

9. Recognition of Outflow (Inflow) of Resources due to Assets (156,787)                   

10. Total Pension Expense (577,762)$                 
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Statement of Outflows and Inflows arising from the Measurement 
Period Ending June 30, 2022 

For the Employer Fiscal Year Ending June 30, 2023 
A. Outflows (Inflows) of Resources due to Liabilities

1. Difference between expected and actual experience of the Total Pension Liability

          (gains) or losses (530,014)$            

2. Assumption Changes (gains) or losses -$                      

3. Recognition period for Liabilities: Average of the expected remaining service lives

          of all  participants {in years} 4.6761                  

4. Outflow (Inflow) of Resources to be recognized in the current pension expense/(income) for

          the difference between expected and actual experience of the Total Pension Liability (113,345)$            

5. Outflow (Inflow) of Resources to be recognized in the current pension expense/(income) for

          assumption changes -$                      

6. Outflow (Inflow) of Resources to be recognized in the current pension expense/(income)

          due to Liabilities (Item A.4 + Item A.5) (113,345)$            

7. Deferred Outflow (Inflow) of Resources to be recognized in future pension expense/(income) 

          for the difference between expected and actual experience of the Total Pension Liability

          (Item A.1  - Item A.4) (416,669)$            

8. Deferred Outflow (Inflow) of Resources to be recognized in future pension expense/(income) 

          for assumption changes  (Item A.2  - Item A.5) -$                      

9. Deferred Outflow (Inflow) of Resources to be recognized in future pension expense/(income) 

          due to Liabilities (Item A.7 + Item A.8) (416,669)$            

B. Outflows (Inflows) of Resources due to Assets

1. Net difference between projected and actual earnings on pension plan investments

          (gains) or losses 1,850,918$          

2. Recognition period for Assets {in years, closed 5-year period} 5.0000                  

3. Outflow (Inflow) of Resources to be recognized in the current pension expense/(income)

          due to Assets (Item B.1 / Item B.2) 370,184$             

4. Deferred Outflow (Inflow) of Resources to be recognized in future pension expense/(income)

          due to Assets (Item B.1 - Item B.3) 1,480,734$          

http://grs-sharepoint/corporate/business/GRS%20Logos/GRSlogo-blue-print.jpg


 

 

North Smithfield 

Section B 

9 

 

Statement of Outflows and Inflows arising  
from Current and Prior Reporting Periods 
Employer Fiscal Year Ended June 30, 2023 

Outflows Inflows Net Outflows/(Inflows)

of Resources of Resources of Resources

1. Due to Liabilities 48,117$                               238,119$                             (190,002)$                           

2. Due to Assets 487,962                               644,749                               (156,787)                             

3. Total 536,079$                             882,868$                             (346,789)$                           

Outflows Inflows Net Outflows/(Inflows)

of Resources of Resources of Resources

1. Differences between expected and actual experience 48,117$                               183,110$                             (134,993)$                           

2. Assumption Changes -                                        55,009                                 (55,009)                                

3. Net Difference between projected and actual

earnings on pension plan investments 487,962                               644,749                               (156,787)                             

4. Total 536,079$                             882,868$                             (346,789)$                           

Deferred Outflows Deferred Inflows Net Deferred Outflows/

of Resources of Resources (Inflows) of Resources

1. Differences between expected and actual experience 48,305$                               546,863$                             (498,558)$                           

2. Assumption Changes -                                        72,968                                 (72,968)                                

3. Net Difference between projected and actual

earnings on pension plan investments 1,700,359                           1,853,560                           (153,201)                             

4. Total 1,748,664$                         2,473,391$                         (724,727)$                           

Year Ending Net Deferred Outflows/

June 30  (Inflows) of Resources

2024 (315,213)$                           

2025 (320,881)                             

2026 (382,181)                             

2027 293,548                               

2028 -                                        

Thereafter -                                        

Total (724,727)$                           

A. Current Pension Expense/(Income) - Outflows and Inflows of Resources due to Liabilities and Assets to be Recognized in

     Current Pension Expense/(Income)

B. Current Pension Expense/(Income) - Outflows and Inflows of Resources by Source to be Recognized in Current Pension 

     Expense/(Income)

C. Future Pension Expense/(Income) - Deferred Outflows and Deferred Inflows of Resources by Source to be Recognized in

     Future Pension Expense/(Income)

D. Future Pension Expense/(Income) - Deferred Outflows and Deferred Inflows of Resources by Year to be Recognized in 

     Future Pension Expense/(Income)
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Schedule of Changes in Net Pension Liability  
and Related Ratios Current Period 

Measurement Period Ending June 30, 2022 
A. Total pension liability

1. Service Cost 352,868$                        

2. Interest on the Total Pension Liability 1,130,556                       

3. Benefit changes -                                   

4. Difference between expected and actual experience

     of the Total Pension Liability (530,014)                         

5. Changes of assumptions -                                   

6. Benefit payments (984,333)                         

7. Net change in total pension liability (30,923)$                         

8. Total pension liability – beginning 16,466,539                     

9. Total pension liability – ending 16,435,616$                  

B. Plan fiduciary net position

1. Contributions – employer 259,718$                        

2. Contributions – employee 95,858                             

3. Net investment income (515,086)                         

4. Benefit payments (984,333)                         

5. Pension Plan Administrative Expense (17,559)                           

6. Other 300,266                          

7. Net change in plan fiduciary net position (861,136)$                       

8. Plan fiduciary net position – beginning (Market value of assets at  beginning of year) 19,256,346                     

9. Plan fiduciary net position – ending (Market value of assets at end of year) 18,395,210$                  

C. Net pension liability/(asset) (Item A.9 - Item B.9) (1,959,594)$                   

D. Plan fiduciary net position as a percentage

     of the total pension liability (Item B.9 / Item A.9) 111.92%

E. Covered-employee payroll 4,378,017$                     

F. Net pension liability/(asset) as a percentage

    of covered employee payroll -44.76%
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Schedules of Required Supplementary Information 
Schedule of Changes in Net Pension Liability and Related Ratios Multiyear 

Measurement period ending June 30, 2022 2021 2020 2019 2018 2017 2016 2015 2014 2013

Total Pension Liability

Service Cost 352,868$         352,880$         360,493$         370,138$         361,872$         338,709$         320,223$         313,382$         323,197$         

Interest on the Total Pension Liability 1,130,556        1,113,646        1,089,112        1,052,631        1,040,601        976,100           965,788           940,220           906,468           

Benefit Changes -                    -                    -                    -                    -                    -                    -                    248,558           -                    

Difference between Expected and

Actual Experience (530,014)          (239,220)          142,605           65,207             (327,828)          749,911           (211,249)          (287,684)          -                    

Assumption Changes -                    -                    (237,995)          -                    -                    711,147           -                    -                    29,011             

Benefit Payments (984,333)          (987,100)          (1,012,744)      (911,268)          (902,565)          (970,223)          (922,792)          (831,170)          (776,322)          

Net Change in Total Pension Liability (30,923)            240,206           341,471           576,708           172,080           1,805,644        151,970           383,306           482,354           

Total Pension Liability - Beginning 16,466,539     16,226,333     15,884,862     15,308,154     15,136,074     13,330,430     13,178,460     12,795,154     12,312,800     

Total Pension Liability - Ending (a) 16,435,616$   16,466,539$   16,226,333$   15,884,862$   15,308,154$   15,136,074$   13,330,430$   13,178,460$   12,795,154$   

Plan Fiduciary Net Position

Employer Contributions 259,718$         228,401$         205,452$         236,973$         186,431$         232,064$         228,318$         202,160$         193,061$         

Employee Contributions 95,858             97,357             98,769             107,390           104,875           99,685             93,355             65,426             77,177             

Pension Plan Net Investment Income (515,086)          4,164,880        570,995           977,938           1,152,455        1,575,569        890                   325,291           1,880,372        

Benefit Payments (984,333)          (987,100)          (1,012,744)      (911,268)          (902,565)          (970,223)          (922,792)          (831,170)          (776,322)          

Pension Plan Administrative Expense (17,559)            (15,869)            (15,732)            (15,283)            (15,342)            (14,885)            (18,437)            (13,127)            (11,775)            

Other Changes in Plan Fiduciary Net Position 300,266           128,359           (425)                  (3,123)              39,176             214,436           437,862           13,836             (104,407)          

Net Change in Plan Fiduciary Net Position (861,136)          3,616,028        (153,685)          392,627           565,030           1,136,646        (180,804)          (237,584)          1,258,106        

Plan Fiduciary Net Position - Beginning 19,256,346     15,640,318     15,794,003     15,401,376     14,836,346     13,699,700     13,880,504     14,118,088     12,859,982     

Plan Fiduciary Net Position - Ending (b) 18,395,210$   19,256,346$   15,640,318$   15,794,003$   15,401,376$   14,836,346$   13,699,700$   13,880,504$   14,118,088$   

Net Pension Liability/(Asset) - Ending (a) - (b) (1,959,594)      (2,789,807)      586,015           90,859             (93,222)            299,728           (369,270)          (702,044)          (1,322,934)      

Plan Fiduciary Net Position as a Percentage

of Total Pension Liability 111.92% 116.94% 96.39% 99.43% 100.61% 98.02% 102.77% 105.33% 110.34%

Covered Employee Payroll 4,378,017$     4,272,152$     4,236,110$     4,254,460$     4,070,547$     3,780,234$     3,530,574$     3,271,216$     3,248,212$     

Net Pension Liability as a Percentage

of Covered Employee Payroll -44.76% -65.30% 13.83% 2.14% -2.29% 7.93% -10.46% -21.46% -40.73%

Last 10 Fiscal Years (to be built prospectively)
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Schedule of Contributions Multiyear 
Last 10 Fiscal Years 

Actuarially

Determined Actual Total Employer

Contribution Contributed by Contribution Contribution

FY Ending as a Percent of Parcipating for the Prior Deficiency Covered

June 30, Covered Payroll Employers Fiscal Year (Excess) Payroll

(a) (b) (c) (d) (e) (f)

2022 5.93% 5.93% 259,718$         -$                  4,378,017$              

2021 5.35% 5.35% 228,401           -                    4,272,152                

2020 4.85% 4.85% 205,452           -                    4,236,110                

2019 5.57% 5.57% 236,973           -                    4,254,460                

2018 4.58% 4.58% 186,431           -                    4,070,547                

2017 6.14% 6.14% 232,064           -                    3,780,234                

2016 6.47% 6.47% 228,318           -                    3,530,574                

2015 6.18% 6.18% 202,160           -                    3,271,216                

2014 5.94% 5.94% 193,061           -                    3,248,212                
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Notes to Schedule of Contributions 
Valuation Date:

Notes Actuarially determined contribution rates are calculated as of June 30th of each plan year and effective two years after 

the actuarial valuation.  So the actuarial valuation as of June 30, 2020, determines the contribution amounts for 2023

The fiscal year ending June 30, 2022 contribution calculated in the June 30, 2019, actuarial valuation was based on the 

assumptions and methods adopted by the Board on May 15, 2017. A new set of assumptions were adopted for the June 

30, 2020 actuarial valuation and will  be first reflected for the contribution rates calculated for the fiscal year ending 

June 30, 2023.

Methods and Assumptions Used to Determine Contribution Rates:

Actuarial Cost Method Entry Age Normal

Amortization Method Level Percentage of Payroll, Closed

Remaining Amortization Period 20 Years

Asset Valuation Method 5-Year smoothed market

Inflation 2.50%

Salary Increases 3.00% to 14.00% including inflation

Investment Rate of Return 7.00%

Retirement Age Experience-based table of rates that are specific to the type of eligibil ity condition. Last updated for the 2017 valuation.

Mortality Male: RP-2014 Combined Healthy for Males with Blue Collar adjustments, projected with the ultimate values of the MP 

Scale (through 2019).

Female: RP-2014 Combined Healthy for Females, projected with the ultimate values of the MP Scale (through 2019).

 
 

ERSRI System Description 
 
The Employees’ Retirement System of Rhode Island (ERSRI) administers an agent multiple-employer Public 
Employee Retirement System (PERS). The PERS represents the assets of numerous separate plans that have 
been pooled for investment purposes. The pension plans have elected to affiliate with ERSRI for plan 
administration and investment only.
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Regarding the sensitivity of the net pension liability to changes in the Single Discount Rate, the following 
presents the plan’s net pension liability, calculated using a Single Discount Rate of 7.00%, as well as what 
the plan’s net pension liability would be if it were calculated using a Single Discount Rate that is one 
percent lower or one percent higher:  
    

Sensitivity of Net Pension Liability 
to the Single Discount Rate Assumption 

Current Single Discount 

1% Decrease Rate Assumption 1% Increase

6.00% 7.00% 8.00%

$ (386,856) $ (1,959,594) $ (3,388,469)
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Glossary of Terms 
 

Actuarial Accrued Liability 
(AAL) 

The AAL is the difference between the actuarial present value of all 
benefits and the actuarial value of future normal costs. The definition 
comes from the fundamental equation of funding which states that the 
present value of all benefits is the sum of the Actuarial Accrued Liability 
and the present value of future normal costs.  The AAL may also be 
referred to as "accrued liability" or "actuarial liability." 

  
Actuarial Assumptions These assumptions are estimates of future experience with respect to 

rates of mortality, disability, turnover, retirement, rate or rates of 
investment income and compensation increases.  Actuarial assumptions 
are generally based on past experience, often modified for projected 
changes in conditions.  Economic assumptions (compensation increases, 
payroll growth, inflation and investment return) consist of an underlying 
real rate of return plus an assumption for a long-term average rate of 
inflation. 

  
Accrued Service Service credited under the system which was rendered before the date of 

the actuarial valuation. 
  
Actuarial Equivalent A single amount or series of amounts of equal actuarial value to another 

single amount or series of amounts, computed on the basis of 
appropriate actuarial assumptions. 

  
Actuarial Cost Method A mathematical budgeting procedure for allocating the dollar amount of 

the actuarial present value of the pension trust benefits between future 
normal cost and actuarial accrued liability.  The actuarial cost method may 
also be referred to as the actuarial funding method. 

  
Actuarial Gain (Loss) The difference in liabilities between actual experience and expected 

experience during the period between two actuarial valuations is the gain 
(loss) on the accrued liabilities. 

  
Actuarial Present Value (APV) The amount of funds currently required to provide a payment or series of 

payments in the future.  The present value is determined by discounting 
future payments at predetermined rates of interest and probabilities of 
payment. 

  
Actuarial Valuation The actuarial valuation report determines, as of the actuarial valuation 

date, the service cost, total pension liability, and related actuarial 
present value of projected benefit payments for pensions. 

  
Actuarial Valuation Date The date as of which an actuarial valuation is performed. 
  
Actuarially Determined 
Contribution (ADC) or Annual 
Required Contribution (ARC) 

A calculated contribution into a defined benefit pension plan for the 
reporting period, most often determined based on the funding policy of 
the plan. Typically the Actuarially Determined Contribution has a normal 
cost payment and an amortization payment. 
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Glossary of Terms 
 

Amortization Payment The amortization payment is the periodic payment required to pay off an 
interest-discounted amount with payments of interest and principal. 

  
Amortization Method The method used to determine the periodic amortization payment may 

be a level dollar amount, or a level percent of pay amount.  The period 
will typically be expressed in years, and the method will either be “open” 
(meaning, reset each year) or “closed” (the number of years remaining 
will decline each year. 

  
Cost-of-Living Adjustments Postemployment benefit changes intended to adjust benefit payments 

for the effects of inflation. 
  
Cost-Sharing Multiple-
Employer Defined Benefit 
Pension Plan (cost-sharing 
pension plan) 

A multiple-employer defined benefit pension plan in which the pension 
obligations to the employees of more than one employer are pooled and 
pension plan assets can be used to pay the benefits of the employees of 
any employer that provides pensions through the pension plan. 

  
Covered-Employee Payroll The payroll of employees that are provided with pensions through the 

pension plan. 
  
Deferred Retirement Option 
Program (DROP) 

A program that permits a plan member to elect a calculation of benefit 
payments based on service credits and salary, as applicable, as of the 
DROP entry date.  The plan member continues to provide service to the 
employer and is paid for the service by the employer after the DROP 
entry date; however, the pensions that would have been paid to the plan 
member are credited to an individual member account within the 
defined benefit pension plan until the end of the DROP period.  Other 
variations for DROP exist and will be more fully detailed in the plan 
provision section of the valuation report. 

  
Deferred Inflows and 
Outflows 

The deferred inflows and outflows of pension resources are amounts 
used under GASB Statement No. 68 in developing the annual pension 
expense.  Deferred inflows and outflows arise with differences between 
expected and actual experiences; changes of assumptions.  The portion 
of these amounts not included in pension expense should be included in 
the deferred inflows or outflows of resources. 

  
Discount Rate 
 

For GASB purposes, the discount rate is the single rate of return that 
results in the present value of all projected benefit payments to be equal 
to the sum of the funded and unfunded projected benefit payments, 
specifically: 
 

1. The benefit payments to be made while the pension plans’ 
fiduciary net position is projected to be greater than the benefit  
payments that are projected to be made in the period; and 

2. The present value of the benefit payments not in (1) above, 
discounted using the municipal bond rate. 
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Glossary of Terms 
 

Entry Age Actuarial Cost 
Method (EAN) 

The EAN is a cost method for allocating the costs of the plan between 
the normal cost and the accrued liability. The actuarial present value of 
the projected benefits of each individual included in an actuarial 
valuation is allocated on a level basis (either level dollar or level percent 
of pay) over the earnings or service of the individual between entry age 
and assumed exit ages(s).  The portion of the actuarial present value 
allocated to a valuation year is the normal cost.  The portion of this 
actuarial present value not provided for at a valuation date by the 
actuarial present value of future normal costs is the actuarial accrued 
liability.  The sum of the accrued liability plus the present value of all 
future normal costs is the present value of all benefits. 

  
GASB The Governmental Accounting Standards Board is an organization that 

exists in order to promulgate accounting standards for governmental 
entities. 

  
Fiduciary Net Position The fiduciary net position is the market value of the assets of the trust 

dedicated to the defined benefit provisions. 
  
Long-Term Expected Rate of 
Return 

The long-term rate of return is the expected return to be earned over the 
entire trust portfolio based on the asset allocation of the portfolio. 

  
Money-Weighted Rate of 
Return 

The money-weighted rate of return is a method of calculating the returns 
that adjusts for the changing amounts actually invested.  For purposes of 
GASB Statement No. 67, money-weighted rate of return is calculated as 
the internal rate of return on pension plan investments, net of pension 
plan investment expense. 

  
Multiple-Employer Defined 
Benefit Pension Plan 

A multiple-employer plan is a defined benefit pension plan that is used to 
provide pensions to the employees of more than one employer. 

  
Municipal Bond Rate The Municipal Bond Rate is the discount rate to be used for those benefit 

payments that occur after the assets of the trust have been depleted. 
  
Net Pension Liability (NPL) The NPL is the liability of employers and non-employer contributing 

entities to plan members for benefits provided through a defined benefit 
pension plan. 

  
Non-Employer Contributing 
Entities 

Non-employer contributing entities are entities that make contributions to 
a pension plan that is used to provide pensions to the employees of other 
entities.  For purposes of the GASB accounting statements, plan members 
are not considered non-employer contributing entities. 

  
Normal Cost The portion of the actuarial present value allocated to a valuation year is 

called the normal cost.  For purposes of application to the requirements of 
this Statement, the term normal cost is the equivalent of service cost. 
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Glossary of Terms 
 

Other Postemployment 
Benefits (OPEB) 

All postemployment benefits other than retirement income (such as death 
benefits, life insurance, disability, and long-term care) that are provided 
separately from a pension plan, as well as postemployment healthcare 
benefits regardless of the manner in which they are provided.  Other post-
employment benefits do not include termination benefits. 

  
Real Rate of Return The real rate of return is the rate of return on an investment after 

adjustment to eliminate inflation. 
  
Service Cost The service cost is the portion of the actuarial present value of projected 

benefit payments that is attributed to a valuation year. 
  
Total Pension Expense The total pension expense is the sum of the following items that are 

recognized at the end of the employer’s fiscal year: 
 

1. Service Cost 
2. Interest on the Total Pension Liability 
3. Current-Period Benefit Changes 
4. Employee Contributions (made negative for addition here) 
5. Projected Earnings on Plan Investments (made negative for 
 addition here) 
6. Pension Plan Administrative Expense 
7. Other Changes in Plan Fiduciary Net Position 
8. Recognition of Outflow (Inflow) of Resources due to Liabilities 
9. Recognition of Outflow (Inflow) of Resources due to Assets 

  
Total Pension Liability (TPL) The TPL is the portion of the actuarial present value of projected benefit 

payments that is attributed to past periods of member service. 
  
Unfunded Actuarial Accrued 
Liability (UAAL) 

The UAAL is the difference between actuarial accrued liability and 
valuation assets. 

  
Valuation Assets 
 

The valuation assets are the assets used in determining the unfunded 
liability of the plan.  For purposes of GASB Statement Nos. 67 and 68, the 
valuation assets are equal to the market value of assets. 
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