MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION
ACTUARIAL VALUATION REPORT AS OF JUNE 30, 2021

APPENDIX D - MEMBER CONTRIBUTION RATES

Current Year Contribution Rates (PEPRA):

PEPRA Rates
General Safety
7.34% 11.50%
Assumptions:

Interest 6.75%
Salary 2019 Valuation Scale (service-based, includes inflation at 2.5%)
Mortality ~ CalPERS 2009 / PubS(B) 2010 tables, projected with MP-2019
Other Same as June 30, 2019 valuation (see Appendix B)

Prior Year Contribution Rates (PEPRA):

PEPRA Rates
General Safety
6.91% 10.65%
Assumptions:

Interest 7.00%
Salary 2019 Valuation Scale (service-based, includes inflation at 2.5%)
Mortality ~CalPERS 2009 / PubS(B) 2010 tables, projected with MP-2019
Other Same as June 30, 2019 valuation (see Appendix B)




	A. Valuation Basis
	A fundamental risk to a pension plan is that the contributions needed to pay the benefits become unaffordable. While MercedCERA cannot determine on its own what contribution level is unaffordable, we can project expected contribution rates and illustr...
	 Investment risk,
	 Assumption change risk, and
	 Contribution risk.
	Other risks that we have not identified may also turn out to be important.
	Investment Risk is the potential for investment returns to be different than expected. Lower investment returns than anticipated will increase the unfunded actuarial liability necessitating higher contributions in the future unless there are other gai...
	Assumption change risk is the potential for the environment to change such that future appropriate valuation assumptions are different than the current  assumptions. For example, declines in interest rates over the last three decades resulted in highe...
	Contribution risk is the potential for actual future contributions to deviate from expected future contributions. There are different sources of contribution risk such as the sponsor failing to make contributions in accordance with the funding policy ...
	The chart below shows the components contributing to the Unfunded Actuarial Liability (UAL) from June 30, 2011 through June 30, 2021. Over the last 10 years, the UAL has decreased by approximately $82 million. Assumptions changes (purple bar) of $122 ...
	Chart II-1
	Chart II-2
	Table II-1 below summarizes the changes in the UAL for each year by source over the last 10 years.
	Table II-1
	On an actuarial value basis, the average annual geometric return over the 10-year period is 7.7% and has resulted in investment gains in four of the last 10 years, with the gain in 2021 being considerable, and increased the UAL in total over the perio...
	Over the same time period, the assumed rate of return decreased from 7.75% to 6.75%. It is important to note that these changes simply reflect a downward revision to the estimate of future investment earnings and ultimately costs will be determined by...
	The impact of all assumption changes is represented by the purple bars in the earlier charts and also includes decreases in mortality rates projected in the future which had a significant impact on the measurement of the UAL.
	The method change in 2014 represents the impact of changing amortization and asset valuation methods to the direct smoothing method, which set the actuarial value of assets equal to the market value of assets.
	Each year the UAL is expected to increase for benefits earned in the current year (the normal cost), administrative expenses, and interest on the UAL. This expected increase is referred to as the tread water level. The difference between actual contri...
	Effective with the June 30, 2019 valuation, changes were made to the amortization policy that reduced the current contribution level by extending the amortization schedule for the remaining 2013 UAL. However, even with these changes, contributions are...
	Stochastic projections serve to show the range of probable outcomes of various measurements. The graphs below show the projected range of the employer contribution rate and the funded ratio on a market value of assets basis. The range in both scenario...
	The stochastic projection of employer contributions as a percent of pay shows the probable range of future contribution rates. The baseline contribution rate (black line), which is based on the median of the simulations using an average return of 6.75...
	Stochastic Projection of Funded Ratio on a Market Value of Assets Basis
	The future financial condition of a mature pension plan is more sensitive to each of the risks identified above than a less mature plan. It is important to understand the maturity of the Plan and how the maturity has changed over time.
	Plan maturity can be measured in a variety of ways, but they all get at one basic dynamic - the larger the plan assets and/or liabilities are compared to the contribution or revenue base that supports it; the more sensitive the plan will be to risk. T...
	Inactives per Active (Support Ratio)
	One simple measure of plan maturity is the ratio of the number of inactive members (those receiving benefits or those entitled to a deferred benefit) to the number of active members. The Support Ratio is expected to increase gradually as a plan mature...
	The following table shows the development of the asset gain/(loss) and investment return.
	The table below shows the historical annual asset returns on a market value and actuarial value basis, as well in the increase in the Consumer Price Index (CPI) since 2000. Beginning June 30, 2014, the Actuarial Value of Assets is equal to the Market...
	Analysis of Financial Experience
	Schedule of Funded Liabilities by Type
	Actuarial Balance Sheet



