
Board Adopts Revised Actuarial Assumptions - 
Changes Regular Interest Rate 
 
A major focus of the December 7, 2004 meeting of the Pennsylvania Municipal Retirement 
Board was a review of the System’s actuarial assumptions and regular interest rate. 
 
The System’s Actuary, E. Greenblum of the Segal Company, presented the results of the five-
year actuarial experience study for the period of January 1, 1998 to January 1, 2003.  The 
study was performed in order to compare the System’s current actuarial assumptions to 
actual experience.  Actuarial assumptions include economic assumptions, such as long-term 
rates of investment return, inflation, and salary increases, and demographic assumptions 
such as rates of termination, disability and retirement, as well as life expectancies. 
 
The five-year demographic experience prompted the Board to adopt minor changes to the 
assumed termination, disability, and retirement rates.  The Board also adopted new mortality 
tables, assuming longer life expectancy for members retiring on or after January 1, 2005. 
 
In selecting economic assumptions, the Board considered not only recent experience, but 
also expected future economic experience.  Based on past experience and future 
expectations, the Board elected to lower the inflation assumption from 3.5% to 3.0%.  Some 
adjustments were also made to salary increase assumptions for members in younger age 
groups and those within their first three years of service. 
 
The Board’s most difficult decision was to reduce the assumed net investment return from 
6.5% to 6.0%, effective January 1, 2005.  Since the Pennsylvania Municipal Retirement Law, 
Act 15 of 1974, requires that the actuarially assumed rate of return be the same as the 
regular interest rate, the Board’s actuarial decision resulted in the regular interest rate for 
2005 being set at 6.0%. 
 
The Board established a formula for developing a reserve of undistributed earnings to pay 
regular interest and certain administrative expenses before excess interest could be 
allocated.  The reserve, which at the end of 1999 was nearly 10% of the System’s assets, is 
used to meet the regular interest requirement in years when investment performance does 
not meet the necessary funding level.  Since the System’s investment returns from 2000 
through 2002 were not sufficient in meeting the regular interest rate of 6.5%, the reserve 
had a significant deficit by the end of the period.  With excellent returns in 2003, however, 
the deficit was reduced to 4% as of January 1, 2004.  Based on expectations of the System’s 
ability to consistently earn enough to pay the regular interest plus 0.5% for administrative 
expenses in the future, the Board lowered the net investment return assumption and the 
regular interest rate to 6.0% effective January 1, 2005.   
 
It has been projected that an adjustment in the regular interest rate from 6.5% to 6.0% will 
enable the System to replenish the investment reserves, which should increase the 
possibility of awarding excess interest in the future.   
 
What does this mean to employers?  Municipalities with defined benefit plans will see 
increased costs as a result of the changes to the life expectancy and investment rate of 
return assumptions.  Assuming longer life expectancy means that more benefits will be paid 



and therefore the cost of the benefits will increase.  Assuming lower investment returns 
means that more contributions are required from the municipality to fully fund the benefits. 
The other assumption changes may also have a minor effect on costs.  The overall impact of 
the changes on the plan costs will vary for each municipality depending on the membership 
of the plan.  For municipalities with defined contribution plans, the actuarial assumption 
changes will not affect the municipality’s costs. 
 
How will the change affect PMRS members?    Members in a defined benefit plan will see no 
impact on their basic benefit due to the assumption changes.  For benefits from members’ 
excess interest accounts, or members in defined contribution plans, the changes in life 
expectancy and investment return assumptions will result in a lower monthly benefit at 
retirement.  The reduction in the regular interest rate will also result in less interest being 
credited to active members’ accounts and a lower monthly benefit. 
 
If you are a municipal official or a member with questions regarding your plan, please do not 
hesitate to contact our office.  We welcome all questions and are eager to assist you.w 


