
N:\Board\Meetings\2014\05-08\BondIndex\BondIndexMotion.docx 

Public Employees’ Retirement Board 
May 8, 2014 

 
 
Topic: Bond Index for GASB 67 Discount Rate 
 
Recommended Board Motion:  
 
To accept the bond index proposed by Cheiron and evaluated by the Board of 
Investments.  
 
Details from GASB 67, LAD, the possible bond indexes, and excerpts of 
conversations are included below. Cheiron’s letter and additional information 
from BOI is supplied in the board materials.  
 
The bond index is used in the calculation of a discount rate for plans when the 
plan assumed rate of return does not supply the necessary present value of 
assets to cover projected future cash flows. At which point it is necessary to 
calculate a discounted rate of return using a blending of the actuarial assumed 
rate and the selected bond index. 
 
 
Board Motion  

Accept Cheiron’s recommendation to use the Bond Buyer GO 20-Year 
Bond Municipal Bond Index for the GASB 67 Discount Rate calculation.   

 
 Other: 

 
 

 

 

 

 

_________________________________  
Moved by 

 

 

_________________________________  
Seconded by 

 

 

_________________________________  
Vote 
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(GASB Statement 67) Discount rate 
40. The discount rate should be the single rate that reflects the following: 
 

a. The long-term expected rate of return on pension plan investments that are expected to be 
used to finance the payment of benefits, to the extent that (1) the pension plan’s fiduciary net 

position is projected (in conformity with paragraphs 41−43) to be sufficient to make projected 
benefit payments (determined in conformity with paragraph 39) and (2) pension plan assets 
are expected to be invested using a strategy to achieve that return 
 
b. A yield or index rate for 20-year, tax-exempt general obligation municipal bonds with an 
average rating of AA/Aa or higher (or equivalent quality on another rating scale), to the extent 
that the conditions in (a) are not met. 

 
(Information from LAD)  
Based on review of the information, during our audit we will accept the use of this index if it 
meets all the criteria stated in GASB 67 paragraph 40(b) which are: 

 A year or index rate for 20 years 

 Tax exempt 

 General Obligation Municipal bond 

 Average rating of AA/Aa or higher 

 
Above are the requirements of a bond index from GASB statement 67 and 
correspondence from LAD. Cheiron supplied 3 possible bond index rates to 
MPERA and MPERA submitted them all to the Board of Investments (BOI) for 
evaluation. The three possibilities were:  

1. The Bond Buyer GO 20-Year Bond Municipal Bond Index  
2. Bloomberg 
3. S&P  

 

(information returned from Clifford Sheets with BOI)  
1. I’m attaching information that describes the index referenced by Cheiron, the Bond 

Buyer 20-Year Municipal Index. One of the files is a 3-pager with a description of the 
index via their website.  See the middle of the page for a definition of the index. I 
believe this meets the LAD’s need. I should note the yield at the end of June, 2013 is 
4.63%, not the 4.27% mentioned by Cheiron in their letter (their 4.27% appears to be an 
average for the full month of June). I would think they would use the end of the month 
yield, not the average. This is an important difference. 

2. The other 2 pages of this same file shows the Bloomberg description and the yields as of 
June, 2013. The other file is a picture of the yield level for this index over the last year 
via Bloomberg. You can see the sharp rise in yields last May – July reflecting the general 
rise in bond yields at that time. 

3. We [BOI] contacted our S&P rep about this index last week and they could not confirm it 
met the requirements; I’m guessing because it may have some non-GO bonds in it that 
otherwise meet the maturity and rating requirements. He said they did not have any 
sub-index that was a perfect fit. We do not subscribe to the S&P muni indices so we 
cannot get the underlying constituents to confirm every bond that’s in there.  

 

Thus, my [BOI] suggestion to Cheiron would be to use the Bond Buyer index yield for 

the date closest to month-end June. 
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