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Preparation of this Actuarial Valuation 

As of January 1,2002 

Pension Plan for Employees of 
Consumers Energy Company 

This report has been prepared for the plan sponsor and summarixes the results of the fundmg 
valuation for the 2002 plan year and the accounting valuation for fiscal 2002. In addition, this 
material is intended to SWW. as a source document for information to meet certain accounting or 
government Sling requirements. 

In conducting the valuation, we have relied on personnel, plan design, and asset information supplied 
by Consumers Energy Company as of the valuation date. While we cannot verify the accuracy of all 
tbis information, the supplied information was reviewed for consistency and reasonableness. As a 
result of this review, we have no reason to doubt the substantial accuracy of the information and 
believe that it has produced appropriate resuhs. This information, along with arty adjustments or 
modifxatiom, is summarized in various sections of this report. 

This valuation has been conducted in accordance with generally accepted actuarialprincipIes and 
practices, including.the applicable Actuarial Standards of Practice as issued by the Actuarial 
Smndards Board. In addition, the valuation results are based on our tmderstanding of the applicable 
laws and regulations under IEC Sections 404 and 412 and the requirements of SPAS Nos. 87 and 88. 

The actuarial assumptions and methods used in this valuation am described in the Actuarial 
Assumptions section of this report. For the funding vahtation, the interest rate and mortality table 
used to measure currant liability are prescribed by JRC Section 412. The economic and demographic 
assumptions used for purposes of compliance with SFAS Nos. 87 and 88 were selected by the plan 
sponsor. In our opinion, all other actuarial assumptions used represent reasonable expectations of 
anticipated plan experience. 

The undersigned meet the Quabfieci Standards of the American Academy of Actuaries necessary to 
render the actuarial opinions contained herein. All of the sections of this report are considered an 
integral part of the actuariaI opinions. 

Hewitt Associates LLC 

Robert J. Leone 
Fellow of the Society of Actuaries Fellow of the Society of Actuaries 

Januaty 2003 
'71500392~ 
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Summary 

This report presents the results of the January 1.2002 actuarial valuation of the Pension Plan for 
Employees of Consumers Energy Company. The report summarizes the required funding for the 
plan year beginning January 1.2002, and the Company’s accounting requirements for the 2002 
fiscal year. 

Funding 
The contribution requirements for the 2002 plan year are as follows: 

Minimum Required Contribution $ 
Maximum Deductible Conuibution $ 37,95& 

The combined contributions to the pension’plan and any detined contribution plan must be tested to 
ensure that they do not exceed 25% of pay. 

The Plan’s experience since the January 1.2001 valuation resulted in an actuarial loss of 
approximately %51,170,000. The sonmes of this loss and its calculation are described on page 18. 

Effective with the Januray 1,2002 funding valuation, the following assumption changes were ma& 
to better anticipate expected experience: 

l The interest rate was lowered from 8.75% to 8.50%: 
l The assumed salary scale was reduced to a flat 4.50%: 
l The expected retirement rates were revised. The assumed rates are described on page 52 of this 

report: and 
l 60% of those eligibIe are now assumed to take benefits in the form of a lump sum. 

Accounting 
The Accounting Requirements section of the report begins on page 21. The net expense for 2002 was 
$32,588,146. 

An allocation of this expense among the different Consumers Energy locations is shown on page 23. 
The details and components of the expense calculations can be found on page 22. 

m500394 



%MIlma~ (continued) 

F’undine Reauirements 

Contributions 
Minimttm Required 

Perccntagc of Compensation 

Maximum Deductible 

Pacenlage of Compensation 

Assets and LIabiUtks 
Accrued Liability 

Actuarial Value of Assets 

Unfunded Accrued Liability 

Normal cost 

Valuation Compensation 

Number of Funded Employees 
Active 

Leave of Absaace 

Ten&ad Vested 

R&ad 

TOtal 

Characteristics of Active Funded EhnpIoyees 
Average Age 

Average Credited Service 

Average Compensation 

8 0 

0.00% 

$ 174,158219 

34.11% 

$1,036.762,900 

1.018.274.314 

% 18.488,586 

$ 28.613.851 

5.60% 

$ JlOS71.361 

10,208 

63 

2,182 

m 

15,030 

45.5 45.6 

17.2 17.0 

8 55.562 8 59,950 

$ 0 

0.00% 

$ 37.958.986' 

7.37% 

$ 1.074,019,548 

1.034.348.588 

S 39.670,960 

$ 29.412,743 

5.71% 

s 515,251,207 

10.303 

64 

2.237 

2.987 

15,591 

71500395 
’ Tbc maximum deductible is $315,458.568 based on low end of currant liability interest rata range. However, 2003 quarterly 
contributions are rqaired if this rate is UWA. 



Summary (contintted) 

Accounting RequiremenWFAS 35 
(Accrued Benefit Liabiities) 

l/lkZOOl lJlnoo2 

Present Value of Vested Accrued Benefits $ 670,309911 J 720$X,939 

Funded Percentage 157.9% 126.2% 

Resent Velue of All Accrued Benefits $ 778,964,987 $ 821.759.409 

Funded Percentage 135.9% 110.7% 

Market Value of Assets $ 1.058.702.052 $ 909.610.724 

Interest Rate 8.75% 8.50% 

Accounting RequirementsSFAS 87 

l/l/ZOO1 lnnooz 

Projected Benefit Obligation 

Market-Related Value of Assets 

Service Cost 

Percentage of compensation 

Pension Expense 

hSUmpti0nS 

Discount Rate 

Expeete=d Rate of Rehm 

% 1,107.369507 $ 1,217,763,665 

$ 1,008,987,879 $ 1,050,831,975 
. 

$ 36.300.319 8 40.D28.820 

7.11% 7.77% 

8 22,823,710 $ 32588,146 

7.75% 7.25% 

9.75% 9.75% 

'71500396 
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Liabilities, Assets, Normal Cost 

Unfunded Accrued Liability and Normal Cost, January 1,2002 
(1) Accrued Liability 

Active Employees $ 156,932,325 

Terminated Vested Employees 40,197,750 

Retired Employees and Beneficiaries 276.889.473 

Total $ 1,074,019,548 

(2) Actuarial Value of Assets 1.034.348.588 

(3) Unfunded Accrued Liability, (l)-(2) $ 39,t57op60 

(4) Normal Cost $ 29,4X2,143 

Number of Employees in Funding 
Active Employees (Including Leaves of Absence) 10,367 

Terminated Vested Employees 2,237 

RetiredEmployees andBeneficiaries 2.987 

Total 1.5$91 



Liabilities, Assets, Normal Cost (continued) 

Current Liability, January 1,2002 

NWtlbW Vested 
of Current 

PMkipdS Liability 

Total 
current 
Liability 

RpA Current LIabiWy (6X%, 83GAMl 
Retired Employees and Beneficiaries 

Terminated Vested Employees 

Active Employees (Including Leaves of Absence) 

Total 

Acruarial Value of Assets 

Unfunded Current Liabtlity 

Gateway Current Liability (6.85%. 83OAM) 

2,987 $ 316.245.713 $ 3K245.713 

2,237 52,692,2-S 52,692,265 

10.367 529.415.939 644.546.561 

lS$91 $ 898,413,917 s 1,013,484$39 

$ 1.034.348588 

$ ! 0 

$ 1*013.484539 

Gateway Funded Percentage 

Increase in Current Liability Due to Benefit Accruals 

Expecti Benefit Payments During Plan Year 

OBRA Current Liabttlty (6.85%, 83GAM) 

98.04% 

$ 53.383.405 

$ 110.ooo.ooo 

$ 1,013,484,539 



Liabilities, Assets, Normal Cost (continued) 

Actuarial Value of Assets, January 1,2002 
(I) Actuarial Value of Assets on llli2001 

(2) Interest at 8.75% on 11112001 Assets 

(3) Contributions Made for 2001 Plan Year 

(4) Interest at 8.75% on Contributions Made for 2001 Plan Year 

(5) 2001 Benefits Paid from Trust 

(6) Interest 8.75% on 2001 Benefits 

(7) Net Transfer of Assets to Group Annuity Contract After Adjustments 

(8) Interest on Net Transfer of Assets 

(9) Assets Based on 8.75% on 12./31/2001, (1)+(2)+(3)+(4)-(5)-(6)+(7)+(S) 

(10) Market Value of Assets, 12/31/2001 

(11) Difference, (10)-(g) 

(12) Market Adjustment, 20% of (11) 

(13) Preliminary Value on 12/31/2001, (9)+(12) 

(14) Minimum Value, 80% of (IO) 

(15) Maximum Value, 120% of (10) 

(14) Actuarial Value of Assots (13) but not less than (14) 
and not greater than (15) 

Investment R~NIII:’ 
l Actuarial Value of Assets 
s Market Value of Assets 

(6 1,018,274,314 

89,099,002 

64,ooo,ooo 

0 

101,403,844 

4,436,418 

0 

0 

$ 1,065,533,054 

909.610.724 

$ (155.922.330) 

~31.184.466) 

$ 1,034,348,588 

$ 727,688,519 

0 1,091,532,869 
, 

$ 1,034g48588 

5.35% 
-10.74% 



Contributions 

Minimum Required Contribution 
The minimum contribution is determined under Section 412(h) of the Internal Revenue Code by 
maintaining a Funding Standard Account (FSA). The minimum contribution required is the amount 
necessary to make the FSA credits for the plan year equal the FSA charges. Contributions in excess 
of the minimum create a credit balance, which serves to reduce the minimum contribution 
requirement for the subsequent plan year. If the FSA credits are less than the FSA charges, a funding 
deficiency exists which is subject to a nondeductible tax. Page 8 shows the status of the FSA for the 
plan year ended December 3 1.2001, and page 9 indicates the requirements for the plan year ending 
December 3 1,2002. 

Funding Standard Account 
In general, the FSA charges for the plan year represent the sum of: 

l The normal cost for the plan year. 

l 4C-year amortization of any unfunded accrued liability as of 11111976. 

l 30-year amortization of any increase in the unfunded accrued liability due to plan amendments. 

w IO-year amortization of any increase in the unfunded accrued liability due to assumption changes 
on or after l/1/1988 (30-year amortization for increases prior to 11111988). 

l Interest on the above items to the end of tlte plan year. 

In general, the FSA credits for the plan year are the sum of: 

l The prior year’s credit balance. 

l Employer contributions ma& for the plan year. 

l 30-year amortization of any decrease in the unfunded accrued liability due to plan amendments. 

l IO-year amortization of any decrease in the unfunded accrued liability due to assumption changes 
on or after 11111988 (30-year amortization for decreases prior to 11111988). 

l Interest on the above items to the end of the plan year. 

Special rules apply for method changes, for pIans involved in a spinoff or merger, for poorly funded 
plans, or for overfunded plans. 



Contributions (continued) 

Fumlmg Standard Account Balance, December 31,ZOOl 
Shown below is the calculation of the balance in the Funding Standard Account as of 
December 31.2001. Since the credits were equal to the charges, the minimum contribution 
requirements for the plan year ended December 31,2001, were satisfied. 

(1) Charges 

Normal Cost, l/1/2001 % 28,613,851 

Amortization Payment, l/1/2001 7,622,565 

Interest on Above at 8.75% to 12/31/2001 3.170.686 

Total 8 39,407,102 

(2) Credits 

Credit Balance, l/1/2001 

Contibutions Ma& for 2001 

Amortization Paymen& 1llROOl 

Interest on Above at 8.75% to 12!31/2001 

Full Funding Limitation Credit 

Total 

(3) Credit Balance, 12CW2001,(2)-(1) 

$ 52,641,263 

64,000,OOO 

0 

4,606,lll 

0 

$ 121,247,374 

$ 81,840,272 



Contributions (continued) 

Contribution Alternatives for Year Ending December 31,2002 
The following material indicates our understanding of the range of contribution levels allowable 
under the Internal Revenue Code as amended by the Employee Retirement Income Security Act of 
1974 (ERISA). In this section, all of the figures are calculated as payable at the end of the year. 

Miniium Contribution (Funding Standard Account) 
The minimum contribution required for the plan year ending December 3 1.2002, under the 
provisions of Section 412(b) of the Internal Revenue Code is shown below: 

(1) Charges 

Normal Cost, l/1/2002 

Amortization Payment on Charges of $128,250,000,1/1/2002 

Interest on Above at 8.5% to 12/31/2002 

(2) Credits 

Credit Balance, 12/31/2001 

Amortization Payment on Credits of $6738,768, l/1/2002 

Interest on Above at 8.5% to 12/31/2002 

Full Funding Limitation Credit 

Total 

(3) Minimum Required Contribution for 2001 (l)-(2) 

There are no quarterly contributions required for 2002. 

s 29.412.743 

20,169,460 

4.214487 

$ 53.796.690 

$ 81840,272 

946,581 

7,036,883 

0 

$ 89,823,736 

$ 0 

+71500402 



Contributions (continued) 

Maximum Deductible Contribution 
The maximum deductible contribution for the taxable year ending December 31,2002, has been 
calculated in accordance with the limits for deductions under Section 404(a)(l) of the 
Internal Revenue Code, and is based on the paragraph of that section that produces the largest 
amount. This contribution cannot exceed the Full Funding Limitation under Section 412(c) of the 
Internal Revenue Code. The maximum deductible contribution under paragraph (i) of 
Section 404(a)(l)(A) is the minimum contribution required under the Funding Standard Account for 
the year. The maximum contribution under paragraph (iii) of Section W(a)(l)(A) is the sum of the 
normal cost and an amortization payment plus interest lo the end of the year. The amortization 
payment is defined as the “Limit Adjustment,” which is the ten-year amortization payment on each 
‘Ten-Year Amortization Base.” The Ten-Year Amortization Base represents the initial liability aad 
adjustment amounts resulting from pIan changes, experience gains or losses, or changes in actuarial 
assumptions and methods. 

The maximum deductible contribution may be restricted by the Full Funding Limitation as defined in 
Section 412(c) of the Internal Revenue Code as amended by tbe Pension Protection Act of 1987 and 
the Retirement Protection Act of 1994 @PA). The FulI Funding Limitation is the excess at the end of 
the year, if any, of: 

(1) The lesser of 

(a) The accrued liability (incfuding normal cost), or 

(b) 165% of current liabilities: over 

(2) The ksser of 

(a) The fair market value of assets, or 

(b) The actuarial value of assets. 

The FuII Funding Limitation must be at least the excess, if any, of 90% of the RPA defmition of 
current liability over the actuarial value of assets. In addition, under Section 404(a)(l)(D), the 
maximum deductible contribution shall not be less than the Unfunded Current Liability determined 
under Section 412(l). 

If current liability exceeds assets, additional amounts might be deductible for the year. 

The combined contributions to the pension plan and any defined contribution plan must be tested to 
ensure that they do not exceed 25% of pay. 

Contributions in excess of the maximum deductible are subject to a 10% excise tax. The 
development of the Full Funding Limitation is shown on page 12. 

71500403 



Contributions (continued) 

Maximum Deductible Contribution for the 2002 Fiscal Year (continued) 

(2) 

(3) 

(4) 

(5) 

(6) 

Deductible Limit 

Normal Cost, l/1/2002 

IO-Year Amortization Payment. l/1/2002 

Interest on Above at 8.5% to 12/31/2002 

Total, 12/31/2002 

Minimum Required Contribution for the 2002 Plan Year 

Full Funding Limitation for the 2002 Plan Year 

(1). But 2 (2) and 5 (3) 

Unfunded Current Liability’ 

Expected RPA Current Liability, 12!31/2002 

Expected ActuarM Value of Assets, 12/31/2002 

Total, lZ’3 l/2002, But 2 $0 

Maximum Deductible Contribution for the 
2002 Fiscal Year, Greater of (4) or (5) 

$ 29,412,743 

5.572.498 

2.973.745 

$ 37,958,986 

% 0 

$ 210,296,400 

$ 373958,986 

% 1,036,523,398 

I.007593218 

$ 28,930,180 

$ 37958,986 

71500404 



Contributions (continued) 

Full Funding Limitation 
The. full funding limitation is defined in IRC Section 412(c)(7) as the Iesser of the ERISA and 
OBRA ‘87 full funding limitations, but not less than the RF’A ‘94 minimum full funding limitation. 
The ERISA full funding limitation is the excess, if any;of the accrued liability (including the normal 
cost) over the lesser of the fair market value of assets and the aCNa&d value of assets. 

The OBRA ‘87 full funding limitations is the excess, if any, of 165% of the OBRA ‘87 definition of 
current liability over the lesser of the fair market value of assets and the actuarial value of assets. 
Fh~aily. RPA ‘94 requires the fuIl funding limitation to be no smaller than the excess, if any, of 90% 
of the RPA ‘94 definition of current liability over the actuarial value of assets. 

For determining the ERISA and OBRA ‘87 full funding limitations for the minimum required 
contribution, an adjustment is made to reflect the Funding Standard Account Credit Balance. 

OBBA ‘ft7 RPA ‘94 
ERISAFFL FFL override 

Adjusted Liabilities, 12/31/2002 
hser ofMarket Value of Assets and 

$ 1,082,549,036 $ 1,710,263,607. $ 932.871.058 

Actuarial Value of Assets, 12nI/2002 
Actuarial V&Y of Assets, 12(31/2002 
Unfunded Liability, 12131~C02 

812,252.636 872.252536 

$ 210,296,400 $ 838,010,971 

For Determining Maximum 
Deductible Conmbntion 
Unfunded Liability 0 210.296400 $ 838,010,971 
Conaibution Not Yet Deducted 
with Inlerut 
pnliminary Lit 

-0 
$ 210,296,400 % 838.010.971 

For Determining Minimum 
RquirCa Contribution 
Unfunded Liability 
FSA Credit Bahcs With Interest 
Preliminary Liiit 

$ 210.296.400 
8 .196.69$ 

$ 2998,093,0!% 

S 838,010,971 
88.796,69$ 

$ 926837,666 

s 0 
I?/4 

$ 0 

Fo; Maximum 
Deductible 

Conmbution 

For Minimum 
Required 

Conrnbtttion 

For PBGC 
Variable 

hemian 
EXettlpti0ll 

Full Funding Limitation, 12/31/2002 % 210,296,400 $ 2!39,093,095 S 210.29696.400 

71500405 



Contributions (continued) 

Full Funding Limitation 
This page develops the end-of-year liabilities and assets for the determination of the full funding 
limitation. 

Liabilities. l/1/2002 

Nomml Cost 

Expected Ben&t Payments 

Interest to 12!31/2002 

Expected Liabilities. 12/31/2COZ 

Applicable Percentage Adjustment 

AdjustedLkhifities. 1213112002 

’ Expected liability nlcase. 

OBRA BPA 
Aferued current CUlT.d 
Liability Liability LIabiUty 

@.50%,83GAM) 685%,83GAM) (6.85%, 83GAM) 

$ 1,074,019,54g $ 1.013.484.539 % 1.013.484,539 

29,412.743 53.383.405 53183,405 

(110.000,ooo) ww?CK4cco)’ wwwxM)’ 

89.116.745 69.655454 69.655.454 

S 1,082,549,036 $ 1.036.523.398 $ LO36523.398 

253% 165% 9046 

0 1,082,549,036 $ 1;110,263.607 % 932.871.058 

ASAS 

.4sse.ts. w2cQ2 

Expected Benefit Payments 

Inlercst at 8.5% to 12f31/2CC%Z 

Expected Assets, L?Bl/uxyt 

Market ACtUlid 
VdlK! ValW 

$ 909.610.724 $ 1,034,348588 

(llo,m*ooo) vJ,oco,~) 

72641.912 83.244.630 

$ 872352,636 $ 1,007593218 

71500406 



Contributions (continued) 

Full Funding Limitation Credits for the 2002 Plan Year 
(1) 

(22) 

(3) 

(4) 

6) 

(6) 

Charges - 

Normal Cost, l/l/2002 

Amortization Payment on Charges of $128,250.000, I/1/2002 

Interest on Above at 8.5% to 32!31/2002 

Additional Funding Requirement, E/31/2002 

Total, 12/31/2002 

credits 

$ 295112,743 

20,169,460 

4.214.487 

0 

$ 53,796,690 

Amortization Payment on Credits of $6,738,768, l/1/2002 

Interest on Above at 85% to 12/31/2002 

Total 12!31/2002 

Excess of Charges Over Credits, (l)-(2), But 2 $0 

$ 946,581 

SO.452 

$ 1,027,040 

% 52,769,650 

Full Funding Limitation Before OBRA 
for Determining the Credit for the 2002 Plan Year 

Full Funding Limitation Credit Before OBRA 
for the 2002 Plan Year, O)-(4), But 2 $0 

OBRA Fuk Funding Limitation foi Determining 
the Credit 

Full Funding Limitation Credit Based on OBRA for the 
2002 Plan Year, (3)-(S)-(6), But > $0 

$ 299,093,095 

% 0 

$ 926.807.664 

$ 0 

71500407 



Contributions (continued) 

Additional Funding Requirement for 2002 Plan Year 
Section 412(l) of the Code requires that an additional funding charge be added to the funding 
standard account for certain underfunded plans. The Retirement Protection Act of 1994 exempts 
plans with funded current liability percentages in excess of 90% from this requirement. To determine 
the funded current liability percentage for this purpose, current liability is calculated using the 
maximum permissible interest rate (6.85% as of January 1.2002) and the 1983 Group Annuity 
Mortality Table. 

This Gateway Percentage is 102.6% for the plan, therefore, there is no additional funding 
requirement for 2002. The calculation of the percentage is shown below. 

(1) Currant Liability, l/1/2002 $ 1~.013,484,539 

(2) Actuarial Value of Assets, lllROO2 $ 1.034.348.588 

(3) Gateway Percentage (2)+(l) 102.6% 

2Wl 92.1% 
2Q30 100.3% 
1999 104.4% 



Contributions (continued) 

Minimum Required Contribution- 
Schedule of Amortization Payments as of January 1,2002 

Inltlal Years Amortization Present Value 
Amount Rem&&g Payment lwmo2 

Charges 
A~luarial Lou Adjusted for RR 81-213 l/l~CKll % 459,421 4 s 107.560 
Assumption Change. l/lRL?Ol 

Plan Change. Iili2cof 

Actuarial Loss. 1/1/2CO2 

Plan Change due to EGTRRA. M/2002 

Assumption Change, l/1/2002 

Total Charges 

Credits 

Total Credits 

s 24.529.374 

$ 46,141,054 

% 51.166.242 

0 f&019,586 

S (6,738;768) 

Total’Charges Less Total Ckediu 

Less: Funding Standard Account Credit Balance, 12/31/2C01 

Less: Accumulated Reconciliiion Account, 12/31/2001 

Equals: Unfunded Accrued Liability, l/1/2002 

9 3.448539 

29 3.958553 

5 11,967,041 

30 687,167 

10 (946581) 

$ 19222.879 

$ 0 

% 19222,879 $12151l.232 

S 382,272 

22,895,481 

45,786,419 

51J66.242 

8,019,586 

(6.738.7681 

$121.511.232 

$ 0 

S 81,840,272 

0 

S 39.670.960 

71500409 



Contributions (continued) 

Maximum Deductible Contribution- 
Schedule of Amortization Payments as of January 1,2002 
In accordance with Regulation 1.404(a)-14 under IRC Section 404, the fresh start alternative has 
been used io determine the IO-year amortization base and limit adjustment as of January 1,2001. 

Item 

lo-Year 
Amortization 

BW? 
Limit 

Adjustment 

Unamortized 
Balance, 
l/lizoo2 

Fresh Stat. l/lRGOl $ 39.670.960 $ x572.498 $ 39.670.960 

The unamortized balance on January 1,2002, shown above is equal to the unfunded accrued liability 
as of that date. 
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Experience 

Actuarial Loss 
(1) Expected Unfunded Accrued Liability 

Unfunded Accrued Liability, l/l/2001 

Normal cost, l/1/2001 

Contributions Made for 2001 Plan Year 

Interest on Above at 8.75% to 12/31/2001 

Total, 12/31/2001 

(2) Actual Unfunded Accrued Liability l/l/2002, Before Changes 

(3) Actuarial Loss (Gain), (2)-(l) 

Plan Experience 

$ 18,488,586 

28,613,851 

osaoa0~) 

43121.463 

$ (12,776,lCQ) 

38.390.142 

$ 51,166,242 

The plan’s experience is examined before recognizing any plan changes. The actoarial loss of 
$51,166,242 represents the combination of all actuarial gains and losses. 

Examples of the sources of gains and losses include: 

l Investment Experience: A loss of approximately $31,@OCl,ooO resulted from theretom on the 
actuarial value of assets. This corresponds to a 5.4% rate of retcm. On a market value basis the rate 
of return was -10.7%. 

l Noninvestment Sources of Gatns and Losses: These included mortality, lump-sum payments to 
retirees, retirement experience, payroll changes, and turnover. The net actuarial loss from all these 
sources was approximately $20,000,000, or 1.9% of the plan’s before change accrued liability. 

71500411 



Accrued Benefit VaIues 

Background 
This section presents the results of a separate valuation of the plan’s obligations based only on 
service accrued as of the valuation date. Thus, the perspective and the results of this accrued benefit 
valuation differ from the calculation of ongoing funding requirements presented in the earlier 
sections of this report, which are based on total projected service. This accrued benefit valuation 
assumes an ongoing plan and, therefore, differs from a calculation of PBGC termination liabilities 
which would be based on the benefits and assumptions appropriate for a terminating plan. 

Uses of Accrued Benefit Values 
For plan years beginning after December 15.1980, the required information in the financial 
statements of a defined benetit pension plan must include the present value of vested benefits and the 
present value of all accrued benetits determined on an ongoing plan basis, either as of the beginning 
or as of the end of the plan year. These requirements are set forth in FASB Statement No. 35, 
“Accounting and Reporting by Defined Benefit Pension Plans.” 

Actuarial Basis For Accrued Benefit Values 
To provide guidance for consistent actuarial practice in the determination of accrued benefit values 
on an ongoing plan basis, the American Academy of Actuaries has recommended procedures for 
calculating the present value of vested benefits (TIlustration 1) and the present value of accrued 
benefits (Illustration 2). The results under both illustrations include the present value as of the 
vahtation date, of the sum ok (a) ail benefits expected to be paid to former participants, and their 
beneficiaries, who have retired or have terminated with vested rights, and @) benefits expected to be 
paid at future dates to present active participants, based only on service prior to the data of 
CalculatiOn. 

The calculation of the present value of vexed benefits using Illustration 1 recognizes only the 
benefits in which an active participant retains a right, independe.nt of continuation of employment 
beyond the calculation date. It does not include any additional benefits which might arise because of 
the future death or disability of a participant that become payable only if the participant remains 
employed until death or disability. 

The calculation of the present value of all accrued benefits using Illustration 2 recognises all accrued 
benefits expected to become payable at future dates, including the accrued pardon of disability or 
preretirement death benefits. Thus, the benefit of an employee not vested as of the valuation date, is 
included in this calculation to the extent it is expected to become payable upon the occurrence of 
future events (termination, retirement, etc.). 
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Accrued Benefit Values (continued) 

The present values shown on this page represent the single sum values as of January 1.2002, based 
on the actuarial assumptions described in this report, including an interest rate of 8.75%. 

The basic retirement benefit on which these calculations were made was the estimated benefit 
accrued to the valuation date for each participant, based on the five-year average compensation as of 
the valuation date and the dates of him reported by the Company. 

present Value of Vested Benefits 

Retired Employees and Beneficiaries $ 276,889,473 

Terminated Vested Employees 4oJ97.750 

Active Employees (Including Leaves of Absence) 403519.716 

Total Vested Benefits $ 720,606,939 

Present Value of Nonvested Benefits 101,152.470 

Total Present Value of AR Accrued Benefits $ 821.759.409 

Assets 

Actuatial Value $ 1.034.348.588 

Market Value $ 909.610.724 

As of January 1,2002, there were 8,166 active employees who were fulIy vested 

Changes in Values 
During 2001, the present value of all accrued benefits increased by $36,999,000. Shown below is a 
reconciliation of the sources of the increase. 

Decrease due to benefit payments $ w%loww 

Increase due to benefits accrued during the year 40,736,0@0 

Increase due to the passage of time (i.e., interest) 68,159,OOO 

Increase due to assumption changes 5,795,OQo 

Increase due to other experience (e.g., mortality, retirement, salary changes) 29.508.000 

Net increase $ 42,794,ooo 
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Accounting Requirements 

*The Financial Accounting Standards Board issued Statement No. 87, “Employers’ Accounting for 
Pensions” and Statement No, 88, “Employers’ Accounring for Settlements and Curtailments of 
Defined Benefit Pension Plans and for Termination Benefits” in December of 1985. 

The expense and disclosure portions of Statement No. 87 are effective for fiscal years beginning after 
December 15.1986. The balance sheet and non-U.S. plans portion of Statement No. 87 are effective 
for fiscal years beginning after December 15,1988. Statement No. 88 is effective upon adoption of 
Statement No. 87. 

Consumers Energy Company adopted the expense and disclosure portions of Statement No. 87 for 
the 1986 fiscal year. Pages 22 through 25 contain the results determined under Statement No. 87 and 
Statement No. 88 for the 2002 fiscal year. 

Page 26 summarizes the actuarial assumptions used in determining the results for pm-poses of the 
accounting requirements for the plan. 
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Accounting Requirements (continued) 

Net Periodic Pension Cost for the 2002 Fiscal Year 

Msdosttre, AW, 2002 P&&d, 
l2l3lnool Ylmo2 FkalYea? 1m1/2002 

pittatidsl Plswol 
Projected Benefit Obligation 

Plan Assets at Fair Value 

Funded Status 

Unraognired Net Transition 
Obligation (Asset) 

Unrccogrdzcd Prior Smicc Cost 

UnncognizedPanhdle Adjustment 

Rwdd (Accrued) POI&II Cost 

Amoniratcm of uttrecopnized: 
Net Tdm ObliSation @s.ser) 
Prior Suvicc Cost 
Panhandle Adjustment 
Net Loss @iin) 

Ad Hoc Retiree Increase 
Ntt Cost 

Ammtptiws and Vzdnes 
DiscatntRate 

Exacted Rate of Return 

Date of Data Collection 

Expected Contributionr 

Expected Benefit Paymcnu 

Market-Related Value of Assets 

$ (1,194,600,878) S (L217.763.665) S (1.232.092,851) 

&24.650.618 845.610.724’ 902.424342 

$ (349,950,260) $ (372,152,941) $ (329,668.SOP) 

0 0 

68,136,122 71~588,677 

(7.615.384) (7.615.384) 

235.124.760 253.774886 

S W304,762) S C343’34.762) 

f 40,023,82u 
84,3003M 

WQ.813.618) 

0 
8,212331 
(692308) 

0 
3. 52. y 

S 32:88,:46 

7.2% 

wz.032 

7.25% 

lm2#2 

7.25% 

9.75% 

S 1.050,831,975 

0 

59,923,791 

(6923.076) 

253.774.886. 

0 (22gszgoa) 
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Accounting Requirements (continued) 

Ahcation of 2002 Net Periodic Pension Cost 

Net Periodic 
Pension cost 

Consumers Energy Company $ 24.861,699 

CM.9 Antrim Gas 
CMS Business Development LLC 
CMS Lkahm Gen Opersting 
CMS Electric & Gas 
ChlS Energy 
CM.5 Entetwises 
CMS Gas Tkmsmission & Storage 
CM.3 Gal op-Exettr 
CM.3 Gen Op.-Filer City 
CMS Gal op--Gcmsee 
CMS Gm Op--Grayling 
CMS Gen op-Honey Lake 
CMS Gcn Op-Michigan Power 
CMS Ganmtion 
ChS Hydra Co Enterprises 
CMS Hydra-Bentcm Falls 
chls Hydra-craven 
CMS Mirysville Gas Liquids 
CMSMssrT 
C!MSOil&GCtS 
CMS Resource Development 
C!MS Texas LLC 
CMS vlhm 
Enerbank USA 
Total CM.9 

37,790 
6,828 

121334 
6,265 

361,529 
561.913 

76.087 
76,671 
59,347 
37,004 
44,288 

6.839 
2;132 

205,988 
6,481 
4.350 

55.860 
111,382 
573,586 
363,922 

54,168 
203,095 
530,338 

56.07Q 
% 3563,873 

Total Non-Panhandle % 28.425.482 

CMS Field Services $ 490,021 
Panhandle Eastern Pipe Line 2567032 
Tnmklinc Gas 1.105.61~ 
Total Panhrmdle $ 4,162,664 

AU T&d $ 32,588J46 
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Accounting Requirements fconthd) 

Experience 
The portion of unrecognized net gain or loss that is subject to amortization is first reduced by the 
portion of asset gain or loss not yet recognized in the market-related value of assets. The adjusted 
gain or loss is subject to a cortidor of 10% of the greater of Projected Benefit Obligation or Market- 
Related Value of Assets. The corridor test on the amount of gain or loss subject to amortization 
during fiscal 2002 is shown below. 

Corridor Test 
Total Unrecognized (Gain) Loss 
Less Nonadmitted Portion of Asset (Gain) Loss’ 
(Gain) Loss Subject to Corridor 

Corridor Limit 
(1) 10% of Projected Benefit Obligation 
(2) 10% of Market-Related Value of Assets 
(3) Greater of (1) or (2) 

(Gain) Loss Subject to Amortization 
Average Remaining Service 
Amortization Payment 

$ 253.774,886 
205.22 1.25 1 

$ 48553,635 

$ 121,776,361 
$ 105,083,198 
$ 1219776,367 

$ 0 
12 Years 

$ 0 



Accounting Requirkments (continued) 

Asset (Gain) Loss Admitted into Market-Related Value of Assets 

Year 
Origittd 
Amount 

Admitted (Gain) l.os 
in Fuor Admitted 

YWtS l/lnoo2 

(Gab) Loss 
to Be Admitted 

In Fuhwe Years 

11111998 (99.309,504) (79Pl47.603) 

11111999 (89505,378) (53;103.22s) 

11u2oco (36.072504) (14.429,cm) 

lJIROO1 115.741.724 23,14835 

lJlJ2C02 210.132.865 0 

TOti $ 100.987.203 $ (124,431,488) 

Market-Related Value of Assets, January 1,2002 
(1) Market Value of Assets, l/1/2002 

(2) Nonadmitted Asset (Gain) Loss 

(3) Market-Related Assets, l/1/2002, (l)+(2) 

Amortization Schedule 

(19,861,901) 0 

(17.901.076) (17‘901,074) 

(7,214501) (14,429,002) 

23.148.345 69.44034 

42.026.573 168.1C629-2 

s 20,197,4+0 $205.221.251 

$ 845,610,724 

205.221;251 

$ 1,050.831,975 

Prior Service cost 
1991 and Prior Years 

1992 

1995 

1999 

2Om 

2m2 

TOtA 

Panhandle Adjustment 

Hcwilf AsYx;m3 

$ 6.278,241 3 S 2.092.746 

8,709.677 6 1.451.613 

4,0%,854 8.875 461,618 

315,891 11 34.112 

48,615.459 12 4.172182 

3552555 1 3.552555 

% 71,608,677 S 11.764.886 

$ (7.615.384) 11 $ Ki92.308) 

7150041& 
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Accounting Requirements (continued) 

Actuarial Assumptions for Accounting Requirements 

Discount Rate 

Expected Long-Term Rate 
of Return 

Salary Increase 

Market-Related Value of 
Assets (MRV) 

Maximum Annual Benefits 

Maximum Compensation 

Retirement Age 

Salary Increases 

FAS 35 Interest Rate 8.75% per year compounded annually. 

Other Actuarial Assumptions All other actuarial assumptions are the same as used for 
purposes of the funding valuation, which are shown on 
pages 48 through 53 of this report. 

December 31,ZOW 

7.75% 

9.75% 

December 31.2001 

7.25% 

9.75% 

5.25% to age 45 and 3.75% per year to assumed 
retirement age. 

Determined as the fair value of assets on the measurement 
date, adjusted by the asset gains or losses that will not be 
admitted into MRV until future years. Each year’s asset 
gain or loss will be reflected in MRV in equal amounts 
over a five-year period beginning on the date the original 
amount was determined. 

$160,000 for participants retiring at normal retirement age 
during 2002. For future years, this amount is increased by 
4.0% per year, with the 2011 EGTRRA “sunset” reflected. 

The maximum compensation recognized in 2002 was 
$200,000. This amount is assumed to grow 4.0% per year 
in the future, with the 2011 EGTRRA “sunset” reflected. 

probabilities of retirement that vary by age are shown in 
Table D, page 53 (the new assumption is effective 
December 3 1.2002). 

7.5% per year to age 40 and 5.5% per year to the assumed 
retirement age. 
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Personnel Information 

The actuarial valuation was based on personnel information from tbe Company records as reported to 
us as of Janoary I, 2002. Following are some of the pertinent characteristics of the active participant 
data as of the valuation date. Both age and service have been determined using years and months on 
the valuation data. 

Consumers Energy Company and Michigan Gas Storage 
- 

M&S 5556 46.3 19.3 

FCllMkS m 44.1 15.8 

TOtd 7,918 45.6 18.3 

The average compensation for this group of employees was $56,966; the five-year average 
compensation used for valuation purposes was $47,405. 

CMS 

27.0 

28.3 

27.3 

MaIS 963 45.3 9.6 

FCdeS -.!a 41.6 6.9 

Total 1,374 44.2 6.8 . 

The average compensation for this group of employees was $76,295; the five-year average 
compensation used for valuation purposes was $64,352. 

35.7 

34.7 

35.4 



Personnel Information (continued) 

Panhandle 

MaI.%9 8.57 47.2 19.9 

F.ZdeS 218 44.3 13.4 

Total 1.07s 46.6 18.6 

The average compensation for this group of employees was $61,041; the five-year average 
compensation used for valuation purposes was $52,380. 

Total 

27.3 

30.9 

28.0 

Number 
AWage AVeWge Average Age 

Age Service atHbT! 

M&S 7,376 46.3 18.1 28.2 

Females 2LEEl 43.8 14.4 29.4 

TOtal 10,367 45.6 17.0 28.6 

The average compensation for all the employees was $59,950; the five-year average compensation 
used for valuation purposes was $50,167. 

In addition, there were 2,987 retired employees and surviving spouses receiving benefits as of 
January 1,2002; and 2,237 terminated vested employees who were not receiving benefits. 



Personnel Information (continued) 

Following are the personnel characteristics as of January 1.2001. 

Consumers Energy Company and Michigan Gas Storage 

Number 

M&S 5,597 46.2 19.2 

Ff?IIl&S m’ 44.2 15.9 

TOM 8.269 45.7 18.2 

The average compensation for this group of employees was $52,856; the five-year average 
compensation used for valuation purposes was $47,190. 

27.0 

28.3 

27.5 

CMS 

M&S 671 44.2 7.0 

FI%ldCS 317 403 5.8 

TOtal 988 .42.9 6.6 

The average compensation for this group of employees was $71,099; the five-year avemge 
compensation used for valuation purposes was $60,566. 

37.2 

34.5 

36.3 



Personnel Information (continued) 

Panhandle 

M&S 814 41.3 20.4 26.9 

FWWkS -a!2 44.5 13.9 

TOtA 1,014 46.8 19.1 

The average compensation for this group of employees was $62,488; the five-year average 
compensation used for valuation purposes was $55,241. 

Total 

30.6 

27.7 

Number 

Males 7.3a2 46.2 18.2 28.0 

Females -&gB 43.8 14.6 29.2 

TOtal 10,271 45.5 17.2 28.3 

The average compensation for all the employees was $55,562; the five-year average compensation 
used for valuation purposes was $49,204. 

In addition, there were 2.577 retired employees and surviving spouses receiving benefits as of 
January 1.2001, and 2,182 teninated vested employees who were nbt receiving benefits. 
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