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ABoutr MERS oF MICHIGAN

MERS is a statewide public employee retirement plan
that provides both Defined Benefit (DB) and Defined
Contribution (DC) plans.

MERS was created in 1945 by the Michigan Legislature.

MERS became an independent public non-profit
corporation on August 15, 1996.

MERS 65,756 membership consists of municipal
employees working for local units of government.




MERS RETIREMENT BOARD

Pictured above are: Standing (Left
to Right): Dennis Murphy, Public
Member; Raymond Klosowski,
Employee Member; Bruce Johnson,
Public Member; Larry Opelt, Retiree
Member; Gary Murphy, Officer
Member; John Ogden, Officer
Member. Seated (Left to Right):
Barbara Fandell, Employee Member;
Dale Walker, Chairperson-Officer
Member; Kristen Wade, Chairperson
Pro-Tem, Employee Member.

MERS is administered solely
by this nine member Retirement
Board consisting of members from a
different county at the time of elec-
tion. Members of the Retirement
Board are volunteers who serve
without compensation with respect to
their duties. They are reimbursed by
the retirement system for their actual
and necessary expenses (chiefly
travel) incurred in the performance
of their duties. The regular term of
office for members of the Retire-
ment Board is three years.

" Anne M. Wagner

LETTER OF TRANSMITTAL

Dear MERS Members:

I'am pleased to present this consolidated version of the Comprehen-
sive Annual Financial Report (CAFR) of the Municipal Employees’
Retirement System of Michigan (MERS) for the fiscal year ended
December 31, 2003.

It was a banner year! MERS realized an abundance of new growth
in membership, with 25 municipalities and 445 employees joining
the retirement system for the first time. As a voluntary statewide
organization, we are pleased by this significant increase in member-
ship and the consistent faith shown in our leadership team.

As of December 31, 2003, MERS total membership consisted of
65,756 employees from 604 municipalities. Innumerable advances
have been made over time to improve the retirement benefits and
services offered to our members. We continue to work hard to
provide excellent customer service and retain the trust of our constit-
uents.

The stock market rebound during 2003 aided MERS Defined
Benefit portfolio with a positive return. The market value of the
well-diversified portfolio ended the fiscal year with $4.1 billion in
assets. Overall the portfolio generated a 24.7% return for the year.

After an extensive two-year feasibility study to determine the
degree of interest and the probability of success, the MERS Retire-
ment Board adopted several new initiatives designed to assist our
employers in obtaining affordable health care. MERS will use its
reputation and capacity for large volume buying to negotiate health
care premiums and products that will allow all participating munici-
palities to choose more cost-efficient, high quality health care for
their employees. The new initiatives include: Group Buying for
Life Insurance, Accidental Death and Dismemberment, and Short-
Term and Long-Term Disability Insurance; Post-Employment Health
Care Savings Program (HCSP); and MERS Premier Health.

The compilation of this report reflects the combined efforts of the
MERS staff under the leadership of the MERS Retirement Board. 1
commend them in creating another outstanding report. I also want
to take this opportunity to express my gratitude to the staff, advi-
sors and many other people and organizations who have worked
so diligently to assure the successful operation of the Municipal
Employees’ Retirement System of Michigan.

Respectfully submitted,

.%.ef&kjw

Chief Executive Officer




INVESTMENT OVERVIEW

MERS has a Defined Benefit
Plan and a Defined Contribution
Plan. As of December 31, 2003,
the Defined Benefit Plan had net
assets of $4,071,997,180 and 60,569
members. The Defined Contribution
Plan had net assets of $117,481,177
and 5,187 members.

MERS Participating Municipalities

as of December 31, 2003
Counties 64
Cities and Villages 241
Townships 61
County Road Commissions 56
Authorities, Districts 167

and Others
Closed Groups 15
Total 604
Defined Benefit Plan

The primary investment objec-
tive is to maximize the long-term
total rate of return on investments
with a high degree of prudence and
sufficient diversification to elimi-
nate inordinate risks in conformity
with the Michigan Public Employee
Retirement System’s Investment
Act, 1965 PA 314, as amended.

In addition, the Retirement Board
has established Investment Guide-
lines thatare updated annually. These
guidelines communicate long-term
objectives, goals and performance
expectations to the staff, invest-
ment managers, consultants, and all
other interested parties. The Retire-
ment Board strives to add incre-
mental return relative to the market
by employing active management
strategies where appropriate. Every
effort is made to minimize costs to
the portfolio with the use of skilled

internal and external resources without negatively affecting the performance
of the portfolio.

The portfolio is constructed to reduce volatility in down markets, yet still
participate significantly when the equity markets rebound. In 2003, MERS
Defined Benefit portfolio had a one-year gross return of 24.7% allowing
MERS to exceed its actuarial assumption rate of return for the ten-year
period. The combination of passive and active management, diversification
across asset classes, and disciplined adherence to its asset allocation plan
has allowed MERS to provide value through multiple market cycles.

With long-term investment objectives as the central focus, the Retirement
Board conducts a periodic asset allocation study to select a strategic asset
allocation plan. The allocation plan designs a portfolio with the optimal mix
of asset classes over the long-term horizon. The characteristics of expected
return, risk and correlation of return for various asset categories are carefully
projected. The result is a portfolio that is broadly diversified in domestic
and international stocks, domestic fixed income securities, high yield bonds,
real estate, private equity, and cash equivalents.

Municipal Employees’ Retirement System of Michigan
Target Asset Allocation

Private Equity
5.0%

Real Estate Cash
1.5%

5.0%

High Yield
5.0%

Domestic Equity
43.5%

Fixed Income
27.0%

International Equity
13.0%

MERS Defined Contribution Plan

The plan is available for adoption by all MERS member municipalities.
It is an alternative option to MERS Defined Benefit Plan. Each member is
responsible for directing the investment of his or her accumulated account
balance. Members receive investment performance information from
MERS third-party administrator.




Example of Growth of $5000 in MERS Defined Benefit Portfolio over 15 Years
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The chart above shows how an investment in MERS professionally managed portfolio over the last 15 years
would have outperformed compared to three benchmarks. As illustrated, an investment in MERS Total Market
Fund would have dramatically outperformed its broad market benchmarks.

MERS Customer Service
for the year ended December 31, 2003
Customers
Service Served

Phone calls processed by the "Call Center" 18,105
Reitrement seminar attendees 422
New membership applications 3,622
New retirees added during the year 1,555
New retirement applications processed 1,276
Deferred applications completed 631
Benefit estimates completed 1,757
Address changes 4,054
Refunds processed 845
Electronic fund transfer changes 672
Federal income tax withholding changes 443
Retirees receiving payroll checks 3,475
Retirees receiving electronic fund transfers 14,739




STATEMENT OF PLAN NET ASSETS

This brochure provides a summary of the MERS Comprehensive Annual Financial Report for the fiscal year
ending December 31, 2003. The Annual Report is prepared in accordance with generally accepted accounting
principles (GAAP) and is subject to external audit. The complete 2003 Annual Financial Report can be obtained
by contacting MERS at:

MERS of Michigan

1134 Municipal Way

Lansing, MI 48917

Toll free: 1 800 767-6377
Website: www.mersofmich.com.

Assets are investments held by the plan. The investments are stated at market value. Liabilities represent
“debts” of the plan, mostly investments MERS has agreed to purchase after December 31, 2003. Net Assets
Held in Trust for Pension Benefits are maintained in several funds or accounts. Separate funds are maintained
for (1) employee contributions, (2) employer contributions, (3) expenses of administration and maintenance of
the plan, and (4) investment income and expenses to the plan.

MUNICIPAL EMPLOYEES' RETIREMENT SYSTEM OF MICHIGAN
Statement of Plan Net Assets

As of December 31, 2003
December 31, 2003
Defined Defined Total
Benefit Contribution Pension
Plan Plan Trust Funds
Assets
Cash and Short-Term Investments $ 229,060,550 $ 20,763,018 $ 249,823,568
Receivables 163,172,256 1,046,687 164,218,943
Investments, at fair value 3,940,061,224 95,671,472 4,035,732,696
Invested Securities Lending Collateral 401,662,820 401,662,820
Prepaid Expenses 608,994 608,994
Capital Assets, at cost, Net of Accumulated 3,010,286 3,010,286
Depreciation of $8,459,661
Total Assets 4,737,576,130 117,481,177 4,855,057,307
Liabilities 665,578,950 665,578,950

Net Assets Held in Trust for Pension Benefits $ 4,071,997,180 $ 117,481,177 $ 4,189,478,357




THE STATEMENT OF CHANGES IN PLAN NET ASSETS

The Statement of Changes in Plan Net Assets summarizes the inflows and outflows of money to the plan
throughout the year. Most of the additions are comprised of employee and employer contributions to MERS
along with income earned from MERS investments. The outflows are comprised of payments to retirees,
refunds of contributions to withdrawing members, and administrative expenses. The financial statements
were audited by Andrews Hooper and Pavlik P.L.C.

MUNICIPAL EMPLOYEES' RETIREMENT SYSTEM OF MICHIGAN
Statement of Changes in Plan Net Assets
For the Year Ended December 31, 2003

Year Ended December 31, 2003

Defined Defined Total
Benefit Contribution Pension
Plan Plan Trust Funds
Additions
Contributions and Transfers $ 223,450,393 $§ 19,239,972 $ 242,690,365
From Investment Activities
Net appreciation in fair value of Plan Investments 736,699,848 17,570,152 754,270,000
Interest and Dividends 66,722,969 66,722,969
Other 4,855,907 4,855,907
Total Investing Activity Income 808,278,724 17,570,152 825,848,876
Less Investment Expenses 9,738,809 9,738,809
Net Investment Income from Investing Activities 798,539,915 17,570,152 816,110,067
From Security Lending Activities
Security Lending Income 5,294,319 5,294,319
Security Lending Expenses 4,467,121 4,467,121
Net Income from Security Lending Activities 827,198 - 827,198
Total Net Investment Income 799,367,113 17,570,152 816,937,265
Miscellaneous Income 822,347 822,347
Total Additions 1,023,639,853 36,810,124 1,060,449,977
Deductions
Benefits 221,137,612.00 4,089,817 225,227,429
Refunds of Contributions 3,542,264.00 3,542,264
Transfers, Special Expenses and Fees 4,217,630.00 4,217,630
Administrative Expense 8,049,500.00 8,049,500
Total Deductions 236,947,006.00 4,089,817 241,036,823
Net Increase 786,692,847 32,720,307 819,413,154

Net Assets Held in Trust for Pension Benefits
Balance Beginning of Year 3,285,304,333 84,760,870 3,370,065,203
Balance End of Yeat $ 4,071,997,180 § 117,481,177 $ 4,189,478,357




Municipal Employees’ Retirement System
of Michigan

1134 Municipal Way
Lansing, MI 48917

MISSION

“The Municipal Employees’ Retirement System of Michigan (MERS) exists to
provide quality retirement and related services with cost-effective plan admin-
istration for members and beneficiaries.”

MERS Contact Information

Mailing Address:
1134 Municipal Way
Lansing, MI 48917

MERS Phone Numbers:
517-703-9030 or 1-800-767-6377
MERS Fax Number:
517-327-8336

Visit MERS Website at:
www.mersofmich.com





