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1996: HB 6229 / PA 487 of 1996

1996: HB 6229 /
PA 487 of 1996
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Market Conditions
In 2008 — 2009

EVIP: HB 4328 /
PA 59 of 2013

Road Commission
Best Practice

Unfunded Accrued
Liabilities

Publicly Funded Health
Insurance Contribution
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Compliance

Economic Vitality Incentive
Program (EVIP) & County
Incentive Program (CIP)

Fiscal Year 2012-13 § Fiscal Year 201 3-14
Must comply with: § Must comply with:
M

Category 1
Accountability & Transparency

Category 2
Consolidation of Services

Category 3
Employee Compensation Plan

-0R-
P4 152 compliance

Category 1
Actountability & Transparency

— =

Category 2
Consolidation of Services

— =

Category 3

Unfunded Accrued Lisility Plan

L

S0/20 Option, with majority vote of
governing body anmually

If alfowed, apt out annually by 2/3
vole of governing body

Road Commission
Best Practice

Must comply with either:
.

PA 152 Requirements
Unless not offering health care

J— o —

2012-13 EVIP/CIP Category 3

Employee Compensation Plan
=0R -

PA 152 compliance
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Liability Bonding Bill

* Allows municipality to issue a municipal security to
pay all or part of the costs of the unfunded pension
liability or OPEB liability

« Existing Defined Benefits Plans must be closed to
new hires

 Available only through December 2014

« Several requirements established that need to be
met to bond for unfunded accrued liability

BUILDING
RETIREMENT

SUCCESS

TOGETHER



Partnering with You

 Working collaboratively with MML to assist
you with EVIP Category 3 compliance

* Recent bill introduced to clarify treatment of
MERS HCSP regarding PA 152

 Regional Teams avallable to assist you with
managing/reducing your pension and
OPEB liabilities
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Actuary Report

Presented by
Alan Sonnanstine, MERS Chief Actuary
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Annual Actuarial Valuation

An important tool to help you budget for your municipality’s retirement
benefits, with information specific to your municipality's retirement plan
— As a multiple-employer plan, MERS establishes a separate trust for each
municipality
— Each entity is responsible for the employer contributions needed to provide
benefits for its employees and former employees
* Provides to you as a snapshot of your MERS Defined Benefit Plan as of
December 31 each year

* Provides insight to your plan’s liabilities, funding levels, contributions for
both the employer and employee, and important GASB Information

* The information in the report will provide you contribution rates for each
division for your following fiscal year

— If you are reviewing the valuation for December 31, 2012, the rates go into effect
the first day of your fiscal year in 2014

— Rates are designed to be level as a percentage of payroll for open division
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How Is the Employer

Contribution Calculated? g
VALUE OF 2

BENEFITS
IN EFFECT
FOR EACH
DIVISION

ASSETS

ACTUARIAL

EMPLOYER — ASSUMPTIONS AMORTIZATION
CONTRIBUTION = AND POLICY
METHODS

Actuarial Assumptions and Methods established
by the Retirement Board
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Assumption and Method Changes

e Reduction in the 2015 and 2016 wage inflation
assumption, to better reflect near-term economic
conditions in Michigan

* Increase in the minimum funding requirements for
poorly funded closed divisions
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MERS Continues to Grow
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MERS Becoming More Mature

Active Members Per Pension Recipient
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MERS Becoming More Mature

Benefits as a Percent of Pay
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Number of Municipalities
(Excludes 15 Closed Municipalities)

Distribution of Funded Percentages

200

2011 and 2012 Valuations

178 178

180 8

160 o8

140 8

120

100

80

60

20

20 &

Under 50% 50-59% 60-69% 70-79% 80-89% 90-99% Over 100%

B December 31, 2011 m December 31, 2012

67% of all municipalities in MERS are funded at 70% or higher. 15% of
all municipalities are funded at 100% or more. The average funded
percentage is 80% in 2012 and 81% in 2011.

14

BUILDING
RETIREMENT

SUCCESS
TOGETHER

-
<



Distribution

500

450 8

Number of Divisions
(Excludes Closed Divisions and
Closed Municipalities - see Table 1)

50 &

400 &

350 §

300 &

250 §

200 @

150 §

100 @

of Contribution Rates

0.00% - 5.99% 6.00% - 11.99% 12.00% - 17.99% 18.00% - 23.99% 24.00% & Over

mDecember 31, 2011

mDecember 31, 2012

The average employer contribution rate (for divisions open to new hires) is
15.14% in the 2012 valuations, and 14.35% in the 2011 valuations.

Employer contribution rates vary between divisions as a result of differences
In demographics, benefit provisions, and cost-sharing arrangements.
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2012 Actuarial Valuation Results

« Every MERS employer stands on its own

« Average funded percentage of employers decreased slightly
— Normal increase from amortization schedule (+1%)
— Assumption changes (+1%)
— Offset by 2008 market loss (-2%)
— Other experience: retirement, mortality, disability, new benefits, etc. (-1%)

« On average, employer contributions increased by around 9 cents on the
dollar, in order to head back toward 100% funded
— Increases due to the financial markets (2008 market loss)
— Increases due to amortization policy
— Decreases due to assumption changes
— Decreases or increases due to changes in active member pays
— Other changes due to changes in benefit provisions and other experience

e Most MERS employers remain in a very strong financial condition

BUILDING
RETIREMENT

SUCCESS
TOGETHER

16




Comments on the Financial Markets

« Dramatic price declines in 2008
* Average 10+% annual market returns in 2009-2012

« Still plan to meet the average 8% investment return assumption
(30 year return is 9.3%, even with 2008 in the average)

« 10-year asset smoothing reduces volatility in the required employer
contribution and funded percentage
o 12/31/2012 smoothed assets equal 114% of market value

— Need future market returns in excess of the 8% assumption, to make up
for 2008 experience

— Otherwise, employer contributions will have to gradually increase over the
next 5 years
* Policies ensure that any contribution changes are incremental as
opposed to steep
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What Does the Future Hold?

« MERS will remain in a very strong financial position

— For employers that have regularly remitted the required contributions,
all benefits will be paid

— Most MERS employers have assets equal to many times their current
benefit payout

* A better than 8% market return is needed to avoid increases in average
employer contributions (to make up for 2008)

« Small divisions will continue to have more volatile actuarial
valuation results
« Closed divisions will continue to experience increases in required
employer contributions of about 5-10% annually, until full funding
IS reached
« MERS will continue to mature
— More retirees and higher benefit payout

— Gradually declining employer contributions (once market losses
are made up)

— Normal for a prefunded retirement plan like MERS —

=
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Investment Update

Presented by
Jeb Burns, Chief Investment Officer
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Current Economic Environment

* Global growth expected to accelerate into 2014 as
Europe strengthens

— Eurozone recession ended this year

— Expected to remain below trend as deleveraging continues

— Expect moderating yet stable growth in China

« World inflation subdued amid excess capacity and stable
commodity prices

— Political unrest in oil producing countries may result in supply
disruption and higher prices
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Current Economic Environment

 US housing market recovery expected to be accretive to
economic growth

— Home prices nationwide have risen for 18 consecutive months

o US fiscal policy expected to affect growth and increase
uncertainty in markets

 FED expected to continue unprecedented monetary
stimulus into 2014

— Withdrawal of stimulus likely to increase volatility in global markets
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Investment Life Cycle

Complacent

Concerned

Capitulate

Barclays
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Disciplined Investors Prepare for
Unexpected by Using Best in Class

Governance
Strong Policy
Governance
_ Strong
Cont_lnual Investment
Reviews Team
Portfolio Di ificati
ereservation of Capital Market
* Liquidity for a RESeElEn
Mature Plan
Judgment
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Performance vs. Fear

) Lehiman 4 Track Annotate News | T, Zoom
Last Price

M SPX Index (R2) 1704.76 +7.16 ?E_:::h‘ers
VIX Index (R1) 14.53 +15 Collapsa

Taper Talkf
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It Really Was That Bad!

Percent Job Losses in Post WWII Recessions
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\ It is different this time
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Percent Job Losses Relative to Peak Employment Month
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| Dotted Line
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1 Year Chart of the 10 Year Treasury Yield

T. Last Price

K 2.9067

Sep ' Oct ' Nowv ' Dec ' Jan ' ' ' Apr ' May ' Jun ' ' ' Sep
2012 2013
USGG10YR Index (US Generic Govt 10 Year Yield) Daily 125EP2012-125EP2013 Copyright® 2013 Bloomberg Finance L.P. 12-Sep-2013 15:03:07
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5 Year Chart of 10 Year US Treasury Yield

M Last Price 29057
T High on 10/14/08 4.0772
-+ Average 2.6973
1 Low on 07/24/12 1.3875

2.9057

2008 2009 2010 2011 2012 2013
USGG10YR Index (US Generic Govt 10 Year Yield) Daily 13SEP2008-125EP2013 Copyright@ 2013 Bloomberg Finance L.P. 12-Sep-2013 15:04:00

OMERS
BUILDING
RETIREMENT

SUCCESS
TOGETHER




Interest Rates and the Fed

Opération Twist

Ww LWMWM\W M W

2008 2009 2010 2011 2012 2013
USGG10YR Index (US Generic Gowvt 10 Year Yield) Daily 13SEP2008-125EP2013 Copyright€ 2013 Bloomberg Finance L.P. 12-Sep-2013 15:15:51

T High on 10/14/08 4.0772
- Average 2.6973
1 Low on 07/24/12 1.3875

‘E. Last Price 2.9076
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Policy Response to Unemployment

— Unemployment — Unemployment U6 10 Year Treasury

Track: Annotate: = News Zoom

Lehman
Brothers Taper Talk
Collapse
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Global Debt Levels

Higher debt NN

[ Lower debt

v

KB {2002][2003][2004] 2005 | {2006] {2007 | 2008} 2000} [2010]

[2011 ] {2012} [2013} {2014 | |;§

33

Greece L

Public debt: $264,107,267,760
Public debt per person: 5$32,126.98
Population: 11,314,371

Public debt as % of GDP: 155.50%
Total annual debt change: -12.5%

United States -

Public debt: $12,619,968,032,787
Public debt per person: $39,967.41
Population: 315,005,448

Public debt as % of GDP: 78.7%4
Total annual debt change: 12.994

Germany v

Public debt: 52,794,525,126,612
Public debt perperson: $34,218.53
Population: 81,721,557

Public debt as % of GDP: 83.5%4
Total annual debt change: -0.00%
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Top Ten Countries Deleveraging
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What Deleveraging?
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Consumer Debt Decrease In Q1 '13

15 15
= Mortgage ®HE Revolving ®AutoLoan ®Credit Card ®StudentLoan = Other
201204 Totak $11.34 Trillion
201203 Total: 511.31 Trillion
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Source: FRENY Consumer Credit Panel/Equifax
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MERS Roles and Responsibilities

MERS Retirement Board

» Acts as sole fiduciary and sets general
investment policy

Investment Committee

» Serve as the Board’s investment policy
development arm

» Approves recommendations to hire and fire
core mandate managers

Portfolio Review Committee

* Internal decision making group

 Makes recommendations to Investment
Committee

Office of Investments

» Responsible for day to day investment
management activities

BUILDING
RETIREMENT

SUCCESS
TOGETHER

37




zf@ MEKS@

Defined
Benefit Portfolio
Overview



MERS Long-Term Objectives

MERS Defined Benefit Investment Objectives

Investment Rate Assumption 8% Return
Strategy Preserve Capital
Real Rate of Return Consumer Price Index (CPI)
+ 3.5%
Historical CPI
As of 9/17/13 1.5%
As of 9/14/12 1.7%
As of 9/15/11 3.8%

©MERS
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Investment Results

25.0%

20.0% -

15.0% -

10.0% -

5.0% -

0.0% -

-5.0%

As of 6/30/13,
25 year return: 8.55%

20.6%
19.1%

July outperformed the three year by over 50bps
with positive absolute returns for every time period

18.5%

July returned 10.82% for the three year

One Year

4% 11.4%
10.6% 11.1%

8.2%

8.7%

5%  7.5% 7.8%7'8%7.7%

5.7%
5.2%5.2%

5.3%

Three Years

Five Years Seven Years Ten Years Fifteen Years Twenty Years

m S&P 500 Index

MERS Total Fund

m Barclays US Aggregate Bond Index m MSCI EAFE Index

mMERS Policy Index — Actuarial Assumed Rate
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Growth of $10,000

$76,549

$47,198
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Management Objectives

 Enhance the portfolio’s performance and efficiency

« Maintain above median peer rankings for three, five, and
ten year time periods

* Integrate and develop industry best practices into MERS
portfolio management model

e Qutperform Policy Benchmark for the three year period
Net of Fees
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Peer Comparison

17% S

15%

-
o —

] ©
5% — - * *

1% ﬂ

R - =
T
1 Gtr 2 Qtrs 3 Qtrs 1Yr 3Yrs 5Yrs T7Yrs 10 ¥rs
Sth Percentile 1.60 T.79 9.93 1544 1316 T12 6.93 865
25th Percentile 0.94 6.56 8.82 13.86 12.21 5.64 570 785
50th Percentile 027 573 T.52 12 86 11.63 4 BT 535 729
75th Percentile 043 465 7AT 11.83 10.79 424 493 6.04
95th Percentile -143 224 447 915 8.61 319 434 610
MNo. of Obs T [+ 65 (i) 64 64 58
& MERS TOTAL PLAN With O 0.10 56 487 70 6.10 85 1147 81 11.41 55 446 69 523 58 753 39
&1 pMers Total Plan Custom BM =~ 036 74 471 T3 566 9 1041 83 1.06 &8 493 50 526 &8 713
*  CPl+ 3.5% Annually 118 15 346 BT 354 97 531 100 590 100 485 51 560 32 601 96
@  Actuarial Rate 8% 194 5 3892 B85S 594 87 800 97 800 97 oo 2 o0 2 BOo0D 17
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MERS External Investment Managers

Fixed Income

[ MCKee

INVESTMENT
MANAGERS

First International
Advisors, LLC

@ JANUS

Insight that works for you.™

OAK STREET Real Estate Capital

Stone Harbor ™k

Investment Partners..

»

CREDIT SUISSE

Domestic & International
Equity Management

WELLINGTON

MAMAGEMENT

INVESTMENT

BNY MELLON

MANAGERS

~d\

MOUNTAIN PACIFIC ADVISORS

c_‘—-—-_

AN\

ACADIAN

O\ YO NINIVIS () SEIZERT

72 CAPITAL PARTNERS

CAPIT

DRIEHAUS CAPITAL MANAGEMENT LLC
Hellman, Jordan Management Company, Inc

E E-A-M

INVESTORS

Punch

A BOUTIQUE INVESTMENT ADVISORY

GLOBAL INVESTORS

BLACKROCK

]:W:[ IRVING MAGEE
INVESTMENT MANAGEMENT LLC

[N MCKec I

Kennedy Capital Management”

i MORGAN-+DEMPSEY

CAPITAL MANAGEMENT, LLC

’0

Alternative Asset
Management

The Townsend Group
»

CREDIT SUISSE

Australian Pastoral Funds Management

Tue CArRLYLE GROUP

Mesirow Financial

Cargill G SLFTON

cdl\

MOUNTAIN PACIFIC ADVISORS

GLOBAL INVESTORS

Q‘“—

0 CenterSquare

INVESTMENT MANAGEMENT


http://csmckee.com/home.htm
http://www.shiplp.com/
https://www.tcw.com/
http://www2.blackrock.com/global/index.htm
http://wellington.com/index.jsp
http://csmckee.com/home.htm
http://www.kennedycapital.com/index.php
http://www.bnymellon.com/index.html
http://www.seizertcapital.com/index.html
http://eudaimonia-invest.com/index.html
http://www.cargill.com/
http://www.mesirowfinancial.com/default.jsp
http://carlyle.com/index.html

MERS Internal Asset Management

 Domestic Equity Indices $1,550 million
— S&P 500 Index (Large Cap)
— S&P 400 Index (Mid Cap)

— S&P 600 Index (Small Cap) -
2014

 Domestic Equity Active
Management

— Micro Cap External

e Short-term Fixed Income Management
Portfolios

— Dedicated Cash
— Commodities

« Tactical Cash Management

Internal
Management

As of June 30, 2013

i .
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Cost-Effective Investment
Management Fees

Total Portfolio* 21.54 bps
Portfolio Income** 6.10 bps
Net Portfolio Expense 15.44 bps

bps = Basis Points or 0.01% 100 bps is equal to 1%.

* Total Portfolio expenses paid from cash (Annualized)
** Portfolio Income = Securities Lending and Commission Recapture

As of June 30, 2013

-L Y
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MERS Program Asset Totals

Defined Benefit Plan $7.0B
Defined Contribution Plan $ 421.2M
Retiree Health Funding Vehicle $ 436.0M
Health Care Savings Program $ 744 M
Investment Services Program $ 8.6 M
457 Supplemental Savings Program $ 9.7 M

s 7009

As of June 30, 2013
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MERS Investment Menu

« Historically, participants have had to MERS Retirement
make a lot of complex decisions in a
self-directed plan « Default fund for the

« MERS sought to improve participant MERS Defined

] ) Contribution Plan
outcomes by developing a strategic and
streamlined investment menu

* Nearly half of
participants are in

e The MERS Investment Menu has a g‘:ti';’éiiit
concentrated list of options to provide Strategies funds
guality over quantity, following industry (47.6%)

best practices

— Options are grouped into four logical
“sleeves” that participants can identify with,
which assists in simplified decision making

=N
. N
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Benefits of MERS Investment Menu

« MERS is the fiduciary, meaning we have an obligation
to place the participant’s interest first in making any
decisions about the plan

e The MERS Retirement Board and the MERS Office
of Investments:

— Actively monitors and select the fund lineup and
investment managers

— Ensures quality investment options are offered

— Negotiates fees that individuals would not be able to
negotiate on their own

©MERS
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Retirement Strategies

Target Date Funds
For those who want a simplified way to invest

o Complete diversified investment fund

» Assets change from aggressive to conservative
as participant approaches selected retirement age

and through retirement

« Default investment selection, based on projected
retirement age 60
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How the Glide Path Works

100%
80%
60%
Z
b=
E 40% i
Stocks
20%
0% . : . . i i . _
45 40 35 30 25 20 15 10 5 0 5 10 15 20
Years Before Retirement Retirement Years After —»
Objective: 3 Objective: p Objective: . Objective:
Aggressive growth : Moderate growth Income with growth . Preserve spending power

*Other includes Global Real Estate Investment Trusts (REITs) and Commodities
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Diversified Portfolios

MERS-managed portfolios
For those who want a fully diversified, professionally
managed portfolio they are in charge of changing

2

* Professionally managed by MERS

e Customized to participant’s risk preferences

« Each have target allocation mix rebalanced
(or readjusted) gquarterly

©MERS
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How Diversified Portfolios Work

Capital
Appreciation
Fund

Established
Market Fund

The four funds to
the right are made

Total Market

Fund up of varying
segments of the Sltioad
MERS Total Market Income Fund
Fund

Capital
Preservation
Fund

Growth
QOriented

Moderate
Growth

Conservative
Growth

Income
Oriented

80% Stock
20% Bond

60% Stock
40% Bond

40% Stock
60% Bond

20% Stock
80% Bond
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Expanded Funds

Building and fine-tuning your own portfolio
For the investor who knows their goals, risk tolerance and time
horizon and wants to build or add to their current portfolio

» Gives experienced investors a variety of funds
to select from

 Can be a great addition to the other categories
and help to further diversify investment portfolio
and fine-tune strategy

« MERS actively monitors the selection of funds to
ensure quality

/ ©MERS
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@ Self-Directed Brokerage Window

More choices for experienced investors

For the experienced investor who wants access to
even more options

e GIves access to over 1,000 additional
Investments:

— Individual securities

— Mutual funds in a variety of share classes

e Certalin restrictions apply
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Benefits of MERS

« MERS takes on fiduciary responsibility
— We proactively maintain the IRS qualified status of plan

 We actively manage the investment menu to
ensure quality funds are offered to participants
 Fees

— One of the greatest benefits provided by MERS is our
ability to pool assets

— We follow the Department of Labor fee disclosure rules
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Selection and Monitoring of Menu
Options

« Performance exceeding 50 percentile of peers
over last three years

 |nstitutional share class availability

« Morningstar rating of three stars or higher
* EXpense ratio better than peer average

« Stability of the investment team

* Reputation of the fund company

 Outside mutual funds must meet
above objectives /" ©MERS
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Contact Us

MUNICIPAL EMPLOYEES' RETIREMENT SYSTEM
1134 Municipal Way
Lansing, MI 48917

800.767.2308
Fax: 517.703.9707

www.mersofmich.com
www.myvmers.mersofmich.com

This presentation contains a summary description of MERS benefits, policies or procedures. MERS has made every
effort to ensure that the information provided is accurate and up to date. Where the publication conflicts with the
relevant Plan Document, the Plan Document controls.
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http://www.mersofmich.com/
http://www.mymers.mersofmich.com/
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