
To Bond or Not to Bond: 
Is That Your Question?
Moderator: Leon Hank, MERS Chief Financial Officer 



Panelists

• Karen K. Ruddy, CPA
Finance Director/Treasurer
City of Bloomfield Hills

• Rob Sarro
County Administrator
Allegan County

• Harlan Goodrich
Municipal Finance Manager
Michigan Department of Treasury
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Objective of Today’s Panel 

• Case studies from two municipalities who 
have bonded 

• Insight from Treasury on their process
• Other conference sessions 
• Q&A 
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Background 
• What is a pension obligation bond (POB)?
• Key considerations and outcomes 
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Karen K. Ruddy, CPA
Finance Director/Treasurer
City of Bloomfield Hills



City of Bloomfield Hills
Pension Bonding 



Main Points

• Why bond
• How did the plan become underfunded
• Before bonding – reducing future liability
• Education
• First steps in the process
• Timeline for bonding
• Current status
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Pension Bonding decision was 
based on:
• Promises made to employees in the 

defined benefit plans
• Projected possible cost savings
• Predictability of annual payments for 

budget purposes
• To move new employees into a defined 

contribution retirement plan
• OPEB bonding was considered, but 

decision was not to bond 8



When and How Did this 
Liability Accrue?

• 1993 plan was overfunded
• 1994 increased wage benefits
• None or little ARC payments made over the next 

three years (timing between actuarial results and 
ARC payments is 1.5 years)

• 1995 plan became underfunded
• 2000 plan multipliers increased
• 1999-2001 stock market affects investment return 

(dot-com collapse/911)
• 2008 housing market affects investment returns 9



Reducing Future Liability 
Before Bonding

• Reduced PSO multipliers
• Hired before 7/1/2009:  3% to 2.8%
• Hired after 7/1/2009: 2.5%

• Reduced DPW multipliers
• Hired before 1/1/2004: 3% to 2.5%
• Hired after 1/1/2004: 2.5%
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Education
Presented power point at televised Commission Meeting in May 
of 2014 covering:

• The City’s ability to bond for pension plan liabilities under Public 
Act 329 of 2012 

• Defined Benefit versus Defined Contribution
• Reason for the plan being underfunded 
• What the City has already done to reduce pension liability
• Potential Savings by bonding 
• Communicated that paying off the unfunded accrued liability 

would not assure the plan would not become underfunded in the 
future
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First Steps in the Process
1. Contacted Bond Attorney and Bond Advisor
2. Held two work sessions with Commission, Department 

Heads, Bond Attorney and Bond Advisor to discuss:
 Bonding for Pension, OPEB, both or neither
 Cost Savings?
 Buy in from Labor Unions to close plans and open defined 

contribution plans 
3. Information Needed
 Actuarial Reports
 Amortization schedules
 Comprehensive Report

4. Next Steps 12



The Bonding Process 
• City publishes a notice of intent to issue bonds, which starts a 45 day 

referendum period 
• 9/25/2014 - City Approves Bond Authorizing Resolution
• September – November

• Prepare and make available to the public a Comprehensive Financial Plan
• Prepare the Preliminary Official Statement
• Apply to State Treasury Department for approval to issue bonds 
• Receive Bond Rating
• Meet with Department of Treasury

• 11/26/2014 – State approves the City to issue bonds
• 12/3/2014 - Print and distribute Preliminary Official Statement
• 12/11/2014 - Pricing of the bonds
• 12/16/2014 – Print and distribute Official Statement
• 12/19/2014 – Closing on the Bonds
• Deadline to accomplish was December 31, 2014
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Current Status of the Plan
 Since the City paid off its pension liability in 

December 2014 the following has happened:
• MERS performed a 5 year study which:

• Increased mortality 
• Decreased the interest rate

 As of the most current MERS actuarial report for 
the year ended 12/31/2015, the city has an 
unfunded liability of $2.7 million
 The City believes:

• Future liabilities will be more manageable as the 
City will be more proactive in paying down liability

• In the long run the savings from bonding will out 
weight any additional new liability 14



City of Bloomfield Hills

Karen K. Ruddy, CPA
Finance Director/Treasurer
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Rob Sarro
County Administrator
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ALLEGAN COUNTY

PENSION BONDING

PART OF A BROADER STRATEGY

MERS CONFERENCE
SEPTEMBER 28, 2016



Discussion Points

• Overview of status pre - bonding
• What prompted Allegan County to explore bonding

• County Strategy
• Education and outreach, including working with elected officials
• Overview of the analysis conducted
• Decision making process 

• Analysis conducted
• Work with a consultant?
• Work with elected officials

• Conclusion/Update



Background

• Other Post Employment Benefits (OPEB) – County has generally not 
offered OPEB and does not have a material OPEB liability

• 1998 – Began closing Defined Benefit (DB) plans and offering Defined 
Contribution plans

• Historically made Unfunded Actuarial Liability (UAL) payments based 
on MERS minimum funding requirements

• 2006 – County began strategic approach to planning
• Recognized UAL as true liability that needed to addressed





Communication With Stakeholders (Education/Outreach)

•Pension issue/bonding was a key focus throughout process
•Teams are focused around organizational shared strategy:

• Examples:
– Executive Leadership Team 
– County Leadership Team
– Employee Engagement Team
– Joint Employee Group
– Service Area Teams
– Facilities Emergency Response Plan (FERP) Team

•Empowerment
• Educate entire organization on key processes

– i.e. Budget process

• Daily resolution/escalation paths





Measuring Performance

Key

Performance

Indicators

Key Focus Areas

Reserves

Operations

Debt

Projects and 
Capital

PLAN DO STUDY ACT

PLANS POLICIES



Reserves



General Fund Reserves & CIP

PTO Liability

$1M

Surplus

Pension Liability
$0M Bal    $18.6M Debt

CIP – Bldg & Inf= Surplus

+ Revenues

- Expenditures

15% Stabilization
$4.7M

10% Fund 
Balance $2.9M

Reserves – Surplus Allocation



General Fund Reserves & CIP

PTO Liability

$1M

Surplus

Pension Liability
$3M Bal    $18.6M Debt

CIP – Bldg & Inf
$3M $35M+ Needs

= Surplus

+ Revenues

- Expenditures

15% Stabilization
$4.7M

10% Fund 
Balance $2.9M

Reserves – Surplus Allocation



Bonding Analysis – Pre Bond Funding Level



Bonding Analysis – All DB Plans Closed, DC Plans for New Hires











Partner Role Contact Information

Financial Advisor Robert J. Bendzinski, CIPMA
Bendzinski & Co.
607 Shelby St, 
Detroit, MI 48226
313-961-8222 x1 Office

Bond Counsel Bowden V. Brown
39577 Woodward Avenue, Suite 300
Bloomfield Hills, Michigan 48304
248-203-0800 Direct
248-203-0700 Main
855-242-8120 Fax

Bonding Process – Service Providers/Partners



Partner Role Contact Information
Underwriter Louis C. Orcutt

Managing Director
Fifth Third Securities, Inc.
Public Finance Investment Banking
1000 Town Center, Suite 1400
Southfield, MI 48075
(248) 603-0465 office
(248) 417-1021 cell

Pension Administrator Michael Overley
Regional Manager
Municipal Employees’ Retirement 
System of Michigan
1134 Municipal Way
Lansing, MI 48917
800.767.MERS (6377)
517.703.9030 Local

Bonding Process – Service Providers/Partners



Bonding Process - Legal Debt Capacity

• Allegan County Maintains a bond rating of AA
• This was reviewed just prior to the pension Bond issuance







General Fund Reserves & CIP

PTO Liability

$1M

Surplus

Pension Liability
Pension Bond Plan

CIP – Bldg & Inf
$3M, $2.2/yr SRS 15yr

= Surplus

+ Revenues

- Expenditures

15% Stabilization
$4.7M

10% Fund 
Balance $2.9M

Reserves – Surplus Allocation



General Fund Reserves & CIP

PTO Liability

$1M

Surplus

Pension Liability
$5.7M  ($11M Market)   

CIP – Bldg & Inf
$3M, $2.2/yr SRS 15yr

= Surplus

+ Revenues

- Expenditures

15% Stabilization
$4.7M

10% Fund 
Balance $2.9M

Reserves – Surplus Allocation



Update – Addressing Remaining UAL Source: MERS, Managing UAL Closing 
the Gap in Unfunded Accrued Liability

Exploring this concept in 
addition to a second bond issue

Pursing a second bond issue



Update – Addressing Remaining UAL Source: MERS, Managing UAL Closing 
the Gap in Unfunded Accrued Liability



Update – Addressing Remaining UAL Source: MERS, Managing UAL Closing 
the Gap in Unfunded Accrued Liability



General Fund Reserves & CIP

PTO Liability

$1M

Surplus

Pension Liability
$5.7M  ($11M Market)   

CIP – Bldg & Inf
$3M, $2.2/yr SRS 15yr

= Surplus

+ Revenues

- Expenditures

15% Stabilization
$4.7M

10% Fund 
Balance $2.9M

Reserves – Surplus Allocation



Update – Addressing Remaining UAL/Conclusion 

• Issue second bond
• Bridge benefits (Change in multiplier)
• Reallocate $900K annually toward additional debt service from current 

Capital Improvement Plan
• Creation of a sinking fund for early payment of bonds

Conclusion/Suggestions
• Ensure bonding is the right tool for your organization and fits with 

your overall strategy and financial capacity
• Consider the Market Value as opposed to the Actuarial Value of assets.
• Look at Actuarial Value, consider more conservative earning rates.



Contact Information

Robert J. Sarro
County Administrator
Allegan County

rsarro@allegancounty.org

Please contact me if you would like additional 
information.

(269) 673-0239

mailto:rsarro@allegancounty.org


Harlan Goodrich
Municipal Finance Manager
Michigan Department of Treasury



Pension/OPEB Bonds

• Harlan Goodrich
• Michigan Department of Treasury
• Pension and Other Post-Employment Benefit 

(OPEB) Bonds
• Treasury does not advocate for or against the 

issuance of pension/OPEB bonds – that is a local 
decision, with the risks/rewards being weighed by 
the local governing body.



Statutory Authority

• Revised Municipal Finance Act, Public Act 34 of 
2001

• Section 518 added October 17, 2012 (PA 329 of 
2012)

• Section 518 sunsets December 31, 2018



Statutory Requirements

• County, City, Village, or Township
• Close Defined Benefit Plan and open Defined 

Contribution Plan (not hybrid)
• Publish notice of intent in local newspaper, wait 45 days 

for possible petition for referendum
• Prepare Comprehensive Financial Plan (See Section 

518(4) for details)
• Credit rating of AA- or higher
• Need approval from local governing body
• Need approval from Treasury
• Can’t change benefit structure or rescind closure of DB 

plan after bonding



Interested in Bonding?

• Call or email to discuss
• 517-373-3227
• Treas_MunicipalFinance@Michigan.gov
• We have a handout!
• Treasury has approved 13 pension applications and 

5 OPEB applications



Applying to Treasury

• Application for State Treasurer’s Approval to Issue 
Pension or Other Post-Employment Benefits (OPEB) 
Long-Term Securities (Form 5366)

• Budget 60 days to receive Treasury approval 
(application in, approval letter out)

• Meeting between municipality and Treasury staff in 
Lansing to discuss the bond issuance and address 
any questions.



Items to Submit

• Qualifying Statement (deficiency letter if needed)
• Application
• Local Governing Body Resolution (certified by clerk)
• Proof of Notice of Intent and Certificate of No 

Referendum (45 days)
• Comprehensive Financial Plan (post on municipality 

website)
• Credit Rating (AA- or higher)
• Copy of Covenant to Bondholders



Other Things

• If bonding for pension or OPEB, but not both, the 
Comprehensive Financial Plan should include a detailed 
description of the plan not being funded.

• Bonds shall not capitalize interest
• Bonds shall not mature beyond date final pension/OPEB 

payment would have been made
• Can fund up to 100% of Unfunded Accrued Liability (UAL), 

may fund less than 100%
• Do not have to close all divisions to bond; however, may 

only bond for closed divisions
• Bonds count against the municipality’s legal debt margin 

(10% of SEV)
• Bonds are federally taxable and state tax exempt



Actuarial Value or Market Value?

• Actuarial Value determined from most recent 
actuarial report or within 150 days of issuance

• Market Value determined within 150 days of 
issuance

• If issuing on the higher of the two, provide an 
explanation in the Comprehensive Financial Plan



Debt Service Schedules

• Provide debt service schedules for:
• Current Interest Rate
• Current Interest Rate plus 50 basis points
• Current Interest Rate minus 50 basis points



Net Present Value Savings 
Sensitivity Analysis
• Use debt service schedules and the following to 

calculate NPV savings:
• Expected Plan Rate of Return
• Expected Plan Rate of Return minus 100 basis points
• Expected Plan Rate of Return minus 200 basis points

NPV Savings Current IR Current IR+50 BPS Current IR-50 BPS

Expected UAL ROR

Expected UAL ROR-100 BPS

Expected UAL ROR-200 BPS



Next Steps 

57

• Consider attending Funding and Plan 
Design Strategies session 

• Contact your Regional Manager to review 
options and next steps  



Contacting MERS 
MERS of Michigan 
1134 Municipal Way 
Lansing, MI  48917

Phone: 800.767.6377
www.mersofmich.com

LET’S GET SOCIAL!
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