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Who is MERS?




MERS of Michigan

MERS is an independent professional retirement services
company that was created to administer the retirement plans
for Michigan’s local units of government on a not-for-profit basis

84% of local units of government

";MEFLS choose MERS

Municipal Employees’ Retirement System

We provide reliable retirement benefits
to over 100,000 public employees

MERS creates economies of scale by pooling
together $11 billion in total assets

We offer a broad range of flexible and customizable plans to fit our
customers’ budgets, needs and goals
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An Independent Elected Board

« MERS is governed by an

elected board that operates o
without compensation .2::‘“;;"

i T

" MERS Retirement Board

e Our board is committed to

accountablllty and transparency; is responsible for administration of the
holding the line on costs; and system with fiduciary responsibility for

Watching out for the best interest of the investment of assets and oversight.

our members

« MERS provides customers with peace of mind
because the MERS Retirement Board takes
on the sole fiduciary responsibility of their plan

MERS of Michigan | 5 @M :

Municipal Employees' Refirement System ~




One Size Does Not Fit All

« Each municipality has
unique needs

* We offer a broad range ¢

of customizable plans "™
and services
* We listen to our e
members and i
continuously add new
products and tools to
Other Post

meet their needs
(OPEB)
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Public Sector Retirement Options

Defined Benefit Hybrid Defined Contribution
* Lifetime benefit that « Combines the best of * Benefit based on
does not fluctuate both plans account balance
with investment gains + Benefit and » Fixed contributions
or losses contributions vary + Funded by the
» Contributions fluctuate » Funded by the employer, employee
* Funded by the employer, employee and investment
employer, employee and investment earnings
and investment earnings
earnings

457 Program

« Supplemental savings account that can be added to any retirement plan
» Voluntary and flexible employee contributions
* Pre-tax and Roth options

Municipal Employees' Refirement System ! &
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MERS Retirement Plan Customers

MERS partners with

946 municipalities*
Some municipalities have
multiple plans

Defjneql Defined
Contribution Benefit
408 747

*As of 7/31/2019
-~
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Plan Administration

MERS provides full service administration of our retirement plans

Plan On-Staff

Governance Auditor Legal Counsel

Actuarial
Services

Administration
of Benefits

Financial
Reporting

Participant
Education and
Resources

Portfolio
Management
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Pooling Powers Financial Security

« Each municipality’s retirement  Pooled assets for
plan is maintained in a buying power
separate trust

« MERS pools assets for
Investment purposes, which
provides huge benefits to
members, including lower
administrative costs

Separate accounts to maintain each
municipality’s security

el @ g
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How Defined Benefit
Plans Work




Lifetime Benefit for Career Employees

Lifetime .

Retirement
Benefit

"Pension"
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Defined Benefit Formula

Final Average
Compensation

Service Credit "~ Benefit Multiplier Annual Benefit

The benefit formula is comprised of three components:
 Final Average Compensation
« Service Credit

» Benefit Multiplier

MERS of Michigan | 13 @.EM,E;KS is




Final Average Compensation

Final Average +  Service Credit *  Benefit Multiplier Annual Benefit

Compensation

« Average of the highest consecutive wages

« Majority of divisions use a 3 or 5-year period
— 3-year period (47%)
— 5-year period (52%)

* The average compensation is $53,488
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Service Credit

Final Average
Compensation ¢ Service Credit

Benefit Multiplier Annual Benefit

« Earned for each month of work that meets the
employer’s requirements

« To reach an 80% income replacement rate, a

participant would need to work approximately 32 years
(with a 2.5% multiplier)
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Benefit Multiplier

AR Service Credit Annual Benefit

Compensation Benefit Multiplier

« Benefit multiplier is a specific percentage adopted by the employer

« About a third of divisions have a 2.5% multiplier
— No new divisions are adopting this provision
— Higher multiplier divisions may have opted out of Social Security

m <1.50%
Distribution of Benefit Multipliers m 1.50% to <2.00%
m 2.00% to <2.25%
7% 16% 17% 3% 1w 2.95% to <2.50%
m 2.50% to <2.75%
W >2.75%

MERS of Michigan | 16
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Annual Benefit

Final Average

Service Credit Benefit Multiplier . Annual Benefit

Compensation

» To be eligible to receive a benefit an employee must meet
both age and service requirements (also called vesting)
— Majority have an eligibility age of 60
— 2/3 of divisions have a vesting period of 10 years

« Current benefits being paid out
— 41,350 retirees and beneficiaries
— Average annual benefit is $21,982
— Average age at retirement was 59
— 1in 5 open plans offers a cost of living adjustment

e
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Lifetime Benefit Stability

 The calculated benefit
will not change with I
Investment market

. R - Defined Benefit Payments
fluctuations

 Retirement benefits of J I I I I

municipal employees Benefit Stability
are constitution a”y Benefits remain consistent

regardless of the
protected investment market.
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The Fundamentals of
Pension Funding




Prefunding the Benefit

» Defined benefit plans are pre-funded during the
employee’s career

« Contributions are typically made by both the employee
and employer

Employee % 3

\

L ) Employer

.

Contributions
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Contributions are Invested Long-Term

MERS strategically invests the contributions with a
prudent long-term approach to provide downside
protection with upside participation
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Pooling Assets

« MERS pools assets for investment purposes, providing
our members the benefit of investing with a $11 billion
pool of assets

« Each municipality’s assets are maintained in
separate accounts

OMERS E
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Investment Earnings

MERS’ investment earnings actually fund more than
half of the benefits

ﬁ

zvestm ents

Contributions
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Determining
Annual Contributions




Determining Annual Contributions

* The cost of the plan is determined annually and
provided in the Annual Actuarial Valuation (AAV)

* Defined benefit plan costs vary by municipality and
depend on the benefit plan design and other plan-
specific details

 The ultimate cost will not be known until the last
retiree/beneficiary stops drawing
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Calculating the Total Annual Contribution

Total Annual
Contribution

MERS of Michigan | 26
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Employer Contribution

The employer contribution is made of up two parts:

« Employer Normal Cost — Present value of
benefits allocated to the current plan year less any
employee contribution

« Amortization Payment of Unfunded Accrued
Liability — Payment to reduce any shortfall between
liability for past service and assets

Employer Amortization — Employer
Normal Cost + Payment of the UAL jigue Contribution

e
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Average Contribution Amounts

i 0)
Approximately 6.4 /6 of Employer contributions
open plans require
L to these plans average
employee contributions to about 13% of pavroll
their defined benefit plan pay

Employee L ) Employer

On average, those
employees contribute
about 6% of their pay

Contributions

MERS of Michigan | 28
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Highlights of Your Annual
Actuarial Valuation (AAV)




About the Report

* This report is prepared by MERS
actuary, in conformity with:

— Generally recognized actuarial
principles and practices

— The Actuarial Standards of
Practice issued by the Actuarial
Standards Board

— Compliance with Act No. 220 of the
Public Acts of 1996

— MERS Plan Document

* The report is delivered by
June 30 of each year

MERS of Michigan | 30

Other Plan Information

* Quarterly Statement of

Fiduciary Net Position

* |nvestment Policy Statement

Investment Performance and
Cost

 Plan Handbooks
» Comprehensive Annual

Financial Report (CAFR)




Purpose of the Report

* Measures funding progress

 Establishes contribution
requirements for the following
fiscal year

* Provides actuarial information in
connection with applicable
Governmental Accounting
Standards Board (GASB)
statements
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Executive Summary runded Ratio

Funded Ratio

The funded ratio of a plan is the percentage of the dollar value of the actuarial accrued liability that is covered
by the actuarial value of assets. While funding ratio may be a useful plan measurement, understanding a plan’s
funding trend may be more important than a particular point in time. Refer to Table 7 to find a history of this
information.

12/31/2018 12/31/2017
Funded Ratio* 74% 75%

* Reflects assets from Surplus divisions, if any.
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Executive Summary Required Employer Contributions

Required Employer Contributions:

Highlights

Your required employer contnibutions are shown in the following table. Employee contributions, if any, are in

addition to the employer contributions. Changes to the actuarial assumptions and methods based on the 2015 c x
« Contributions shown for

both Phase-in and No

Experience Study are phased-in over a 5-year period. This valuation reflects the fourth year of the phase-in.

Your minimum required contribution is the amount in the “Phase-in” columns. By default, MERS will invoice

you the phased-in contribution amount, but strongly encourages you to contribute more than the minimum Phase_ln for 201 9 & 2020
required contribution. If you requested and have been billed using No Phase-in rates, your 2019 rates will
continue to use the No Phase-in method. If you have been billed using the Phased-in rates and wish to change f|Sca| yearS
to rates based on No Phase-in, please contact MERS
R P o A » Shows employee
Phase-in No Phase-in Phase-in No Phase-in Phase-in No Phase-in Phase-in No Phase-in . .
Vahuation Date | 12/31/2008 | 12/3vzoi8 | 1232007 | sapsyear | ziaow | sjsyens | wsuaon | gy | contribution rates
lanuary 1, January 1, January I, January 1, January 1, January 1, January 1, January 1,
— e . = - = = = - * Includes optional additional
crifaeey P man|  am| x| a funding considerations and
11~ Admin-Super 13689 15,008 S310 9,548 . .
20- Command Officers 184.25% 158 32% B1.82% 85.76% 8,065 8,243 7,39 7,755 |nf0 rmation
Municipafity Total s wams|s  wawnls %163 |5 105,553
* Key factors that impact
/i }1 1 D 5. " . .
Employee contribution rate ChangeS in Contr|but|0ns
Employee Contribution Rate
Valuation Date: 12/31/2018 12/31/2017
Division
01 - General 5.50% 5.50%
02 - Sheriff 5.50% 5.50%
11 - Admin-Super 0.00% 0.00%
20 - Command Officers 7.50% 7.500%%
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Executive Summary What If Scenarios

« Annual Actuarial Valuations include “what if’ projection scenarios,
including the recently adopted 7.35% rate of return and 3.0% wage

inflation assumptions

 MERS highly encourages you to review these scenarios and make
additional contributions, if possible

Assumed Future Annu, tment Retumn
Valuation | Fiscal Year Computed Annual Lower Future Valuation
Year Ending | Beginning |Actuarial Accrued Funded ploy 12/31/2018 Valuation Results Annual Returns umptions
12/31 /1 Liability Valuation Assets” Pe G ibution Investment Retumn Assumption 5.75% 75%
Wage Increase Assumption 3.75% 75%
7.75%'/3.75% Accrued Liability 19,081, 15,978,582 15,478,372
Tt icorcy Valuation Assets’ 10,380, 10,380,846 10,380,846
2018 2020 S 15478372 | S 10,380,846 67% S 775,680 S v
2019 2021 |s 1590000]5 10,500,000 66% $ 804,000 [Unfunded Accrued Liability 8,700,001 | ¢ 5,597,736 | 5,097,526
2020 202 |$  16300000(S5 10,900,000 67% $ 837,000 | |Funded Ratio ‘ 65% 67%
2021 2023 S 16,600,000 | S 11,200,000 67% S 877,000
2022 2024 S 17,000,000 | 11,500,000 68% 5 718,000 | [Monthly Normal Cost 28,38 17,741 17,857
2023 2025 S 17,300,000 | 5 12,000,000 69% $ 745,000 [|Monthly Amortization Payment 65,2800.5 51,300 46,783
7.35%/3.00% Total Employer Contribution’ 93,669 69,050 54,640
NO 5-YEAR PHASE-IN
2018 2020 S 15,978,582 | 10,380,846 65% S 82¢
2019 2021 S 16,400,000 | S 10,400,000 63% s 854,000
2020 2022 S 16,700,000 | S 10,800,000 65% S 883,000
2021 2023 S 17,100,000 | S 11,200,000 65% S 919,000
2022 2024 S 17,400,000 | S 11,500,000 66% s 762,000
2023 2025 S 17,600,000 | S 12,000,000 68% S 786,000
5.75%/3.75%
NO 5-YEAR PHASE-IN
2018 2020 S 19,081,517 | $ 10,380,846 54% S 1,124,028
2019 2021 S 19,500,000 | 10,300,000 53% S 1,170,000
2020 2022 S 20,000,000 | S 10,800,000 54% S 1,210,000
2021 2023 S 20,300,000 | S 11,400,000 56% S 1,260,000
2022 2024 S 20,700,000 | S 11,800,000 57% S 1,120,000
2023 2025 S 21,000,000 | § 12,500,000 60% S 1,150,000

@©MERS '
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Flow of Valuation Assets

Table 5: Flow of Valuation Assets

Investment
Year Income Employee Valuation
Ended Employer Contributions Employee (Valuation Benefit Contribution Net Asset
12/31 Required Additional Contributions Assets) Payments Refunds Transfers Balance
2008 426,292 S 175,614 | S 795,011 $ (734,866)| S (25,971) (ol IS 18,088,338
2009 415,922 178,040 866,315 (835,589) (3,669) 0 18,709,357
2010 479,348 160,197 1,028,369 (942,657) (20,969) 0 19,413,645
2011 522,378 $ 0 178,443 999,074 (1,091,843) (2,059) 0 20,019,638
2012 446,350 0 159,904 882,738 (1,177,817) (73,514) 0 20,257,299
2013 530,805 0 151,910 1,191,721 (1,254,417) (45,162) 0 20,832,156
2014 536,464 0 133,658 1,181,290 (1,327,944) (55) 0 21,355,569
2015 612,364 0 120,866 1,035,710 (1,439,455) 0 0 21,685,054
2016 666,043 0 115,921 1,099,608 (1,516,313) (3,786) 0 22,046,527
2017 822,418 0 113,029 1,324,304 (1,559,983) (2,702) 0 22,743,593
2018 962,177 0 103,634 826,856 (1,716,616) 0 0 22,919,644
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Funding Level Detalil

Table 6: Actuarial Accrued Liabilities and Valuation Assets
as of December 31, 2018

Actuarial Accrued Liability Unfunded
Vested (Overfunded)
Active Former Retirees and Pending Percent Accrued

Division Employees Employees Beneficiaries Refunds Total Valuation Assets Funded Liabilities
01- General S 3,477,246 | $ 635,904 | S 11,144240| S 39,928 S 15,297,318 $ 11,557,349 75.6%| S 3,739,969
02 - Sheriff 4,157,113 223,565 5,707,309 21,604 10,109,681 7,703,866 76.2% 2,405,815
11- Admin-Super 1,262,825 0 1,926,920 0 3,189,745 2,329,962 73.0% 859,783
20- Command Officers 396,510 0 2,188,49% 0 2,585,006 1,328,467 51.4%) 1,256,539
Total S 9,293,694 | $ 859,469 | $ 20,966,965 | S 61,622| $ 31,181,750| $ 22,919,644 73.5%| $ 8,262,106

Please see the Comments on Asset Smoothing in the Executive Summary of this report.

Municipal Employees' Refirement System
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Plan Costs

*Plan costs vary by municipality and depend on the
benefit plan design selected by the municipality

*MERS administrative and investment costs are found
on your guarterly statements

O©MERS

Bampe [ngomer brvemss fram

1134 Murecipal Way

0) 7678377

Custoner Nuror. 450001

Statement of Fiduciary Net Position
For the Quarter Ended 12312018

Outstanding Accourts Recervable at 1273172018 S0 00

Reantvw for Employen Contritmitions
Basgaining Unn Bolance as of  Invoiced & Other TransSers EE Refunds Interest on EE Balance s of
00018 Contriburions Baloce 12015010
S5020101 ST42051 04 $5.300 57 (8485 00) 0% $18. 72832 $TIG208.3%0
S020102 LTLAR B L S0, 151 45 $1517 59 $0 00 $19.0917 66 LUYARIIR 1
as020101 $90.093. 71 §000 000 $000 5236545 =2 85317
65020120 $71.406 32 530 25 {($771.04) $0 00 $1.765.60 $73.35% 1)
Totsd $1.697.411 34 $20 400 3 (82,753 63) $0.00 $42,502 05 1,757 860 07
| R tow Ensployes C. and Beosfit P
Baggaining Unin Balence as of  lovoiced & Othes Translers & Fous Banufits Paid Net | Admin Exp
30200 Contributions Income
5020001 $10.558 676 98 $1t4a 0 $46500 ($262.963 31) (5530958 20) 55,589 71)
5020102 $6672521.13 sitanw $1.5175% 1$110,13532) (8426 070 5 {83,707 96) 86,211,535 51
5020111 $2,175.062 52 $2¢ 294 00 $00 $58,106 19) 15126 436 16) ($1,22354) 2,00 691 65
&S020120 $1.245 464 08 §$8.565 589 $TT104 (542 045 65) ($72,712.72) (8547 53) S11354 11
Total 065142473 $232 105 =2 $2.75363 (8453 251 47) 1$1.255,170.01) {311,068 14) $15,166 78582
| Combined Resurvus |
Balance as of  Involced & Other Transbers Benefits Paid Net Investme Admin Expenses alance as of
2202098 Contributions Inco 123102010
Totad 22 M8 8307 $262 50619 000 (8453251 .47) ($1. 21237593 {$11.068 34 20 524 646 50
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Cost Control Measures

 Strong cost control measures o
have helped MERS hold the Administrative Gosts
: .. i Plan governance
line on administrative costs

On-staff auditor

— In 2018, our administrative costs Legal counsel
were equal to our expenses back » State and Federal
in 2009 legislative advocacy
« Financial reporting
— Since 2009, MERS has gained « Administration of benefits
272 municipal customers; an Actuarial services
Increase of more than 42% Participant education

and resources
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Other Resources

Employer Navigation
Work Soenanos »
Expenence Study »

Annud Actuanal Valuatons (AAV) »

Cnanging to the MERS Defined
Contnbution Pian »

Untunded Liatidy »

Other Post-Employment Benefils

OFPEB) »
Wage and Contubution Repoding »

Resources »
Programs »

Cuich Links
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Annual Actuarial Valuations

The annual actuanal valuation (AAV) Is an iImportant tool to help
you budaet for your munscipaiity’s retirement benefits, wath

2
f

-

Information s ic to your municipality’s retirement plan. While
MERS pools assets for investment purposes, individual accounts

are maintained for each munscipality, Each entity 1s responsible

far the employer contributions needed to provide benefits for s

employees and former employees. To see a consolidated report of all MERS plans. please glick here

aluation s a report provided to you as a snapshot of your MERS Defined Benefit Plan
year, The report provides insight ta y

The annual actu

as of December 31 exc our plan's liabilities, funding levels,

contributions for both the employer and employee, and important GASE Information, The information n the

report will provide your contnbution rates for your follovang f

When To Expect Your Report

You canexpeact your report to amve by June 30 for the previous catendar year. For instancs, you can
expect the 2018 report to amive by June 30, 2019, This report will contain contnbution rate information for
the 2020 fiscal year

Understanding Your Annual Actuarial Valuation

This quide outlines vsection of your report, as well as answers to some frequently asked guestions. For

more information, please contact your MERS Regional Manager. Click the section title for more information

©MERS S
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Best Practices




Experience Study

« As part of our fiduciary responsibility,
we check assumptions at least every
five years

« Compares actual experience of the plan
with the current assumptions to
determine if changes are necessary

* |In today’s ever-changing world,
there is a need to review economic
assumptions more frequently so that
plans can make incremental changes

* The review of our demographic
assumptions will begin in 2019
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Sound Funding Policies

* Encourage extra contributions through
J market volatility scenarios

Q  Establish a minimum funding threshold that
prevents plans from running out of assets

& * Implement a fixed amortization policy that
-9\ gives plans a specific date by which all
known obligations will be fully funded
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Benefit Enhancement Modeling

$
>
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* For any benefit enhancements, municipal
plans must be fully funded

 Actuarial reports illustrate financial impacts
of benefit changes by providing cost
projections of at least 5 years




Pension Spiking Mitigation

 Avoid “pension spiking” by limiting lump
sum payouts into final compensation

 Actuarial loads are applied to groups that
have demonstrated a history of Final
Average Compensation increases
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Ready to Learn More about Unfunded Liability?

« MERS works in partnership with our members to
ensure that each municipality is making reasonable
progress to achieve full funding

« We offer many options to help reduce UAL, with a
variety of programs and provisions to fit each
employer’s unique needs

 Attend Defined Benefit Mechanics - Part 2: Managing
Unfunded Accrued Liability
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Contacting MERS of Michigan

MUNICIPAL EMPLOYEES’
RETIREMENT SYSTEM

1134 Municipal Way
Lansing, Ml 48917

800.767.MERS (6377)
www.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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