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1 S. Main St., 9th Floor
Mount Clemens, Michigan 48043
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AUDIT COMMITTEE
WEDNESDAY, APRIL 30, 2014
FINAL AGENDA
1.

Call to Order

2.

Pledge of Allegiance

3.

Adoption of Agenda

4.

Approval of Minutes dated February 27, 2014

5.

Public Participation (five minutes maximum per speaker, or longer at the discretion of the Chairperson

(previously distributed)

related only to issues contained on the agenda)

6.

Chair’s Comments

7.

Discussion on Potential Solutions to Retiree Health Care Unfunded Liability
a)

Bond Issue/Presentation by Finance Director Peter Provenzano (page 1)

(attached)

Presentation by Robert Daddow, Deputy Oakland County Executive (page 25)(attached)
Statement by John Axe, Bond Counsel (page 44)

(attached)

Related Documents:
- Public Act 329 of 2012 Summary/Public Act 329 of 2012 (page 56)
- Article: MAC Analysis on PA 329 for OPEB and Pensions (page 59)
- Article: Crain's Detroit: Oakland County's Handling of OPEB (page 60)
- Article: Center for Local and State Government Excellence Study:
Prefunding OPEB in State and Local Governments: Options and
Early Evidence - Oakland County Case Study (page 64)
- Opinion from GCSI on Extending Issuance Deadline for PA 329

(attached)
(attached)
(attached)
(attached)

MACOMB COUNTY BOARD OF COMMISSIONERS
David J. Flynn – Board Chair
District 4

Kathy Tocco – Vice Chair
District 11

Mike Boyle – Sergeant-At-Arms
District 10

Toni Moceri – District 1

Marvin Sauger – District 2

Veronica Klinefelt – District 3

Robert Mijac - District 5

James Carabelli – District 6

Don Brown – District 7

Kathy Vosburg – District 8

Fred Miller – District 9

Bob Smith – District 12

Joe Sabatini – District 13

AUDIT COMMITTEE
FINAL AGENDA
APRIL 30, 2014
b)

Employee Buyout Options to Minimize Liability
- Resolution to go out for RFP for Professional Services that will (page 65)
Evaluate Employee Buyout Options for Retiree Health Care

c)

Transfer Retiree Health Care Fund (both assets and liability) to Labor
Organizations
- Confidential Opinion from Corporation Counsel on Transferring Retiree
Health Care Fund (both assets and liabilities) to Labor Organizations

d)

Status Quo

PAGE 2

(attached)

8.

New Business

9.

Public Participation (five minutes maximum per speaker or longer at the discretion of the Chairperson)

10.

Adjournment

MEMBERS: Sabatini-Chair, Klinefelt-Vice-Chair, Boyle, Brown, Carabelli, Flynn, Mijac, Miller, Moceri, Sauger,
Smith, Tocco and Vosburg.
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REPORT
TO
THE COUNTY OF MACOMB
WITH RESPECT TO:

(1)

IT’S OBLIGATIONS TO IT’S EMPLOYEES IN
CONNECTION WITH RETIREES HEALTH CARE BENEFITS
TO BE PAID IN 2014 AND BEYOND

(2)

WHAT HAPPENS IF THE COUNTY CONTINUES TO
IGNORE ITS RISING UNFUNDED ACTUARIAL ACCRUED
LIABILITY AND IT’S DEBT TO IT’S EMPLOYEES
CONTINUES TO INCREASE

(3)

WHAT HAPPENS IF THE COUNTY STEPS UP TO
ITS OBLIGATIONS AND FULLY FUNDS IT’S NEW
ARC PAYMENTS IN THE FUTURE

DATED AS OF APRIL 30, 2014

PREPARED BY:
MUNICIPAL FINANCIAL CONSULTANTS INCORPORATED
21 KERCHEVAL AVENUE, SUITE 360
GROSSE POINTE FARMS, MI 48236
313-884-1550
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I.

SUMMARY OF THE COUNTY’S ACTIONS TO FUND
RETIREES HEALTH CARE LIABILITY SINCE 2001
AND WHAT HAPPENS IF NOTHING CHANGES
A.

2002 – 2012

During this period, the County abandoned its prior attempt to reduce its Unfunded
Actuarial Accrued Liability (“UAAL”) by failing to make the full ARC payments recommended
by its actuary.
The result was an increase of UAAL from $247,500,000 (at year-end 2001) to
$549,639,000 (at year-end 2012). AN INCREASE OF OVER 100%
B.

WHAT HAPPENS BEYOND 2012

Simply put, unless the County makes a drastic change in how it deals with its unfunded
health care liability, the liability is estimated to grow from $549,639,013 (as of December 31,
2012) to $960,628,210 in December of 2023 (see the chart set forth below). This is an increase
of 74% (from 2012 to 2023).
This occurs even though current budget projections include extra contributions (to pay
some of the ARC shortfall) of at least $4,000,000 each year beginning in 2017.
Unless something is done now, the County faces a very real prospect of never coming to
grips with this growing problem. While it is difficult to predict exactly what will occur in the
future, it is clear that the failure to deal with this problem has had terrible financial consequences
in the past continuing right up to the present in both the City of Detroit and Wayne County.
Certainly, their situation is worse (they have never funded the ARC) but Macomb County’s
underfunding of UAAL of 85% (as of December 31, 2012) is substantially worse than most other
counties in southeast Michigan.

The amount of required ARC payments (assuming the County does not intend to fully
fund the ARC in the future) together with the budgeted ARC payments as estimated for the years
2013 through 2023 are set forth below.
1

38

Annual Estimated Increase in Unfunded Actuarial
Accrued Liability (UAAL) in Future Years if Required Full ARC
Payments are Not Made in 2013 through 2023

Year
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
Totals

Budgeted
ARC
Payments (A)

Required
ARC
Payments (B)

Annual
Shortfall

$14,157,241
15,289,821
16,513,006
17,834,046
23,260,770
24,031,200
24,532,448
25,665,781
26,532,376
27,510,338
24,371,018

$44,167,490
45,803,348
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000

($30,010,249)
(30,513,527)
(28,486,994)
(27,165,954)
(21,739,230)
(20,968,800)
(20,467,552)
(19,334,219)
(18,467,624)
(17,489,662)
(20,628,982)

$239,698,045

$494,970,838

($255,272,793)

(A) based on estimates by the County Finance Department in January of 2014
(B) estimated by MFCI
(C) amount provided by County’s Actuary which assumed less than 100% funding
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2

Existing UAAL
($549,639,013) (C)
New UAAL
($597,955,514)
(647,082,292)
(692,946,353)
(736,683,539)
(771,683,699)
(805,443,467)
(838,396,226)
(869,524,318)
(899,257,193)
(927,415,549)
(960,628,210)
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II.

ALTERNATIVES TO TAKING NO
ACTION TO CORRECT THE PROBLEM

A. FULLY FUNDING THE UAAL BY ISSUING HEALTH CARE BONDS AND
DEPOSITING THE PROCEEDS IN A NEW INTERMEDIATE TRUST
WHICH WILL MAKE THE FULL ANNUAL PAYMENTS DUE EACH
YEAR TO THE VEBA TRUST SO THAT THE TWO TRUSTS
TOGETHER WILL BE 100% FUNDED
Once the County fully funds its existing liability to its employees for retirees health care,
its actuary will calculate the value of the total money in both trusts to determine the County’s
level of funding for the retirees health care. If there are increases in liabilities or decreases in
assets this would create a new UAAL. If there are decreases in liabilities this would mean the
County was more than 100% funded as Oakland County is today.
Taking action to achieve full funding immediately reduces the UAAL from $597,955,514
to $269,458,405.
As a result, the County may fully fund its existing unfunded actuarial accrued liability by
issuing $270,000,000 in bonds payable over twenty-five years.
An estimated debt service schedule for this bond issue is attached hereto as Appendix A.
If, the County full funds it existing liability, the annual ARC payments to be made to the
VEBA are reduced to the contributions shown on Appendix B attached hereto. These payments
will be made each year from the Intermediate Trust to the VEBA from the investment income
generated by the Intermediate Trust as shown in Appendix C.
III.

FULLY FUNDING BY ANNUAL PAYMENTS WITHOUT THE
INVESTMENT EARNINGS FROM THE INTERMEDIATE TRUST

The County could also fully fund the VEBA Trust by simply making the future ARC
payments from County funds (in the amounts set forth in Appendix A). However, if the County
does so, it will have to expend more than $236,032,000 extra since it will not have the benefit of
the earnings from the Intermediate Trust. A comparison of the two approaches for the period
between 2014 and 2039 follows:
3
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SUMMARY OF THE 2015 - 2039 IMPACT ON ALL FUND EXPENDITURES
COMPARING THE EFFECT OF FULLY FUNDING THE IMMEDIATE TRUST
BY YEAR END 2014 AND THE COST TO THE COUNTY IF IT DOES
NOT FULLY FUND THE INTERMEDIATE TRUST AND
INSTEAD USES ITS OWN FUNDS TO MAKE
THE REQUIRED ARC CONTRIBUTIONS

YEAR
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039

ANNUAL ALL
FUNDS PAYMENT
(If there is no
Intermediate Trust)

DEBT SERVICE
PAYMENT FROM ALL
FUNDS TO RETIRE BONDS
ISSUED TO ESTABLISH
INTERMEDIATE TRUST

DIFFERENCE

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

30,318,570.00
30,006,356.00
29,831,491.00
29,616,475.00
29,374,785.00
29,156,489.00
28,931,734.00
28,678,203.00
28,405,968.00
28,108,889.00
27,806,574.00
27,475,806.00
27,119,806.00
26,794,078.00
26,447,071.00
26,057,999.00
25,674,035.00
25,321,778.00
24,980,073.00
24,647,230.00
24,331,181.00
24,036,181.00
23,776,133.00
23,548,800.00
23,310,723.00
23,074,622.00

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

18,427,625.00
18,435,625.00
18,440,625.00
18,442,625.00
18,441,625.00
18,439,525.00
18,442,650.00
18,425,400.00
18,430,650.00
18,430,525.00
18,419,900.00
18,425,837.50
18,419,837.50
18,429,037.50
18,429,900.00
18,434,250.00
18,443,050.00
18,438,625.00
18,418,625.00
18,418,625.00
18,436,125.00
18,429,275.00
18,435,450.00
18,427,100.00
18,436,300.00

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

30,318,570.00
11,578,731.00
11,395,866.00
11,175,850.00
10,932,160.00
10,714,864.00
10,492,209.00
10,235,553.00
9,980,568.00
9,678,239.00
9,376,049.00
9,055,906.00
8,693,968.50
8,374,240.50
8,018,033.50
7,628,099.00
7,239,785.00
6,878,728.00
6,541,448.00
6,228,605.00
5,912,556.00
5,600,056.00
5,346,858.00
5,113,350.00
4,883,623.00
4,638,322.00

$

696,831,050.00

$

460,798,812.50

$

236,032,237.50
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APPENDIX A
$270,000,000
County of Macomb
Retirees Health Care Bonds, Series 2014
(Taxable Obligations)
ESTIMATED DEBT SERVICE SCHEDULE

Date
04/01/15
10/01/15
04/01/16
10/01/16
04/01/17
10/01/17
04/01/18
10/01/18
04/01/19
10/01/19
04/01/20
10/01/20
04/01/21
10/01/21
04/01/22
10/01/22
04/01/23
10/01/23
04/01/24
10/01/24
04/01/25
10/01/25
04/01/26
10/01/26
04/01/27
10/01/27
04/01/28
10/01/28
04/01/29
10/01/29
04/01/30
10/01/30
04/01/31
10/01/31
04/01/32
10/01/32
04/01/33
10/01/33
04/01/34
10/01/34
04/01/35
10/01/35
04/01/36
10/01/36
04/01/37
10/01/37
04/01/38
10/01/38
04/01/39
10/01/39

Principal

Coupon

$7,100,000.00

2.00%

7,250,000.00

2.00%

7,400,000.00

2.00%

7,550,000.00

2.00%

7,700,000.00

2.30%

7,875,000.00

2.50%

8,075,000.00

3.00%

8,300,000.00

3.25%

8,575,000.00

3.50%

8,875,000.00

3.50%

9,175,000.00

3.75%

9,525,000.00

4.00%

9,900,000.00

4.20%

10,325,000.00

4.35%

10,775,000.00

4.60%

11,275,000.00

4.80%

11,825,000.00

4.90%

12,400,000.00

5.00%

13,000,000.00

5.00%

13,650,000.00

5.00%

14,350,000.00

5.10%

15,075,000.00

5.10%

15,850,000.00

5.10%

16,650,000.00

5.20%

17,525,000.00

5.20%

$270,000,000.00

Interest

Total
Debt Service

$5,663,812.50
5,663,812.50
5,592,812.50
5,592,812.50
5,520,312.50
5,520,312.50
5,446,312.50
5,446,312.50
5,370,812.50
5,370,812.50
5,282,262.50
5,282,262.50
5,183,825.00
5,183,825.00
5,062,700.00
5,062,700.00
4,927,825.00
4,927,825.00
4,777,762.50
4,777,762.50
4,622,450.00
4,622,450.00
4,450,418.75
4,450,418.75
4,259,918.75
4,259,918.75
4,052,018.75
4,052,018.75
3,827,450.00
3,827,450.00
3,579,625.00
3,579,625.00
3,309,025.00
3,309,025.00
3,019,312.50
3,019,312.50
2,709,312.50
2,709,312.50
2,384,312.50
2,384,312.50
2,043,062.50
2,043,062.50
1,677,137.50
1,677,137.50
1,292,725.00
1,292,725.00
888,550.00
888,550.00
455,650.00
455,650.00

$5,663,812.50
12,763,812.50
5,592,812.50
12,842,812.50
5,520,312.50
12,920,312.50
5,446,312.50
12,996,312.50
5,370,812.50
13,070,812.50
5,282,262.50
13,157,262.50
5,183,825.00
13,258,825.00
5,062,700.00
13,362,700.00
4,927,825.00
13,502,825.00
4,777,762.50
13,652,762.50
4,622,450.00
13,797,450.00
4,450,418.75
13,975,418.75
4,259,918.75
14,159,918.75
4,052,018.75
14,377,018.75
3,827,450.00
14,602,450.00
3,579,625.00
14,854,625.00
3,309,025.00
15,134,025.00
3,019,312.50
15,419,312.50
2,709,312.50
15,709,312.50
2,384,312.50
16,034,312.50
2,043,062.50
16,393,062.50
1,677,137.50
16,752,137.50
1,292,725.00
17,142,725.00
888,550.00
17,538,550.00
455,650.00
17,980,650.00

$190,798,812.50

$460,798,812.50

Annual Total
$18,427,625.00
18,435,625.00
18,440,625.00
18,442,625.00
18,441,625.00
18,439,525.00
18,442,650.00
18,425,400.00
18,430,650.00
18,430,525.00
18,419,900.00
18,425,837.50
18,419,837.50
18,429,037.50
18,429,900.00
18,434,250.00
18,443,050.00
18,438,625.00
18,418,625.00
18,418,625.00
18,436,125.00
18,429,275.00
18,435,450.00
18,427,100.00
18,436,300.00

$460,798,812.50

Interest Start Date (Dated Date): 10/01/14

las\lotus\25-macomb-open-2014-lower rates.xls
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APPENDIX B
ARC PAYMENTS TO BE MADE TO
VEBA TRUST FOR FULL FUNDING
IN 2014 THROUGH 2039

YEAR
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039

las.mac-123-GeneralFund

ARC PAYMENTS
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

30,318,570.00
30,006,356.00
29,831,491.00
29,616,475.00
29,374,785.00
29,156,489.00
28,931,734.00
28,678,203.00
28,405,968.00
28,108,889.00
27,806,574.00
27,475,806.00
27,119,806.00
26,794,078.00
26,447,071.00
26,057,999.00
25,674,035.00
25,321,778.00
24,980,073.00
24,647,230.00
24,331,181.00
24,036,181.00
23,776,133.00
23,548,800.00
23,310,723.00
23,074,622.00

$

696,831,050.00
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REPORT
TO
THE COUNTY OF MACOMB
ON THE PROPOSED ISSUANCE
OF
$270,000,000
RETIREES HEALTH CARE BONDS,
SERIES 2014

DATED AS OF APRIL 30, 2014

PREPARED BY:
AXE & ECKLUND, P.C.
21 KERCHEVAL AVENUE, SUITE 355
GROSSE POINTE FARMS, MI 48236
313-884-9811
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I.
A.

BACKGROUND

General Background on this Type of Financing

In 2005, Oakland County began exploring the possibility of a borrowing to completely
fund its unfunded retirees health care liability. As a result, our firm prepared legislation, which
was introduced in 2006, which authorized municipalities, including Counties to issue bonds for
the purpose of funding its unfunded retirees health care liability. After a long and convoluted
legislative fight, the legislation was adopted by the Legislature in late 2006 and then, despite
broad support from many Counties and Cities, vetoed by the Governor.
B.

Issuance of Certificates of Participation

As a result, Oakland County was left no alternative but to issue Certificates of
Participation by a retiree medical benefits funding trust, which was created by the County in
2007. These Certificates of Participation, which originally totaled $556,985,000, were taxable
obligations with interest rates varying between 6% and 6.25% per annum.
In the next three years a renewed effort was made to obtain legislation authorizing what
was proposed by Oakland County in 2005. None of those efforts were successful.
Finally, in the summer of 2012 the new Governor prepared legislation that permitted
such borrowings for the purpose of providing funds for unfunded pension liabilities. Our firm on
behalf of Oakland County and other municipalities prepared amendments to this legislation to
allow borrowings for both unfunded amounts owned by municipalities either for retiree health
care or pensions. That legislation was passed by the Michigan Legislature in October of 2012
and signed into law effective October 9, 2012. The legislation is known as “Act 329 of 2012”.
II.

PROVISIONS IN THE NEW LAW

During the period, beginning in October 2012 and ending on December 31, 2014, a
county, city, village or township (a “Municipality”) may issue bonds to pay the costs of the
unfunded accrued health care or pension liability of the Municipality. Before a Municipality
issues such bonds, the Municipality must do the following:

46

1.

It must publish a Notice of Intent to issue the bonds which must be published in a
newspaper of general circulation within the Municipality and which gives the
Municipality’s residents and tax payers the right to circulate referendum petitions.

2.

The Municipality must also prepare and make available to the public a
comprehensive financial plan that includes all of the following:
(a) An analysis of the current and future obligations of the Municipality with
respect to each retirement program and each postemployment health care benefit
program of the Municipality.
(b) Evidence that the issuance of the municipal security together with other funds
lawfully available will be sufficient to eliminate the unfunded pension liability or
the unfunded accrued health care liability.
(c) A debt service amortization schedule and a description of actions required to
satisfy the debt service amortization schedule.
(d) A certification by the person preparing the plan that the comprehensive
financial plan is complete and accurate.
(e) If the proceeds of the borrowing are to be deposited in a health care trust fund,
a plan in place from the Municipality to mitigate the increase in health care costs
and may include a wellness program that promotes the maintenance or
improvement of healthy behaviors.

3.

Once the 45-day referendum period expires, the Municipality then must apply to
the Michigan Department of Treasury for permission to issue the bonds.

4.

Once permission is received the Municipality is authorized to issue the bonds.

2
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III.
A.

BENEFITS OF THIS TYPE OF FINANCING
Opportunity for the County to Reduce their Annual
Payments for Health Care and/or Pensions

The main reason Municipalities are interested in this type of financing is the opportunity
to reduce the annual amounts which the Municipality must pay for retirees health care and
pension benefits. Based upon the experience of Oakland County, this type of program has
reduced the county’s annual costs for retiree health care benefits ever since Oakland County
issued its Certificates of Participation in 2007.
B.

Certainty as to the Amount which Must be Paid for
Retirees Health Care and Pension Benefits Each Year

Once the bonds are issued, the Municipality knows that it must make specified annual
payments of principal and interest to retire the bonds. As long as the Health Care Trust and
Pension Trusts remain fully funded, no additional amounts will have to be added from annual
appropriations. The certainty of payments is a real advantage for Municipality’s budgeting in
future years.
C.

Fully Funded VEBA Trusts and Pension Funds are
Especially Popular with the Rating Agencies

One reason Oakland County issued Certificates of Participation to fully fund their VEBA
Trust was the knowledge that if they failed to do so, there was a potential that the unfunded
liability shown on the County’s balance sheet might result in the County’s receiving a lower
credit rating from either Moody’s or Standard & Poor’s. It was well known that both rating
agencies regarded unfunded liabilities as a potential problem in future years where budgets might
be tight and the Municipality might be tempted not to fund the liability at all thereby failing to
deal with the problem. This of course, is why certain Municipalities (Detroit’s Unfunded Retiree
Health Care Liability exceeds $5,700,000,000) have had such a difficult time.

3
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IV.
A.

BOND ISSUES SINCE THE ADOPTION OF PUBLIC ACT 329

Oakland County Retirees Health Care Refunding Bonds, Series 2013A & 2013B
On September 27, 2013, Oakland County issued $350,000,000 of Retirees Health Care

Refunding Bonds for the purpose of refunding the balance of the 2007 Certificates of
Participation which were evidence of the County’s contract obligation of $556,985,000 entered
into in July of 2007. As a result of this transaction, Oakland County saved in excess of
$170,000,000 by issuing the refunding bonds.

B.

Charter Township of Bloomfield General Obligation Limited Tax
Pension Obligation Bonds, Series 2013

In November of 2013, the Charter Township of Bloomfield issued $80,780,000 of
General Obligation Limited Tax Pension Obligation Bonds for the purpose of fully funding the
Township’s pension liability for the Township’s defined benefit pension plan. These bonds are
callable on May 1, 2023.
C.

Charter Township of West Bloomfield General Obligation
Limited Tax Pension Obligation Bonds, Series 2013

In December of 2013, the Charter Township of West Bloomfield issued $9,235,000 of
General Obligation Limited Tax Pension Obligation Bonds for the purpose of fully funding the
Township’s pension liability for the Township’s defined benefit pension plan. These bonds are
callable on May 1, 2023.
D.

The City of Farmington Limited Tax General Obligation Bonds, Series 2013

In December of 2013, the City of Farmington issued $7,910,000 of Limited Tax General
Obligation Bonds for the purpose of fully funding the City’s unfunded accrued health care
liability. These bonds are callable on June 1, 2023.

4
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E.

County of Saginaw General Obligation Limited Tax Pension
Obligation Bonds, Series 2013

In January of 2013, the County of Saginaw issued $52,005,000 of General Obligation
Limited Tax Pension Obligation Bonds for the purpose of fully funding the County’s defined
benefit plan. These bonds are callable on November 1, 2023.
V.

PROPOSED MACOMB COUNTY RETIREES HEALTH CARE BONDS
A.

Proposed $270,000,000 Macomb County Retirees
Health Care Bonds, Series 2014

Municipal Financial Consultants Incorporated (“MFCI”) has presented a report to the
Macomb County Board of Commissioners outlining the County’s current unfunded liability to its
employees and explaining how the County may fully fund this liability by issuance of a
$270,000,000 bond issue which would be retired in 25 years.
The proceeds of this bond issue would be deposited in a new Intermediate or “Interim”
Trust which would be empowered to invest the proceeds just as the Macomb County VEBA
Trust currently does. The proceeds of the these investments would be annually available to be
used to make the full ARC payment due to the VEBA so that the two trusts would maintain
sufficient assets to provide for a 100% funding of the County’s Retirees Health Care obligations
over the next 25 years.
B.

1.

Specific Steps which the County will have to Take in
Order to Issue the Retirees Health Care Bonds

List of Steps Required for the Issuance of the Bonds

As outlined above, Act 329 of 2012 requires the County to go through a number of steps
before it may issue Retirees Health Care Bonds. Attached hereto as Appendix A is a preliminary
timetable listing the various steps which must be taken by the County before it may issue the
bonds.
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2.

The County Adopts a Plan which will Demonstrate that the Borrowing will
Eliminate the County’s Unfunded Actuarial Accrued Liability for Health Care

In order to satisfy this requirement, the plan must demonstrate that the borrowing
proceeds together with other funds deposited the newly created Intermediate or “Interim” Trust
and the VEBA Trust will be sufficient to completely eliminate the County’s current Unfunded
Actuarial Accrued Liability (the “UAAL”) for health care of $269,458,405.
3.

The County has Received an Actuary’s Report on its
Unfunded Actuarial Accrued Liability Fix Year End 2013

The County has already received an actuarial report outlining its UAAL for the period
ending December 31, 2012.
The County will need a new report from its actuary covering the period ending December
31, 2013 before the County may apply to the Michigan Department of Treasury for approval to
issue the bonds.
4.

A Notice of Intent to Issue the Bonds must be Published Giving
Voters 45 Days to Request a Referendum on the Bond Issue

During the 45-day referendum period, the County will be preparing its final Plan for fully
funding its retirees health care obligation.

Once this is approved by the Board of

Commissioners, the County will notify its citizens that the Plan is available for review.
5.

Creation of an Intermediate or “Interim” Trust

The County is permitted by Act 329 of 2012 to create a separate Intermediate or
“Interim” Trust into which it will place the bond proceeds which will thereafter be invested so
that from the investment earning the Intermediate or “Interim” Trust will be able to pay the full
“ARC” payments due from the county the VEBA Trust.
By creating an Intermediate or “Interim” Trust (which is modeled after what Oakland
County did) the County gets the advantage of increased investment earnings (in excess of the
debt service payments on the bonds) and thereby can afford to make the full ARC payments each
year.
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This advantage is best demonstrated by referring to page 4 of the MFCI Report which
shows the difference between the payment which the County will have to make each year to the
VEBA Trust if there is no Intermediate or “Interim” Trust and the debt service payment which
the County will have to make to retire the bonds, a copy of which is attached hereto as Appendix
B. As you can see from Appendix B, the difference over 25 years is a savings to the County of
over 236 million dollars.
If, in the future, the earnings in the Intermediate or “Interim” Trust provide surplus funds,
the County can use the surplus to call some of the bonds which is exactly what Oakland County
did in April of 2014.
6.

Application to the Michigan Department of
Treasury for Approval to Issue the Bonds

Once steps one through ten on the timetable have been completed, the County can apply
to the Michigan Department of Treasury for approval to issue the bonds. This process may take
as little as 45 days and as much as 75 days depending on the workload at the Michigan
Department of Treasury. The Michigan Department of Treasury reviews the entire application
and will not approve the issuance of the bonds unless they are satisfied that the County’s plan for
full funding of the County’s retiree health care benefits is satisfied by the plan once the bonds
have been issued.
7.

Order of Approval from the Michigan Department
of Treasury Authorizing the Issuance of the Bonds

Once the order of approval is received from the Michigan Department of Treasury (step
12 on the timetable), the County can offer the bonds for sale, hold the bond sale, deliver the
bonds and deposit the net proceeds into the new Intermediate or “Interim” Trust.
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VI.
IN ORDER TO ISSUE THE BONDS THE COUNTY MUST PROCEED IN
ACCORDANCE WITH THE TIMETABLE SINCE THE STATE LAW AUTHORIZING
THE ISSUANCE OF THE BONDS EXPIRES ON DECEMBER 31, 2014
A.

Act 329 of 2012 Expires on December 31, 2014

The legislature, when it authorized the issuance of retirees health care bonds, provided
that such bonds must be issued before December 31, 2014.

While it is possible that the

legislature may extend that deadline, no legislation has yet been introduced to provide for such
an extension. While the County may hope that such legislation will be adopted and in effect in
time for the County to issue such bonds in 2014, there is no possible way that the County can be
certain that this will occur. Anyone familiar with the legislative process knows that there are no
certainties in Lansing.

Legislative action depends on many factors, none of which can be

predicted.
B.

As it is Clear from the Financial Reports from the Finance Director and MFCI
the County has a Good Opportunity to Solve its
Considerable Unfunded Debt Problem by Issuing Bonds in 2014

Since the County must proceed with the various steps to issue the bonds beginning in
June of 2014 in order to guarantee that it can issue and deliver the health care bonds before the
statute expires on December 31, 2014, the County will take a significant risk of never solving the
problem if it does not begin to take action in accordance with the timetable set forth on Appendix
A. Under the timetable, the bonds are delivered November 18, 2014. This, however, assumes
that the time taken by the Michigan Department of Treasury to approve the bonds is around 45
days. If it takes an extra 30 days for the approval process, there still will be time to sell and
deliver the bonds in December of 2014.
As pointed out in the MFCI Report, if the County does not fully fund by December 31,
2014, the County’s UAAL will increase from just under $270,000,000 to in excess of
$597,000,000 because the actuary will not permit the County to take into account investment
earnings on money which has not been deposited in trust to satisfy the County’s UAAL. Such a
risk has to be weighed against the distinct possibility that legislation extending the sunset period
in Act 329 of 2012 will into be signed into law by the end of 2014 when the current law expires.
Jra.mac123-A&E Report
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APPENDIX A
$270,000,000
COUNTY OF MACOMB
RETIREES HEALTH CARE BONDS, SERIES 2014
(Taxable Obligations)
PRELIMINARY TIMETABLE
STEPS
1

2

3
4
5

6

ACTION

DATE

Finance Committee of the
Board of Commissioners Approve
Notice of Intent Resolution,
Bond Resolution and Continuing
Disclosure Resolution for Retirees
Health Care Bonds

June 18, 2014

Full Board of Commissioners Approve
Notice of Intent Resolution,
Bond Resolution and Continuing
Disclosure Resolution for Retirees
Health Care Bonds

June 19, 2014

Notice of Intent Published in
Macomb Daily

June 23, 2014

Meet with Rating Agencies
To Discuss the Bonds

July __, 2014

Finance Committee of the
Board of Commissioners Approves
Resolution Creating Macomb County
Retirees Health Care Intermediate
Trust

July __, 2014

Full Board of Commissioners Approves
Resolution Creating Macomb County
Retirees Health Care Intermediate
Trust

July __, 2014

7

Receive Rating on the Bonds

August __, 2014

8

Referendum period Expires

August 7, 2014

9

Actuary Determines Final UAAL

August 8, 2014

1
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STEPS
10

ACTION

DATE

Macomb County Plan is completed for
Submission to the Department of Treasury
For Approval to Issue the Bonds

August 11, 2014

Apply to Department of Treasury for
Approval to Issue the Bonds

August 12, 2014

Receive Approval to Issue Bonds from
Department of Treasury

September 25, 2014

Circulate Official Statement and
Publish Notice of Sale for the Bonds

October 14, 2014

14

Hold Bond Sale

October 30, 2014

15

Deliver Bonds

November 18, 2014

11
12
13

Las.tt-mac-2014-opeb
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APPENDIX B
SUMMARY OF THE 2015 - 2039 IMPACT ON ALL FUND EXPENDITURES
COMPARING THE EFFECT OF FULLY FUNDING THE IMMEDIATE TRUST
BY YEAR END 2014 AND THE COST TO THE COUNTY IF IT DOES
NOT FULLY FUND THE INTERMEDIATE TRUST AND
INSTEAD USES ITS OWN FUNDS TO MAKE
THE REQUIRED ARC CONTRIBUTIONS

YEAR
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039

ANNUAL ALL
FUNDS PAYMENT
(If there is no
Intermediate Trust)

DEBT SERVICE
PAYMENT FROM ALL
FUNDS TO RETIRE
BONDS
ISSUED TO ESTABLISH
INTERMEDIATE TRUST

DIFFERENCE

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

30,318,570.00
30,006,356.00
29,831,491.00
29,616,475.00
29,374,785.00
29,156,489.00
28,931,734.00
28,678,203.00
28,405,968.00
28,108,889.00
27,806,574.00
27,475,806.00
27,119,806.00
26,794,078.00
26,447,071.00
26,057,999.00
25,674,035.00
25,321,778.00
24,980,073.00
24,647,230.00
24,331,181.00
24,036,181.00
23,776,133.00
23,548,800.00
23,310,723.00
23,074,622.00

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

18,427,625.00
18,435,625.00
18,440,625.00
18,442,625.00
18,441,625.00
18,439,525.00
18,442,650.00
18,425,400.00
18,430,650.00
18,430,525.00
18,419,900.00
18,425,837.50
18,419,837.50
18,429,037.50
18,429,900.00
18,434,250.00
18,443,050.00
18,438,625.00
18,418,625.00
18,418,625.00
18,436,125.00
18,429,275.00
18,435,450.00
18,427,100.00
18,436,300.00

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

30,318,570.00
11,578,731.00
11,395,866.00
11,175,850.00
10,932,160.00
10,714,864.00
10,492,209.00
10,235,553.00
9,980,568.00
9,678,239.00
9,376,049.00
9,055,906.00
8,693,968.50
8,374,240.50
8,018,033.50
7,628,099.00
7,239,785.00
6,878,728.00
6,541,448.00
6,228,605.00
5,912,556.00
5,600,056.00
5,346,858.00
5,113,350.00
4,883,623.00
4,638,322.00

$

696,831,050.00

$

460,798,812.50

$

236,032,237.50
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MUNICIPAL SECURITIES

Senate Bill 1129 (as enacted)
Sponsor: Senator Patrick J. Colbeck
Senate Committee: Appropriations
House Committee: Appropriations

S.B. 1129:
56
SUMMARY AS ENACTED

PUBLIC ACT 329 of 2012

Date Completed: 10-15-12
CONTENT
The bill amended the Revised Municipal
Finance Act to allow a municipality
(county, city village, or township) to
issue a municipal security to pay all or
part of the costs of the unfunded
pension liability for a retirement
program or the costs of the unfunded
accrued health care liability, under
certain circumstances.
Specifically, the bill added Section 518 to
allow a municipality to issue a municipal
security, through December 31, 2014, to pay
all or part of the costs of the unfunded
pension liability for a retirement program, in
connection with the partial or complete
cessation of accruals to a defined benefit
(DB) plan or the closure of the DB plan to
new or existing employees and the
implementation of a defined contribution
(DC) plan, or to fund costs of a municipality
that has already ceased accruals to a DB
plan.
A municipality may issue such a
security by ordinance or resolution of its
governing body and without a vote of its
electors. The amount of taxes necessary to
pay the principal and interest on that
municipal security, together with the taxes
levied for the same year, may not exceed the
limit authorized by law.
Also, through December 31, 2014, a
municipality may issue a municipal security,
by ordinance or resolution of its governing
body and without a vote of its electors, to
pay the costs of the unfunded accrued
health care liability provided the amount of
taxes necessary to pay the principal and
interest on that municipal security, together
Page 1 of 3

with the taxes levied for the same year, does
not exceed the limit authorized by law, or to
refund all or a portion of a contract
obligation issued for the same purpose.
Postemployment health care or benefits may
be funded by the municipality; this funding
will not constitute a contract to pay the
postemployment health care benefits.
Before issuing a municipal security for these
purposes, the municipality must publish a
notice of intent to issue the security that
meets the requirements of a notice of intent
for other municipal securities, as outlined in
Section 517(2) of the Act. The municipality
also must prepare and make available to the
public a comprehensive financial plan that
includes all of the following:
-- An analysis of the current and future
obligations
with
respect
to
each
retirement
program
and
each
postemployment health care benefit
program of the municipality.
-- Evidence that the issuance of the
municipal security together with other
funds lawfully available will be sufficient
to eliminate the unfunded pension liability
or the unfunded accrued health care
liability.
-- A debt service amortization schedule and
a description of actions required to satisfy
the schedule.
-- A certification by the person preparing
the plan that the comprehensive financial
plan is complete and accurate.
In addition, if the proceeds of the borrowing
are to be deposited in a health care trust
sb1129/1112
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fund, there must be a plan in place from the
municipality to mitigate the increase in health
care costs. The plan may include a wellness
program that promotes the maintenance or
improvement of healthy behaviors.
The bill exempts such municipal securities
and the interest and income from them,
from taxation by the State or a political
subdivision of the State.
A municipality
issuing these securities may enter into
indentures or other agreements with
trustees and escrow agents for the issuance,
administration, or payment of the securities.
The proceeds of a municipal security issued
under Section 518 may be used to pay the
costs of issuance. Except for a refunding,
the proceeds of a municipal security to cover
unfunded health care liability must be
deposited in a health care trust fund, a trust
fund created by the issuer that has as its
beneficiary a health care trust fund, or, for a
municipality, a restricted fund within a trust
that would only be used to retire municipal
securities. A municipality must have the
power to create such a trust and the trust
must invest its funds in the same manner as
funds invested by a health care trust fund.
The trust must be tax-exempt under the
Internal Revenue Code and report its
financial conditions according to generally
accepted accounting principles.
A municipality must obtain the approval of
the Department of Treasury before issuing a
municipal security under Section 518.
The bill prohibits a municipality that has
issued such a security from changing the
benefit structure of the DB plan if that plan
is undergoing the partial cessation of
accruals.
A municipality may, however,
reduce benefits of that plan for years of
services accruing after the issuance of the
security.
The bill also prohibits a municipality from
issuing a security under Section 518 unless
it has a credit rating within the category of
AA or higher, or the equivalent, by at least
one nationally accredited rating agency. A
municipality that issues a municipal security
to pay for all or part of the costs of its
unfunded pension liability must covenant
with the security holders and the State that
it will not, after the municipal security is
issued and outstanding, rescind whatever
action it has taken to make a partial or
Page 2 of 3

complete cessation of accruals to a DB plan
or the closure of the DB plan for new or
existing employees.
The Act requires a municipal security to
meet one or more of the following
conditions,
as
determined
by
the
Department of Treasury, in order to be sold
at a discount exceeding 10% of the principal
amount:
-- The sale will result in the more even
distribution for the municipality of total
debt
service
on
proposed
and
outstanding municipal securities.
-- The sale will result in an interest cost
saving when compared to the best
available alternative that does not
include a municipal security being sold at
a discount exceeding 10% of the
principal amount.
-- The issuance is based on the availability
of specific revenue previously pledged
for another purpose and lawfully
available for this purpose.
-- The security is issued to this State or the
Federal government to secure a loan or
agreement.
Under the bill, the municipal security also
must be issued pursuant to Section 518.
The Act allows municipal securities of a single
issue to mature serially or be subject to
mandatory redemptions, or both, with
maturities as fixed by the municipality's
governing body.
In any case, the first
maturity or mandatory redemption date
cannot occur later than five years after the
date of issuance, and the total principal
amount maturing or subject to mandatory
redemption after four years from the date of
issuance cannot be less than one-fifth of the
total principal amount maturing or subject to
mandatory redemption in any subsequent
year.
The bill exempts municipal securities issued
under Section 518 from these maturity and
mandatory redemption requirements.
The bill defines the following terms:
-- "Defined contribution plan" means a
retirement program that provides for an
individual account for each participant
and for benefits based solely upon the
amount contributed to his or her
account, and any income, expenses,
sb1129/1112
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-- gains, and losses credited or charged to
the account, and any forfeitures and
accounts of other participants that may
be allocated to his or her account.
-- "Defined
benefit
plan"
means
a
retirement program other than a defined
contribution plan.
-- "Retirement program" means a program
of rights and obligations that a
municipality establishes, maintains, or
participates in and that, by its express
terms or as a result of surrounding
circumstances,
either
provides
retirement income to participants, or
results in a deferral of income for
periods extending to the termination of
covered employment or beyond, or both.
-- "Unfunded accrued health care liability"
means the difference between assets
and liabilities of a health care trust fund
as determined by an actuarial study
according
to
the
most
recent
governmental
accounting
standards
board's applicable standards.
-- "Unfunded pension liability" means the
amount a defined benefit plan's liabilities
exceed its assets according to the most
recent
governmental
accounting
standards board's applicable standards.

Local:
The
fiscal
impact
on
local
municipalities is indeterminate.
Allowing
municipalities to issue securities through
December 31, 2014, to finance the unfunded
accrued liabilities associated with a closed
defined benefit pension plan or a retiree
health care plan will provide an additional
financial instrument with which to pay down
the unfunded accrued liability (UAL).
However, the actual resulting fiscal impact is
unknown and will depend upon the cost of
the
security
compared
to
market
performance, the impact (if any) on the
municipality's credit rating, and the potential
risks associated with converting a "soft"
debt of the municipality (the pension or
health UAL) into a "hard" debt with a rigid
and fixed repayment schedule.
Fiscal Analyst: Kathryn Summers

The bill also defines "health care trust fund"
as a trust or fund used exclusively to
provide funding for postemployment health
care benefits for public employee retirees of
a municipality. It also includes the retiree
health fund vehicle administered by the
Municipal Employees Retirement System for
a municipality that has adopted such a
system
to
provide
funding
for
postemployment health care benefits for
public employee retirees.
The bill took effect on October 9, 2012.
MCL 141.2103 et al.
Legislative Analyst: Cameron S. Mock
FISCAL IMPACT
State: The Department of Treasury will see
increased administrative costs associated
with this bill, due to the requirement of
reviewing any securities proposed to be
issued for the purpose of paying off the
unfunded
accrued
liabilities
of
a
municipality's retiree health care or closed
defined benefit pension system.
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This analysis was prepared by nonpartisan Senate staff
for use by the Senate in its deliberations and does not
constitute an official statement of legislative intent.
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2013: LOOKING BACK from page 6

lowest level of the year. Since August, investors are once
again accepting of Michigan bonds; however, the eventual
outcome of the Detroit bankruptcy may have future
implications for the municipal bond market, potentially
affecting both national and Michigan issuers.

Pension and Healthcare Bonds
In 2012, Public Act 329 was enacted into law, allowing
select Michigan municipalities to issue general obligation
bonds for unfunded pension and healthcare obligations. In
2013, the first issues under the new law were successfully
brought to market. Oakland County, Bloomfield Charter
Township, the City of Farmington and the Charter
Township of West Bloomfield all completed offerings. In
all, $469,930,000 of bonds were issued under PA 329. Of
these, $350,000,000 refinanced existing healthcare related
debt not issued under the current law and $119,930,000
funded new liabilities. Of the new issues, $90,015,000

supported unfunded pension liabilities while $29,915,000
supported unfunded healthcare liabilities. Select
municipalities may continue to issue bonds under the law
until it sunsets on December 31, 2014.

Looking Forward
The markets are expecting interest rates to increase in 2014
as the economy improves and the Federal Reserve begins,
and eventually increases, the tapering of its QE program.
We expect that careful consideration and consultation
on topics such as the method and timing of bond sales,
selection of the credit rating agency, bond size and bond
maturity should be made with the consultation of your
financial advisor prior to entering the bond markets. As
always, PFM would be happy to provide assistance during
these turbulent times in the markets.

NEW EDUCATION AND TRAINING WEBINARS:
LOCAL TAX CAPTURE POLICY IMPACT ON COUNTY
GOVERNMENT RESOURCES
MAC has just launched
a new, three-part
webinar, presented
by Ingham County
Administrator
Tim Dolehanty,
which discuss the
development of tax sharing agreements that put
counties in a better position to negotiate the amount
and terms of tax captures. In addition, this webinar
series discusses developing legislation aimed at
reforming tax capture district authority to allow county
commissioners to have a greater say in how taxpayer
funds are utilized.

The webinar includes:
Segment 1: Just the Basics-What is Tax Capture and How
Does it Work?
Segment 2: From Hypothetical to Reality-Tax Capture
Case Example from Isabella County
Segment 3: Research and Commentary-The Case for
Legislative Reform
Log on to micounties.org to view this and other courses!
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Oakland eyes bonds for pensions, health care
County capitalizes on new state law
By Chad Halcom

Oakland County may be the first among dozens of local governments in Michigan to enter the bond market next
year, as a new state law allowing municipalities to issue general obligation bonds to finance retiree pensions and
health care takes effect amid the lowest interest rates in years.
The county is the first local government to capitalize on Public Act 329 of 2012, which went into effect last month
and allows some municipalities to issue bonds through the end of 2014 to cover the unfunded liabilities of
employee pension or health care plans.
The law authorizes general obligation bond sales for counties, cities, villages or townships with a credit rating of
AA or higher to fund defined benefit pension or retiree health care plans that have been or are being discontinued,
which could apply to dozens of governments statewide.
The Oakland County Board of Commissioners last month approved a plan to refinance $438.2 million of previous
debt under PA 329, which could reduce its annual bond payments by $8 million to $11 million.
http://www.crainsdetroit.com/print/article/20121209/NEWS/312099966/oakland-eyes-bonds-for-pensions-health-care
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The city of Northville could be the second community to approve a bond sale and possibly first to the market with a
bond issue of about $9 million in the spring to cover pension costs, said City Manager Patrick Sullivan.
The city is reviewing a possible bond issuance with attorneys at Detroit‑based Miller Canfield Paddock and Stone
PLC and a financial adviser, and Sullivan said he hopes city officials can reach a decision within the next month and
reach the bond market by spring.
The city and county both converted from defined benefit to defined contribution pension plans several years ago.
Typically, actuarial projection calls upon those communities to put more money into the previous retirement funds
a few years after they close, because no new employee contributions are coming in.
"Long‑term, it (changing compensation plans) is the best thing to do for cities, but in short‑term you need a bit of
money up front," Sullivan said.
Oakland County late last month moved to refinance $438.2 million of remaining debt principal on 20‑year
certificates of participation the county first issued in 2007 to cover retiree health care costs, under a previous
defined benefit plan that the county had closed to new employees in 2006.
The county couldn't finance that cost with traditional general obligation bonds until the state law changed this year.
The county is expecting to issue the new bonds at two sale dates in August and December 2013 and expects it
could reduce the debt interest from its current 6.2 percent to around 2.9 percent.
The new municipal bonds available under Act 329 are federally taxable, so they will likely carry a slightly higher
interest rate than some other products in the bond market, said Miller Canfield principal Patrick McGow, deputy
practice group leader of the firm's public finance group, who serves as bond counsel to some law firm clients.
"Right now the rates are at such historic lows that, even if these financings are required to be on a taxable basis, a
savings potential is there," he said.
http://www.crainsdetroit.com/print/article/20121209/NEWS/312099966/oakland-eyes-bonds-for-pensions-health-care
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"The communities who have the most urgent need to address this are the ones who have converted (to defined
contribution plans) a few years ago and are encountering the surge in required payments. ... I was surprised, in our
research on this issue, to learn how many (municipal) plans both large and small had already converted."
Macomb County, which has a AAA bond rating from Standard & Poor's Financial Services LLC and still uses a
defined benefit plan for retiree health care, may look to replace that with a defined contribution plan, such as a
health savings account or something similar, when contract talks open with its more than 20 unions next year, said
Director of Finance Peter Provenzano.
The county may be looking to form a voluntary employee benefits association plan like the one that currently funds
retiree health care for Oakland County, he said, although the need for bond financing would be at least three to
four years away if that conversion happens.
Macomb County already eliminated retiree health care for spouses of former employees, and workers hired after
Jan. 1 now become vested in county pension plans after 15 years instead of the previous eight.
Provenzano said the county hasn't yet decided whether it needs to issue bonds.
"What we're looking at first is reducing our unfunded liability," he said.
The county has more than 2,500 employees, and Provenzano said virtually all could be converted to a defined
contribution if negotiations are successful.
Oakland County, meanwhile, has about 3,700 employees, of whom more than 2,800 are pre‑2006 hires covered by
the legacy defined‑benefit plan for retirees, and 2,155 retirees actively using the plan.
Because the trust fund created by the original 2007 certificates financing in Oakland has helped overfund the
county's retiree benefit plan by $163 million, the county could also allocate $75 million from assets to pay down
http://www.crainsdetroit.com/print/article/20121209/NEWS/312099966/oakland-eyes-bonds-for-pensions-health-care
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If that happens, it would end up financing about $365 million to $375 million. It could also choose to issue 12‑year
bonds instead of the expected 14‑year ones, which would lower its interest rates and retire the debt in 2025. Either
way, said Deputy Oakland County Executive Robert Daddow, the county expects to save more than $100 million
over what it would pay under the current 2007 certificates.

Chad Halcom: (313) 446‑6796, chalcom@crain.com. Twitter: @chadhalcom

© 2014 Crain Communications Inc.
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Prefunding Other Post Employment Benefits (OPEB) in State and Local Governments

liability from $74.9 million in 2007 to $57 million in
2008.
Oakland County, Michigan, is another noteworthy local government for its multi-faceted approach to
addressing OPEB liability, an approach that includes
the issuance of OPEB bonds. Oakland County began
prefunding its retiree health care liabilities in 1987,
when the county eschewed the pay-as-you-go approach
in favor of calculating accrued liabilities and funding the associated ARC. According to a report by the
county executive (Oakland County 2006), the county
experienced a cumulative increase in health care costs
of 86 percent between 1999 and 2005, with the rate
of increase being most pronounced (173 percent) for
retirees. That, coupled with changes to the actuarial
assumptions (per GASB 45) used in calculating the ARC
for the retiree health plan,12 resulted in ARC increases
of 30 percent from 2005 to 2006 and an additional 46
percent from 2006 to 2007. Facing the prospects of
tough budgetary tradeoffs if the ARC was to be met, the
county considered OPEB bonds.
As discussed in its 2008 CAFR,13 the county issued
$557 million in taxable certificates (at a rate of 6.23
percent over 20 years) in July 2007 to fund its OPEB
liability. The proceeds were deposited in a newly
established trust, the Interim Retiree Medical Care
Benefits Trust, which in turn is used to fund the ARC
for the county’s VEBA. Oakland County’s VEBA is an
irrevocable trust established for the purpose of paying
retiree health care costs. Similar to Gainesville, Oakland
County’s OPEB trust has experienced recent investment losses: for the fiscal year ending September 2008,
investment income losses totaled $54 million. Still, as
in the preceding years, the county was able to fully
fund its $60.2 million ARC in 2008.
In addition to the OPEB bond-funded VEBA, the
county established a new defined contribution retirement plan for employees hired after January 1, 2006.
These newer employees are enrolled in a retirement
health care savings plan. They are partially vested (at
60 percent) in the plan after 15 years and the vested
amount grows (at 4 percent annually) until 100 percent
vesting is achieved after 25 years. Together, the county
expects these efforts to generate OPEB savings of $100
million over 20 years.
In sum, the use of OPEB bonds to prefund liabilities
is not widespread, and it is unclear how the prevailing
economic environment will affect receptivity to OPEB
bonds. The marketplace for issuing debt—and perhaps
more important, finding buyers for that debt—has
undergone radical change in past year. Miller (2009),

who has urged caution for governments considering
OPEB bonds, recently suggested that the time may be
ripe for issuing debt as the “benefits bonds window”
(i.e., the point in time near the bottom of a recession
when investors seek the relative safety of government
debt) for issuing such debt may be opening soon.

Conclusion
Overall, retiree health care is a popular benefit offered
across the vast majority of both state and local governments. Currently, however, most governments are
not dealing with the long-term costs of this benefit
because they primarily utilize pay-as-you-go funding,
and, as suggested by our survey data, most indicate
no plans to adopt prefunding mechanisms in the near
future. However, as time passes, the amount of funding required to fund ever-increasing OPEB costs will
likely—absent radical changes to the structure of retiree
health plans—render pay-as-you-go an unattractive and
unsustainable option. As this brief has shown, state
and local governments have several options to consider
for prefunding OPEB liabilities, though GASB 45 does
not require them to do so. Still, we anticipate that those
who do will likely follow Oakland County’s approach,
addressing OPEB liabilities in a multi-faceted fashion.

Epilogue
In the weeks since this issue brief was originally
drafted, one of the states profiled, West Virginia, has
moved more aggressively to limit its estimated $7
billion unfunded OPEB liability. Following a series of
public hearings across the state, the Public Employees
Insurance Agency (PEIA) voted to eliminate retiree
health care subsidies for all employees hired after July
1, 2010 (PEIA 2009). If the change is enacted, West
Virginia will become one of the first states—if not the
first—to fundamentally alter the structure of retiree
health care by removing subsidies entirely.14 New
employees could, upon retirement, still buy retiree
health care, but state subsidy (currently estimated at 72
percent) would be eliminated.
Despite the boldness of PEIA’s recent action,
uncertainty remains as to whether the subsidy elimination will stick. Not surprisingly, participants in the
aforementioned public hearings demonstrated strong
opposition to the change. For their part, PEIA officials
feel they have little option but to move forward with
the subsidy elimination given the seemingly unsustain-
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April 30, 2014
Resolution No. 14-___
RESOLUTION REQUESTING RFP FOR PROFESSIONAL SERVICES TO EVALUATE
BUYOUT OPTIONS IN LIEU OF RETIREE HEALTHCARE BENEFITS
Commissioner Joe Sabatini on Behalf of the Macomb County Board of Commissioners,
Offers the Following Resolution:
WHEREAS, at the February 27, 2014 Audit Committee meeting, the Board of Commissioners
discussed Macomb County’s retiree healthcare unfunded liability; and
WHEREAS, based on the Comprehensive Annual Financial Report for year ending December
31, 2012, the Retiree Healthcare Fund contained net assets of $130.3 million; and
WHEREAS, due to various factors, prefunding of retiree healthcare has been suspended since
2004 which has resulted in an unfunded liability of $549.6 million with an Annual Required
Contribution (ARC) of $45.8 million, according to the Gabriel Roeder Smith & Company –
Consultants and Actuaries, the county’s actuary; and
WHEREAS, at the April 30, 2014 Audit Committee meeting, the actuary provided results from a
supplemental valuation which lowered the unfunded liability to $269.5 with an Annual Required
Contribution (ARC) of $30.3 million due to consideration of new assumptions of closing the
retiree healthcare plan effective January 2016 for new employees, and full funding of the Annual
Retired Contribution; and
WHEREAS, the revised estimates optimistically lower the county’s liability, however, solutions
are still necessary to ensure that retiree healthcare is fully funded to pay for retiree healthcare
premiums in the future; and
WHEREAS, the county will benefit from additional ways to offset healthcare inflation and
sustain the long-term commitment (20+ years) to pay for retiree health care benefits; and
WHEREAS, at its April 30, 2014, meeting, the Board of Commissioners also discussed potential
solutions to resolve the unfunded liability, where some of these solutions were discussed indepth such as establishing an intermediary trust and issuing a bond and transferring the retiree
health care liability and assets to county labor organizations, while other solutions were
preliminary discussed such as providing buyout options for employees in lieu of retiree health
care benefits and remaining status quo; and
WHEREAS, the Board of Commissioners recognizes the need to explore the employee buyout
option solution in depth and seek the counsel of subject matter experts.
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NOW THEREFORE BE IT RESOLVED that the Macomb County Board of Commissioners
urges the Office of County Executive and the Purchasing Department, in cooperation with the
Board of Commissioners, to draft a Request For Proposal (RFP) to solicit bids for professional
services to evaluate buyout options for employees in lieu of retiree health care benefits.
BE IT FURTHER RESOLVED that the Board of Commissioners requests that, in addition to
standard provisions for any professional services, the RFP also specifically requests proponents
to provide at least the following services:
• Evaluation and analysis of existing retiree healthcare benefits including segmentation and
demographic analysis of all members that are beneficiaries of the county’s retiree
healthcare benefits;
• Recommendations for multiple options of a buyout or similar program;
• Financial analyses and forecasts of the options;
• Recommendations on sources of funding to pay for buyouts;
• Recommendations on best practices for administration and implementation of the
options;
• Identification, consideration, evaluation, and methods of addressing county and county
employee issues and concerns;
• Identification, consideration, evaluation, and methods of addressing any effects various
options could have on recruiting or retaining county officers and employees;
• Comparisons effects and consequences of the offered options with the effects and
consequences under current conditions and solutions offered by others;
• Case studies where buyout or other options have been successful or unsuccessful,
whether private or public entities;
• Identification of and recommendations for addressing potential collective bargaining
issues related to various options;
• Risk assessments for various options; and
• Assistance in clearly communicating concerns and selected policy options to
stakeholders, including the general public.
BE IT FURTHER RESOLVED that electronic copies of this resolution be provided to the Office
of County Executive; Polly Helzer, Director of Purchasing Department; Peter Provenzano,
Director of Finance Department; and Eric Herppich, Director of Human Resources & Labor
Relations.
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