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PRIVATE AND CONFIDENTIAL
May 28, 2008

Mr. Don Brown

Board of Commissioners
Mr. David M. Diegel
Finance Director

Macomb County

10 North Main St.

12™ Floor, County Building
Mt. Clemens, M| 48043

Re: Final Report for Employee Benefit Consulting Services

Dear Mr. Brown and Mr. Diegel:

We are complimented by your request that Plante & Moran, PLLC assist Macomb County, Michigan
(the County) in evaluating the current and proposed pension plans. This letter summarizes the findings
of our study.

Background

The County currently contributes to a defined benefit plan, the Macomb County Employees Retirement
System (the Retirement System) for union and nonunion employees that include members of the 1)
General County, 2) Sheriff's Department and 3) Road Commission. The Road Commission is not
included in any way as part of this proposal or any associated study to be prepared by Plante & Moran.

Benefit Structure

The benefit formula under the Retirement System provides for a monthly benefit at normal retirement
age. In general, the benefit structures for the General County employee and the Sheriff's Department
employees are:

» Effective January 1, 2002, the formula for General County employees is service multiplied by
2.4% of Final Average Compensation for the first 26 years and 1% thereafter, for a maximum
benefit of 65% of Final Average Compensation; for RN's, LPN's and UAW Senior Citizen
Services employees, the benefit formula is 2.2% of Final Average Compensation multiplied by
total service to a maximum of 66% of Final Average Compensation.

» For the Sheriffs Department, Deputies receive a benefit equal to 2.64% of Final Average
Compensation multiplied by service (up to a maximum of 25 years), all others receive a benefit
service multiplied by 2.4% for the first 26 years and 1% thereafter for a maximum benefit of 65%
of Final Average Compensation.
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Benefft Subsidies

Certain subsidized benefits are available from the Retirement System. Early, unreduced monthly
benefits are available to participants that meet cerain age, service, or age plus service criteria — one
example is the Rule of 70, an age plus service subsidy available to early retirees. Additionally, a
deferred retirement aptional pension (DROP) is available to participants when they first become eligible
for an unreduced benefit.

The additional annual County contribution for the benefit subsidies is approximately

= DROP - 0.50% of payroll far General County employees and 0.60% of payroll for Sheriff's
Department employees, and
= Rule of 70 — 2.70% of payroll for General County employees.

Retirement System Funding
The average cost per year for Retirement System benefits is approximately

= 17.30% of payroll for General County employees and
»  20.60% for Sheriff's Department employees.

The Retirement System is funded directly through a combination of employee and employer
contributions. Member contributions are:

» General County — 3.5% of annual compensation

* General County (RN’s, LPN's, and UAW Senior Citizen Services) — 2.5% of annual
compensation

s Sheriff's Department — 4.0% of annual compensation

For the actuarial valuation as of December 31, 2008, such amounts in the aggregate approximately
average:

= 3.00% of payroll for member contributions (for General County employees) and 11.60% of

payroll for the County, and
= 3.80% payroll for member contributions (for Sheriff's Department employees) and 14.70% of

payroll for the County.

The Retirement System is funded indirectly through an amortization of assets greater than the
unfunded actuarial accrued liability of about 3.10% of payroll for General County employees and 2.30%
of payroll for Sheriff's Department employees. Without this indirect funding, the cost for the County
would be higher.

Historically, investment earnings and employer contributions have experienced volatility. Further,
required employer contributions, as well as distributions, have increased over time. Notwithstanding,
as of the most recently available actuarial valuation, the Retirement System continues to be well
funded.

plante
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Goals of the Study

The County is concerned about many issues with the Retirement System including providing the level
of benefits and sustaining the increased contributions on a long-term basis without disrupting services,
staffing, and/or requiring increased taxes, that is, the County wishes to provide meaningful benefits to
its employees while mitigating volatility and increased costs.

The County is seeking to perform projections of the Retirement System liability.

Further, the County is looking for assistance in understanding the financial and non-financial
ramifications of implementing a defined contribution plan and the associated alternatives.

Report Layout
This report is divided into the following sections:

|. Caveats — The entire process of projecting long-term costs and benefits is based upon the
perfect realization of all of the underlying assumptions; therefore, the report cannot be used as a
representation of what will occur, but instead, only what would occur, if and only if, all the
assumptions are realized — the caveats explain how the report should and should not be used.

ll. Retirement System Analysis ~ the report provides observation of the projections of the ongoing
hard dollar costs of maintaining the defined benefit plan intact in its current form; the report
summarizes the work prepared by Gabriel Roeder Smith & Company prepared and sent under
cover of May 7, 2008 (see Appendix 1).

. Hybrid Plan Analysis — the report looks at effect of funding costs for prospective employees and
at providing a combination of defined benefit style benefits and defined contribution style
benefits for such prospective employees.

IV. Subsidized Benefit Costs — based upon information available in the most recently available
actuarial valuation (for December 31, 2006) sent under cover of June 27, 2007, the reports
provides discussion on cost of providing benefit subsidies for ongoing benefits.

V. Individual Calculations — sample calculations are provided for long-term, thirty year employees
under all the defined benefit style plans that were modeled for costs purposes including the
addition of certain defined contribution style benefits. Additionally, a calculation is provided
noting the effect of having a pure actuarial reduction for certain early retirement benefits (versus
a subsidized, unreduced benefit).

VI. Conclusion — based on the goals of the County to provide meaningful retirement benefits to its
employees while containing increasing costs and the mitigating the associated funding and
investment return volatility, Plante & Moran is providing a recommended approach to providing
future benefits. Such recommendations should not be considered without logking at the impact
on the County's payroll, such as necessary replacement personnel, and its retiree medical

obligations.

plante

TS B

oran



Mr. Don Brown and Mr. David M. Diegel May 28, 2008
Macomb County, Michigan Page 4

SECTION |
CAVEATS

Information contained in this report is based upon underlying assumptions and methods 1) directly
referenced, 2) referenced in an underlying report, or 3) implied.

The actual results of any outcome based projections hased upon assumptions are likely to be different
in reality and, as such, shouid be relied upon as estimates. However, the report does reflect the order
of magnitude and direction of the Retirement System should the underlying assumptions be realized or
approached.

Projections, and studies based upon projections, are by definition imperfect and limited in use. This
study is based on projections.

Report Limitations

= This report is finite in terms of the content it intends to address. It is not intended to be
exhaustive.

= This report does nof define the universe of potential outcomes, for example, should investments
exceed or fall short of the expected outcome.

= This report does not consider the impact on the retiree medical benefits funded outside the
Retirement System. This issue may alter the timing and impact of any potential changes to the
Retirement System.

= This report does not consider the impact on the County’'s payroll (if any).

= This report is based upon actuarial calculations and estimates that do not meet the same
rigorous standards of ongaing actuarial valuations based upon real and timely information.

* The projections contained in this report are not simuiations intended to be reflected as likely
outcomes based probability such as Monte Carlo modeling.

= This report does not intend to produce the likely results/outcomes but instead is based upon
perfectly realizing all assumptions such as investment returns, retirement ages, termination
decrements, funding requirements, etc.

= This report does not intend to reflect the real volatility of all underlying variables.

= The information represented in the charts and graphs generally is based upon the valuation
year for the fiscal year that is two years in the future. For example, information for the actuarial
valuation as of December 31, 2006 is used to determine contributions for the fiscal year
beginning January 1, 2008.

= Actual results will vary.

= This study does not consider matters of law or matters subject to good faith collective
bargaining. These issues may alter the timing and impact of any potential changes to the
Retirement System.

= The projections cannot be used to budget future costs or cash outlays.

plante
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SECTION |l
RETIREMENT SYSTEM ANALYSIS

This report provides observation of the projections of the ongoing hard dollar costs of maintaining the
defined benefit plan intact in its current form; the report summarizes the work prepared by the
Retirement System'’s actuary, Gabrie! Roeder Smith & Company (the actuary) as sent under cover of
May 7, 2008 (see Appendix 1). The actuary based their study upon the information requested by
Plante & Moran in its letter to the actuary sent under cover of January 25, 2008 (see Appendix 2).

The summary provided in this report is high level and generic — this summary is intended to summarize
and supplement the vast amount of information provided by the actuary, it is not intended to be
comprehensive and it is not intended to supersede any interpretations or analysis of the actuary.

Baseline Projection

The Baseline Projection is based upon the December 31, 2006 actuarial valuation (for the fiscal year
beginning January 1, 2008) and assumes no change in the benefit formula and no change in the
benefits provided to current or new employees.

The chart shows the
General projected future
Payroll: Current vs. New Employees payroll of the General
: : County Employees —
for current and new
employees — 2006
levels are
approximately $98
million {for all
employees) growing
to about $420 million
in 2036, mast of which
is for new employess.
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General Baseline
Employer Contribution - Defined Benefit Plan Only

{in dollars and as a % of payroll)
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Future employer
contributions are
expected to grow
from the current level
of about $12 million
to $50 mitlion in the
next 30-year period.

While the employer-
based funding is
projected to more
than quadruple in
hard dollars, as a
percent of payroll,
the funding
contribution remains
relatively stable,
generally, in the
range of 10 to 12%
of payroll.

Based upon the
ons will exceed $724

million during the 30-year period.

General Baseline

Assets v. Liabilities - Defined Benefit Plan Only
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AAL = Actuarial Accrued Liability

Notes:

~ Payroll Total

Based upon the
underlying
assumptions of
constant investment
returns of 7.50% and
increasing the hard
dollar funding of
contributions, assets
will continue fo be
greater than liabilities
with the funded
percentage of 110%
in 2006 being
roughly identical to
the funded
percentage in 2036,
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Sheriff
Payroll: Current v. New Employees
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For employees for the
Sheriff's Depariment,
the payroll is projected
o grow from current
levels of about $29
million to approximately
$129 million by the year
2036.

Future employer
contributions are
expected to grow from
the current level of
about $4.5 million to
$20.5 million in the
next 30-year period.

While the employer-
hased funding is
projected to about
quadruple in hard
dollars, as a percent of
payroll, the employer-
paid funding
contribution remains
relatively stable,
generally, in the range
of 14 to 16% of payroll.

Based upon the long-term projections, the sum of the annual County employer-based contributions will

axceed $303 million during the 30-year pericd.
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Based upon the underlying assumptions of constant investment returns of 7.50% and increasing the
hard dollar funding of contributions, assets will continue to be greater than liabilities with the funded
percentage of 106% in 2006 being roughly identical to the funded percentage of 104% in 2036.

Sheriff Baseline

Assets v. Liabilities - Defined Benefit Plan Only
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Scenario 1 — No New Plan Entrants — General County Employees

The Scenario 1 Projection is based upon the December 31, 2006 actuarial valuation (for the fiscal year
beginning January 1, 2008) and assumes no change in the benefit formula and no change in the
benefits provided to current employees; however, it assumes that no new employees will accrue any

new benefits under a defined benefit style pension.

General -Scenario 1
Assets v. Liabilities - Defined Benefit Plan Only
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The actuarial funding method changes
because the plan does not allow new
entrants.

Based upon the assumptions used, the
funded percentage remains strong
throughout the fuiure working lifetimes of
current employees and retirees through
the end of the projection period in 2036 -
even as more benefits are paid and the
corpus of the assets decline.

Due to the healthy funding condition of the
Retirement System, can and should it be
limited to those employees currently
eligible to participate, the County
contributions would fall, under this
projection, from over $6 million in the
2006 actuarial valuation to $0 by the 2010
actuarial valuation. This assumes that
employee contributions continue at their
current level.
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Scenario 1 - No New Plan Entrants — Sheriff’s Depariment Employees

Sheriff Scenario 1
Assets v. Liahilities - Defined Benefit Plan Only
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Sheriff Scenario 1
Employer Contribution - Defined Benefit Plan Only
(in dollars and as a % of payroll)

$25,000,000 -

e 200 D0%

- 18.00%

$20,000,000

16.00%

T 1a.00%

$15,000,000

12.00%

$10,000,000

8.00%

* 6,.00%

§5.000,000

FETTTTTTEETTIT AN

o B (53 o
v W > v <

)
b o
& S

]
e
A

o S 3 B o
Sy Y Nl o
&P S

it R 4

4.00%

T h200%

“ 0.00%

The actuarial funding method changes
because the plan does not allow new
entrants. This appropriate change causes
the funded percentage to initially drop.

However, based upon the assumptions
used, the funded percentage improves to
a strong position in the near future.

Due to the healthy funding condition of the
Retirement System, can and should it be
limited to those employees currently
eligible to participate, the County
contributicns fall, under this projection,
from over $4 million in 2006 to $2 million
by 2020 and to $0 by 2029. This assumes
that employee contributions continue at
their current level.
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