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RICK SNYDER
GOVERNOR

STATE OF MICHIGAN
DEPARTMENT OF TREASURY
LANSING

NICK A. KHOURI
STATE TREASURER

December 2016
Dear MET Participants:
We are pleased to present the Fiscal Year 2015-16 Annual Report for the Michigan Education
Trust (MET) program. By law, an actuarial evaluation must be performed annually to determine
MET’s ability to pay future benefits. The actuary report prepared by Gabriel Roeder Smith &
Company for contracts purchased after 1995 (referred to in this Annual Report as Plan D
contracts) as of September 30, 2016, is available on-line at www.SETwithMET.com.
If you have not yet purchased full four-year contracts, we encourage you to consider additional
purchases this year. The 2017 enrollment period is currently open and ends September 30,
2017.
The 2017 enrollment period features the popular Pay-As-You-Go payment option. This purchase
option allows purchasers to buy contracts by credit hours rather than in semester increments.
This is a good option even if you intend to purchase one or more semesters in a lump sum as it
leaves the contract open to future contributions as opposed to a regular lump sum purchase that is
closed and cannot be added to in the future. Once a contract has been purchased, friends and
family can also make contributions to the contract.
When purchasing the initial contract you must purchase a minimum of one credit hour in your
plan of choice, although you can purchase any amount above the minimum. You may then
continue to make payments at any time in minimum increments of $25. Pay-As-You-Go
contracts must be completed 45 days before intended use. For more information visit
www.SETwithMET.com and select the Purchase Options left navigation button.
Please feel free to call the MET office with any questions or concerns you may have at (800)
MET-4-KID (638-4543) or (517) 335-4767 in the greater Lansing area. You may also e-mail
MET at TreasMET@michigan.gov.
Sincerely,

Nick A. Khouri
MET Chairman
State Treasurer

Robin R. Lott
Executive Director
Michigan Education Trust

P.O. BOX 30198  LANSING, MICHIGAN 48909
www.setwithmet.com  517-335-4767 or 800-MET-4-KID

MET BOARD AND LEADERSHIP
A nine-member Board of Directors administers the Michigan Education Trust (MET) program. Board
members are responsible for policy development, investment initiatives, program development and
implementations. The Governor, on advice and consent of the Senate, appoints MET Board members,
who represent expertise in business, academics or finance. The State Treasurer, Nick A. Khouri, serves
as Chairperson. Robin Lott, Executive Director, serves as liaison to the MET Board of Directors and
administers MET operations. MET is housed within the Michigan Department of Treasury under the Student
Financial Services Bureau.

Michigan Education Trust Board of Directors
MR. NICK A. KHOURI, CHAIRPERSON
Ex Officio, State Treasurer
MR. ROBERT A. BOWMAN, PRESIDENT
Pleasure of Governor
President & CEO, MLB Advanced Media, L.P.
DR. VIRINDER MOUDGIL, VICE PRESIDENT
Pleasure of Governor
President, Lawrence Technological University
MR. RONALD WISER
Nominated by Speaker of the House
Chairman, The Wiser Group
DR. GLENN D. MROZ
Representing Four-Year Public Colleges & Universities
President, Michigan Technological University
MR. ROBERT FERRENTINO, J.D.
Representing Community Colleges
President, Montcalm Community College
MR. MICHAEL FLYNN
Nominated by Senate Majority Leader
Treasurer, Shelby Township
MS. CHERYL BARTHOLIC
Representing General Public
Commercial Group Manager & Sr. Vice President, Independent Bank

THE MET PROGRAM

MR. ELIYA BOJI
Representing General Public
Boji Group

MET was established pursuant to Public Act 316 of 1986 as Michigan’s prepaid tuition program. MET is a
“qualified tuition program” under Section 529 of the Internal Revenue Code which provides tax exemption
for the trust and tax exemption of earnings for contract participants who use MET funds to pay for qualified
higher education expenses.
MET allows parents, grandparents, businesses, and others to make contributions at the current rate of
tuition for a child to attend any Michigan public college in the future. Michigan is the first state in the nation
to enact legislation for a prepaid tuition program. Today, all 50 states have established similar prepaid or
college savings programs.
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Contracts by Academic Year
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Under Plan D
As of September 30, 2016
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November 29, 2016
Ms. Robin Lott
Executive Director
Michigan Education Trust
P.O. Box 30198
Lansing, MI 48909
Dear Ms. Lott:
At your request, Gabriel, Roeder, Smith & Company (“GRS”) has performed an actuarial soundness valuation
of the Michigan Education Trust – Plan D (“MET”) as of September 30, 2016. Although the term “actuarial
soundness” is not specifically defined, the purpose of this actuarial valuation is to evaluate the financial status of
the program as of September 30, 2016.
The actuarial soundness valuation results are based upon data and information, furnished by MET, concerning
program benefits, financial transactions, and beneficiaries of MET as of September 30, 2016. We reviewed this
information for internal and year-to-year consistency, but did not audit the data.
As of September 30, 2016, the present value of all future tuition obligations under contracts outstanding (and
including estimated future administrative expenses) at that date is $875.5 million. Fund assets as of September
30, 2016, including the market value of program assets and the present value of installment contract receivables,
are $934.4 million. The difference between the fund assets of $934.4 million and program obligations of $875.5
million represents a program surplus of $58.9 million.
The actuarial soundness valuation involves actuarial calculations that require assumptions about future events.
The major actuarial assumptions used in the actuarial soundness valuation were based on an experience review
for the period from October 1, 2010, to September 30, 2013, and were adopted for use commencing with the
September 30, 2014, valuation. The major actuarial assumptions used in the actuarial soundness valuation were
provided by and are the responsibility of MET. All calculations have been made in conformity with generally
accepted actuarial principles and practices commonly applicable to similar types of arrangements.
To the best of our knowledge, the information contained in the actuarial soundness valuation report is accurate
and fairly presents the actuarial position of the Michigan Education Trust – Plan D as of September 30, 2016.
This actuarial certification is provided to the Board of Trustees in conjunction with the MET actuarial valuation
as of September 30, 2016. Additional information regarding actuarial assumptions and methods, and important
additional disclosures are provided in the full actuarial soundness valuation report as of September 30, 2016,
which is available on the MET website, and is an integral part of this certification.
Paul T. Wood and Lance J. Weiss are Members of the American Academy of Actuaries (MAAA) as indicated,
and meet the Qualification Standards of the American Academy of Actuaries to render the actuarial opinion
contained herein.
Respectfully submitted,
Gabriel, Roeder, Smith and Company

Paul T. Wood, A.S.A., M.A.A.A., F.C.A.
Consultant

Lance J. Weiss, E.A., M.A.A.A., F.C.A.
Senior Consultant
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Independent Auditor's Report
To the Board of Directors and
Mr. Doug A. Ringler, CPA, CIA
Auditor General, State of Michigan
Michigan Education Trust Plan D
Report on the Financial Statements
We have audited the accompanying financial statements of Michigan Education Trust Plan D, a discretely
presented component unit of the State of Michigan, as of and for the year ended September 30, 2016,
and the related notes to the financial statements, which collectively comprise the Michigan Education
Trust Plan D's basic financialstatements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

To the Board of Directors and
Mr. Doug A. Ringler, CPA, CIA
Auditor General, State of Michigan
Michigan Education Trust Plan D
Opinions
In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
financial position of the Michigan Education Trust Plan D as of September 30, 2016 and the changes in its
financial position and its cash flows for the year then ended in accordance with accounting principles
generally accepted in the United States of America.
Emphasis of Matters
As described in Note 1 to the financial statements, the financial statements present only the Michigan
Education Trust Plan D. Accordingly, these financial statements do not purport to, and do not, present
fairly the financial position and changes in financial position and, where applicable, cash flows of the State
of Michigan or its component units, the Michigan Education Trust as a whole, or the Michigan Education
Trust Plans B & C as of and for the year ended September 30, 2016 in accordance with accounting
principles generally accepted in the United States of America. Our opinion is not modified with respect
to this matter.
Other Matters
Prior Year Audited by Other Auditors
The financial statements of Michigan Education Trust Plan D as of September 30, 2015 were audited by
other auditors, whose report dated December 21, 2015 expressed an unmodified opinion on those
statements.
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis, the schedule of the trust's proportionate share of net pension liability, the
schedule of the trust's contributions, and the notes to the required supplementary information, as listed in
the table of contents, be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, which considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence
to express an opinion or provide any assurance.
Other Information
Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Michigan Education Trust Plan D's basic financial statements. The transmittal
letter, board and leadership information, description of the Michigan Education Trust program, and
actuarial certification letter are presented for the purpose of additional analysis and are not a required
part of the basic financial statements. This information has not been subjected to the auditing procedures
applied in the audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on it.

To the Board of Directors and
Mr. Doug A. Ringler, CPA, CIA
Auditor General, State of Michigan
Michigan Education Trust Plan D
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated December 21,
2016 on our consideration of the Michigan Education Trust Plan D's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements, and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards in considering Michigan
Education Trust Plan D's internal control over financial reporting and compliance.

December 21, 2016
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This is a discussion and analysis of the financial performance of the Michigan Education
Trust (MET) Plan D for the fiscal years ended September 30, 2016 and September 30,
2015. MET is an Internal Revenue Code Section 529 qualified tuition program and is a
discretely presented component unit of the State of Michigan, administratively located
within the Department of Treasury. MET's management is responsible for the financial
statements, notes to the financial statements, and this discussion.
Using the Financial Report
This financial report includes the report of independent auditors, management's
discussion and analysis, the basic financial statements, and notes to the financial
statements.
Generally accepted accounting principles applicable to governments require a statement
of net position; a statement of revenues, expenses, and changes in net position; and a
statement of cash flows. These financial statements are interrelated and represent the
financial status of MET Plan D.
The statement of net position includes the assets, deferred outflows of resources related
to pensions, liabilities, deferred inflows of resources related to pensions, and net
position at the end of the fiscal year. The statement of revenues, expenses, and
changes in net position presents the revenues earned and expenses incurred during the
fiscal year. The statement of cash flows presents information related to cash
inflows and outflows summarized by operating and investing activities.
Financial Analysis of MET Plan D
The MET Board of Directors approves an annual budget and the investment portfolio
allocation. The Bureau of Investments, Department of Treasury, under the direction of
the MET Board of Directors, is responsible for short-term and long-term investment of
MET funds. The MET portfolio for Plan D may be invested up to 75% in equities with the
remainder invested in short-term investments, U.S. government securities, corporate
bonds and alternative investments.
MET funds are invested to coincide with the students' expected years of high school
graduation. Once students activate their contracts, colleges and universities submit
invoices to MET every semester for tuition and mandatory fees. In 2006, the MET
Board of Directors approved an amendment allowing students 15 years from the
expected year of high school graduation to completely use MET contract benefits.
Before that change, students had 9 years to use MET contract benefits.
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Annually, the actuary determines the actuarial soundness of each MET plan. Key factors
used in the soundness analysis are tuition increases (short-term and long-term),
investment performance, and college selection by students and purchasers.
MET Plan D received 1,964 new contracts and $30 million in prepaid tuition amounts
related to new contracts during fiscal year 2015-16. In fiscal year 2014-15, MET received
1,580 new contracts and $27 million in prepaid tuition amounts related to new contracts.
Comparison of Current Year and Prior Year Results
Condensed Financial Information
From the Statement of Net Position
As of September 30
(In Thousands)
2016
Current assets

$

Noncurrent assets

69,572

2015
$

98,336

2014
$

55,921

870,117

789,690

$

939,689

$ 888,027

$

916,201

Deferred Outflow Related to Pensions

$

60

$

472

$

0

Total assets and Deferred Outflows

$

939,749

$ 888,499

$

916,201

$

74,449

$

$

81,565

Total assets

Current liabilities

87,948

Noncurrent liabilities

806,414

795,189

Total liabilities

880,863

$ 883,138

Deferred Inflows Related to Pensions

(3)

Total Liabilities and Deferred Inflows
Net position - Restricted
Total net position

880,860

860,280

806,692
$

183

888,257
0

$ 883,320

$

888,257

$

58,890

$

5,178

$

27,944

$

58,890

$

5,178

$

27,944

Total net position increased by $53.7 million in fiscal year 2015-16 and decreased by
$22.8 million in fiscal year 2014-15.
Total assets increased by $51.7 million in fiscal year 2015-16 and decreased by $28.2
million in fiscal year 2014-15. The increase in fiscal year 2016-16 resulted from favorable
investment performance. The decrease in fiscal year 2014-15 resulted due to
liquidation of investments to meet the increased tuition benefit payments.
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Condensed Financial Information
From the Statement of Revenues, Expenses, and Changes in Net Position
Fiscal Years Ended September 30
(In Thousands)
2016
Operating revenues
Interest and dividends income

$

28,127

2015
$

23,334

2014
$

22,110

Net increase (decrease) in the fair value
of investments

55,374

Other miscellaneous income

598

(24,472)

64,132

1,624

1,737

$

84,099

$

487

$

87,979

$

3,903

$

2,418

$

2,983

$

26,484
30,387

$

19,318
21,735

$

13,059
16,042

Operating income (loss)

$

53,711

$ (21,248)

$

71,938

Increase (Decrease) in net position

$

53,711

$ (21,248)

$

71,938

Total operating revenues
Operating expenses
Salaries and other administrative expenses
Net increase (decrease) in the present value
of tuition benefits payable
Total operating expenses

Net position - Beginning of fiscal year

5,178

Cumulative effect of a change in accounting principle
(Note 9)
Restated beginning net position
Net position - End of fiscal year

27,944

(43,994)

(1,517)
5,178
$

58,890

26,427
$

5,178
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The net position - end of fiscal year increased by $53.7 million in fiscal year 2015-16
and decreased by $22.8 million in fiscal year 2014-15. The net position increased during
fiscal year 2015-16 due to favorable investment returns and lower than expected tuition
increases. The decrease in fiscal year 2014-15 was due to unfavorable investment
returns at year end. In fiscal year 2015 GASB 68 was adopted and the net pension liability
of $1.5 million was recognized as a change in accounting principle and decreased net
position.
Condensed Financial Information
From the Statement of Cash Flows
Fiscal Years Ended September 30
(In Thousands)
2016

2015

2014

Net cash provided (used) by:
Operating activities
$ (24,579)
Investing activities
(998)
Net cash provided (used) - All activities
$ (25,577)
Cash and cash equivalents - Beginning of fiscal year
80,126

$ (24,629)
65,731
$ 41,102
39,024

$

Cash and cash equivalents - End of fiscal year

$ 80,126

$

$

54,549

$

(18,430)
27,962
9,532
29,492
39,024

The net cash provided by investing activities decreased by $71.7 million in fiscal year
2015-16 because of an increase in investments purchased and increased by $36.5 million
in fiscal year 2014-15 because of the increased amount of cash available for investment
purposes.
Factors Impacting Future Periods
Prepaid tuition receipts translate into an increase in the tuition liability; however, the
actuarial soundness of MET is based, in part, on new contracts being purchased, market
performance of investments, and factors affecting estimates of future tuition benefits. As
of September 30. 2016, MET Plan D is 106.7% funded and is expected to pay all
contracted benefits. The MET Plan D actuary's cash flow report expects tuition payments
to students activating their contracts to be:

14

Fiscal Years Ending

Expected Gross
Tuition Payments

Expected
Number of Contracts

2017 – 2019
2020 – 2022
2023 – 2025
2026 - 2028
After 2028

$229,735,127
$261,423,593
$273,533,080
$235,325,276
$406,283,651

7,510
6,399
4,534
3,043
2,271

Michigan Education Trust

The enrollment period for 2016 was from December 10, 2015 through September 30,
2016. New enrollment contract prices are adjusted annually to reflect estimated changes
in tuition costs and investment earnings and will increase cash, future tuition benefits
payable, and the asset base of MET Plan D.
The MET Board of Directors reviews asset allocation and investment performance on a
quarterly basis to balance investment risk and maximize rates of return. At the beginning
of fiscal year 2007-08, the MET Board of Directors changed the long-term investment
portfolio strategy to address the unfunded liability issue. The MET Plan D target portfolio
for investment is 75% in equities (mutual funds and alternative investments) and 25% in
fixed income securities (short-term investments, U.S. government securities, and
corporate bonds).
It is expected that Michigan public universities will continue to adopt higher tuition rates
in subsequent years as State-appropriated funds remain flat. The average yearly tuition
increase over the last 21 years has been 6.5% for four-year universities and 4.2% for twoyear community colleges, compared to the actuarial assumption of 7.10% for the first two
years, 5.75% for year 3, 5.0% for year 4 and 4.5% for year 5 and beyond.
Financial information can be obtained on the MET website at www.SETwithMET.com or
by mail at Michigan Education Trust, P.O. Box 30198, Lansing, Michigan 48909, phone
517-335-4767.
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MICHIGAN EDUCATION TRUST PLAN D
Statement of Net Position
As of September 30
2016

2015

$ 54,548,915
11,634,991
1,286,255
2,028,433
73,250
$ 69,571,844

$ 80,125,839
12,778,403
1,566,114
3,622,462
243,242
$ 98,336,060

829,682,727
40,434,120
$939,688,691

744,904,179
44,786,306
$888,026,545

$
60,468
$939,749,159

$
472,205
$888,498,750

$

3,620,340
70,828,451
$ 74,448,791

$

3,177,712
84,770,567
$ 87,948,279

804,692,621
1,721,115
$880,862,527

763,634,169
1,555,317
$883,137,765

DEFERRED INFLOWS OF RESOURCES RELATED TO
PENSIONS
Total Liabilities and Deferred Inflows of Resources

$
(2,983)
$880,859,544

$
182,508
$883,320,273

NET POSITION
Net position – Restricted

$ 58,889,615

$

5,178,476

Total net position

$ 58,889,615

$

5,178,476

Assets
Current assets:
Cash and cash equivalents (Note 2 and 3)
Tuition contracts receivable (Note 5)
Interest and dividends receivable
Amounts due from contract purchaser
Amounts due from others
Total current assets
Noncurrent assets:
Investments (Note 3 and 4)
Tuition contracts receivable (Note 5)
Total assets
DEFERRED OUTFLOWS OF RESOURCES RELATED TO
PENSIONS
Total Assets and Deferred Outflows of Resources
LIABILITIES
Current liabilities
Amounts due to MET Program (Plans B and C)
Tuition benefits payable (Note 5)
Total current liabilities
Noncurrent liabilities:
Tuition benefits payable (Note 5)
Net pension liability (Note 9)
Total liabilities

The accompanying notes are an integral part of the financial
statements
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MICHIGAN EDUCATION TRUST PLAN D
Statement of Revenues, Expenses ,and Changes in Net Position
Fiscal Years Ended September 30
OPERATING REVENUES
Interest and dividends income
Net increase (decrease)in the fair value of investments
Other miscellaneous income
Total operating revenues

2015

$ 28,127,140
55,373,916
597,503
$ 84,098,559

$ 23,334,440
(24,471,759)
1,624,382
$
487,063

OPERATING EXPENSES
Salaries and other administrative expenses
Net increase (decrease) in the present value of tuition benefits
payable
Total operating expenses

3,903,297

2,417,534

26,484,123
$ 30,387,420

19,317,794
$ 21,735,328

Increase (Decrease) in net position

$ 53,711,139

$ (21,248,265)

Increase (Decrease) in net position
Net position (deficit) – Beginning of fiscal year
Cumulative effect of a change in accounting principle (Note 9)
Restated beginning net position

$ 53,711,139
5,178,476
$

$ (21,248,265)
27,943,920
(1,517,179)
26,426,741

Net position – End of fiscal year

$ 58,889,615

The accompanying notes are an integral part of the financial
statements

18

2016

Michigan Education Trust

5,178,476

$

5,178,476

MICHIGAN EDUCATION TRUST PLAN D
Statement of Cash Flows
For the Year Ended September 30

CASH FLOWS FROM OPERATING ACTIVITIES
Contract receipts
Benefits paid
Administrative and other expenses paid
Application and other fees collected
Net cash provided (used) by operating activities

2016

2015

$ 53,539,573
(75,648,067)
(3,068,280)
597,502
$ (24,579,271)

$ 45,661,908
(69,308,821)
(2,606,554)
1,624,382
$ (24,629,086)

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investment securities
Interest and dividends received
Proceeds from sale and maturities of investment securities
Net cash provided (used) by investing activities

$(165,077,776)
28,407,000
135,673,123
$
(997,653)

$(156,131,549)
23,387,253
198,475,270
$ 65,730,974

Net cash provided (used) – All activities
Cash and Cash Equivalents – Beginning of fiscal year

$ (25,576,925)
80,125,839

$ 41,101,887
39,023,952

Cash and cash equivalents – End of fiscal year

$ 54,548,915

$ 80,125,839

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED (USED) BY OPERATING ACTIVITIES
Operating income (loss)
Adjustments to reconcile increase (decrease) in net position to
net cash provided by operating activities:

$ 53,711,139

$ (21,248,265)

Unrealized and realized (gains) losses
Investment income
Changes in assets and liabilities:
Interest and dividends receivable
Tuition contracts receivable
Amount due from contract purchaser
Amount due from others
Amounts due to MET Programs (Plans B and C)
Pension liability
Tuition benefits payable
Net cash provided by operating activities

(55,373,916)
(28,407,000)

24,471,759
(23,387,253)

279,859
5,495,598
1,594,029
170,011
442,629
392,044
(2,883,665)

52,813
5,144,644
(2,655,951)
(80,723)
85,641
(251,559)
(6,760,194)

$ (24,579,271)

$ (24,629,086)

The accompanying notes are an integral part of the financial
statements
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NOTES TO FINANCIAL STATEMENTS
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Note 1

Basis of Presentation and Reporting Entity
a. Basis of Presentation
The financial statements of the Michigan Education Trust (MET) Plan D have
been prepared in accordance with accounting principles generally accepted in
the United States of America as applicable to governmental units.
b. Reporting Entity

MET was created under Act 316, P.A. 1986 (Sections 390.1421 - 390.1444 of
the Michigan Compiled Laws), to operate a prepaid college tuition program.
MET is governed by a 9-member Board of Directors that consists of 1 ex-officio
member (the State Treasurer, acting as chair) and 8 public members who are
appointed by the Governor with the advice and consent of the Senate. MET is
administratively located within the Department of Treasury. The State
Treasurer, as MET's agent, may not commingle funds and must maintain a
separate bank account for MET. MET is a proprietary component unit of the
State of Michigan and is reported as such in the State of Michigan
Comprehensive Annual Financial Report. The accompanying financial
statements present only MET Plan D. Accordingly, they do not purport to, and
do not, present fairly the financial position and changes in financial position and
cash flows of the State of Michigan or its component units, MET as a whole, or
MET Plans B and C in accordance with accounting principles generally
accepted in the United States of America as applicable to governmental units.
Act 316, P.A. 1986, as amended, empowers MET, on behalf of itself and the
State of Michigan, to enter into a contract with a purchaser which provides that,
in return for a specified actuarially determined payment, MET will provide a
Michigan child's undergraduate tuition at any Michigan public university or
community college. The purchase amount is based on several factors,
including tuition costs, anticipated investment earnings, anticipated tuition rate
increases, and the type of contract purchased.
MET offers a full benefits contract, a limited benefits contract, and a community
college contract. MET's property, income, and operations have been statutorily
exempted from all taxation by the State and its political subdivisions. The Act
and the contracts specifically provide that the State is not liable if MET becomes
actuarially unsound. In that event, the contracts provide for refunds to
participants based on a proportion of the remaining assets. In May 1997, MET
submitted a request for ruling to the Internal Revenue Service (IRS) for
verification that MET is in compliance with the Small Business Job Protection
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Act of 1996 (known as the 1996 Tax Act). On December 23, 1997, the IRS
issued a favorable ruling, which confirms that MET meets the requirements for
exemption from federal income tax as a state qualified tuition program
described in Section 529 of the Internal Revenue Code.
As of September 30, 2016, there have been 24 enrollment periods over
28 years for MET. The 1988, 1989, and 1990 enrollments are known as Plans
B and C. The 1995, 1997, 1998, 1999, 2000, 2002, 2003, 2004, 2005, 2006,
2007 (two enrollment periods), 2008, 2009, 2010, 2011, 2012, 2013, 2014,
2015 and 2016 enrollments are known as Plan D. The Plan D enrollments are
accounted for and reported separately from the Plans B and C enrollments.
These financial statements report only Plan D enrollments. Separate financial
statements and actuarial valuation of Plans B and C enrollments are available
from the MET office at P.O. Box 30198, Lansing, Michigan 48909.
Note 2

Summary of Significant Accounting Policies
a. Measurement Focus and Basis of Accounting
The financial statements contained in this report are prepared using the
economic resources measurement focus and the accrual basis of accounting
as provided by accounting principles generally accepted in the United States
of America as applicable to governmental units. Under the accrual basis of
accounting, revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of cash flows.
MET follows the accounting rules promulgated by the Governmental
Accounting Standards Board (GASB).
b. Assets, Liabilities, and Net Position
(1) Cash and Cash Equivalents: Cash and cash equivalents reported on the
statement of net position include deposits with financial institutions and
short-term investments with original maturities that are generally less than
three months used for cash management rather than investing activities.
(2)
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Investments: MET's deposits and investments are held in a fiduciary
capacity by the State Treasurer. Act 316, P.A. 1986, as amended,
authorizes the MET Board of Directors to invest MET's assets in any
instrument, obligation, security, or property that it considers to be
appropriate. The Act also authorizes the pooling of MET's investments
with investments of the State, such as the pension funds, for investment
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purposes. Investments are carried at fair value (see Note 3). Corporate
bonds not traded on a national or international exchange are based on
equivalent values of comparable securities with similar yield and risk. The
fair value of private investments is based on the net asset value reported
in the financial statements of the respective investment entity. The net
asset value is determined in accordance with governing documents of the
investment entity, and is subject to an independent annual audit. Other
investments not having an established market value are recorded at
estimated fair value.

Note 3

(3)

Tuition Contracts Receivable: The present value of the future monthly
purchase contract payments is recorded as a current and noncurrent
asset of MET. In fiscal years 2015-16 and 2014-15, the discount rate
applied to expected future cash flows to determine present value was
6.00% and 6.00%, respectively.

(4)

Liabilities: The actuarial present value of the future tuition benefits
obligation is recorded as a current and noncurrent liability of MET (see
Note 5).

(5)

Net Position: MET's net position represents the investment appreciation
and the investment revenue in excess of (or less than) the actuarial
present value of the future tuition benefits obligation and expenses (see
Note 5). Positive net position is restricted because of the contractual
obligations that MET must adhere to on behalf of the purchasers and
beneficiaries for which prepaid tuition was collected and invested. Section
17 of Act 316, P.A. 1986, as amended indicates that the assets of MET
shall be preserved, invested, and expended solely pursuant to and for the
purposes set forth in the Act and shall not be loaned or otherwise
transferred or used by the State for any purpose other than the purposes
of the Act.

Deposits and Investments
a. General Information
In accordance with GASB Statement No. 40, Deposit and Investment Risk
Disclosures, policies and practices with respect to custodial credit risk, foreign
currency risk, interest rate risk, credit risk, and concentration of credit risk are
discussed in the following paragraphs.
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b. Deposits
(1) Custodial Credit Risk
Custodial credit risk for deposits is the risk that, in the event of the failure
of a depository financial institution, MET will not be able to recover
deposits or will not be able to recover collateral securities that are in the
possession of an outside party. MET does not have a policy for custodial
credit risk for deposits.
At the end of fiscal year 2015-16, the carrying amount of MET's deposits
for Plan D and the amount reflected in the accounts of the banks was
$19,556,673. At the end of fiscal year 2014-15, the carrying amount of
MET's deposits for Plan D and the amount reflected in the accounts of the
banks was $12,130,105. The September 30, 2016 and September 30,
2015 balances were covered by federal depository insurance or collateral
held with MET's agent in MET's name and, therefore, were not exposed
to custodial credit risk.
(2)

Foreign Currency Risk
Foreign currency risk for deposits is the risk that changes in exchange
rates will adversely affect the fair value of a deposit. As of September 30,
2016 and September 30, 2015, MET had no foreign deposits.

c. Investments
(1) Interest Rate Risk
Interest rate risk is the risk that changes in interest rates will adversely
affect the fair value of an investment. MET does not have a policy to
restrict interest rate risk for long-term investments.
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As of September 30, 2016, the fair value of investments for Plan D by
investment type and in total (in millions) were as follows:
Investment Maturities

Investments:
Commercial paper
U.S. Treasury Bonds
U.S. agencies - backed
U.S. agencies - sponsored
Corporate bonds and notes
* Mutual funds
* Alternate investments
Total investments

Fair Value

Less Than
1 Year

$

35.0
36.8
4.0
4.2
143.6
493.9
147.2

$

864.7

$

$

Less investments reported as
"cash equivalents" on
statement of net position
Total investments

35.0

1 to 5
Years
$

10.2

6 to 10
Years
$

26.6

More Than
10 Years
$

4.0
4.2

6.0

41.0

56.0

$

66.2

81.6

$

108.2

$

8.2

(35.0)
$

829.7

As Reported on the Statement of Net Position
Noncurrent investments
Total investments

$

829.7

$

829.7

* Mutual funds and alternate investments have no fixed income or duration and, therefore, are not
segmented for time.
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As of September 30, 2015, the fair value of investments for Plan D by
investment type and in total (in millions) were as follows:
Investment Maturities

Investments:
Commercial paper
U.S. agencies - backed
U.S. agencies - sponsored
Corporate bonds and notes
* Mutual funds
* Alternate investments
Total investments

Fair Value

Less Than
1 Year

$

68.0
44.5
4.7
170.6
430.3
94.8

$

812.9

$

$

Less investments reported as
"cash equivalents" on
statement of net position
Total investments

68.0

1 to 5
Years
$

10.2

78.2

14.2

6 to 10
Years
$

71.1

$

85.3

25.7

More Than
10 Years
$

4.6
4.7

$

9.3

89.4

$

15.1

(68.0)
$

744.9

As Reported on the Statement of Net Position
Noncurrent investments
Total investments

$

744.9

$

744.9

* Mutual funds and alternate investments have no fixed income or duration and, therefore, are not
segmented for time.

(2)
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Credit Risk
Credit risk is the risk that an issuer or other counterparty to an investment
will not fulfill its obligations. MET limits investments in commercial paper,
at the time of purchase, to the top two ratings issued by two national rating
services: ratings of A-1 and A-2 from Standard & Poor's and ratings of P1 and P-2 from Moody's Investors Service. MET's policy also limits
investments in corporate bonds, at the time of purchase, to the top four
ratings of the two rating services: ratings of AAA, AA, A, and BBB from
Standard & Poor's and ratings of Aaa, Aa, A, and Baa from Moody's
Investors Service.
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As of September 30, 2016, the fair value and credit quality ratings of
investments were as follows:

Investment
Small Business Administration
Participation
Government National Mortgage
Association
US Treasury Notes
Dodge & Cox (mutual fund)
The Vanguard Group, Inc. (mutual fund)
JM IV, LP
Domain Preferred One, LLC
Crescent Direct Lending Fund, LP
Napier Park Aircraft Leasing Vehicle I,
LLC
Napier Park ABS Income Fund LP
Tahquamenon Fund, LP
AMEGEN Inc.
Anthem Inc.
Apple Inc.
AstraZeneca PLC
AT & T Inc.
Bank of America Corp.
Berkshire Hathaway Inc.
Caterpillar Financial Services Corp.
Celgene Corp.
Citigroup Inc. (public)
Citigroup Inc. (foreign)
Emerson Electric Company
Ford Motor Credit
General Electric Capital Corp.
Gilead Sciences Inc.
Goldman Sachs Group Inc.
John Deere Capital Corp.
JPMorgan Chase & Co.
Lab Corporation of America
Morgan Stanley (public)
Morgan Stanley (foreign)
Nordstrom
Oracle Corp.
Pfizer Inc.
Pitney Bowes Inc.
Prudential High Yield
Rio Tinto Finance (USA) Limited

Fair Value

Credit Quality Rating
Standard
Moody's Investors
& Poor's
Service

4,217,832

BACKED*

BACKED*

4,031,093

BACKED*

BACKED*

36,784,770
70,863,385
377,032,160
17,848,577
5,524,416
35,783,655
4,941,244

BACKED*
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated

BACKED*
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated

41,469,609
41,575,805
1,552,586
2,142,728
5,090,725
8,117,232
2,570,270
6,211,212
2,189,934
4,992,095
4,198,256
2,117,582
4,320,580
3,298,296
5,035,575
6,020,796
4,236,908
6,135,084
5,307,740
3,074,373
3,050,349
3,347,100
3,031,272
3,217,386
5,040,100
2,130,274
467,990
45,962,394
5,223,555

Not Rated
Not Rated
A
A
AA+
ABBB+
BBB
AA
A
BBB+
BBB
BBB+
A
BBB
AA+
A
BBB+
A
ABBB
BBBBBB+
BBB+
AAAA
BBB
A
A-

Not Rated
Not Rated
Baa1
Baa2
Aa1
A3
Baa1
Baa3
Aa2
A2
Baa2
Baa3
Baa1
A2
Baa2
A1
A3
A3
A2
A3
Baa2
Baa2
A3
Baa1
A1
A1
Baa3
Ba
Baa1
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Investment

Fair Value

Schlumberger Investment S.A.
St Jude Medical, Inc.
Teva Pharmaceutical Finance, LLC
Thermo Fisher Scientific Inc.
Verizon Communications Inc.
Volkswagen International Finance N.V.
Wells Fargo Co.
Whirlpool Corp.
Total Fair Value

5,149,183
3,091,209
6,828,644
4,139,326
10,797,784
2,131,242
3,055,080
6,335,321

Credit Quality Rating
Standard
Moody's Investors
& Poor's
Service
AAABBB
BBB
BBB+
BBB+
A
BBB

A1
Baa2
Baa2
Baa2
Baa1
A3
A2
Baa1

$829,682,727

*Backed by the full faith and credit of the United States government.

As of September 30, 2015, the fair value and credit quality ratings of
investments were as follows:

Investment

Fair Value

Government National Mortgage
Association
Small Business Administration
Participation
United States Treasury Notes
Dodge & Cox (mutual fund)
The Vanguard Group, Inc. (mutual fund)
Crescent Direct Lending Fund, LP
JANA Strategic Investment Fund IV, L.P.
Domain Preferred One, LLC
Napier Park Aircraft Leasing Vehicle I,
LLC.
Napier Park ABS Income Fund GP LP
Amazon.com, Inc.
American Honda Finance Corp.
AMGEN Inc.
Anthem Inc.
Apple Inc.
AstraZeneca PLC
AT&T Inc.
Bank of America Corp.
Berkshire Hathaway Finance Corp.
Berkshire Hathaway Inc.
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4,604,922

Credit Quality Rating
Moody's
Investors
Standard
Service
& Poor's

Backed*

Backed*

4,703,463
39,905,186
61,875,741
368,380,138
35,418,519
11,637,264
3,933,671
3,560,397

Backed*
Backed*
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated

Backed*
Backed*
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated
Not Rated

40,252,565
5,118,120
6,242,610
1,436,250
2,061,616
4,845,920
8,060,296
7,395,163
2,432,088
5,191,795
2,140,706

Not Rated
AAA+
A
A
AA+
A+
BBB+
BBB+
AA
AA

Not Rated
Baa1
A1
Baa1
Baa2
Aa1
A2
Baa1
Baa3
Aa2
Aa2
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Investment

Fair Value

Campbell Soup Company
Caterpillar Financial Services Corp.
Celgene Corp.
Citigroup Inc.
Emerson Electric Company
Entergy Louisiana, LLC
GATX Corp.
General Electric Capital Corp.
Gilead Sciences Inc.
Goldman Sachs Group, Inc.
Interstate Power & Light Company
John Deere Capital Corp.
JPMorgan Chase & Co.
Lab Corporation of America
Lockheed Martin Corp.
Morgan Stanley
Nordstrom
Pfizer Inc.
Pitney Bowes Inc.
Rio Tinto Finance (USA) Limited
St Jude Medical, Inc.
Schlumberger Investment S.A.
Target Corp.
Teva Pharmaceutical Finance, LLC
Thermo Fisher Scientific Inc.
Toyota Motor Credit Corporation
Verizon Communications Inc.
Volkswagen International Finance N.V.
Whirlpool Corp.
Total Fair Value

2,883,981
5,482,250
4,006,304
4,025,288
3,330,921
3,044,631
5,078,090
8,048,474
4,028,416
3,017,718
4,256,804
5,468,795
5,084,650
3,033,309
5,699,100
3,022,470
3,204,162
2,002,100
485,240
6,001,953
2,953,413
5,051,323
3,505,997
6,680,938
4,055,910
3,497,041
10,813,703
1,985,000
5,959,770
$

Credit Quality Rating
Moody's
Investors
Standard
Service
& Poor's
BBB+
A
BBB+
AA
ABBB
AA+
AAAA
A
BBB
AAAAA
BBB
AA
AAA
BBB+
BBB
AABBB+
A
BBB

A3
A2
Baa2
Baa1
A2
WR
Baa2
A1
A3
A3
A3
A2
A3
Baa2
Baa1
A3
Baa1
A1
Baa2
A3
Baa1
Aa3
A2
Baa1
Baa3
Aa3
Baa1
A2
Baa2

744,904,179

*Backed by the full faith and credit of the United States government.

(3)

Custodial Credit Risk
Custodial credit risk for investments is the risk that, in the event of failure
of the counterparty to a transaction, MET will not be able to recover the
value of its investment or collateral securities that are in the possession of
an outside party. MET's investments are registered in its name and,
therefore, are not subject to custodial credit risk. MET does not have an
investment policy for custodial credit risk.
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(4)

Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to the magnitude
of MET's investments with a single issuer. MET does not have a policy to
limit concentration of credit risk. As of September 30, 2016, MET held the
following investments that represented 5% or more of total investments:

Investment
Prudential High Yield

Fair Value
45,962,394

Credit Quality Rating
Moody's
Investors
Standard
Service
& Poor's
A

Ba

As of September 30, 2015, MET did not have any investments subject to
concentration of credit risk.
(5)

Note 4

Foreign Currency Risk
Foreign currency risk for investments is the risk that changes in exchange
rates will adversely affect the fair value of mutual fund investments or
deposits. MET does not have an investment policy for foreign currency
risk.

Fair Value Measurements of Investments
a. Significant Accounting Policies
As of September 30, 2016, the fund applies Governmental Accounting
Standards Board (“GASB”) Statement No. 72, Fair Value Measurement and
Application. GASB Statement No. 72 provides guidance for determining a fair
value measurement for reporting purposes and applying fair value to certain
investments and disclosures related to all fair value measurements.
b. Fair Value Measurements
The fund categorizes its fair value measurements within the fair value hierarchy
established by generally accepted accounting principles. The hierarchy is
based on the valuation inputs used to measure the fair value of the asset. Level
1 securities are valued using quoted prices in active markets for those
securities; Level 2 securities are valued using significant other observable
securities; Level 3 securities are valued using significant unobservable inputs.
Investments that are measured at fair value using the net asset value per share
(or its equivalent) as a practical expedient are not classified in the fair value
hierarchy below.
In instances where inputs used to measure fair value fall into different levels in
the above fair value hierarchy, fair value measurements in their entirety are
categorized based on the lowest level input that is significant to the valuation.
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The fund’s assessment of the significance of particular inputs to these fair value
measurements requires judgment and considers factors specific to each asset
or liability.
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The following table summarizes the fair value measurements of investments
as of September 30, 2016.

Investments by fair value level:

Balance at
September
30,2016

GASB 72
Category
NAV

Quoted
Prices in
Active
Market for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Debt Securities
U.S. Treasury Bonds
U.S. Agencies - backed
Corporate bonds and notes
Asset backed securities
Total debt securities

$ 36,784,770

$ 36,784,770

$

4,031,094

4,031,094

143,647,788

143,647,787

4,217,833

4,217,833

$188,681,485

$ 36,784,770

$493,857,938

$493,857,938

$151,896,714

Equity Securities
Mutual Funds
Investments measured at the net
asset value (NAV)
JM IV, LP
Domain Preferred One, LLC
Crescent Direct Lending Fund, LP
Napier Park Aircraft Leasing
Vehicle I, LLC
Napier Park ABS Income Fund,
LP
Tahquamenon Fund, LP
Total net asset value (NAV)
Grand Total
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$ 17,848,577

$ 17,848,577

5,524,416

5,524,416

35,783,655

35,783,655

4,941,243

4,941,243

41,469,609

41,469,609

41,575,805

41,575,805

$147,143,305

$147,143,305

$829,682,727

$147,143,305
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$530,642,708

$151,896,714

The following table summarizes the fair value measurements of investments
as of September 30, 2015.

Investments by fair value
level:

Balance at
September
30,2015

GASB 72
Category
NAV

Quoted
Prices in
Active Market
for Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Debt Securities
U.S. Treasury securities

$ 39,905,186

U.S. Agencies - backed

4,604,922

4,604,922

170,632,313

170,632,313

4,703,463

4,703,463

Corporate bonds
Asset backed securities
Total debt securities

$ 39,905,186

$219,845,884

$ 39,905,186

$430,255,879

$430,255,879

$

$179,940,698

Equity Securities
Mutual Funds
Investments measured at the
net asset value (NAV)
JM IV, LP
Domain Preferred One, LLC
Crescent Direct Lending Fund,
LP
Napier Park Aircraft Leasing
Vehicle I, LLC
Napier Park ABS Income
Fund, LP
Total net asset value (NAV)
Grand Total

$ 11,637,264

$ 11,637,264

3,933,671

3,933,671

35,418,519

35,418,519

3,560,397

3,560,397

40,252,565

40,252,565

$ 94,802,416

$ 94,802,416

$744,904,179

$ 94,802,416

$470,161,065

$179,940,698

Debt securities classified as Level 1 of the fair value hierarchy are valued using
prices quoted in active markets for those securities. Debt securities classified
in Level 2 of the fair value hierarchy are valued using a matrix pricing technique.
Additional disclosures for fair value measurements of investments in certain
entities that calculate the Net Asset Value per Share (or its equivalent) are as
follows:
Private Equity Funds. This type of investment includes investments in 4
partnerships and 3 partnerships as of September 30, 2016 and 2015,
respectively, that invest in various credit strategies, real assets, and other
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investments. These type of investments can never be redeemed with the funds,
but distributions are received through the liquidation of the underlying assets of
the fund. It’s expected that the underlying assets of the fund are liquidated over
a period of five to eight years.
The total market value and unfunded commitments of these investments as of
September 30, 2016 are $82.2 million and $31.3 million respectively. The total
market value and unfunded commitments of these investments as of
September 30, 2015 are $79.2 million and $13.4 million respectively. However,
it is probable that all of the investments in this type will be sold at an amount
different from the NAV per share (or its equivalent) of the Plan’s ownership
interest in partner’s capital. Therefore, the fair values of the investments in this
type have been determined using MET’s equity contributions, less any
distributions or dividends received, adjusted for any gains or losses in the
investment allocated to MET.
Real Estate. This type of investment includes investment in one partnership
that invests primarily in multi-family preferred equity structure in the U.S. This
type of investment can never be redeemed with the funds, but distributions are
received through the liquidation of the underlying assets of the fund. It’s
expected that the underlying assets of the fund are liquidated over a period of
ten to twelve years.
The total market value and unfunded commitment of this investment as of
September 30, 2016 are $5.5 million and $14.7 million respectively. The total
market value and unfunded commitment of this investment as of September
30, 2015 are $3.9 million and $16.1 million respectively. However, it is probable
that all of the investments in this type will be sold at an amount different from
the NAV per share (or its equivalent) of the Plan’s ownership interest in
partner’s capital. Therefore, the fair values of the investments in this type have
been determined using MET’s equity contributions, less any distributions or
dividends received, adjusted for any gains or losses in the investment allocated
to MET.
Multi-strategy hedge funds. This type invests in one fund that pursue multiple
strategies to diversify risks and reduce volatility. The Fund is organized for the
primary purpose of developing and actively managing an investment portfolio
of non-traditional portfolio managers. This is an open-ended fund that invests
in equities, credit-driven, global macro, relative value, interest rate-driven,
commodities, managed-futures and event-driven, with redemption restriction
terms range from 0 to 96 months.
The Fund offers limited partnership “Class A” Interests as well as Strategic
Interests. Generally, the limited partner may withdraw all or any portion of its
Class A and Strategic Interests capital account at any time upon not less than
4
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95 days’ prior written notice to the Fund. The General Partner will submit
withdrawal requests with respect to the Fund’s investments. Payment of the
withdrawal proceeds will be made promptly after the Fund receives withdrawal
proceeds from such investments.
The fair value of investments in limited partnerships and investment funds and
affiliated limited partnerships and investment funds (“Investee Funds”) is
generally determined using the reported net asset value per share of the
Investee Fund, or its equivalent, as a practical expedient for fair value.
The total market value of these investments as of September 30, 2016 are
$41.6 million. There are no remaining commitments associated with this fund
as of September 30, 2016. Due to the inherent uncertainty of these estimates,
these values may differ from the values that would have been used had a ready
market for these investments existed and the differences could be material.
Event-driven hedge funds. This type includes one investment specializing in
event-driven investing. It typically applies a fundamental value discipline to
identify undervalued companies that have one or more specific catalysts to
unlock value. It focuses on “active shareholder engagement” and invests both
long and short and across the capital structure including equity and debt.
These type of investments can never be redeemed with the funds, but
distributions are received through the liquidation of the underlying assets of the
fund. Distribution proceeds from the sale of Partnership investments, dividends
or interest must be returned to the limited partners within 90 days following
receipt by the Partnership. Such distributable amounts shall increase the
unfunded portion of the LP commitment and may be called again for
contribution to the Partnership by the General Partner.
It’s expected that the underlying assets of the fund are liquidated over a period
of three to six years. The total market value and unfunded commitments of
these investments as of September 30, 2016 are $17.8 million and $12.9 million
respectively. The total market value and unfunded commitments of these
investments as of September 30, 2015 are $11.6 million and $28.9 million
respectively. Market price observability is impacted by a number of factors,
including the type of investment and characteristics specific to the investment.
Note 5

Tuition Contracts Receivable
The future monthly purchase contract receipts are actuarially calculated based
on the present value of future receipts and projected investment performance.
The following table summarizes tuition contracts receivable for monthly
purchase contracts (in millions) as of September 30:
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2016

2015

Tuition contracts receivable
Less current value of contracts receivable

$ 52.1
11.6

$ 57.6
12.8

Long-term tuition contracts receivable

$ 40.5

$ 44.8

Note 6 Tuition Benefits Payable and Net Position
The standardized measurement of the total tuition benefits obligation of MET is
the actuarial present value of the future tuition benefits obligation that will be paid
in future years. The tuition benefits obligation is actuarially calculated by
projecting the weighted average tuition cost, including mandatory fees, at the
assumed annual rate of increase and then calculating the expected present value
of the future distributions from MET based on the investment income, discount
rate assumptions, and outstanding contracts. The following table shows the net
value of total assets and deferred outflows of resources, less non tuition liabilities
and deferred inflows of resources, the present value of total tuition benefits
obligation, and the net assets of MET Plan D (in millions) as of September 30:
2016

2015

Net value of total assets and deferred outflows of resources, less
non tuition liabilities and deferred inflows of resources
Present value of total tuition benefits obligation

$ 934.4
875.5

$ 883.6
878.4

Net value of assets in excess of tuition benefits obligation

$

$

Net value of assets as a percentage of total tuition
benefits obligation

106.7%

58.9

5.2

100.6%

The surplus in net assets for the fiscal years ended September 30, 2016 and
September 30, 2015 are the direct result of the value of assets exceeding the
future tuition benefits obligation. Differences between future assumptions
related to actual investment returns and actual tuition increases will affect the
net assets or unfunded tuition liability.
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The most important assumptions used in the actuarial valuations include the
following:
(1)

The investment yield that is applied to expected future cash flows to
determine present value was 6.00% as of September 30, 2016. This
investment yield is consistent with the 6.00% yield applied as of
September 30, 2015. The investment yield assumption is based on the
earnings of MET's investment portfolio together with estimates of the
yields that will be available on reinvestment of income.

(2)

For fiscal year 2015-16, the MET Board of Directors considered the
relationship of tuition increases to the consumer price index in determining
the tuition increase assumption of 7.10% for year 1 through 2, 5.75% for
year 3, 5.0% for year 4 and 4.5% for year 5 and beyond. For fiscal year
2014-15, the projected tuition increase was 7.10% for year 1 through year
3 and 4.50% for year 4 and beyond.

(3)

There was no tax effect from federal income tax.

(4)

MET will pay 110% of the MET weighted average tuition in benefits and
refunds.

The key assumptions used in the actuarial valuations for Plan D:
Fiscal Years
2015-16
Tuition increase:
Years 1 through 2
Years 1 through 3
Years 1 through 4
Years 1 through 5
Year 3
Year 4
Year 4 and beyond
Year 5 and beyond
Year 6 and beyond

2014-15

2013-14

7.10%

7.10%

2012-13

2011-12

7.10%
7.10%
7.10%
5.75%
5.00%
4.50%

4.50%

4.50%

4.50%
4.50%

Present value discount rate

6.00%

6.00%

6.00%

6.00%

2015-2016 Annual Report for Contract Plan D

6.00%

37

The following summarizes the tuition benefits payable (in millions) as of and for
the fiscal years ended September 30, 2016 and September 30, 2015:
Balance as of September 30, 2014
Tuition benefit expense provision
Payments

$ 884.7
63.0
(69.3)

Balance as of September 30, 2015
Tuition benefit expense provision
Payments

$ 878.4
72.7
(75.6)

Balance as of September 30, 2016

$ 875.5

The amounts due within one year for tuition benefits payable for the fiscal years
ended September 30, 2016 and September 30, 2015 are $70.8 million and
$84.8 million, respectively. The actuarial assumptions described in this note
have a significant impact on the tuition benefit liability. Actual results may differ
from the assumptions utilized.
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Note 7

Risk Management
MET participates in the State of Michigan's (primary government) risk
management program. The State is self-insured for most general liability and
property losses; portions of its employee insurance benefit and bonding
programs; and automobile liability, workers' compensation, and unemployment
claims. The State Sponsored Group Insurance Fund and Risk Management
Fund (internal service funds) have been established by the State to account for
these self-insured risk management programs. As a participant, MET
recognizes expenses for payments made to the State in a manner similar to
purchasing commercial insurance. Charges to finance the self-insured
programs are based on estimates of amounts needed to pay prior and current
year claims as determined annually by the Department of Technology,
Management, and Budget.

Note 8

Undistributed Charitable Tuition
Since fiscal year 2011-12, MET has hosted numerous fundraisers throughout
the year to help eligible foster care students attend college through the MET
Charitable Tuition Program. In 2015 the Michigan Legislature established the
Fostering Futures Scholarship Trust Fund within Treasury. The distribution of
scholarships was moved to the Student Scholarships and Grants office (SSG).
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SSG disburses the charitable tuition donations to colleges for students who
submitted applications during the application period.
Note 9

General Information on Employee Pension Plans
a. Defined Pension Plan:
Plan Description – The Michigan State Employees’ Retirement System (the
“System” or “SERS”) is a single-employer, state-wide, defined benefit public
employee retirement plan governed by the State of Michigan (the “State”) and
created under Public Act 240 of 1943, as amended. Section 2 of this act
established the board’s authority to promulgate or amend the provisions of the
System. The board consists of nine members – four appointed by the Governor
which consist of two employee members and two retirant members, the
insurance commissioner, attorney general, state treasurer, deputy legislative
auditor general, and state personnel director, who serves as an ex-officio
member. The System’s pension plan was established by the State to provide
retirement, survivor, and disability benefits to the State’s government
employees. The Office of Retirement Services (ORS) within the Department
of Technology, Management, and Budget provides administrative oversight to
the System.
The Michigan State Employee’s Retirement System is accounted for in a
separate pension trust fund and also issues a publicly available financial report
that includes financial statements and required supplementary information.
The report may be obtained by visiting www.michigan.gov/ors or by calling the
Customer Information Center at (517) 322-5103 or (800) 381-5111.
b. Benefits Provided:
Introduction - Benefit provisions of the defined benefit (DB) pension plan are
established by State statute, which may be amended. Public Act 240 of 1943,
State Employees’ Retirement Act, as amended, establishes eligibility and
benefit provisions for the defined benefit plan. Retirement benefits are
determined by final average compensation and years of service. Members are
eligible to receive a monthly benefit when they meet certain age and service
requirements. The System also provides duty disability, non-duty disability,
and survivor benefits.
A member who has separated from employment may request a refund of his or
her member contribution account. A refund may cancel a former member’s
rights to future benefits. However, former members who return to employment
and who previously received a refund of their contributions may reinstate their
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service through repayment of the refund upon satisfaction of certain
requirements.
Effective March 31, 1997, Public Act 487 of 1996 closed the plan to new
entrants. All new employees become members of the defined contribution
plan. The Public Act allows returning employees and members who left State
employment on or before March 31, 1997, to elect the defined benefit plan
instead of the defined contribution plan.
Public Act 185 of 2010, established a pension supplement. Members who
retired under the retirement incentive of the legislation agreed to forfeit
accumulated leave balances, excluding banked leave time; in exchange they
receive a pension supplement for 60 months to their retirement allowance
payments equal to 1/60 of the amount forfeited from funds, beginning January
1, 2011.
Pension Reform of 2012 - On December 15, 2011, the Governor signed Public
Act 264 of 2011 into law. The legislation granted members a choice regarding
their future retirement plan. They had the following options:
•

Option 1: DB Classified. Members voluntarily elected to remain in the DB
plan for future service and contribute 4% of their annual compensation to
the pension fund until they terminate state employment. The 4%
contribution began on April 1, 2012.

•

Option 2: DB 30. Members voluntarily elected to remain in the DB plan for
future service and contribute 4% of pay until they reach 30 years of service.
When they reach 30 years of service, they will switch to the State’s DC plan.
The 4% contribution began April 1, 2012, and continues until they switch to
the DC plan or terminate employment, whichever comes first.

•

Option 3: DB/DC Blend. Members voluntarily elected not to pay the 4% and
therefore became participants in the DC plan for future service beginning
April 1, 2012. As a DC plan participant they receive a 4% employer
contribution to their 401(k) account and are eligible for an additional dollarfor-dollar employer match of up to 3% of pay to the plan.

Deferred members of the DB plan (with 10 or more years of service) who are
reemployed by the State on or after January 1, 2012, become participants in
the DC plan. Their pension calculation is determined by their final average
compensation (FAC) and years of service as of March 31, 2012. They retain

40

Michigan Education Trust

their eligibility for the retiree health insurance premium subsidy offered by the
State.
Former non vested members of the DB plan (with less than 10 years of service)
who are reemployed by the State on or after January 1, 2012 and before
January 1, 2014, become participants in the DC plan. When they have earned
sufficient service credit for vesting (10 years) they would be eligible for a
pension based on their FAC and years of service in the DB plan as of March
31, 2012. They retain their eligibility for the retiree health insurance premium
subsidy offered by the State.
Former non vested members (with less than 10 years of service) of the DB plan
who are reemployed by the State on or after January 1, 2014 become members
of the DC plan. Any service credit previously earned would count towards
vesting for the DC plan. They will not be eligible for any pension or retiree health
insurance coverage premium but will become a participant in the Personal
Healthcare Fund where they will contribute up to 2% of their compensation to
a 401(k) or 457 account, earning a matching 2% employer contribution. They
will also receive a credit into a health reimbursement account (HRA) at
termination if they terminate employment with at least 10 years of service. The
credit will be $2,000 for participants who are at least 60 years old or $1,000 for
participants who are less than 60 years old at termination.
Regular Retirement - The retirement benefit is based on a member’s years of
credited service (employment) and FAC. The normal benefit equals 1.5% of a
member’s FAC multiplied by the years and partial year of credited service and
is payable monthly over the member’s lifetime.
Under PA 264 of 2011, FAC is initially determined as the annual average of the
highest three years of compensation (including overtime paid before January
1, 2012, but excluding overtime paid after December 31, 2011). If the end date
for the initial FAC calculation is between January 1, 2012, and January 1, 2015,
then a prorated amount of post-2008 average overtime will be added to the
initial FAC calculation. If the end date for the initial FAC calculation is January
1, 2015, or later, then an annual average of overtime – for the six-year period
ending on the FAC calculation date – will be added to that initial FAC calculation
to get the final FAC number.
For members who switch to the DC plan for future service, the pension
calculation FAC times 1.5% times years of service will be determined as of the
point the member switches to the DC plan. If the FAC period includes the date
of the switch to the DC plan, then the FAC will include up to 240 hours of
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accrued annual leave multiplied by the rate of pay as of the date of the switch.
The hours will be paid at separation.
A member may retire and receive a monthly benefit after attaining:
(1) age 60 with 10 or more years of credited service; or
(2) age 55 with 30 or more years of credited service; or
(3) age 55 with at least 15 but less than 30 years of credited service. The
benefit allowance is permanently reduced 0.5% for each month from the
member’s age on the effective date of retirement to the date the member
will attain age 60.
Employees in covered positions are eligible for supplemental benefits and may
retire after attaining:
(1) age 51 with 25 or more years in a covered position; or
(2) age 56 with 10 or more years in a covered position.
In either case, the three years immediately preceding retirement must have
been in a covered position. Employees in covered positions are responsible for
the custody and supervision of incarcerated prisoners.
Deferred Retirement - Any member with 10 or more years of credited service
who terminates employment but has not reached the age of retirement is a
deferred member and is entitled to receive a monthly pension upon reaching
age 60, provided the member’s accumulated contributions have not been
refunded. Deferred retirement is available after five years of service for State
employees occupying unclassified positions in the executive and legislative
branches and certain Department Health and Human Services employees
subject to reduction in force lay-offs by reason of deinstitutionalization.
Non-Duty Disability Benefit - A member with 10 or more years of credited
service who becomes totally and permanently disabled not due to performing
duties as a State employee is eligible for a non-duty disability pension. The
non-duty disability benefit is computed in the same manner as an age and
service allowance based upon service and salary at the time of disability.
Duty Disability Benefit - A member who becomes totally and permanently
disabled from performing duties as a State employee as a direct result of State
employment and who has not met the age and service requirement for a regular
pension, is eligible for a duty disability pension. Public Act 109 of 2004
amended the State Employees’ Retirement Act to change the calculation of the
pension benefit and increase the minimum annual payment. If the member is
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under age 60, the duty disability allowance is now a minimum of $6,000 payable
annually. At age 60 the benefit is recomputed under service retirement.
Survivor Benefit - Upon the death of a member who was vested, the surviving
spouse shall receive a benefit calculated as if the member had retired the day
before the date of death and selected a survivor pension. Certain designated
beneficiaries can be named to receive a survivor benefit. Public Act 109 of
2004 amended the State Employees’ Retirement Act to change the calculation
of Duty Death benefits and redefines eligibility for deceased member’s
survivors. The new minimum duty-related death benefit has been increased to
$6,000.
Pension Payment Options - When applying for retirement, an employee may
name a person other than his or her spouse as a beneficiary if the spouse
waives this right. If a beneficiary is named, the employee must choose whether
the beneficiary will receive 100%, 75% or 50% of the retiree’s pension benefit
after the retiree’s death. The decision is irrevocable. A description of the options
follows.
Regular Pension - The pension benefit is computed with no beneficiary rights.
If the retiree made contributions while an employee and has not received the
total accumulated contributions before death, a refund of the balance of the
contributions is made to the beneficiary of record. If the retiree did not make
any contributions, there will not be payments to beneficiaries.
100% Survivor Pension - Under this option, after the retiree’s death, the
beneficiary will receive 100% of the pension for the remainder of the
beneficiary’s lifetime. If this option is elected, the normal retirement benefit is
reduced by a factor based upon the ages of the retiree and of the beneficiary.
If the beneficiary predeceases the retiree, the pension “pops-up” to the regular
pension amount; another beneficiary cannot be named.
75% Survivor Pension - Under this option, after the retiree’s death, the
beneficiary will receive 75% of the pension for the remainder of the
beneficiary’s lifetime. If this option is elected, the normal retirement benefit is
reduced by a factor based upon the ages of the retiree and of the beneficiary.
The reduction factor is lower than the factor used in the 100% option previously
described. If the beneficiary predeceases the retiree, the pension “pops-up” to
the regular pension amount; another beneficiary cannot be named.
50% Survivor Pension - Under this option, after the retiree’s death, the
beneficiary will receive 50% of the pension for the remainder of the
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beneficiary’s lifetime. If this option is elected, the normal retirement benefit is
reduced by a factor based upon the ages of the retiree and of the beneficiary.
The reduction factor is lower than the factor used in the 100% or 75% option
previously described. If the beneficiary predeceases the retiree, the pension
“pops-up” to the regular pension amount; another beneficiary cannot be named.
Equated Pension - An equated pension may be chosen by any member under
age 65 except a disability retiree and an early supplemental retiree. Equated
pensions provide an additional amount until age 65 and may be combined with
Regular, 100%, 75% or 50% option. At age 65 the monthly amount is
permanently reduced. The initial and reduced amounts are based on an
estimate of social security benefits at age 65, provided by the Social Security
Administration Office. In order to calculate this benefit, members choosing this
option must provide ORS with an estimate from the Social Security
Administration Office. The actual amount received from social security may
vary from the estimate.
Post Retirement Adjustments - One-time upward benefit adjustments were
made in 1972, 1974, 1976, 1977 and 1987. Beginning October 1, 1988, a 3%
non-compounding increase, up to a maximum of $25 monthly, is paid each
October to recipients who have been retired 12 full months. Beginning in 1983,
eligible benefit recipients share in a distribution of investment income earned
in excess of 8% annually. This distribution is known as the supplemental
payment. The supplemental payment is offset by one year’s cumulative
increases received after the implementation of the annual 3% increase in
benefits. These adjustment payments were not issued during fiscal years 1991
through 1994. Members who retired on or after October 1, 1987, are not eligible
for the supplemental payment.
c. Contributions:
Member Contributions - Under Public Act 264 of 2011, members who
voluntarily elected to remain in the DB plan contribute 4% of compensation to
the retirement system. In addition, members may voluntarily contribute to the
System for the purchase of creditable service, such as military service or
maternity leave, or a universal buy-in. If a member terminates employment
before a retirement benefit is payable, the member’s contribution and interest
on deposit may be refunded. If the member dies before being vested, the
member’s contribution and interest are refunded to the designated
beneficiaries.
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Employer Contributions - The statute requires the employer to contribute to
finance the benefits of plan members. These employer contributions are
determined annually by the System’s actuary and are based upon level-dollar
value funding principles so the contribution rates do not have to increase over
time. For fiscal year 2016, the component unit’s contribution rate was 26.1%
for the defined benefit employee wages and 22.8% of the defined contribution
wages. For fiscal year 2015, the component unit’s contribution rate was 27.5%
of the defined benefit employee wages and 24.2% of the defined contribution
employee wages. The Michigan Education Trust’s contribution to SERS for the
fiscal year ending September 30, 2016 was $231,372. The Michigan Education
Trust’s contribution to SERS for the fiscal year ending September 30, 2015 was
$427,405
d. Actuarial Assumptions
The Michigan Education Trust net pension liability was measured as of
September 30, 2015, and the total pension liability used to calculate the net
pension liability was determined by an actuarial valuation as of September 30,
2014, and rolled-forward using generally accepted actuarial procedures. The
total pension liability was determined using the following actuarial assumptions,
applied to all periods included in the measurement:
Wage Inflation Rate
Projected Salary Increases
Investment Rate of Return
Cost-of-Living Pension Adjustment

3.5%
3.5 – 12.5%, including wage inflation at 3.5%
8%
3% Annual Non-Compounded with Maximum
Annual Increase of $300 for those eligible

Mortality rates were based on RP-2000 Male and Female Combined Healthy
Life Mortality Tables, adjusted for mortality improvements to 2015 projections
scale BB. For retirees, 100% of the table rates were used. For active
members, 50% of the table rates were used for males and females.
Significant actuarial assumptions were based on the April 2014 experience
study covering the period October 1, 2007 to September 30, 2012. The longterm expected rate of return on pension plan investments was determined
using a building-block method in which best-estimate ranges of expected future
real rates of return (expected returns, net of pension plan investment expense
and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighting the
expected future real rates of return by the target asset allocation percentage
and by adding expected inflation. Best estimates of arithmetic real rates of

2015-2016 Annual Report for Contract Plan D

45

return for each major asset class included in the pension plan’s target asset
allocation as of September 30, 2015, are summarized in the following table:

Asset Class
Domestic Equity Pools
Private Equity Pools
International Equity Pools
Real Estate and Infrastructure Pools
Fixed Income Pools
Absolute Return Pools
Short Term Investment Pools

Asset Allocation
Target
Allocation
28.0 %
18.0
16.0
10.0
10.5
15.5
2.0

Long Term
Expected
Real Rate of Return*
5.9 %
9.2
7.2
4.3
0.9
6.0
0.0

TOTAL
100.0 %
Rate of returns are net of administrative expenses and 2.1% inflation

e. Discount Rate
A discount rate of 8.0% was used to measure the total pension liability. This
discount rate was based on the long term expected rate of return on pension
plan investments of 8.0%. The projection of cash flows used to determine this
discount rate assumed that plan member contributions will be made at the
current contribution rate and that employer contributions will be made at rates
equal to the difference between actuarially determined contribution rates and
the member rate. Based on these assumptions, the pension plan’s fiduciary net
position was projected to be available to make all projected future benefit
payments of current plan members. Therefore, the long-term expected rate of
return on pension plan investments was applied to all periods of projected
benefit payments to determine the total pension liability.
f. Net Pension Liability
At September 30, 2016, the Michigan Education Trust reported a liability of
$1,721,115 for its proportionate share of SERS’ net pension liability.
At September 30, 2015, the Michigan Education Trust reported a liability of
$1,555,317 for its proportionate share of SERS’ net pension liability.
The net pension liability was measured as of September 30, 2015, and the total
pension liability used to calculate the net pension liability was determined by
an actuarial valuation as of September 30, 2014, and rolled-forward using
generally accepted actuarial procedures. The Michigan Education Trust’s
proportion of the net pension liability was based on the Michigan Education
Trust’s required pension contributions received by SERS during the
measurement period October 1, 2014, through September 30, 2015, relative to
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the total required employer contributions from all of SERS’s participating
employers. At September 30, 2015, the Michigan Education Trust’s proportion
was 0.036 percent. At September 30, 2014, the Michigan Education Trust’s
proportion was 0.035 percent.
Assumption changes, based on the adoption of the findings of the experience
study covering the period October 1, 2007 through September 30, 2012,
increased the computed liabilities.
g. Pension Liability Sensitivity
The following presents the Michigan Education Trust’s proportionate share of
the net pension liability calculated using the discount rate of 8% as well as what
the proportionate share of the net pension liability would be if it were calculated
using a discount rate that is 1-percentage-point lower or 1-percentage-point
higher than the current discount rate:

Proportionate share of the net
pension liability

1 % Decrease
7.0 %

Current Discount
8.0 %

1 % Increase
9.0 %

$2,199,452

$1,721,115

$1,308,952

h. Pension Plan Fiduciary Net Position
The SERS plan fiduciary net position has been determined using SERS's
accrual basis of accounting. Benefit payments and refunds are recognized
when due and payable in accordance with the terms of the System. Detailed
information about the pension plan’s fiduciary net position is available in the
SERS Comprehensive Annual Financial Report that may be obtained by
visiting (www.michigan.gov/ors).
i.

Pension Expense and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions
For the year ended September 30, 2016, the Michigan Education Trust’s
recognized pension expense of $223,951. For the year ended September 30,
2015, the Michigan Education Trust’s recognized pension expense of
$175,847. At September 30, 2015, MET reported deferred outflows of
resources and deferred inflows of resources related to pensions from the
following sources:
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Beginning balance
Current year difference in experience
Net difference projected/actual investments
Changes in Proportion
Prior year changes in assumption
Contributions subsequent to the measurement date
Current year pension expense
Correction to deferred outflows subsequent
measurement date
Adjustments to deferred outflows
Total

to

Deferred Outflows of
Resources
$
472,205
4,844
15,276
16,394
(45,827)
(238,026)
231,372

Deferred Inflows of
Resources
$ (182,508)
0
185,545
(54)
0
0
0

(199,048)
(196,722)
$

60,468

0
0
$

2,983

Amounts reported as deferred outflows of resources related to pensions
resulting from MET’s contributions subsequent to the measurement date will
be recognized as a reduction of the net pension liability in the year ended
September 30, 2017. Other amounts reported as deferred outflows and inflows
of resources related to pensions will be recognized in pension expense as
follows:
Year ended September 30:
2016
2017
2018
2019

Pension Expense Amount
$12,800
$(8,009)
$(8,009)
$39,199

Note 10 Change in Accounting
During the year ended September 30, 2015, the Michigan Education Trust
adopted Governmental Accounting Standards Board (GASB) Statement No.
68, Accounting and Financial Reporting for Pensions – An Amendment of
GASB Statement No. 27. As a result, the financial statements now include a
net pension liability for the Michigan Education Trust’s unfunded defined benefit
plan legacy costs. Some of the changes in this net pension liability each year
will be recognized immediately as part of the pension expense measurement,
and part will be deferred and recognized over future years.
As a result of implementing this statement, the net position of the Michigan
Education Trust as of October 1, 2014 has been restated from $27,943,920 to
$26,426,741.
Note 11 Employee Benefits
a. Plan Descriptions
Michigan Education Trust participates in the State of Michigan's defined benefit
and defined contribution pension plans that cover most State employees, as
well as related component units such as the Authority. The defined benefit and
defined contribution pension plans are part of the Michigan State Employees'
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Retirement System administered by the Office of Retirement Services,
Department of Technology, Management, and Budget. Participants in each
plan are eligible for retirement, healthcare, disability, and death benefits upon
meeting certain vesting requirements. The Michigan State Employees'
Retirement System issues a publicly available financial report that includes
financial statements and required supplementary information for the defined
benefit plan. That report is available on the State's Web site at
www.michigan.gov/ors. The financial report for the defined contribution plan
may be obtained by writing to the Office of Retirement Services, Department of
Technology, Management, and Budget, P.O. Box 30171, Lansing, Michigan
48909-7671.
b. Funding Policy
The State funds pension and other postemployment benefits on a prefunded
basis. For the defined benefit plan, Michigan Education Trust was required to
contribute 27.46% of payroll for the employer portion of the defined benefit
pension. Employees participating in the defined benefit plan were required to
contribute 4% of their compensation for pension benefits. For the defined
contribution plan, Michigan Education Trust was required to contribute 24.19%
of payroll with an additional match of up to 3%. Employees in the defined
contribution plan are not required to contribute to the plan but may contribute
up to the Internal Revenue Service allowed maximum. Employees participating
in the defined compensation plan vest in employer contributions at 50% after 2
years of service, 75% after 3 years of service, and 100% after 4 years of
service. Forfeited employer contributions are retained within the defined
contribution plan and are used toward future employer required contributions
Michigan Education Trust was required to contribute 22.76% of payroll for the
employer cost of other postemployment benefits. Michigan Education Trust
transferred $142,393, $91,077, and $203,714 to the State for its employer
contribution for the defined benefit plan, defined contribution plan, and other
postemployment benefits, respectively, in fiscal year 2016. The contribution
requirements of plan members and Michigan Education Trust are established
and may be amended by the State Legislature. The State Legislature
establishes the extent to which the employer and employees are required to
make contributions and establishes the benefit provisions for the plans.
c. Postemployment Benefits
Michigan Education Trust participates in the State of Michigan's
postemployment benefits. State statutes provide retired employees with other
postemployment benefits, such as health, dental, vision, and life insurance
coverage based on vesting and other requirements. The State pays 80% of the
cost of health insurance for retired employees that were hired on or before
March 30, 1997. For retired employees hired after March 30, 1997 and before
January 1, 2012, the State pays between 30% and 80% of the cost of health
insurance depending upon years of service. Employees hired on or after
January 1, 2012 will not be eligible for any retiree health insurance coverage
but will become a participant in the Personal Healthcare Fund where they will
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contribute up to 2% of their compensation into a 401(k) or 457 account, earning
a matching 2% employer contribution. Also, the employee will receive a credit
into a health reimbursement account at termination of employment if he or she
has at least 10 years of service at termination. The credit will be $2,000 for
participants who are at least 60 years old or $1,000 for participants who are
less than 60 years old at termination.
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Required Supplementary Information
Schedules of Required Supplementary Information
Schedule of the Michigan Education Trust’s Proportionate Share of Net
Pension Liability
State Employees’ Retirement System
Proportion of the Net Pension Liability
Proportionate Share of the Net Pension Liability
Covered-Employee Payroll
Proportionate share of the net pension liability as a
percentage of its covered-employee payroll
Plan fiduciary net position as a percentage of the total
pension liability

2016

2015

0.03128%
$1,721,115
$896,058
192.08%

0.03022%
$1,555,317
$1,319,430
117.88%

66.1%

68.07%

The amounts presented were determined as of the prior fiscal year as of the
measurement date of September 30, 2015.
Schedule of Michigan Education Trust’s Contributions
State Employees’ Retirement Plan
Most Recent 10 Fiscal Years
Statutorily Required Contribution
Contributions in relation to the statutorily required
contribution
Contribution deficiency (excess)
Covered-employee payroll
Contributions as a percentage of covered-employee
payroll

2016
$216,757
$216,578

2015
$427,405
$427,405

$179
$896,058
24.19%

$1,319,430
32.39%
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Notes to Required Supplementary Information
The comparability of trend information is affected by changes in actuarial assumptions,
benefit provisions, actuarial funding methods, accounting policies, and other changes.
Those changes usually affect trends in contribution requirements and in ratios that use
the pension and other postemployment benefit obligations as a factor.
The Schedule of Contributions is presented to show the responsibility of the Employer in
meeting the actuarial requirements to maintain the System on a sound financial basis.
The Schedule of the Proportionate Share of the Net Pension Liability and Schedule of
Contributions are schedules that are required in implementing GASB Statement No. 68.
The Schedule of the Proportionate Share of the Net Pension Liability represents in
actuarial terms, the accrued liability less the market value of assets. The Schedule of
Contributions is a comparison of the employer’s contributions to the actuarially
determined contributions.
The information presented in the Schedule of Contributions was used in the actuarial
valuation for purposes of determining actuarially determined contribution rate. Additional
information as of the latest actuarial valuation for the pension plan follows.
Valuation:
Actuarially determined contribution amounts are calculated as of September 30, each
year, which is 1 day prior to the beginning of the fiscal year in which contributions are
reported.
Methods and Assumptions Used to Determine Contributions for Fiscal Year 2016
Actuarial Cost Method
Amortization Method
Remaining Amortization Period
Asset Valuation Method
Inflation
Salary Increases
Investment Rate of Return
Retirement Age
Mortality
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Entry Age, Normal
Level Dollar, Closed
22 years
5-Year Smoothed Market
2.5%
3.5% wage inflation
8.00% net of investment and administrative expenses
Experience-based table of rates that are specific to the type of
eligibility condition.
RP-2000 Combined Health Life Mortality Table, adjusted for
mortality improvements to 2020 using projection scale AA (set
forward 2 years for men, with 81% of the male rates used at
ages 80-103 and 107% of the female rates)

Michigan Education Trust

Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
Independent Auditor's Report
To the Board of Directors and
Mr. Doug A. Ringler, CPA, CIA
Auditor General, State of Michigan
Michigan Education Trust Plan D
We have audited, in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
Michigan Education Trust Plan D, a discretely presented component unit of the State of
Michigan, as of and for the year ended September 30, 2016, and the related notes to the
financial statements, which collectively comprise the Michigan Education Trust Plan D's basic
financial statements, and have issued our report thereon dated December 21, 2016.
Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Michigan
Education Trust Plan D's internal control over financial reporting (internal control) to determine
the audit procedures that are appropriate in the circumstances for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Michigan Education Trust Plan D's internal control. Accordingly, we do not
express an opinion on the effectiveness of the Michigan Education Trust Plan D's internal
control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the Michigan Education Trust Plan D's financial
statements will not be prevented, or detected and corrected, on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with
governance.
Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

To the Board of Directors and
Mr. Doug A. Ringler, CPA, CIA
Auditor General, State of Michigan
Michigan Education Trust Plan D
Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Michigan Education Trust Plan D's
financial statements are free from material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.
Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the Michigan Education Trust Plan D's internal control or on compliance. This report is an
integral part of an audit performed in accordance with Government Auditing Standards in
considering the Michigan Education Trust Plan D's internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

December 21, 2016

54

Michigan Education Trust

Glossary of Abbreviations and Terms

deficiency in internal
control over financial
reporting

The design or operation of a control that does not allow
management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis.

financial audit

An audit that is designed to provide reasonable assurance about
whether the basic financial statements of an audited entity are
presented fairly, in all material respects, in accordance with the
applicable financial reporting framework.

Governmental
Accounting Standards
Board (GASB)

An arm of the Financial Accounting Foundation established to
promulgate standards of financial accounting and reporting with
respect to activities and transactions of state and local
governmental entities.

internal control

A process, effected by those charged with governance,
management, and other personnel, designed to provide
reasonable assurance about the achievement of the entity's
objectives with regard to the reliability of financial reporting,
effectiveness and efficiency of operations, and compliance with
applicable laws and regulations.

IRS

Internal Revenue Service.

material misstatement

A misstatement in the basic financial statements that causes the
statements to not present fairly the financial position or the
changes in financial position, and, where applicable, cash flows
thereof, in accordance with the applicable financial reporting
framework.
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material weakness in
internal control over
financial reporting

MET
segregation of duties
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A deficiency, or a combination of deficiencies, in internal control
such that there is a reasonable possibility that a material
misstatement of the financial statements will not be prevented, or
detected and corrected, on a timely basis.

FORMS
Michigan Education Trust.

Assigning different people the responsibilities of authorizing
transactions, recording transactions, and maintaining custody of
assets to reduce the opportunities to allow any person to be in a
position to both perpetrate and conceal errors or fraud in the
normal course of his or her duties. Proper segregation of duties
requires separating the duties of reporting, review and approval of
reconciliations, and approval and control of documents.

significant deficiency
in internal control over
financial reporting

A deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important
enough to merit attention by those charged with governance.

unmodified opinion

The opinion expressed by the auditor when the auditor, having
obtained sufficient appropriate audit evidence, concludes that the
basic financial statements are presented fairly, in all material
respects, in accordance with the applicable financial reporting
framework.
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Contract Number(s)

Michigan Department of Treasury
4502 (Rev. 10-15)

Michigan Education Trust Request to Add/Change Appointee
Issued under Public Act 316 of 1986. Filing is mandatory.

PURCHASER INFORMATION
Name

Social Security Number

Street Address

Daytime Telephone

City, State, ZIP Code

(
)
E-mail Address

NEW APPOINTEE
Name

Social Security Number

Street Address

Telephone Number

City, State, ZIP Code

(
)
E-mail Address

As purchaser of the above Michigan Education Trust (MET) contract, I request that MET add/change the person named
as Appointee to the person listed above.
Signature of Purchaser

Date

Do you wish the Appointee to become the Purchaser in the event of the Contract Purchaser’s Death?
Do you wish the Appointee to become the Correspondence Designee?

Yes

MAIL TO:
Michigan Education Trust
P.O. Box 30198
Lansing, Michigan 48909
Fax: 517-373-6967

No

Yes

No

Fold here
1st Class
Postage
Required

Michigan Department of Treasury
Michigan Education Trust
P.O. Box 30198
Lansing MI 48909

Fold here

Contract Number(s)

Michigan Department of Treasury
2775 (Rev. 7-10)

Michigan Education Trust Change of Address
It is important that we have correct addresses and phone numbers. Please notify us when a permanent address change
is made. This will enable us to mail the appropriate individual important program information such as tax information used
for income tax purposes. The MET contract is a legal document; therefore, any changes to the contract must be made in
writing to the MET office and mailed (or faxed) to the address listed below. Either the Purchaser, Beneficiary or Appointee
must sign this form. If change of address applies to more than one Beneficiary (student), please copy this form and
submit a separate form for each Beneficiary (student).
This change of address applies to (check all that apply):

□ Purchaser

□ Beneficiary (student)

□ Appointee

Name

E-mail Address

New Address

Daytime Telephone

City, State, ZIP Code

(

)

The Purchaser’s signature is required to change Purchaser address. Purchaser may also sign to change address for an Appointee
and a Beneficiary under 18 years of age.
Purchaser Signature
Date

The Beneficiary must be 18 years of age and can only change his/her address.
Beneficiary Signature

Date

The Appointee’s signature is required to change Appointee’s address. Appointee may also sign to change address for the Purchaser
and a Beneficiary under 18 years of age.
Appointee Signature
Date

MAIL TO:
Michigan Education Trust
P.O. Box 30198
Lansing, Michigan 48909
Fax:
(517) 373-6967

Fold here
1st Class
Postage
Required

Michigan Department of Treasury
Michigan Education Trust
P.O. Box 30198
Lansing MI 48909

Fold here

THE MET STAFF
Robin R. Lott
Executive Director
Joseph Asghodom
Finance Manager
Jo Cooper
Departmental Manager
Jim Peterson
Marketing Manager
Susan Bailey
Analyst
Heather Barthelmes
Departmental Analyst
Diane Brewer
Assistant to the Director
Megan Buonodono
Analyst
Donald Fews
Departmental Technician
Linda Giles-Gordon
Executive Secretary
Ratsamy Hakvongsa
Accountant
Jchon Patton
Analyst
Matt Wolcott
Departmental Analyst
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ENROLLMENT
IS OPEN
Since MET
1988,2017
96%
of high school
graduates
DECEMBER 12, 2016 - SEPTEMBER 30, 2017
with
a MET contract have gone on to
Visit www.SETwithMET.com for details.
attend a college or university.

Michigan Department of Treasury
Michigan Department of Treasury

2268 (Rev. 01-16)
3432 (Rev. 02-17)

