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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 Plans B & C

Report on the Financial Statements

We have audited the accompanying financial statements of Michigan Education Trust Plans B & C, a discretely
presented component unit of the State of Michigan, as and for the years ended September 30, 2017 and 2016 and
the related notes to the financial statements, which collectively comprise Michigan Education Trust Plans B & C's
basic financial statements as listed in the table of contents.

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.

Opinion

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
respective financial position of Michigan Education Trust Plans B & C as of September 30, 2017 and 2016 and the
respective changes in its financial position and cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.  
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To the Board of Directors and
Mr. Doug A. Ringler, CPA, CIA,
Auditor General, State of Michigan

Michigan Education Trust Plans B & C

Other Matters 

As described in Note 1 to the financial statements, the financial statements present only Michigan Education Trust
Plans B & C. 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 Plan D as of and for
the years September 30, 2017 and 2016 in accordance with accounting principles generally accepted in the United
States of America. Our opinion is not modified with respect to this matter.

Required Supplemental 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 note to the required supplemental 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 supplemental
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 Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 7, 2017 on
our consideration of Michigan Education Trust Plans B & C'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 Plans B & C's internal control over financial reporting
and compliance.

December 7, 2017
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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 Plans B & C

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 Michigan Education Trust Plans B & C, a discretely
presented component unit of the State of Michigan, as of and for the year ended September 30, 2017 and the
related notes to the financial statements which collectively comprise Michigan Education Trust Plans B & C's basic
financial statements and have issued our report thereon dated December 7, 2017.  

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Michigan Education Trust Plans B
& C'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 Michigan Education Trust Plans B & C's internal
control. Accordingly, we do not express an opinion on the effectiveness of Michigan Education Trust Plans B & C'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 Michigan Education Trust Plans
B & C'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. 

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Michigan Education Trust Plans B & C'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. 
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To the Board of Directors and
Mr. Doug A. Ringler, CPA, CIA,
Auditor General, State of Michigan

Michigan Education Trust Plans B & C

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 Michigan Education Trust Plans B &
C's internal control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering Michigan Education Trust Plans B & C's internal control and
compliance.  Accordingly, this communication is not suitable for any other purpose.

December 7, 2017
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Management’s Discussion & Analysis (MD&A) 

This is a discussion and analysis of the financial performance of the Michigan Education 
Trust (MET) Plans B & C for the fiscal years ended September 30, 2017 and September 
30, 2016.  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 Plans B & C. 

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 Plans B & C 
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 Plans B & C is invested 100% in fixed income 
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.  Prior to that change, 
students had 9 years to use MET contract benefits.  

5



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. 

Comparison of Current Year and Prior Year Results 

Condensed Financial Information 

From the Statement of Net Position  

As of September 30 

(In Thousands) 

     

 2017  2016 2015 

     

Current assets $     14,269  $     31,377 $     43,973 

Noncurrent assets      106,792         96,265        89,081 

  Total assets $   121,061  $   127,642 $   133,054 

     

Deferred Outflow Related to Pensions               16                15               77 

     

Total Assets and Deferred Outflows $   121,076  $   127,657 $   133,131 

     

Current liabilities $       8,918  $     10,125 $     24,481 

Noncurrent liabilities        70,307         83,051        79,311 

  Total liabilities $     79,225  $     93,176 $   103,792 

     

Deferred Inflow Related to Pensions $              3  $              3 $            30 

     

  Total Liabilities and Deferred Inflows $     79,228  $     93,179 $   103,822 

     

Net position - Restricted  $     41,848  $     34,478 $     29,309 

     

  Total net position  $     41,848  $     34,478 $     29,309 

 

Total net position increased by $7.4 million in fiscal year 2016-17 and increased by $5.2 
million in fiscal year 2015-16. 

Current assets decreased by $17.1 million in fiscal year 2016-17 and decreased by 
$12.6 million in fiscal year 2015-16 primarily because of the decrease in cash and cash 
equivalents that were used to pay benefit payments. 

Noncurrent assets increased by $10.5 million in fiscal year 2016-17 and increased by 
$7.2 million in fiscal year 2015-16.  The increase in both fiscal years resulted primarily 
from the investment of short-term proceeds into the long-term portfolio. 
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Total liabilities decreased by $14.0 million in fiscal year 2016-17 and decreased by 
$10.6 million in fiscal year 2015-16.  The tuition benefits payable decrease reflected the 
increase in tuition contract payments made to colleges. 

 

The net increase (decrease) in the present value of tuition benefits payable 
decreased by $4.7 million in fiscal year 2016-17 and by $1.2 million in fiscal year 2015-
16.  The decrease in both fiscal years resulted from the change in the present value of 
the future tuition benefit obligation compared to actuarial tuition assumptions. 

Condensed Financial Information 

From the Statement of Revenues, Expenses, and Changes in Net Position  

Fiscal Years Ended September 30 

(In Thousands) 
      
 2017  2016  2015 

Operating revenues      
    Interest and dividends income $      3,022  $       2,515  $      2,480 
    Net increase (decrease) in the fair value of 
       investments        (1,240)           1,980            (415) 

    Other miscellaneous income              28                37               26 

            Total operating revenues $      1,810  $       4,532  $      2,091 

      
Operating expenses      
    Salaries and other administrative expenses $         335  $          558  $         485 
    Net increase (decrease) in the present value         (5,895)          (1,195)         (2,414) 

       of tuition benefits payable      

            Total operating expenses $     (5,560)  $         (637)  $     (1,929) 

      
Increase (Decrease) in net position $      7,370  $       5,169  $      4,020 

      
Increase (Decrease) in net position $      7,370  $       5,169  $      4,020 
Net Position – Beginning of fiscal year       34,478         29,309        25,537 
Cumulative effect of a change in accounting      
   principle (Note 8)               (247) 

Restated beginning net position           25,290 

      
Net position - End of fiscal year  $    41,848  $     34,478  $    29,309 
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Condensed Financial Information 

From the Statement of Cash Flows 

Fiscal Years Ended September 30 

(In Thousands) 

 
 2017  2016  2015 

Net cash provided (used) by:      

    Operating activities $       (3,809)  $       (9,677)  $     (10,917) 

    Investing activities          (8,744)           (2,795)          15,165 

        Net cash provided (used) - All activities        (12,553)         (12,472)  $        4,248 

Cash and cash equivalents - Beginning of       

  fiscal year         26,080           38,552          34,305 

      

Cash and cash equivalents - End of fiscal year         13,527           26,080  $      38,552 

 
The net cash used by operating activities decreased by $5.9 million in fiscal year 2016-
17 and decreased by $1.2 million in fiscal year 2015-16.  The decrease in cash used by 
operating activities in both fiscal years were primarily the result of decreases in tuition 
contract payments to colleges and refund designee. 

The net cash (used by) provided by investing activities increased by $5.9 million in 
fiscal year 2016-17 because of the increased amount of cash available for investment 
purposes and decreased by $17.9 million in fiscal year 2015-16 because of the decreased 
amount of cash available for investment purposes. 

Overall, the cash and cash equivalents at the end of the fiscal year decreased by 
$12.6 million in fiscal year 2016-17 and decreased by $12.5 million in fiscal year 2015-
16. 

Factors Impacting Future Periods 
It is expected that Michigan public universities will adopt higher tuition increases next year 
if State-appropriated funds remain flat. 

MET Plans B & C reached the peak matriculation period during fiscal year 2005-06.  
During fiscal year 2016-17, 790 students will be eligible to begin using MET contracts to 
attend college along with 3,156 students currently in the process of using MET contracts.  
After fiscal year 2016-17, the number of students expected to enroll in college under MET 
Plans B & C will continue to decrease significantly because MET has fulfilled its 
contractual obligations for the majority of these contract holders and has not offered 
additional enrollments in these plans since 1990. 

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 Plans B & C

Statement of Net Position

September 30, 2017 and 2016

2017 2016

Assets
Current assets:

Cash and cash equivalents (Note 3) $ 13,526,811 $ 26,080,094
Receivables:

Amounts due from MET Program (Plan D) - 3,620,340
Interest and dividends receivable 742,381 658,135

Amounts due from primary government - 1,018,547

Total current assets 14,269,192 31,377,116

Noncurrent assets - Investments (Notes 3 and 4) 106,791,656 96,265,334

Total assets 121,060,848 127,642,450

Deferred Outflows of Resources - Related to pensions (Notes 7 and 8) 15,589 14,542

Liabilities
Current liabilities:

Amounts due to MET Program (Plan D) 403,088 -
Tuition benefits payable - Current portion (Note 5) 8,504,176 10,115,110

Compensated absences - Current portion 10,997 10,025

Total current liabilities 8,918,261 10,125,135

Noncurrent liabilities:
Net pension liability (Notes 7 and 8) 273,426 277,938
Compensated absences - Net of current portion 175,706 241,385

Tuition benefits payable - Net of current portion (Note 5) 69,857,590 82,531,242

Total noncurrent liabilities 70,306,722 83,050,565

Total liabilities 79,224,983 93,175,700

Deferred Inflows of Resources - Related to pensions (Notes 7 and 8) 3,112 3,046

Net Position - Restricted for prepaid tuition contractual obligations $ 41,848,342 $ 34,478,246

See notes to financial statements. 9



Michigan Education Trust Plans B & C

Statement of Revenue, Expenses, and Changes in Net Position

Years Ended September 30, 2017 and 2016

2017 2016

Operating Revenue
Interest and dividends $ 3,021,845 $ 2,515,104
Net (decrease) increase in the fair value of investments (1,239,928) 1,980,054

Other miscellaneous income 28,045 36,775

Total operating revenue 1,809,962 4,531,933

Operating Expenses
Salaries and other administrative expenses 335,073 557,522

Net decrease in the present value of tuition benefits payable (5,895,207) (1,194,658)

Total operating expenses (5,560,134) (637,136)

Change in Net Position 7,370,096 5,169,069

Net Position - Beginning of year 34,478,246 29,309,177

Net Position - End of year $ 41,848,342 $ 34,478,246

See notes to financial statements. 10



Michigan Education Trust Plans B & C

Statement of Cash Flows

Years Ended September 30, 2017 and 2016

2017 2016

Cash Flows from Operating Activities
Benefits paid $ (8,389,379) $ (8,985,622)
Administrative and other expenses received (paid) 4,524,815 (728,361)
Application and other fees collected 55,686 36,775

Net cash and cash equivalents used in operating activities (3,808,878) (9,677,208)

Cash Flows from Investing Activities
Purchase of investment securities (25,721,800) (25,345,400)
Interest and dividends received 3,021,845 2,409,337
Proceeds from sale and maturities of investment securities 13,955,550 20,141,045

Net cash and cash equivalents used in investing activities (8,744,405) (2,795,018)

Net Decrease in Cash and Cash Equivalents (12,553,283) (12,472,226)

Cash and Cash Equivalents - Beginning of year 26,080,094 38,552,320

Cash and Cash Equivalents - End of year $ 13,526,811 $ 26,080,094

Reconciliation of Operating Income to Net Cash from Operating
Activities

Operating income $ 7,370,096 $ 5,169,069
Adjustments to reconcile operating income to net cash from operating

activities:
Unrealized and realized losses (gains) 1,239,928 (1,980,054)
Investment income (3,021,845) (2,409,337)
Changes in assets and liabilities:

Amounts due to/from MET Program (Plan D) 4,023,428 (442,628)
Amount due from primary government 1,018,547 671,730
Interest and dividends receivable (84,246) (105,768)
Compensated absences (64,707) 13,048
Pension liability and related deferrals (5,493) 59,896

Tuition benefit payable (14,284,586) (10,653,164)

Total adjustments (11,178,974) (14,846,277)

Net cash and cash equivalents used in operating activities $ (3,808,878) $ (9,677,208)

Significant Noncash Transactions - Unrealized losses (gains) on
investments $ 1,239,928 $ (1,980,054)

See notes to financial statements. 11



Michigan Education Trust Plans B & C

Notes to Financial Statements

September 30, 2017 and 2016

Note 1 - Nature of Business

Reporting Entity

The Michigan Education Trust (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 nine-member board of directors that consists of one ex-officio member (the State Treasurer, acting
as chair) and eight 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 Plans B
& C. 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
Michigan Education Trust Plan D in accordance with accounting principles generally accepted in the
United States of America as applicable to governmental units. 

Act 316, P.A. 1986 (the "Act"), 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
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, 2017, there have been 25 enrollment periods over 29 years for MET. The 1988,
1989, and 1990 enrollments are known as Plans B & C. The 1995, 1997, 1998, 1999, 2000, 2002, 2003,
2004, 2005, 2006, 2007 (two enrollment periods), 2008, 2009, 2010, 2011, 2012, 2013, 2014, 2015, 2016,
and 2017 enrollments are known as Plan D. The Plan D enrollments are accounted for and reported
separately from the Plans B & C enrollments. These financial statements report only Plans B & C
enrollments.  MET Plans B & C were not open to new enrollments during 2016 or 2017. Separate financial
statements and actuarial valuation of Plan D enrollments are available from the MET office at P.O. Box
30198, Lansing, Michigan 48909.

Note 2 - Significant Accounting Policies

Accounting and Reporting Principles 

Michigan Education Trust Plans B & C follows accounting principles generally accepted in the United
States of America (GAAP) as applicable to governmental units. Accounting and financial reporting
pronouncements are promulgated by the Government Accounting Standards Board (GASB).

Basis of Accounting 

Michigan Education Trust Plans B & C uses the economic resources measurement focus and the full
accrual basis of accounting. Revenue is recorded when earned and expenses are recorded when a
liability is incurred regardless of the timing of related cash flows.
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Michigan Education Trust Plans B & C

Notes to Financial Statements

September 30, 2017 and 2016

Note 2 - Significant Accounting Policies (Continued)

Cash and Cash Equivalents 

Cash and cash equivalents include cash and balances 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.

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 purposes.
Investments are carried at fair value (see Note 4). Corporate bonds not traded on a national or
international exchange are based on equivalent values of comparable securities with similar yield and risk.

Liabilities

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

Net Position

MET's net position represents the investment appreciation and the investment revenue in excess of the
actuarial present value of the future tuition benefits obligation and expenses (see Note 5). 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.

Note 3 - Deposits and Investments

In accordance with GASB Statement No. 40, Deposit and Investment Risk Disclosures, MET's cash and
investments are subject to several types of risk, which are examined in more detail below:

Deposits

Custodial Credit Risk for Deposits

Custodial credit risk for deposits is the risk that, in the event of the failure of the depository financial
institution, MET will not be able to recover the value of its deposits or collateral securities that are in the
possession of an outside party. MET does not have a policy for custodial credit risk. As of September 30,
2017 and 2016, MET's deposits for Plans B & C and the amounts reflected in the accounts of the banks
were $6,529,397 and $3,083,361, respectively. The September 30, 2017 and 2016 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.  MET does not have a policy for custodial credit risk for deposits.

Foreign Currency Risk for Deposits

Foreign currency risk for deposits is the risk that a deposit denominated in the currency of a foreign
country could reduce its U.S. dollar value as a result of changes in foreign currency exchange rates. As of
September 30, 2017 and 2016, MET had no foreign deposits.

Investments

Interest Rate Risk 

Interest rate risk is the risk that the value of investments will decrease as a result of a rise in interest rates.
MET does not have a policy to restrict interest rate risk for long-term investments.
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Michigan Education Trust Plans B & C

Notes to Financial Statements

September 30, 2017 and 2016

Note 3 - Deposits and Investments (Continued)

At September 30, 2017, MET had the following investments and maturities:

2017

Primary Government Fair Value
Less Than 1

Year 1-5 Years 6-10 Years
More Than 10

Years

U.S. Treasury securities $ 5,265,203 $ - $ 2,316,531 $ 2,948,672 $ -
Commercial paper 6,999,261 6,999,261 - - -
Corporate bonds and notes 101,526,453 13,768,349 30,906,082 52,007,147 4,844,875

Total $ 113,790,917 $ 20,767,610 $ 33,222,613 $ 54,955,819 $ 4,844,875

Less investments reported as
"cash equivalents" on statement
of net position $ (6,999,261)

Total investments $ 106,791,656

At September 30, 2016, MET had the following investments and maturities:

2016

Primary Government Fair Value
Less Than 1

Year 1-5 Years 6-10 Years
More Than 10

Years

U.S. Treasury securities $ 5,494,467 $ - $ - $ 5,494,467 $ -
Commercial paper 22,997,667 22,997,667 - - -
Corporate bonds and notes 90,770,867 6,099,794 37,491,851 42,935,470 4,243,752

Total $ 119,263,001 $ 29,097,461 $ 37,491,851 $ 48,429,937 $ 4,243,752

Less investments reported as
"cash equivalents" on statement
of net position $ (22,997,667)

Total investments $ 96,265,334
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Michigan Education Trust Plans B & C

Notes to Financial Statements

September 30, 2017 and 2016

Note 3 - Deposits and Investments (Continued)

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.
State law limits investments in commercial paper to the top two ratings issued by nationally recognized
statistical rating organizations. 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 P-1 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.

2017 2016

Investment Fair Value Standard & Poor's
Moody's Investors

Service Fair Value Standard & Poor's
Moody's Investors

Service

AMERICAN AIRLINES 17-2 A PT $ 3,045,000 Not Rated A2 $ -
AMERICAN AIRLINES 17-1 1,799,875 Not Rated Aa3 -
AMERICAN TOWER CORP 2,980,744 BBB- Baa3 -
AMGEN INC. - 3,017,403 A Baa1
APPLE INC 4,005,620 AA+ Aa1 4,009,344 AA+ Aa1
AUTOZONE INC 3,027,898 BBB Baa1 -
BANK OF AMERICA CORP 4,184,737 BBB Baa3 4,243,752 BBB Baa3
BANK OF MONTREAL 3,006,892 A+ A1 3,008,430 A+ Aa3
BANK OF NEW YORK MELLON CORP. 2,755,443 A A1 2,754,328 A A1
BERKSHIRE HATHAWAY FINANCE

CORP. 2,058,819 AA Aa2 2,102,262 AA Aa2
BURLINGTON NORTHERN SANTA FE

LLC 2,608,722 A A3 2,695,320 A A3
CAPITAL ONE FINANCIAL 3,032,977 BBB Baa1 -
CITIGROUP INC (public) 4,258,560 BBB Baa3 4,271,872 BBB Baa3
CITIGROUP INC (foreign) 2,051,145 BBB+ Baa1 2,009,572 BBB+ Baa1
COSTCO WHOLESALE CORP 1,998,025 A+ A1 2,024,328 A+ A1
DOW CHEMICAL CO 3,093,985 BBB Baa2 3,168,582 BBB Baa2
DR PEPPER SNAPPLE 3,051,945 BBB+ Baa1 -
ENTERGY LOUISIANA 3,733,356 A A2 3,863,065 A A2
ESTEE LAUDER COMPANIES INC. - 3,082,392 A+ A2
EXPRESS SCRIPTS HOLDING 3,003,606 BBB+ Baa2 3,047,076 BBB+ Baa2
FORD MOTOR CO 3,118,728 BBB Baa2 3,021,345 BBB Baa2
GENERAL ELECTRIC CAPITAL CORP. 2,029,804 AA- A1 2,015,644 AA- A1
GENERAL MILLS INC 3,077,912 BBB+ A3 3,184,692 BBB+ A3
GOLDMAN SACHS GP I 3,038,763 BBB+ A3 3,072,978 BBB+ A3
JOHN DEERE CAPITAL 4,069,131 A A2 4,160,172 A A2
JPMORGAN CHASE & CO 3,008,881 A- A3 -
MEDTRONIC INC 1,998,580 A A3 2,006,224 A A3
MORGAN STANLEY 3,140,724 BBB- Baa2 3,202,806 BBB- Baa2
NORFOLK SOUTHERN CORP 4,080,216 BBB+ Baa1 4,184,544 BBB+ Baa1
ORACLE CORP 4,567,649 AA- A1 4,670,604 AA- A1
PFIZER INC 4,206,608 AA A1 4,362,796 AA A1
TEVA PHARMACEUTICAL FINANCE,

LLC 1,360,635 BBB- Baa3 1,434,888 BBB Baa2
TEXAS INSTRUMENTS 4,999,420 A+ A1 5,061,090 A+ A1
U.S. TREASURY NOTES 5,265,203 Backed* Backed* 5,494,467 Backed* Backed*
VERIZON COMMUNICATIONS INC 3,130,241 BBB+ Baa1 2,052,528 BBB+ Baa1
WISCONSIN ELECTRIC POWER CO 2,001,812 A- A2 5,042,830 A- A1

Total $ 106,791,656 $ 96,265,334

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

Concentration of Credit Risk

MET places no limit on the amount it may invest in any one issuer.  As of September 30, 2017, MET held
no investments that represented 5.00 percent or more of total investments.
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Note 3 - Deposits and Investments (Continued)

As of September 30, 2016, MET held the following investments that represented 5.00 percent or more of
total investments:

September 30,
2016

Texas Instruments Inc. $ 5,061,090
Wisconsin Electric Power Co. 5,042,830

The Texas Instruments Inc. investment was rated A+ by Standard & Poor's and A1 by Moody's Investor
Service.  The Wisconsin Electric Power Co. investment was rated A- by Standard & Poor's and A1 by
Moody's Investors Service.

Custodial Credit Risk 

Custodial credit risk for investments is the risk that, in the event of the failure of a 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.

Foreign Currency Risk

Foreign currency risk is the risk that an investment denominated in the currency of a foreign country could
reduce its U.S. dollar value as a result of changes in foreign currency exchange rates. As of September
30, 2017 and 2016, MET had no foreign investments.

Note 4 - Fair Value Measurements

Accounting standards require certain assets and liabilities be reported at fair value in the financial
statements and provide a framework for establishing that fair value. The framework for determining fair
value is based on a hierarchy that prioritizes the inputs and valuation techniques used to measure fair
value.

The following tables present information about MET’s assets measured at fair value on a recurring basis
at September 30, 2017 and 2016 and the valuation techniques used by MET to determine those fair
values. 

Fair values determined by Level 1 inputs use quoted prices in active markets for identical assets that MET
has the ability to access. 

Fair values determined by Level 2 inputs use other inputs that are observable either directly or indirectly.
These Level 2 inputs include quoted prices for similar assets in active markets and other inputs such as
interest rates and yield curves that are observable at commonly quoted intervals. 

Level 3 inputs are unobservable inputs, including inputs that are available in situations where there is little,
if any, market activity for the related asset. These Level 3 fair value measurements are based primarily on
management’s own estimates using pricing models, discounted cash flow methodologies, or similar
techniques taking into account the characteristics of the asset.  

In instances whereby 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. MET’s assessment of the significance of particular inputs to these fair value
measurements requires judgment and considers factors specific to each asset. 
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Note 4 - Fair Value Measurements (Continued)

The following tables summarize the fair value measurements of investments as of September 30, 2017
and 2016:

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant Other
Observable

Inputs
(Level 2)

Balance at
September 30,

2017

Assets
Debt securities:

U.S. Treasury securities $ 5,265,203 $ - $ 5,265,203
Corporate bonds and notes - 101,526,453 101,526,453

Total assets $ 5,265,203 $ 101,526,453 $ 106,791,656

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant Other
Observable

Inputs
(Level 2)

Balance at
September 30,

2016

Assets
Debt securities:

U.S. Treasury securities $ 5,494,466 $ - $ 5,494,466
Corporate bonds - 90,770,868 90,770,868

Total assets $ 5,494,466 $ 90,770,868 $ 96,265,334

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.

Note 5 - 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
nontuition liabilities and deferred inflows of resources, the present value of total tuition benefits obligation,
and the net position of Michigan Education Trust Plans B & C as of September 30:

2017 2016

Net value of total assets and deferred outflows of resources, less
nontuition liabilities and deferred inflows of resources $ 120,210,108 $ 127,124,598

Present value of total tuition benefits obligation (78,361,766) (92,646,352)

Total net position $ 41,848,342 $ 34,478,246

The value of assets as a percentage of total actuarial liabilities (present value of tuition payments, fees,
and administrative expenses) (i.e., the funded ratio) was 153.4 and 137.2 percent at September 30, 2017
and 2016, respectively.
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Note 5 - Tuition Benefits Payable and Net Position (Continued)

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 2.21
and 1.35 percent as of September 30, 2017 and 2016, respectively. 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 the year ended September 30, 2017, 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
percent for year one, 5.75 percent for year two, 5.00 percent for year three, and 4.50 percent for year four
and beyond.

For the year ended September 30, 2016, 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 percent for
year one through two, 5.75 percent for year three, 5.00 percent for year four, and 4.50 percent for year five
and beyond. 

(3) There was no tax effect from federal income tax. 

(4) MET will pay 110 percent of the MET weighted average tuition in benefits and refunds. 

The key tuition increase assumptions used in the actuarial valuations for Plan B & C are as follows for the
plan years ended September 30:

2017 2016 2015 2014 2013

Year 1 %7.10 %- %- %- %-
Years 1 through 2 - 7.10 - - -
Years 1 through 3 - - 7.10 7.10 -
Years 1 through 4 - - - - 7.10
Year 2 5.75 - - - -
Year 3 5.00 5.75 - - -
Year 4 - 5.00 - - -
Year 4 and beyond 4.50 - 4.50 4.50 -
Year 5 and beyond - 4.50 - - 4.50
Present value discount

rate 2.21 1.35 1.49 1.15 0.90

The following summarizes the approximate tuition benefits payable as of and for the years ended
September 30, 2017 and 2016:

2017 2016

Balance - Beginning of year $ 92,646,352 $ 103,299,515
Tuition benefit recovery provision (5,895,207) (1,194,658)
Payments (8,389,379) (9,458,505)

Total benefits payable $ 78,361,766 $ 92,646,352

The amounts due within one year for tuition benefits payable for the years ended September 30, 2017 and
2016 are $8,504,176 and $10,115,110, 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 6 - 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.  There were no settlements exceeding coverage provided through MET's risk management
program during the years ended September 30, 2017, 2016, or 2015.

Note 7 - General Information on Employee Pension Plans

Plan Description

MET participates in the Michigan State Employees' Retirement System (SERS or the "System"), a
statewide, cost-sharing, single-employer defined benefit public employee retirement system governed by
the State of Michigan (the "State") that covers substantially all employees of MET. SERS was 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 Employees' Retirement System is accounted for in a separate pension trust and
issues a publicly available financial report that includes financial statements and required supplemental
information. That report is available on the web at http://www.michigan.gov/ors, or by calling the Office of
Retirement System (ORS) at (517) 322 - 5103 or (800) 381 - 5111. 

Benefits Provided

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, nonduty 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
service through repayment of the refund upon satisfaction of certain requirements.

Effective March 31, 1997, Public Act 487 of 1996 (the "Public Act") 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 on January 1, 2011.
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Note 7 - General Information on Employee Pension Plans (Continued)

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 percent of their annual compensation to the pension fund until they terminate state
employment. The 4 percent 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
percent 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 percent contribution began on 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 percent and therefore became
participants in the DC plan for future service beginning on April 1, 2012. As a DC plan participant, they
receive a 4 percent employer contribution to their 401(k) account and are eligible for an additional dollar-
for-dollar employer match of up to 3 percent 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 their
eligibility for the retiree health insurance premium subsidy offered by the State. 

Former nonvested members of the DB plan (with less than 10 years of service) who are re-employed 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 nonvested members (with less than 10 years of service) of the DB plan who are re-employed 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 percent of their compensation to a 401(k) or 457 account, earning a matching 2
percent 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 percent 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.
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Note 7 - General Information on Employee Pension Plans (Continued)

For members who switch to the DC plan for future service, the pension calculation FAC times 1.5 percent
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 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 the following: 

(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 percent 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.

Nonduty 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 nonduty disability
pension. The nonduty 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 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 percent 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.
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100 Survivor Pension - Under this option, after the retiree’s death, the beneficiary will receive 100 percent
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 Percent Survivor Pension - Under this option, after the retiree’s death, the beneficiary will receive 75
percent 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 percent option previously described. If the
beneficiary predeceases the retiree, the pension “pops-up” to the regular pension amount; another
beneficiary cannot be named.

50 Percent Survivor Pension - Under this option, after the retiree’s death, the beneficiary will receive 50
percent 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 or 75 percent 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 percent 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.

Postretirement Adjustments - One-time upward benefit adjustments were made in 1972, 1974, 1976,
1977, and 1987. Beginning on October 1, 1988, a 3 percent noncompounding 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 percent
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 percent 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.

Contributions

Under Public Act 264 of 2011, members who voluntarily elected to remain in the DB plan contribute 4
percent 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.

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 2017, the
component unit’s contribution rate was 25.50 percent for the defined benefit employee wages and 22.24
percent of the defined contribution wages. For fiscal year 2016, the component unit’s contribution rate was
26.05 percent of the defined benefit employee wages and 22.84 percent of the defined contribution
employee wages. The Michigan Education Trust’s contributions to SERS for the years ended September
30, 2017 and 2016 were $39,682 and $33,156, respectively.
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Net Pension Liability

At September 30, 2017 and 2016, MET reported a liability of $273,426 and $277,938, respectively, for its
proportionate share of the net pension liability. The net pension liability was measured as of September
30, 2016 and the total pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of September 30, 2015, which used updated procedures to roll forward the
estimated liability to September 30, 2016. MET's proportion of the net pension liability was based on a
projection of its long-term share of contributions to the pension plan relative to the projected contributions
of all participating reporting units, actuarially determined. At September 30, 2016 and 2015, MET's
proportion was 0.006 and 0.005 percent, respectively.

Pension Expense and Deferred Outflows of Resources and Deferred Inflows of Resources Related
to Pensions

For the years ended September 30, 2017 and 2016, MET recognized pension (recovery) expense of
$(5,493) and $33,156, respectively. At September 30, 2017 and 2016, MET reported deferred outflows of
resources and deferred inflows of resources related to pensions from the following sources:

2017 2016

Deferred
Outflows of
Resources

Deferred Inflows
of Resources

Deferred
Outflows of
Resources

Deferred Inflows
of Resources

Difference between expected and
actual experience $ 35 $ - $ 846 $ -

Net difference between projected
and actual investment earnings 6,602 - 2,644 -

Change in proportion and
difference between actual
contributions and proportionate
share of contributions 1,034 3,112 2,789 3,046

Other 7,918 - 8,263 -

Total $ 15,589 $ 3,112 $ 14,542 $ 3,046

Amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions
will be recognized in pension expense as follows:

Years Ending Amount

2017 $ 5,075
2018 (800)
2019 7,581
2020 621

Total $ 12,477
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Actuarial Assumptions

The Michigan Education Trust Plans B & C net pension liability was measured as of September 30, 2016,
and the total pension liability used to calculate the net pension liability was determined by an actuarial
valuation as of September 30, 2015 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 3.50%
Projected salary increase 3.50 - 12.50% Including wage inflation at 3.50%
Investment rate of return 8.00%
Cost-of-living pension

adjustment
3.00% Annual noncompounded 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 percent of the table
rates were used. For active members, 50 percent of the table rates were used for males and females.

Significant actuarial assumptions were based on the April 2014 experience study covering the period from
October 1, 2007 to September 30, 2012. The long-term 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. 

Discount Rate

The discount rate used to measure the total pension liability was 8.00 percent. The projection of cash
flows used to determine the discount rate assumed that employee contributions will be made at the
current contribution rate and that plan member contributions will be made at statutorily required rates. 

Based on those assumptions, the pension plan's fiduciary net position was projected to be available to
make all projected future benefit payments of current active and inactive employees. 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.

Best estimates of arithmetic real rates of return for each major asset class included in the pension plan’s
target asset allocation as of September 30, 2016 are summarized in the following table:

Asset Class Target Allocation

Long-term
Expected Real
Rate of Return

Domestic equity pools %28.00 %5.90
Private equity pools 18.00 9.20
International equity pools 16.00 7.20
Fixed-income pools 10.50 0.90
Real estate and infrastructure pools 10.00 4.30
Absolute return pools 15.50 6.00
Short-term investment pools 2.00 -

Total %100.00

Rate of returns are net of administrative expenses and 2.10 percent inflation.
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Note 7 - General Information on Employee Pension Plans (Continued)

Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The following presents the net pension liability of MET, calculated using the discount rate of 8.00 percent,
depending on the plan option. The following also reflects what MET's net pension liability would be if it
were calculated using a discount rate that is 1 percentage point lower (7.00 percent) or 1 percentage point
higher (9.00 percent) than the current rate:

2017

1 Percent
Decrease

7.00%

Current Discount
Rate

8.00%

1 Percent
Increase
9.00%

Net pension liability of MET $ 377,292 $ 273,426 $ 221,830

Pension Plan Fiduciary Net Position 

The SERS plan fiduciary net position has been determined using SERS' accrual basis of accounting.
Benefit payment 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.

Note 8 - Employee Benefits

Plan Description

Michigan Education Trust Plans B & C 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
MET. The defined benefit and defined contribution pension plans are part of the Michigan State
Employees' 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 supplemental information for the defined benefit plan. That report is available on the State's
website 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.
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Note 8 - Employee Benefits (Continued)

Funding Policy

The State funds pension and other postemployment benefits on a prefunded basis. For the defined benefit
plan, Michigan Education Trust Plans B & C was required to contribute 25.50 percent of payroll for the
employer portion of the defined benefit pension. Plan employees participating in the defined benefit plan
were required to contribute 4 percent of their compensation for pension benefits. For the defined
contribution plan, Michigan Education Trust Plans B & C was required to contribute 22.24 percent of
payroll with an additional match of up to 3 percent. 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
percent after two years of service, 75 percent after three years of service, and 100 percent after four years
of service. Forfeited employer contributions are retained within the defined contribution plan and are used
toward future employer required contributions Michigan Education Trust Plans B & C was required to
contribute 20.63 percent of payroll for the employer cost of other postemployment benefits. Michigan
Education Trust Plans B & C transferred $24,170, $15,512, and $33,152 to the State for its employer
contribution for the defined benefit plan, defined contribution plan, and other postemployment benefits,
respectively, in fiscal year 2017. Michigan Education Trust Plans B & C transferred $23,180, $14,826, and
$33,163 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 Plans B & C 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.

Postemployment Benefits

Michigan Education Trust Plans B & C 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. Michigan Education Trust
Plans B & C was required to contribute 21.05 and 20.63 percent of payroll for the employer cost of other
postemployment benefits for the years ended September 30, 2017 and 2016, respectively. The State pays
80 percent 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 percent 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 contribute up to 2 percent of their
compensation into a 401(k) or 457 account, earning a matching 2 percent 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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Michigan Education Trust Plans B & C

Required Supplemental Information
Schedule of the Michigan Education Trust's Proportionate Share of the Net

Pension Liability
State Employees' Retirement System

Last Three Fiscal Years

For the Plan Year Ended September 30

2017 2016 2015

MET's proportion of the net pension liability %0.00555 %0.00505 %0.00049

MET's proportionate share of the net pension liability $ 273,426 $ 277,938 $ 254,013

MET's covered employee payroll $ 165,108 $ 144,702 $ 214,791

MET's proportionate share of the net pension liability as a
percentage of its covered employee payroll %165.60 %192.08 %118.26

Plan fiduciary net position as a percentage of total pension
liability %67.48 %66.10 %68.07

The amounts presented were determined as of the prior fiscal year as of the measurement date of September 30,
2016.
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Required Supplemental Information
Schedule of the Michigan Education Trust's Contributions

State Employees' Retirement System

Last Three Fiscal Years

Year Ended September 30

2017 2016 2015

Statutorily required contribution $ 39,682 $ 35,003 $ 69,578
Contributions in relation to the statutorily required

contribution 39,682 34,975 69,578

Contribution deficiency $ - $ 28 $ -

MET's covered employee payroll $ 165,108 $ 144,702 $ 214,791

Contributions as a percentage of covered employee payroll %24.03 %24.19 %32.39
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Michigan Education Trust Plans B & C

Note to Required Supplemental Information

September 30, 2017 and 2016

Pension Information

Actuarial valuation information relative to the determination of contributions:

Valuation date Actuarially determined contribution amounts are calculated as of September
30 each year, which is one day prior to the beginning of the fiscal year in
which contributions are reported.

Methods and assumptions used to determine contribution rates:

Actuarial cost method Entry age, normal
Amortization method Level dollar, closed
Remaining amortization period 21 years
Asset valuation method Five-year smoothed market
Inflation 2.50 percent
Salary increase 3.50 percent wage inflation
Investment rate of return 8.00 percent - Net of pension plan investment and administrative expenses
Retirement age Experience-based table of rates that are specific to the type of eligibility

condition
Mortality RP-2000 Combined Health Life Mortality Table, adjusted for mortality

improvements to 2015 using projection scale BB.  For retirees, 100 percent
of the table rates was used.  For active members, 50 percent of the table
rates was used for males and females.

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 the purpose of
determining actuarially determined contribution rate.
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