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INDEPENDENT AUDITOR’S REPORT

March 2, 2023

To the Board of Trustees of the
City of Pontiac Police and Fire Retiree Prefunded Group
Health and Insurance Trust:

Opinion
We have audited the accompanying financial statements of the City of Pontiac 
Police and Fire Retiree Prefunded Group Health and Insurance Trust (the Trust), 
which comprise the statement of fiduciary net position as of December 31, 2021, 
and the related statement of changes in fiduciary net position for the year then 
ended, and the related notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all 
material respects, the fiduciary net position of the City of Pontiac Police and Fire 
Retiree Prefunded Group Health and Insurance Trust as of December  31, 2021
and the changes in its fiduciary net position for the year then ended, in 
accordance with accounting principles generally accepted in the United States of 
America.

Basis for Opinion
We conducted our audit in accordance with auditing standards generally 
accepted in the United States of America. Our responsibilities under those 
standards are further described in the Auditor’s Responsibilities for the Audit of 
the Financial Statements section of our report. We are required to be 
independent of the City of Pontiac Police and Fire Retiree Prefunded Group 
Health and Insurance Trust and to meet our other ethical responsibilities, in 
accordance with the relevant ethical requirements relating to our audit. We 
believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our audit opinion.

Responsibilities of Management 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, and for 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.

In preparing the financial statements, management is required to evaluate 
whether there are conditions or events, considered in the aggregate, that raise 
substantial doubt about the City of Pontiac Police and Fire Retiree Prefunded 
Group Health and Insurance Trust’s ability to continue as a going concern for one 
year after the date the financial statements are available to be issued.
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INDEPENDENT AUDITOR’S REPORT
(Continued)

Responsibilities of Management for the Financial Statements (Continued)
Management is also responsible for maintaining a current trust instrument, including all trust
amendments; administering the trust; and determining that the trust’s transactions that are presented 
and disclosed in the financial statements are in conformity with the trust’s provisions, including 
maintaining sufficient records with respect to each of the retirees, to determine the benefits due or 
which may become due to such retirees.

Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's 
report that includes our opinion. Reasonable assurance is a high level of assurance but is not 
absolute assurance and therefore is not a guarantee that an audit conducted in accordance with 
generally accepted auditing standards will always detect a material misstatement when it exists. The 
risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the 
override of internal control. Misstatements are considered material if there is a substantial likelihood 
that, individually or in the aggregate, they would influence the judgment made by a reasonable user 
based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards, we:

 Exercise professional judgment and maintain professional skepticism throughout the audit.

 Identify and assess the risks of material misstatement of the financial statements, whether 
due to fraud or error, and design and perform audit procedures responsive to those risks. 
Such procedures include examining, on a test basis, evidence regarding the amounts and 
disclosures in the financial statements.

 Obtain an understanding of internal control relevant to the audit 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 City of Pontiac Police and Fire Retiree Prefunded 
Group Health and Insurance Trust’s internal control. Accordingly, no such opinion is 
expressed.

 Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the financial statements.

 Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about the City of Pontiac Police and Fire Retiree 
Prefunded Group Health and Insurance Trust’s ability to continue as a going concern for a 
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain internal 
control-related matters that we identified during the audit.
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INDEPENDENT AUDITOR’S REPORT

(Continued)

Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis and other required supplementary information, as identified 
in the table of contents, be presented to supplement the basic financial statements. Such information 
is the responsibility of management and, although not a part of the basic financial statements, is 
required by the Governmental Accounting Standards Board, who 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.  



4

CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP HEALTH AND 
INSURANCE TRUST

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

Using This Annual Report
This annual report consists of three parts: (1) management’s discussion and analysis (this section), 
(2) the basic financial statements, and (3) required supplemental information. The financial 
statements also include notes that explain some of the information in the financial statements and 
provide more detailed data. The financial statements are followed by a section of required 
supplemental information that further explains and supports the information in the financial 
statements.

Condensed Financial Information
The table below compares key financial information in a condensed format between the current year 
and the prior year:

2021 2020

Assets $ 49,722,565 $ 50,762,459

Liabilities 1,940,647 6,704,949

Net Position – Restricted for 
   other postemployment benefits $ 47,781,918 $ 44,057,510

2021 2020
Additions:
   Investment income, net $ 7,043,169 $ 3,023,527
   Other income 15,628 161,792

      Total additions 7,058,797 3,185,319

Deductions:
   Retirees’ health premiums, net of retiree contribution 3,239,940 2,530,663
   General and administrative expenses 94,449 46,032

      Total deductions 3,334,389 2,576,695

Net Increase in Net Position – Restricted for 
   other postemployment benefits $ 3,724,408 $ 608,624

Plan Contributions
Employer contributions recognized were $0 for 2021 and 2020.

Retiree Health Benefits and Employee Contributions
Total retiree health benefits paid were $3,637,068 and $3,141,268 in 2021 and 2020, respectively, 
prior to the application of the portion of benefits to be paid by retirees.  Retiree contributions were 
$397,128 and $610,605 in 2021 and 2020, respectively.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

Overall Fund Structure and Objectives
The City of Pontiac Police and Fire Retiree Prefunded Group Health and Insurance Trust (the Trust) 
exists to pay health care benefits to members retiring on or after August 22, 1996. Any excess of 
contributions over benefits paid will allow for additional funding to increase investment income to a 
level where the Trust will generate adequate earnings to pay future benefits. The public capital 
markets represent the primary source of investments.

On April 4, 2017, the City of Pontiac, Michigan announced that a tentative settlement had been 
reached with regard to retiree health care. In October 2018, the federal judge in the case approved 
the tentative settlement. The settlement agreement, once approved by various parties, including the 
Michigan Association of Public Employees (MAPE) and the Internal Revenue Service (IRS), among 
others, would provide retiree health care benefits to all eligible City of Pontiac, Michigan retirees via 
the creation of a new voluntary employees’ beneficiary association (VEBA). This new VEBA will be 
funded by utilizing certain overfunded assets from the City of Pontiac General Employees' 
Retirement System and this Trust. In March 2021, the IRS issued a favorable determination. The 
Trust and related entities are pursuing efforts to transfer assets, with appropriate IRS approval.  As 
of December 31, 2021, no assets have been transferred to the new VEBA.

Asset Allocation
The Trust has established asset allocation policies, which are expected to deliver more than enough 
investment income over a very long period of time to satisfy the obligations to pay the benefits 
promised to the members of the Trust. The following is a summary of the target asset allocation as 
of December 31, 2021:

Domestic equity 52.50 %
International equity 12.50
Domestic bonds 15.00
International bonds 5.00
Alternative assets 15.00

Investment Results
Although the year 2021 was still impacted by the COVID-19 pandemic, the trend of the stock market 
remained positive during the year. Primary drivers of the strong returns are the re-opening of the 
global economy and additional fiscal and monetary stimulus. Concerns over the pandemic began to 
fade, and investors turned their focus towards the rebound in the economy and the potential for 
earnings growth and multiple expansion. As the year progressed, economic growth began to slow as 
the recovery of the economy continued to mature. The demand for workers continued to be strong 
and the unemployment rate declined. However, concerns related to the Delta and Omicron variants 
emerged, as well as supply chain shortages, higher U.S. interest rates, rising inflation, and fiscal 
policies in Washington. The Federal Reserve revised its policy in an attempt to control inflation, 
targeting an earlier exit from its bond buying program and additional rate hikes in 2022 and 2023.

The equity markets continued their rebound throughout 2021. The S&P 500 large cap stock index 
returned 28.7 percent for the year ended December 31, 2021. The fixed income markets were 
impacted by inflation concerns and the Federal Reserve’s policy shift. The Bloomberg Barclays U.S.
Treasury Inflation Protected Notes (U.S. fixed income) returned 6 percent, while the Bloomberg 
Barclays U.S. Aggregate (U.S. fixed income) declined by 1.5 percent for the year ended December 
31, 2021. The real estate sector has traditionally exhibited positive correlation to inflation. The 
NCREIF Property Index (U.S. real estate) returned 6.15 percent for the year ended December 31, 
2021. The Trust returned 16.73 percent for the year ended December 31, 2021.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

Contacting the Trust’s Management
This financial report is intended to provide a general overview of the Trust’s finances and investment 
results in relation to actuarial projections. It shows the Trust’s accountability for the money it receives 
from employer and employee contributions. If you have questions about this report or need 
additional information, we welcome you to contact the Trust’s office at 700 Tower Drive, Suite 300, 
Troy, MI 48098.



CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP
HEALTH AND INSURANCE TRUST

STATEMENT OF FIDUCIARY NET POSITION
DECEMBER 31, 2021

ASSETS

CASH 228,357$        

INVESTMENTS:
Short-term investment funds 3,276,966       
Common stocks 22,310,570     
Real estate investment trusts 1,153,267       
Mutual funds 15,396,578     
Limited partnerships 7,320,304       

49,457,685     

ACCRUED INTEREST AND DIVIDENDS 36,523            

Total assets 49,722,565     

LIABILITIES

ACCOUNTS PAYABLE 30,622            
DUE TO CITY OF PONTIAC, MICHIGAN 1,825,522       
DUE TO CITY OF PONTIAC POLICE AND FIRE RETIREMENT SYSTEM 84,503            

Total liabilities 1,940,647       

NET POSITION - Restricted for other postemployment benefits 47,781,918$   

The accompanying notes are an integral part of these statements.
7



CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP
HEALTH AND INSURANCE TRUST

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
FOR THE YEAR ENDED DECEMBER 31, 2021

ADDITIONS:

INVESTMENT INCOME:
Interest and dividends 1,098,370$     
Net appreciation in fair value of investments 6,078,566       

7,176,936       

Less: Investment expenses (133,767)         

Total investment income, net 7,043,169       

OTHER INCOME 15,628            

Total additions 7,058,797       

DEDUCTIONS:

RETIREES' HEALTH PREMIUMS, NET OF RETIREE CONTRIBUTIONS 3,239,940       
GENERAL AND ADMINISTRATIVE EXPENSES 94,449            

Total deductions 3,334,389       

NET INCREASE IN NET POSITION 3,724,408       

NET POSITION - Restricted for other postemployment benefits - 
beginning of year 44,057,510     

NET POSITION - Restricted for other postemployment benefits -

 end of year 47,781,918$   

The accompanying notes are an integral part of these statements.
8
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CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP HEALTH AND 
INSURANCE TRUST

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2021

1. DESCRIPTION OF THE TRUST

The following description of the City of Pontiac Police and Fire Retiree Prefunded Group 
Health and Insurance Trust’s (the Trust) benefits is provided for general information purposes 
only.  A detailed description of benefits can be found in the Trust’s actuarial report.

General
The City of Pontiac, Michigan (the City) has established an irrevocable prefunded group health 
and insurance trust fund for health, optical, dental, and life insurance benefits for retirees who 
are members of the Police and Fire Retirement System of the City of Pontiac, Michigan and 
retired on or after August 22, 1996, and their spouses and qualified dependents. During 2013, 
the board of trustees passed a resolution to expand membership to retirees who retired prior to 
August 22, 1996. The pre-August 22, 1996 retirees were covered by the Trust effective 
September 1, 2013 through April 1, 2014. All such benefits are paid out of the Trust. The Trust
was created as an Internal Revenue Code 501(c)(9) Trust (VEBA). This is a single-employer 
benefit plan administered by the City of Pontiac Police and Fire Retirement System. The 
Retirement System performs the Trust's accounting function.

Management of the Trust is vested in the board of trustees, which consists of five members –
two trustees are elected by the membership, two sit by virtue of their position, and one is 
appointed by the other trustees.

Plan Sponsor Financial Condition
On April 4, 2017, the City of Pontiac, Michigan announced that a tentative settlement had been 
reached with regard to retiree health care. In October 2018, the federal judge in the case 
approved the tentative settlement. The settlement agreement, once approved by various 
parties, including the Michigan Association of Public Employees (MAPE) and the Internal 
Revenue Service (IRS), among others, would provide retiree health care benefits to all eligible 
City of Pontiac, Michigan retirees via the creation of a new voluntary employees’ beneficiary 
association (VEBA). This new VEBA will be funded by utilizing certain overfunded assets from 
the City of Pontiac General Employees' Retirement System and the Trust. In March 2021, the 
IRS issued a favorable determination. The Trust and related entities are pursuing efforts to 
transfer assets, with appropriate IRS approval.  As of December 31, 2021, no assets have 
been transferred to the new VEBA.

Benefits
The Trust provides health, optical, dental, and life insurance benefits for retirees who are 
members of the Police and Fire Retirement System of the City of Pontiac, Michigan and retired 
on or after August 22, 1996. During 2013, the board of trustees passed a resolution to expand 
membership to retirees who retired prior to August 22, 1996. The pre-August 22, 1996 retirees 
were covered by the Trust effective September 1, 2013, through April 1, 2014. All such 
benefits are paid out of the Trust.
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1. DESCRIPTION OF THE TRUST (Continued)

Plan Termination
During 2011, a partial termination of the pension plan for police and fire employees was 
deemed to have occurred. This resulted from the termination of various active employee 
positions at the City under executive orders issued by the emergency manager. In addition, 
effective March 1, 2012, the remaining fire employees ceased to be employees of the City. As 
such, the plan is effectively closed for active or new participants.

Contributions
Certain retirees are required to contribute toward the premiums paid on their behalf.  Retiree 
contributions for the year ended December 31, 2021 were $397,128. No employer contribution 
revenue was recorded in the current year.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting
The Trust’s financial statements are prepared on the accrual basis of accounting in 
accordance with accounting principles generally accepted in the United States as set forth by 
the Governmental Accounting Standards Board (GASB).

Use of Estimates
The preparation of financial statements in accordance with accounting principles generally 
accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported 
amounts of revenue and expenses during the reporting period.  Actual results could differ from 
those estimates.

Cash 
The Trust maintains its cash in bank demand deposit accounts.  Cash balances are insured by 
the Federal Deposit Insurance Corporation (FDIC) and at times may exceed federally insured 
limits.

Methods Used to Value Investments
Investments are reported at estimated fair value. Short-term investments are reported at cost, 
which approximates fair value. Securities traded on a national or international exchange are 
valued at the last reported sale price at current exchange rates. Securities not traded on a 
national or international exchange are based upon quoted prices for comparable instruments 
with similar yields and risk in active and inactive markets. Investments that do not have an 
established market value are valued at net asset value (NAV) as a practical expedient to 
estimate fair value. 

Administrative Expenses
All administrative expenses are paid by the Trust.
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2. Summary of Significant Accounting Policies (Continued)

Postemployment Benefits
Projections of benefits for financial reporting purposes are based on the substantive plan (the 
plan as understood by the employer and the plan members) and include the types of benefits 
provided at the time of each valuation and the historical pattern of sharing of benefit costs 
between the employer and plan members to that point. Prior to February 1, 2012, the Trust 
paid 100 percent of the costs of medical, hospitalization, disability, vision, hearing, and life 
insurance benefits for members of the VEBA, at a specific level of coverage, as set forth in the 
relevant collective bargaining agreements between the City of Pontiac, Michigan and the police 
and fire unions. The City of Pontiac, Michigan’s emergency manager issued Executive Orders 
206 (Fire) and 207 (Police) effective February 1, 2012. These identical orders required any 
current pre-age 65 retirees to pay by deduction from their pension checks the amount above 
the hard-cap limit (as defined in Public Act 152 of 2011) or 20 percent of the annual rates, 
whichever is higher.

The valuation is based on the level of benefits currently in place, as set forth by the above 
executive orders, not the collectively bargained benefits. The executive orders are temporary, 
pursuant to statute; therefore, when the State of Michigan determines that the City of Pontiac, 
Michigan’s receivership has ended, the reduction in benefits provided by these executive 
orders may be removed. In August 2017, the City was released from receivership; however, 
the decision to remove the reduction in benefits has not yet been made. If the valuation were 
based on the collectively bargained benefits, without reduction due to the executive orders, the 
OPEB liability would be higher, but that amount has not been calculated at this time.

Investment Policy
The Trust’s policy with regard to the allocation of invested assets is established and may be 
amended by the Trust’s board by a majority vote of its members. It is the policy of the Trust’s 
board to pursue an investment strategy that manages risk through the prudent diversification of 
the portfolio across a broad selection of distinct asset classes. The Trust’s investment policy 
discourages the use of cash equivalents, except for liquidity purposes, and aims to refrain from 
dramatically shifting asset class allocations over short time spans. The following was the Trust 
board’s adopted asset allocation policy as of December 31, 2021:  

Asset Class Target Allocation

Domestic equity 52.50%
International equity 12.50
Domestic bonds 15.00
International bonds 5.00
Alternative assets 15.00

Rate of Return
For the year ended December 31, 2021, the annual money-weighted rate of return on OPEB 
plan investments, net of OPEB plan investment expense, was 16.77 percent. The money-
weighted rate of return expresses investment performance, net of investment expense, 
adjusted for the changing amounts actually invested. 
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3. FAIR VALUE MEASUREMENTS

The framework for measuring fair value provides a fair value hierarchy that prioritizes the 
inputs to valuation techniques used to measure fair value.  The hierarchy gives the highest 
priority to unadjusted quoted prices in active markets for identical assets or liabilities (level 1 
measurements) and the lowest priority to unobservable inputs (level 3 measurements).  The 
three levels of the fair value hierarchy are described as follows:

Level 1 - Inputs to the valuation methodology are unadjusted quoted prices for identical assets 
or liabilities in active markets that the Trust has the ability to access.

Level 2 - Inputs to the valuation methodology include: quoted prices for similar assets or 
liabilities in active markets; quoted prices for identical or similar assets or liabilities in 
inactive markets; inputs other than quoted prices that are observable for the asset or 
liability; inputs that are derived principally from or corroborated by observable market 
data by correlation or other means.  If the asset or liability has a specified 
(contractual) term, the level 2 input must be observable for substantially the full term 
of the asset or liability.

Level 3 - Inputs to the valuation methodology are unobservable and significant to the fair value 
measurement.

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on 
the lowest level of any input that is significant to the fair value measurement.  Valuation 
techniques used need to maximize the use of observable inputs and minimize the use of 
unobservable inputs.

Following is a description of the valuation methodologies used for assets measured at fair 
value.  There have been no changes in the methodologies used during the year ended 
December 31, 2021.

Short-term investment funds, common stocks, real estate investment trusts and mutual funds 
are valued using Level 1 inputs at the quoted closing price reported on the active market on 
which the individual securities are traded.

The Trust invests in certain limited partnerships that are valued using Level 2 inputs based on 
the Trust’s proportionate share of members’ equity of the funds, which are measured at fair 
value at December 31, 2021.

The preceding methods may produce a fair value calculation that may not be indicative of net 
realizable value or reflective of future fair values.  Furthermore, although the Trust’s 
management believes the valuation methods are appropriate and consistent with other market 
participants, the use of different methodologies or assumptions to determine the fair value of 
certain investments could result in a different fair value measurement at the reporting date.
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3. Fair Value Measurements (Continued)

The following table sets forth by level, within the fair value hierarchy, the investments at fair 
value as of December 31, 2021:

Investments at Fair Value on a Recurring Basis

Level 1 Level 2 Level 3 Total

Common stocks $ 22,310,570 $ - $ - $ 22,310,570
Real estate investment trusts 1,153,267 - - 1,153,267
Mutual funds 15,396,578 - - 15,396,578
Short-term investment funds 3,276,966 - - 3,276,966
Limited partnerships - 1,402,496 - 1,402,496

Total investments by fair value $ 42,137,381 $ 1,402,496 $ - 43,539,877

Investments measured at NAV:
Limited partnerships 5,917,808

Total investments $ 49,457,685

Investment in Entities that Calculate Net Asset Value per Share
The Trust holds shares or interests in investment companies where the fair value of the 
investments is measured on a recurring basis using net asset value per share (or its 
equivalent) of the investment companies as a practical expedient. 

At December 31, 2021, the fair value, unfunded commitments, and redemption rules of those 
investments are as follows: 

Fair Value
Unfunded 

Commitments

Redemption 
Frequency, 
if Eligible

Redemption 
Notice Period

Limited partnerships $ 5,917,808 $ 182,930 Monthly 2 days

The limited partnership funds include investments predominantly in private debt. The fair 
values of the investments in these funds have been estimated using net asset value per share 
of the investments. 
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4. POSTEMPLOYMENT BENEFITS

Employees Covered by Benefit Terms
The following members were covered by the benefits terms:

Date of member count December 31, 2021

Inactive plan member or beneficiaries currently receiving benefits 250
Inactive plan members entitled to but not yet receiving benefits 144

As of December 31, 2021, there were no active employees.

During 2011, a partial termination of the pension plan for police and fire employees was 
deemed to have occurred. This resulted from the termination of various active employee 
positions at the City under executive orders issued by the emergency manager.  The impact of 
membership composition is reflected above, with the impact of the funded status of the Trust
being demonstrated below. 

In addition, effective March 1, 2012, the remaining fire employees ceased to be employees of 
the City. As such, the plan is effectively closed for active or new participants.

Net OPEB Liability
The net OPEB liability of the Trust has been measured as of December 31, 2021 and is 
comprised of the following:

Total OPEB liability $ 47,845,707
Trust’s net position 47,781,918

Net OPEB liability $ 63,789

Trust’s net position as a percentage of the total OPEB liability    99.9%
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4. POSTEMPLOYMENT BENEFITS (Continued)

Actuarial Assumptions
The total OPEB liability was determined by an actuarial valuation as of December 31, 2020, 
which used update procedures to roll forward the estimated liability to December 31, 2021. The 
valuation used the following actuarial assumptions applied to all periods included in the 
measurement unless otherwise specified:

Inflation rate 2.50 percent

Health care cost trend rate 7.50 percent decreasing 0.5 percent per year to an ultimate 
rate of 4.50 percent in 2028 and later years

Mortality General retirees and deferred vested employees: SOA Pub-
2010 Headcount weighted Public Safety Mortality Table fully 
generational scale using Scale MP-2021

Disabled retirees: SOA Pub-2010 Headcount-weighted 
Disabled Public Safety Mortality Table fully generational using 
Scale MP-2021

Surviving Spouses: SOA Pub-2010 Headcount-weighted 
Contingent Survivor Mortality Table fully generational using 
Scale MP-2021

Employer funding policy Pay-as-you-go cash basis with future benefit payments being 
paid out of the Trust.  No additional employer contributions are 
expected to be made to the Trust.

Investment rate of return 6.50 percent of OPEB plan investment expense, including 
inflation

Discount Rate
The discount rate used to measure the total OPEB was 6.50 percent.

Based on those assumptions, the OPEB Trust’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 OPEB liability.

Investment Rate of Return
The long-term expected rate of return on OPEB 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 assets class. These ranges are combined to produce the long-term asset 
allocation percentage and by weighting the future real rates of return by the target asset 
allocation percentage and by adding expected inflation. The best estimates of arithmetic real 
rates of return for each major asset class are summarized in the following table:

Asset Class
Long-term Expected
Real Rate of Return

Domestic equity 5.60%
International equity 9.20
Domestic bonds 3.10
International bonds 2.50
Alternative assets 5.51
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4. POSTEMPLOYMENT BENEFITS (Continued)

Sensitivity of the Net OPEB Liability to Changes in the Discount Rates 
The following presents the net OPEB liabilities of the Trust, calculated using the discount rate 
of 6.5 percent. The following also reflects what the Trust’s net OPEB liability would be if it were 
calculated using a discount rate that is 1 percentage point lower (5.5 percent) or 1 percentage 
point higher (7.5 percent) than the current rate:

1 Percentage Point 
Decrease (5.5%)

Current Discount 
Rate (6.5%)

1 Percentage Point 
Increase (7.5%)

Net OPEB 
liabilities (assets)
of the Trust $ 5,223,485 $ 63,789 $ (5,020,726)

Sensitivity of the Net OPEB Liability to Changes in the Health Care Cost Trend
The following presents the net OPEB liabilities of the Trust, calculated using the health 
care cost trend rate of 7.5 percent, as well as what the net OPEB liability would be if it 
were calculated using a health care cost trend rate that is 1 percentage point lower (6.5
percent) or 1 percentage point higher (8.5 percent) than the current rate:

1 Percentage Point 
Decrease (6.5%)

Current Trend
Rate (7.5%)

1 Percentage Point 
Increase (8.5%)

Net OPEB 
liabilities (assets) 
of the Trust $ (4,911,419) $ 63,789 $ 5,000,480

5. INCOME TAX STATUS

The Trust obtained its latest determination letter on October 19, 2021, in which the Internal 
Revenue Service stated that the Trust, as then designed, was in compliance with the 
applicable requirements of the Internal Revenue Code.  The Trust’s administrator believes that 
the Trust is currently designed and being operated in compliance with the applicable 
requirements of the Internal Revenue Code.

The Trust is exempt from federal and state income taxes under Section 501(c)(9) of the 
Internal Revenue Code.  

6. RISKS AND UNCERTAINTIES

The Trust invests in various investment securities.  Investment securities are exposed to 
various market risks, such as interest rate, market, and credit risk.  Due to the level of risk 
associated with certain investment securities, it is at least reasonably possible that changes in 
the values of investment securities will occur in the near term and that such changes could 
materially affect the amounts reported in the statement of fiduciary net position. The risks 
associated with cash and investments are examined in more detail below.

Custodial Credit Risk of Bank Deposits
Custodial credit risk is the risk that, in the event of a bank failure, the Trust’s deposits may not 
be returned to it. The Trust does not have a deposit policy for custodial credit risk. At year-end, 
the Trust had no significant concentrations of credit risk.
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6. RISKS AND UNCERTAINTIES (Continued)

Interest Rate Risk
Interest rate risk is the risk that the value of investments will decrease as a result of a rise 
interest rates. The Trust’s investment policy does not restrict investment maturities. At 
December 31, 2021, the Trust is invested in mutual funds that invest in several bonds with 
various maturities.

Credit Risk
State law limits investments in commercial paper to the top two ratings issued by nationally 
recognized statistical rating organizations. The Trust has no investment policy that would 
further limit its investment choices. At December 31, 2021, the Trust is invested in mutual 
funds that invest in several bonds with various credit quality ratings.

7. DUE TO CITY OF PONTIAC, MICHIGAN

Amounts due to the City of Pontiac, Michigan at December 31, 2021, primarily represent 
monthly premiums for health care, dental and vision that are paid by the City for police and fire 
employees and reimbursed by the Trust.

8. PLAN AMENDMENTS

Effective September 1, 2021, retirees are no longer required to contribute for medical, dental, 
or vision premiums. 



CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP HEALTH AND INSURANCE TRUST Schedule I

SCHEDULE OF CHANGES IN THE NET OPEB (ASSET) LIABILITY AND RELATED RATIOS (UNAUDITED)

LAST FIVE FISCAL YEARS

FOR THE YEARS ENDED DECEMBER 31:

2021 2020 2019 2018 2017

Interest 2,188,092$            2,812,830$            2,857,872$            2,983,381$            2,890,913$            

Differences between expected and actual experience 10,889,799            (8,263,788)             (1,140,426)             (2,597,547)             3,832,503              

Changes in assumptions 7,242,518              - (3,059,994)             (2,409,464)             551,988                 

Benefit payments, including refunds (3,239,940)             (2,530,663)             (2,614,513)             (2,304,955)             (1,887,615)             

Net Change in Total OPEB Liability 17,080,469            (7,981,621)             (3,957,061)             (4,328,585)             5,387,789              

30,765,238            38,746,859            42,703,920            47,032,505            41,644,716            

47,845,707$          30,765,238$          38,746,859$          42,703,920$          47,032,505$          

Contributions - employer -$                          -$                          -$                          4,073,975$            -$                          

Net investment income (loss) 7,043,169              3,023,527              6,263,203              (2,848,439)             4,508,528              

Administrative expenses (94,449)                  (46,032)                  (49,079)                  (55,482)                  (95,449)                  

Benefit payment, including refunds (3,239,940)             (2,530,663)             (2,614,513)             (2,304,955)             (1,887,615)             

Other 15,628                   161,792                 3,081                     29,049                   845                        

3,724,408              608,624                 3,602,692              (1,105,852)             2,526,309              

44,057,510            43,448,886            39,846,194            40,952,046            38,425,737            

47,781,918$          44,057,510$          43,448,886$          39,846,194$          40,952,046$          

63,789$                 (13,292,272)$         (4,702,027)$           2,857,726$            6,080,459$            

99.87% 143.21% 112.14% 93.31% 87.07%

Contributions to the OPEB plan are not based on a measure of pay; therefore, no covered payroll is presented.

Schedule will be built prospectively from GASB Statement No. 74 adoption until 10 full years are presented.

Total OPEB Liability - end of the year

Total OPEB Liability - beginning of year 

Total Pension Liability:

Plan Fiduciary Net Position:

Plan Fiduciary Net Position as a Percentage of Total OPEB Liability

Net OPEB (Asset)  Liability - ending

Plan Fiduciary Net Position - end of year

Plan Fiduciary Net Position - beginning of year

Net Change in Plan Fiduciary Net Position

The accompanying notes are an integral part of these schedules.
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CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP HEALTH AND INSURANCE TRUST Schedule II

SCHEDULE OF OPEB CONTRIBUTIONS (UNAUDITED)
LAST TEN FISCAL YEARS
FOR THE YEARS ENDED DECEMBER 31:

2021 2020 2019 2018 2017 2016 2015 2014 2013 2012

-$                    -$                    -$                    82,480$          287,012$        529,837$        5,079,102$     3,919,277$     5,663,685$     6,570,422$     
Contributions in relation to the
  actuarially determined contribution -                      -                      2,925,244       -                      -                      -                      -                      -                      3,243,332       3,243,332       

-$                    -$                    2,925,244$     (82,480)$         (287,012)$       (529,837)$       (5,079,102)$    (3,919,277)$    (2,420,353)$    (3,327,090)$    

Based on the City's fiscal year ended June 30.

Amount shown as contributions for 2012 relate to contributions due during 2011 and 2010 that were received in 2012.

Amount shown as contributions for 2019 relate to the court judgment against the City for 2012 contributions, which was partially received in 2019.

Actuarially determined contribution was zero for 2021 and 2020.

Notes to schedule of Contributions 

Actuarial valuation information relative to the determination of contributions:

Valuation date

Entry age normal, level percent of salary
Level dollar
28 years
Market value
2.50 percent
7.50 percent decreasing 0.5 percent per year to an ultimate rate of 4.50 percent for 2028 and later years
6.50 percent
Various SOA Pub-2010 headcount-weighted tables fully generational using Scale MP-2021Mortality

Methods and assumptions used to determine contributions rates: 

Actuarial cost method

Actuarially determined contribution rates are calculated as of December 31, two years prior to the end of the fiscal year in which the contributions are reported. 

Health care cost trend rates
Investment rate of return

Actuarially determined contribution

Amortization method
Remaining amortization period 
Asset valuation method
Inflation

Contribution excess (deficiency)

   

The accompanying notes are an integral part of these schedules.
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CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP HEALTH Schedule III
AND INSURANCE TRUST

SCHEDULE OF OPEB INVESTMENT RETURNS (UNAUDITED)

LAST FIVE FISCAL YEARS

FOR THE YEARS ENDED DECEMBER 31:

2021 2020 2019 2018 2017

Annual money-weighted rate of return, 
   net of investment expense 16.77% 7.19% 18.42% (6.82)% 12.43%

Schedule will be build prospectively from GASB Statement No.74 adoption until 10 full years are presented. 

The accompanying notes are an integral part of these schedules.
20
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CITY OF PONTIAC POLICE AND FIRE RETIREE PREFUNDED GROUP HEALTH AND 
INSURANCE TRUST

NOTES TO REQUIRED SUPPLEMENTAL INFORMATION
DECEMBER 31, 2021

Changes in Assumptions

In 2017, amounts reported as changes of assumptions resulted from adjustment of the discount rate 
from 7.10 percent to 6.50 percent.

In 2018, amounts reported as changes of assumptions resulted from adjustment of the discount rate 
from 6.50 percent to 6.90 percent.

In 2019, amounts reported as changes of assumptions resulted from adjustment of the discount rate 
from 6.90 percent to 7.50 percent and mortality table from the SOA RPH-2006 Total Dataset 
Mortality Table fully generational with SS 2018 improvement scale to various SOA Pub-2010 
Headcount-weighted tables fully generational using Scale MP-2019.

In 2021, amounts reported as changes of assumptions resulted from adjustment of the discount rate 
from 7.50 percent to 6.50 percent. Additionally, the mortality table was updated from the SOA Pub-
2010 Headcount-weighted tables fully generational using Scale MP-2019 to various SOA Pub-2010 
Mortality tables fully generational using Scale MP-2021. Finally, health care trend rates have been 
updated to an initial rate of 7.50 percent decreasing by 0.50 percent annually to an ultimate rate of 
4.50 percent for pre-65 retirees, and reset to an initial rate of 6.50 percent decreasing by 0.50 
percent annually to an ultimate rate of 4.50 percent for post-65 retirees.


		2023-03-02T15:44:27-0500
	Bonadio & Co LLP




