FINANCE COMMITTEE MINUTES

June 24, 2011
Convened:
9:05 AM
Present:
Commissioner Olney, Commissioner Heinemann, and Commissioner Fronczak 

Also Present:
Commissioner Swift, Commissioner Vrablic, Commissioner Houtz, Administrator Norman, County Clerk Teresa Kubasiak, Register of Deeds Nancy Hutchins, Sheriff Warren Canon, Friend of Court Toni McAlhany, Treasurer Sandy Thatcher, Trent Arver Road Commission Engineer/Manager, Verna Winger Payroll/HR, Randy DeGroot CEO of the Community Health Center, Steve Anderson CFO of the Community Health Center, David Driscoll and Jonathan Dobbs of Buck Consultants, Alda Lyons and Wilma Thomas of John Hancock 
Committee approved the amended agenda.
ITEMS FOR ACTION

John Hancock/Buck Consultants Annual Audit – Pension Fund

BUCK CONSULTANTS:

David Driscoll and Jonathan Dobbs of Buck Consultants were present and David Driscoll delivered the annual Buck Consultant Actuarial report for the John Hancock Pension Plan to the Committee.  The actuarial report is to calculate the funds in the plan and do a cost accrual of the funds. 

The normal cost accrual rate went from 6.95% in 2010 to 6.97% in 2011 and costs have moved in a stable way.  The demographics of the plan show a few more in the plan in 2011 (815 in 2010 and 832 in 2011), and a summary of active participant demographic averages was also presented.  A verbal commentary on the actuarial analysis was given.  The overall rate of return fell short on plan assets by 5.24%.  

The Actuarial Cost Method was explained and a breakdown of the components (by County Unit) is included.  The recommended employer contribution estimate for 2011 will be $933,796.00 and a breakdown of the County Units in the plan for this contribution was given.  

The Valuation Assets by Plan including the IPG Fund, S&P 500 Stock Index Fund 1A and Diversified Stock Fund 1K was included.  The summary included a Reconciliation of Actual and Expected Employer Contributions by County Units.  A summary of the plan provisions took into account various performance measures and was explained.  The Actuarial Assumptions and Methods were included by County Unit.  A summary of participants by County Unit group was included in the report and participant data by age and years of service.  
The Accounting method used is ASC960 and the funded percentage as of 2010 was 112.3% and 2011 is at 109.7%.  There was $2.2 million in benefit payments made in 2010. 
Commissioner Heinemann asked why the list of employees eligible to retire in the next two years was not included.  David Driscoll said this was taken out of the report two years ago due to confidentiality.  The document is public and there were privacy concerns.  The report will be shared with appropriate personnel for planning purposes.  Commissioner Heinemann said he requests a copy of the report.  Administrator Norman said the report lists employee contributions and Commissioner Houtz said individually, the employee should know, but this should not be given to the general public.  Commissioner Olney said the report gave an idea what to expect in the future and Commissioner Heinemann said they need to have the report when dealing with budget concerns.  

Commissioner Fronczak asked if the accrual is at 7% and we are only accruing at 5% is this something we need to be concerned about?  David Driscoll said it costs more to guarantee a benefit than it used to cost per dollar.  The percentage is low enough and the purchase price for annuities is sky high.  We have been conservative in our investment approach as a county.  Long-term if we are at 7.75% we will be o.k.  To hold money in a conservative investment we would wonder if we can still maintain this percent and will have to make changes requiring a larger contribution from the county. 

Commissioner Olney said the summary on page nine tells us where we invest and we have been conservative.  If we would have invested less conservatively we would have raised our percentage.  Commissioner Vrablic asked Mr. Driscoll’s professional opinion about our fund ratio and if we are reasonably stable in our funding.  Mr. Driscoll said we are o.k.

Commissioner Heinemann asked on a scale of one to five how would he rate us and if there were better programs out there. Mr. Driscoll said he would rate us four out of five and there are some programs that have been extremely fortunate with their plans but they are few and far between.  

JOHN HANCOCK
Alda Lyons of John Hancock introduced Wilma Thomas who will be replacing Alda since Alda is retiring at the end of this month.  Wilma said she has worked for John Hancock for 33 years and is familiar with our plan.  

Most of the plan is in the IPG fund to cover the guarantees and transfers were made from the other funds to cover back-up and cover this guarantee.  There is $48.2 million in the IPG Fund as of 5/31/11. In 2010 there was $1.4 million transferred from the separate funds to the IPG fund.  Other data included in the report included Historical Cash Flows for the last five years, Historical Returns, Market Driven net income, Index Stock Fund 1A, Comparison between John Hancock and the S&P Stock Fund.  John Hancock is doing well to keep pace with the S&P.  

The historical cash flows for the Index Stock Fund 1A have dropped significantly due to the necessary transfer to the IPG fund for the guarantee.  Alda Lyons interjected that the Net return on the cash flows percentage given by John Hancock and Buck Consultants differs because she is estimating if it was for the entire year, but the county has routinely transferred out of this account thus reducing the ability to increase the amount.  A summary of the Diversified Stock Fund 1K was given and a balance of the Historical Cash Flows.  

Alda Lyons reviewed the contract provisions section of the report.  In order to maintain the liability of the program a guarantee of 105% is necessary for all who are retired.  The interest rate the use is at 4%.  There is a shortfall of ($661,000.00) currently in our program and they are not able to process current retirements until a transfer is made.  Once the rate of return increases the liability will decrease.  Administrator Norman said there is not enough to transfer.
The summary also included graphs depicting Historical Funding Levels for the IPG Fund.  A summary of the funding required under ongoing contract basis shows that we have a shortfall of ($1,275,972.00).  A portion of this summary showed the amount to fund disability benefits for retirements.    Commissioner Heinemann asked if the disability column was due to injuries on the job.  Verna Winger clarified that no matter what age someone is disabled, once they go on social security for six (6) months then they can apply for disability retirement.  It may not be an injury from the job.  They can apply for and receive disability retirement up until age 62 at the regular retirement age.  Currently there are three individuals under the disability benefit.
Alda Lyons summarized the Contract Administrative Expenses and what is included.  Some of the items currently being performed by John Hancock they will no longer be doing and this will be an approximate $30,000.00 savings in administrative fees.  However, Administrator Norman clarified that this is not necessarily a cost savings as the County will need to determine who will perform these services and there will be a fee.  

Commissioner Vrablic asked how Buck Consultants can inform us that we are at 112% in a plan that requires 105% funding, but John Hancock is informing us that we don’t have adequate funding to support retiree payments.  John Hancock’s analysis just includes the IPG amount.  Ms. Lyons said some of the new retirements in 2010 were highly paid individuals and this has impacted our plan.  The Committee asked if there is anything we can do.  We will need to move more money into the general account for now. 

Administrator Norman said the interest rates have decreased in part and the other issues include the increase in the number of retirements, the large amount of retirement payments and the 105% guarantee that is required in the plan.  There are currently three retirees who we have not been able to begin payment for because there is not enough money in the plan.  With the current retirements in the plan we need $3 million in order to sustain the plan.  We have exhausted the general accounts so we do not have funding available to put in the other IPG account.  We have asked Buck Consultants to come up with an amount that will “true up” the account.  Commissioner Fronczak asked if this reflects the discrepancies with the pro-rated share within the County Units participating in the plan.  Administrator Norman said that it does not.  
Commissioner Heinemann said we wish Alda well in her retirement.  Committee recommends:
Motion by                           and seconded by                            to accept the 2010 Buck Consultant and John Hancock Pension review and forward to the Board of Commissioners for full acceptance.

Refinancing Proposal – Community Health Center
Randy DeGroot, CEO of the Community Health Center, introduced Steve Anderson as the new CFO as of May 2nd.  There is a debt loan on Meditech software that comes due at the end of this year.  The current loan is with Southern Michigan Bank & Trust at 4.75%.  The initial loan of $3.8 mil is now down to $3.3 mil.  Their Board has approved to reduce the percentage rate to 3.75% over the next five years.  This is a $90,000.00 savings over the next five years.  Other banks and leasing company offers exceed the offer presented by Southern Michigan Bank & Trust.  The CHC Finance Committee has approved this and will be making a recommendation to their full board to approve.  We came to this Committee due to timing and are requesting approval based on requirements of the Articles of Incorporation.  The Committee asked if this percentage change will take effect in December.  Mr. Anderson said the change will take effect right away.  Committee recommends:
Motion by                           and seconded by                            to approve the Refinancing of the Meditech Loan for the Community Health Center with the Southern Michigan Bank & Trust from 4.75% to 3.75%.  

Branch County Annual Financial Audit – Anderson, Tackman & Company, PLC
Kenneth Talsma, CPA, of Anderson, Tackman & Company, PLC presented the 2010 Audit and congratulated the county on its audit and finances, particularly in these economic times.  The county not only reduced its expenditures over $400,000 below anticipated expenses in 2010, but also increased revenues by approximately $50,000 over anticipated revenues.  An exit interview was conducted with Administrator Bud Norman and Treasurer Sandy Thatcher on Wednesday.  A page of graphs depicting where the County is were presented that included all General Funds, Special Funds and the Medical Care facility (not included were the Road Commission, Community Health Center and District Health Department) summarizing:

· Statement of Assets

· Liabilities & Net Assets

· Revenues

· Expenditures

· Revenues – General Fund only (two year comparison)
· Expenditures – General Fund only (two year comparison)
· General Fund – Fund Balance for 2007 through 2010
· Schedule of Federal Awards – Totaled $1,292,294

Mr. Talsma said the Treasurer is doing an excellent job with the interest earnings.  Mr. Talsma talked about the State reductions and the importance of the County paying attention to any changes in State funding.  Administrator Norman said Branch County has responded to the Michigan Association of Counties about programs and mandated services absorbed by the County.  Mr. Talsma reiterated how important it will be to stay focused on what the State is doing and let our legislators know how we feel.  

The General Fund Balance is at approximately $2,300,000.00 (18%).  This is good news as they recommend staying within 10-15%.  Overall the County has done a good job of staying within our budgets and means.  
The Management Letter indicated areas where improvements can be made including: transmittals, I9 forms, invoice approval, accrued sick and vacation work papers, emergency services invoice, accounts payable, and drain notes payable.  The GASB 54 Fund Balance components will change and include five new categories including: non-spendable, restricted, committed, assigned, and unassigned.  The auditors have been working with Administrator Norman to design these categories.  This will apply to all General Funds and will not impact Special Funds as they are already committed for a specific purpose.

The unqualified opinion is that everything is fine with the Branch County Audit.  The State of Michigan requires all Counties to have a yearly audit to make sure the Accounting Principles are followed along with payroll, policies and internal controls.  

Mr. Talsma said they received assistance with preparation of the financial statement and the Journal Entries are improving now that we know what to do to make these entries (those who are affected).  There was great cooperation with everyone and the auditors appreciate the help and support of the County and staff.  Whenever ideas for improvement are given to departments by the auditors, the departments have been receptive.  

Mr. Talsma concluded by cautioning the Committee to pay attention to taxable values and savings and to be careful and investigate the pros and cons of any changes they may be looking at as they move forward.  Committee recommends:

Motion by                           and seconded by                            to accept the 2010 Audit and Financial Statements as prepared by Anderson, Tackman & Company, PLC and forward to the Board of Commissioners for full acceptance.

Bills & Accounts
The Bills & Accounts were presented for review.  Administrator Norman highlighted specific invoices. The top five accounts were for Jail Operations-Board and Care-30%, Jail Operations-Commissary Supplies-12%, Attorney Fees-10%, 4H Educator Contract-9%, and Sheriff Support-9%.  There were 103 invoices presented.  The Committee had a general discussion regarding the meth clean-up costs and what options there are.  Committee recommends:

Motion by                           and seconded by                            that authorization is given to approve the Bills and Accounts in the amount of $86,735.66.

Class Action Suit – Register of Deeds
Register of Deeds Nancy Hutchins shared a press release from the Michigan Association of Register of Deeds with the Committee regarding a Class Action lawsuit against Fannie Mae and Freddie Mac regarding transfer tax that they were not entitled to use by should have been Government transfer tax. 

Mrs. Hutchins said it appears Branch County has lost revenue in the past as a result of this issue.  If we wish to participate in this lawsuit we will need to respond.  There is no cost to the County to get into this lawsuit.  If there are damages awarded the Judge will determine what percentage of the damages would go to the law firms representing the Counties in this class action suit.  Commissioner Fronzcak asked if the Class Action Suit is lost, who pays the attorney fees.  The Answer is no one.  Administrator Norman asked how many other counties are participating and are the other county Board of Commissioners taking a vote on this and was concerned about the county board approving a motion or resolution.  County Prosecutor Terri Norris was given a copy of the Class Action Lawsuit to review so Administrator Norman said it would not be necessary for legal counsel to review.  Mrs. Hutchins said in reviewing the records to date for this year, it looks like we would be due approximately $40,000.00 in transfer taxes.  Committee recommends:

Motion by                           and seconded by                            that authorization is given to enter in the Class Action Lawsuit per the Michigan Association of Register of Deeds regarding transfer tax revenues.
ITEMS FOR INFORMATION
None.

Items for the next Finance Committee meeting scheduled for Friday, July 8 include:

a. Bills and Accounts

b. Line Item Transfer

Administrator Norman explained that co-employers are eligible to participate in Executive Session for discussions regarding Union Negotiations since they have employees in this union.  The Committee said to take a five minute break so the other co-employers could be called if they wish to attend.

Motion by Commissioner Fronczak and seconded by Commissioner Heinemann to move to Executive Session to discuss Union Negotiations. 


11:31 AM



Roll Call Vote:



Commissioner Fronczak
Yes



Commissioner Olney

Yes



Commissioner Heinemann
Yes



Motion to return to regular session at 12:09 PM

Adjourned:
12:10 PM
Submitted by:
Commissioner Olney
Commissioner Heinemann

Commissioner Fronczak
4
5

