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INDEPENDENT AUDITORS’ REPORT

February 14, 2003

To the Board of Commissioners
Washtenaw County Employees’ Retirement Commission
Ann Arbor, Michigan

We have audited the accompanying combining statement of plan net assets of the Washtenaw Coanty
Employees’ Retirement System (the “System™) as of December 31, 2002, and the related combining
statement of changes in plan net assets for the year then ended. These financial statements are the
responsibility of the System’s management. Qur 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. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

As discussed in Note 1, the financial statements present only the Employees’ Retirement System pension
trust fund and are not intended to present fairly the financial position and results of operations of
Washtenaw County, in conformity with accounting principles generally accepted in the United States of
America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
System’s net assets held in trust for benefits at December 31, 2002, and changes therein for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

The required supplemental information in the table of contents is not a required part of the financial
staternents but is supplementary information required by the Governmental Accounting Standards Board.

We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. However, we

did not audit the information and express no opinion on it.
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WASHTENAW COUNTY EMPLOYEES' RETIREMENT SYSTEM
Combining Statement of Plan Net Assets

December 31, 2002
{(With Comparative Totals as of December 31, 2001)

2002
Pension Health Total 2001
Assets
Investments, at fair value:
Common stocks $ 79,145,657 § 2,850,587 $ 81,996,244 § 106,918,418
United States government securities 38,878,304 1,400,279 40,278,583 39,620,274
Corporate bonds and notes 16,911,468 609,100 17,520,568 15,712,860
Short-term investments 5,312,599 191,344 5,503,943 7,057,299
Total investments 140,248,028 5,051,310 145,299,338 169,308,851
Accrued interest and dividends 633,223 22,807 656,030 611,054
Total assets 140,881,251 5,074,117 145,955,368 169,919,905
Liabilities
Accounts payable and accrued expenses 111,569 9,310 120,879 204,738
Due to other Washtenaw County funds - - - 1,471
Total liabilities 111,569 8,310 120,879 206,209
Net assets held in trust for pension
and health benefits (a schedule of
funding progress is presented on
Page 9) $ 140,769682 § 5,064,807 $ 145834489 § 169,713,696

The accompanying notes are an integral part of these financial statements.
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WASHTENAW COUNTY EMPLOYEES' RETIREMENT SYSTEM
Combining Statement of Changes in Plan Net Assets
For the Year Ended December 31, 2002
{(With Comparative Totals for the Year Ended December 31, 2001)

2002
. Pension Health Total 2001
Additions
Investment income (foss):
From investing activilies:
Net depreciation in fair value of
investments $§ (17,177,657 § (432,514) § (17.610,171) § (15,053,258)
Interest and dividends 6,485,280 307,043 6,792,323 7,164,748
Total investment loss (10,692,377) (125,471 (10,817,848) (7,888,510)
Investment management fees (664,630) (31,467) (696,097) (794,479)
Net loss from investing activities (11,357,007) (156,938) (11,513,945) (8,682,989}
From securities lending activities:
Gross eamings 190,165 - 190,165 939,090
Borrower rebates {156,558) - (156,558} {869,572)
Securities lending fees (13,399) - {(13,399) (27,807)
Net income from securities
lending activities 20,208 - 20,208 41,711
Total net investment loss (11,336,799) (156,938) (11,493,737} (8,641,278)
Contributions:
Washtenaw County 1,456,780 - 1,456,780 1,449,631
Participants 868,501 - 868,501 924,756
Total contributions 2,325,281 - 2,325,281 2,374,387
Other additions - eligible transfers
from defined contribution plan 86,625 - 86,625 3,563,793
Total additions (8,924,893) (156,938) (9,081,831) (2,703,098}
Deductions
Participant benefits 11,468,163 2,972,647 14,440,810 12,937,140
Administrative expenses 276,329 - 276,329 233,740
Participant refunds 51,343 - 51,343 48,773
Other deductions - transfers
to defined contribution plan 28,894 - 28,894 -
Total deductions 11,824,729 2,972,647 14,797,376 13,219,653
Net deductions to net assets held in trust for benefits (20,749,622) {3,129,585) (23,879,207) (15,922,751)
Net assets held in trust for benefits, beginning of year 161,519,304 8,194,392 169,713,696 185,636,447
Net assets held in trust for benefits, end of year $ 140,769,682 $ 5,064,807 $ 145834489 § 169,713,696

The accompanying notes are an integral part of these financial statements.
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WASHTENAW COUNTY EMPLOYEES’ RETIREMENT SYSTEM

Notes To Financial Statements

PLAN DESCRIPTION

The Washtenaw County Employees’ Retirement System (the “System™) is a single-employer
defined benefit contributory retirement plan which provides pension, death, disability and
postemployment healthcare benefits covering certain full-time employees of Washtenaw
County (the “County”) hired prior to January 1, 1989. Non-Sheriff’s Department employees
hired on or after January 1, 1989, are covered by a separate defined contribution plan -- ie,
the Washtenaw County Money Purchase Pension Plan (MPPP). The Municipal Employees’
Retirement System of Michigan, a separate defined benefit plan, covers Sheriff’s
Department employees hired on or after January 1, 1989.

Retirees and beneficiaries are eligible for postemployment healthcare benefits if they are
receiving a pension from the System. The Washtenaw County Voluntary Employees
Beneficiary Association (VEBA) will pay these benefits in the event that System healthcare
net assets are exhausted.

System membership consisted of the following at December 31, 2002:
Retirees and beneficiaries currently receiving benefits 584

Terminated employees entitled to but not yet
receiving benefits 31

Vested active participants 234

Beginning in 1998, a re-entry program was implemented by the System which allowed
former members, who had opted to withdraw from the System and join the MPPP when it
was first established, to re-enroll in the System by transferring their MPPP account balances
and restoring any distributions taken from the System at the time of withdrawal. This
program closed effective June 30, 2001. During 2002, three former System members
completed re-entry into the System.

Participating Sheniff and non-Shenff Department members are required to contribute 7%
and 5%, respectively, of their annual compensation to the System for pension benefits.
Effective January 1, 1997, the County has the right to direct those employee contributions to
either the System or the VEBA. During 2002, the County directed Sheriff Department
member contributions to the VEBA; the non-Sheriff Department member contributions were
retained by the System.



WASHTENAW COUNTY EMPLOYEES’ RETIREMENT SYSTEM

Notes To Financial Statements

The County contributes such additional amounts, as necessary based on an actuarial
determination, to provide assets sufficient to pay for member benefits including
postemployment healthcare. The County’s contribution for the year ended December 31
2002, represents 12.53% of the annual covered payroll.

¥

The System is administered by the County; accordingly, it is included as a pension trust fund
in the County’s financial statements. Plan amendments are under the authority of County
Ordinances. Changes in required contributions are subject to collective bargaining
agreements and approval by the Washtenaw County Board of Commissioners.

SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting - The System’s financial statements are prepared on the accrual basis
of accounting. Member contributions are recognized in the period in which they are due.
The County’s contributions are recognized when due and the employer has made a formal
commitment to provide them. Benefits and refunds are recognized when due and payable in
accordance with the terms of the plan.

Valuation of Investments and Income Recognition - The System’s investments are stated at
fair value which is determined as follows: (a) short-term investments are reported at cost,
which approximates fair value; (b) securities traded on a national or international exchange
are valued at the last reported sales price at current exchange rates; (c) investments that do
not have established market values are reported at estimated fair value; and (d) cash deposits
are reported at carrying amounts which reasonably approximates fair value.

Administration — Administrative costs are financed through the System’s investment
earnings.



WASHTENAW COUNTY EMPLOYEES’ RETIREMENT SYSTEM

Notes To Financial Statements

INVESTMENTS AND SECURITY LENDING

The System’s investments are primarily held in a bank-administered trust fund. Following is
a summary of the System’s investments as of December 31, 2002:

Investments at fair value, as determined

by quoted market price:
Common stocks:
Not on securities loan $ 79,344,094
On securities {oan 2,652,150
U.S. government securities:
Not on securities loan 30,941,500
On securities loan 9,337,083
Corporate bonds and notes:
Not on securities loan 16,158,078
On securities loan 1,362,490
Money market funds 5503943
Total investments $145299.338

Total realized and unrealized gains and losses for the year ended December 31, 2002, are as
follows:

Realized Unrealized Net
Gain Gain Appreciation

(Loss) (Loss) (Depreciation)

Investments, recorded at fair value,
as determined by quoted market price:

Common stocks $ (9,417,014) $(9,600,452) $ (19,017,466)
Corporate bonds and
U.8. government securities (150,990 _ 1,558.285 1,407,295
Total § (9,568,004 $(8.042.16D $(17.610.171)

The calculation of realized gains and losses is independent of the calculation of net
appreciation (depreciation) in the fair value of System investments. Unrealized gains and
losses on investments sold in the current year that had been held for more than one year
were included in the net appreciation (depreciation) reported in prior years and the current
year.



WASHTENAW COUNTY EMPLOYEES’ RETIREMENT SYSTEM

Notes To Financial Statements

Investments are categorized to give an indication of the level of risk assumed at year-end.
Category | includes investments that are insured or registered or for which the securities are
held by the System or its agent in the System’s name. Category 2 includes uninsured and
unregistered investments for which the securities are held by the counterparty’s trust
department or agent in the System’s name. Category 3 includes uninsured and unregistered
investments for which the securities are held by the counterparty’s trust department or agent
but not in the System’s name. At December 31, 2002, all of the System’s investments are
classified in Category 3, except for investments in money market funds which are not
required to be categorized.

A contract approved by the System’s Board of Directors, permits the System to lend its
securities to broker-dealers and other entities (borrowers) for collateral that will be returned
for the same securities in the future. The System’s custodial bank manages the securities
lending program and receives securities or irrevocable bank letters of credit as collateral.
The collateral securities cannot be pledged or sold by the System unless the borrower
defaults. Collateral securities and letters of credit are initially pledged at 102 percent of the
market value of the securities lent, and may not fall below 100 percent during the term of the
loan. There are no restrictions on the amount of securities that can be loaned. Securities on
loan at year-end are classified in the preceding schedule of custodial credit risk according to
the category for the collateral received on the securities lent. At year end, the System has no
credit risk exposure to borrowers because the amounts the System owes the borrowers
exceed the amounts the borrowers owe the System. The contract with the System’s
custodian requires it to indemnify the System if the borrowers fail to retum the securities
(and if the collateral is inadequate to replace the securities lent) or fail to pay the System for
income distributions by the securities’ issuers while the securities are on loan.

ANNUAL REQUIRED CONTRIBUTION

The County’s annual retirement benefits cost and net retirement benefits obligation for the
year ended December 31, 2002, were as follows:

Annual required contribution / retirement benefit cost $ 1,456,780
Contribution made 1,456,780

Increase (decrease) in net retirement benefit obligation -
Net retirement benefit obligation, beginning of year -

Net retirement benefit obligation, end of year s -



WASHTENAW COUNTY EMPLOYEES’ RETIREMENT SYSTEM

Notes To Financial Statements

The annual required contribution for 2002 was determined as part of an actuarial valuation
of the System as of December 31, 2000, using the aggregate cost actuarial funding method,
which does not identify or separately amortize unfunded actuarial liabilities. The actuarial
assumptions included: (a) a rate of return on investments of 7.75% per year compounded
annually; (b) projected salary increases of 4.5% per year compounded annuaily, attributable
to inflation; (c) additional projected salary increases ranging from 0.0% to 7.4% per year,
depending on age and service, attributable to seniority/merit; and (d) the assumptions that
pension benefits will not increase after retirement and health insurance premiums will
increase 5.0% per year. Aggregate costs under the aforementioned funding method are
amortized over the remaining working lifetimes of covered employees.

The actuarial value of assets was determined using techniques that smooth the effects of
short-term volatility in the fair value of investments over a five-year period.

Three-Year Trend Information

County’s
Annual
Retirement Net
Benefit Percentage Retirement
Cost of ARBC Benefit
Year Ended (ARBC) Contributed Obligation
12/31/00 $1,513,759 100.0% $ -
12/31/01 $1,449,631 100.0% $ -
12/31/02 $1,456,780 100.0% $ -

GASB Statement 25 required supplementary information is presented after the notes to the
financial statements section of this report.
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WASHTENAW COUNTY EMPLOYEES' RETIREMENT SYSTEM

SCHEDULE OF FUNDING PROGRESS

vy (2)

Actuarial Actuarial

Valuation Actuarial Accrued
Date Value of Liability (AAL)

December 31, Assets Eniry Age

1992 $ 81,053,493  $65,473,796
1993 88,908,826 74,524,195
1594 64,239,101 80,448,400
1995 101,442,954 86,726,240
1996 108,627,450 95,561,046
1997 120,280,457 117,942,286
1998 133,580,663 133,430,791
1999 146,587,299 144,026,699
2000 156,959,460 152,942,076
2001 163,564,179 166,381,778
NOTE:

SCHEDULE OF EMPLOYER CONTRIBUTIONS

Required Supplementary Information

3) ) (5) (6)
UAAL asa
Unfunded % of
AAL Funded Covered
(UAAL) Ratio Covered Payroll
(2-1) (1/2) Payroll (3/5)
$ (15,579,697) 123.8% $15,117,795 -103.1%
(14,384,631) 119.3% 13,684,907 -105.1%
(13,790,701) 117.1% 11,931,051 -115.6%
(14,716,714) 117.0% 12,044,411 -122.2%
(13,066,404) 113.7% 11,600,274 -112.6%
(2,338,171) 102.0% 10,637,600 -22.0%
(149,872) 160.1% 11,295,189 -1.3%
(2,560,600) 101.8% 11,609,168 ~22.1%
(4,017,384) 102.6% 11,589,561 -34.7%
2,817,599 98.3% 13,843,557 20.4%

For purposes of the Schedule of Funding Progress, the actuarial accrued liability values as shown
are determined using the entry age actuarial cost method. However, the System uses the aggregate
cost actuarial funding method, which does not identify or separately amortize unfunded actuarial
liabilities.

Year Annual Annual
Ended Required Actual Percentage
December 31, Contribution  Contribution Contributed
1993 $ 149872 § 148,851 99.3%
1994 537,762 546,222 101.6%
1995 435,677 471,022 108.1%
1996 146,136 151,280 103.5%
1997 - - -
1998 - - -
1999 1,038,243 1,038,243 100.0%
2000 1,513,759 1,513,759 100.0%
2001 1,449,631 1,449,631 100.0%
2002 1,456,780 1,456,780 100.0%



