
City of Novi: OPEB

Retiree Healthcare Investment Policy 

Overview and Proposed Changes



What is OPEB?
 Other Post-Employment Benefits (OPEB): Benefits 

promised to employees upon retirement who are 

part of the defined benefit (DB) pension plan.  

Benefits include:

 Medical 

 Prescription Drugs

 Vision

 Does not include RHC for employees who are part 

of the defined contribution pension plan
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OPEB HISTORY

Unlike DB pensions, no legal requirement to fund 

OPEB

Most communities were pay-as-you-go for RHC

Novi proactively determined the liability and began 

funding OPEB in April 2003.

Treasurer is the trustee of the OPEB funds 

Investment policy approved by council

Funds held in trust
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OPEB - INVESTMENTS

OPEB investments are deemed to be long-term in 

nature (similar to pensions) and therefore follow PA 

314.

Public Employee Retirement System Act, ACT 314 

OF 1965: Authorizes the investment of assets of 

retirement system assets
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City of Novi - OPEB
Insights:

 In 2003 began to actuarially fund the OPEB liability.

Utilized (3) investment managers:

Morgan Stanley (MS)

UBS

MERS

Overall sum of all managers investments must follow OPEB 

investment policies.

City over the last few years working toward a single 

investment manager (currently have MS and MERS)
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OPEB - GASB 74

As of June 2015 (FY 2017 implementation), GASB 

74 requires quantification and disclosure of OPEB 

assets and liabilities.

Significant liability not recorded on books

Government wide only, not fund based.

No funding requirement.

Improves transparency.
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OPEB - PA 202
PA 202 (Protecting Local Government Retirement and 

Benefits Act): As of December 2017, requires local 

governments that have DB (pension) retirement 

plans and/or OPEB plans to report funding information to 

the Michigan Department of Treasury.

Funding level requirements: 60% pension, 40% OPEB.

30-year corrective action plan.

Does require contributions of normal cost for new 

employees after 2017

FY 2018, 532 total plans, 348 under 40%, 195 0%
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OPEB Components
 AAL (Actuarial Accrued Liability):

1. Healthcare costs (self-funded 2020)

2. Age/Mortality

3. Retirement date

4. Marital status

5. Medicare post 65

6. Closed DB plans 2006-2011

 Net Position:

1. Investment rate of return (7%)

2. Contributions

3. Smoothing
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Smoothing
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PA 314 – Investment Overview

Key Guidelines:

Common investment guideline generalization 70/30%.

No more than 70% in equities (stocks).

No more than 5% of total portfolio in a single stock.

Up to 10% of portfolio may be used in alternative 

investments.
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NOVI OPEB INVESTMENT POLICY
Overview:

Created by City Treasurer in 2003 and periodically 

amended

Last amendment was approved by council 

December 9, 2019.

Proposed amendment is to allow for more flexibility 

with investments while moving toward a more 

conservative overall approach given the 113.73% 

funding level.

Proposed amendment is only for changes to the 

asset allocation ranges
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OPEB/Pension Funding Overview

Assets Actuarial Accrued 

Liability (AAL)

Funding (%)

6/30/2014

OPEB $19,300,000 $23,200,000 83.2%

Pension $57,100,000 $84,000,000 68.0%

6/30/2023

OPEB $34,000,000 $29,900,000 113.7%

Pension $74,400,000 $123,100,000 60.4%
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Asset Allocation
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Asset Allocation (cont.)
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Asset Allocation Guidelines

Minimum Maximum Target

Domestic Large/Medium Cap Equities: 30% to 70%

Domestic Large Cap Equities (growth & value) 30% 70% 40%

Domestic Small/Medium Cap Equities: 0% to 30%

Domestic Small/Mid Cap Equities (growth & value) 0% 20% 5%

International Equity  5% 20% 15%

Total Equity 50% 70% 60%

Real Estate 0% 5% 2-5%

Fixed Income 20% 50% 25-35%

Cash/Cash Equivalents 1% 15% 5%

Other Alternative Investments 0% 15% 0%
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Minimum Maximum Target

Domestic Large/Medium Cap Equities: 30% to 55%

Domestic Large Cap Equities (growth & value) 30% 55% 40-50%

Domestic Small/Medium Cap Equities: 5% to 30%

Domestic Small/Mid Cap Equities (growth & value) 5% 20% 10-15%

International Equity  5% 15% 5-10%

Total Equity 50% 70% 60%

Real Estate 0% 5% 2-5%

Investment Grade Fixed Income 20% 30% 25-30%

Cash/Cash Equivalents 5% 15% 10%



Portfolio Allocation
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