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(A) Macomb Retiree Health Care Investments Review
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Account Valuation
Macomb County
Retiree Medical Plan
Investment Review
12/31/2013

Valuation
Market

S&P 500 Index Fund-584
S&P MidCap 400 Index Fund-584
S&P SmallCap 600 Index Fund-584
Aggregate Bond Index Fund-584
REIT Portfolio
Foreign Equity Portfolio
Total

$
$
$
$
$
$
$

71,950,721
6,743,286
3,081,555
32,181,194
24,209,439
25,116,395
163,282,590

Percent

44.07%
4.13%
1.89%
19.71%
14.83%
15.38%
100.00%

Performance

Fund
S&P 500 Index Fund-584
S&P MidCap 400 Index Fund-584
S&P SmallCap 600 Index Fund-584
Aggregate Bond Index Fund-584
REIT Portfolio
Foreign Equity Portfolio
Total Portfolio Return
Total Portfolio Return Net of Fees

3 months

YTD

1 Year

3 Years*

5 Years*

Inception
To Date**

10.52%
8.28%
9.78%
-0.18%
-1.43%
5.21%
5.67%
5.65%

32.39%
33.52%
41.25%
-2.14%
-0.66%
14.09%
17.27%
17.19%

32.39%
33.52%
41.25%
-2.14%
-0.66%
14.09%
17.27%
17.19%

16.20%
15.69%
18.32%
3.16%
8.65%
5.15%
11.00%
10.93%

18.03%
21.96%
21.43%
4.40%
15.62%
11.45%
14.57%
14.49%

6.06%
10.69%
9.70%
5.57%
5.54%
7.03%
6.64%
6.56%

10.52%
8.34%
9.84%
-0.14%
-1.34%
4.75%
5.63%

32.41%
33.50%
41.32%
-2.00%
-0.55%
15.28%
17.51%

32.41%
33.50%
41.32%
-2.00%
-0.55%
15.28%
17.51%

16.18%
15.64%
18.42%
3.29%
8.72%
5.14%
11.02%

17.94%
21.89%
21.37%
4.46%
15.75%
12.82%
14.77%

6.03%
10.67%
9.69%
5.53%
5.49%
6.56%
6.56%

Benchmark
S&P 500 Index
S&P MidCap Index
S&P SmallCap Index
BC Aggregate Bond Index
FTSE NAREIT 50
MSCI AC World ex US
Total Portfolio for Index

* annualized ending December 31, 2013
**Inception date for collective funds- August 1997
** Inception date for REIT and Foreign Equity portfolios - July 2005
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(B) Article on Health-Care Costs (Governing Magazine)
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(C) Center for Local and State Government Excellence
Study: How Local Governments Are Addressing Retiree
Healthcare Funding
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How Local Governments Are Addressing
Retiree Health Care Funding

August 2010
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M

uch has changed since 2007 when we surveyed 2,136 cities and counties
to find out what they were doing to address retiree health care costs. Most
local governments (61 percent) were offering retiree health care benefits and
were paying for them on a pay-as-you go basis. Just a few had begun to set up trusts or
adopted other long-term strategies to help fund retiree health benefits (See the Center’s
July 2009 report, “At a Cross Roads: The Financing and Future of Health Benefits for
State and Local Government Retirees,” Chapter 4).
Some 206 jurisdictions indicated that they were likely to adopt a long-term strategy to
strengthen their retiree health care funding. In January and February 2010, North Carolina State University researcher Jerrell D. Coggburn contacted them and found that while
many of them had shifted strategies, others remained committed to catching up on their
funding requirements.
For those jurisdictions that established a Section 115 trust, over half reported that
they have deposited some funds—beyond current year costs—to boost funding levels
in the trust. But the economic downturn has made it difficult for many to stay on track.
As one respondent explained, “The governing body adopted a plan to phase in the
annual required contribution over a five-year period. We are now slightly behind in that
implementation.”
What is striking is that many jurisdictions are making sweeping changes in their
retiree health care plans:
• 36 percent have increased or plan to increase the years of service required to vest;
• 11 percent have increased the retirement age;
• 39 percent have eliminated or plan to eliminate retiree health benefits for new hires.
Not surprisingly, the economy, insufficient revenues, and competing budget priorities
were cited as the greatest impediment to funding retiree health benefits. The effect of
national health care policy was less clear.
The Center for State and Local Government Excellence gratefully acknowledges
the financial support from the ICMA Retirement Corporation to undertake this
research project.

Elizabeth K. Kellar
President and CEO
Center for State and Local Government Excellence
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How Local Governments
Are Addressing Retiree
Health Care Funding

Introduction
State and local governments have often been on the
forefront of efforts to contain health care costs and
encourage employees to make positive changes that
lead to healthier lifestyles. As both costs and the number of retirees increase, governments are closely examining their approach to post-employment benefits other
than pensions (OPEB). Although a number of governments have made promising starts in wellness and
disease management programs, creating health care
pools that provide uniform benefit levels for both active
workers and retirees, and making health care accessible
for routine and preventive medicine, the fact remains
that there are hard decisions to be made about who is
eligible for retiree health care coverage and when.
In July 2009, the Center for State and Local Government Excellence released a comprehensive survey
of what all 50 states and 2,136 local governments are
doing to contain and reduce costs, and approaches they
are taking to fund retiree health care liabilities. “At a
Crossroads: The Financing and Future of Health Benefits for State and Local Government Retirees” (Kearney
et al. 2009) reported original survey data, collected in
2007, on local governments’ adoption of various OPEB
strategies, including prefunding mechanisms (e.g.,
OPEB trust funds), and changes to retiree health care
(RHC) plan design. In addition to jurisdictions that
reported having already adopted such strategies, many
more indicated that they were very likely to follow suit
in succeeding years. Those “most likely adopters” and
their recent experience with OPEB strategy adoption are
the focus of this issue brief.

*Jerrell D. Coggburn is chair of the Public Administration
Department, School of Public and International Affairs, North Carolina State University.

This brief reports a follow-up survey1 of local
governments identified as the most likely adopters of
various OPEB strategies, which included:
• establishing a Section 115 trust (governmental);
medical subaccount [401(h)]; or Voluntary
Employee Beneficiary Association (VEBA) trust
[501(c)(9)];
• issuing OPEB bonds;
• increasing the years of service for vesting for RHC;
• increasing the age at which RHC is available;
• terminating RHC for all new hires.
It is important to note two caveats. First, the OPEB
strategies considered here are not the only options
available to governments (raising premiums and/or
co-pays are examples of other available cost-shifting
strategies), but rather are among the most potentially
effective ones for addressing OPEB liability. Second,
although the local governments sampled here can
rightly be called most likely adopters, it is no doubt
true that many other local governments have adopted
OPEB reforms since 2007.
The list of most likely adopters culled from the
2007 survey included 206 jurisdictions, some of which
indicated a strong likelihood of adopting multiple
OPEB strategies (e.g., establishing a dedicated trust
and increasing years of service to qualify for retiree
health care). The surveys asked jurisdictions the status
of the specific OPEB strategy or strategies they previously indicated a high likelihood of adopting. This brief
also reports factors perceived to impede OPEB strategy
adoption in those jurisdictions that—despite having
previously indicated a strong likelihood of doing so—
failed to adopt one or more OPEB strategies.
Note: To preserve respondents’ anonymity, quotes
are unattributed.
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Survey Methods
The online survey was administered between January
and February 2010. Following Dillman’s (2000) tailored
design method, respondents were sent an email presurvey notice followed by the actual survey, a reminder
email message, and follow-up survey messages for nonresponders. Following three survey emails, responses
were received from 112 jurisdictions, for an overall
response rate of 54.4 percent of the targeted most
likely adopters.

deposited assets, and ensuring benefit sustainability
(see GAO 2009).

Adoption Status Among Most
Likely Adopters
Table 1 (p. 5) shows the adoption status of prefunding mechanisms among most likely local
government adopters.
Section 115 Trusts

Governments seeking to serve an essential governmental function, such as prefunding OPEB, can establish
Section 115 (“governmental”) trusts. Contributions to
these trusts are unlimited; their investment earnings
are not taxed; and benefits received by participants and
Adoption of Prefunding Mechanisms
beneficiaries are normally tax free (GAO 2007). When
established as an irrevocable trust for the sole benefit of
In simple terms, the cost of post-employment benefits
participants and beneficiaries, these trusts meet GASB
(B) is equal to annual contributions (C) from both the
45 guidelines allowing government sponsors to reduce
employer and its employtheir reported OPEB
ees, plus investment
liabilities (see Endnote 3).
returns (I), minus admin“Although
we
adopted
a
plan
and
In 2007, 54 jurisistrative expenses (E),
dictions (4 percent) of
or B = C + I—E. As the
set up a trust we are not making a
jurisdictions surveyed
equation suggests, having
indicated they had already
more investment income
significant annual contribution to the
established Section 115
(I) to pay benefits (B)
trusts to prefund OPEB.
reduces the amount plan
trust. We put in what we had saved
An additional 65 (5
sponsors and participants
percent) indicated they
have to contribute (C) to
prior to the new standard, which was
were very likely to adopt a
meet their obligations. In
only about 5% of the total unfunded
trust in the coming years.
the case of public penTogether, those results
sion plans, the accumulaliability. We continue to operate on a
made Section 115 trusts
tion of significant assets
both the most frequently
means that many pension
primarily pay-as-you-go basis.”
adopted and most likely to
plans are relatively well
be adopted of the various
funded (even if not fully
prefunding vehicles.
prefunded). With OPEB,
As Table 1 (p. 5) shows, the current survey results
however, the predominate funding approach has been
suggest that the most likely adopters have largely
pay-as-you-go; hence there is no “I” in the OPEB equareplicated the prefunding preferences of jurisdictions in
tion for most jurisdictions—benefits are simply paid out
the 2007 survey: more jurisdictions report adopting (50
of general operating funds on an annual basis.
percent) or being in the process (8 percent) of adoptAs health care costs escalate, the proportion of buding Section 115 trusts than Section 401(h) or VEBA
get dollars required to meet annual benefit obligations
trusts. Of the remaining jurisdictions, almost one-third
increases. It is little surprise, then, that the Government
indicate they are still considering adopting a Section
Finance Officers Association (GFOA 2008) identifies
115 trust; only 11 percent report they are no longer
financing OPEB as they are earned (i.e., prefunding
considering adoption. In comparison to other prefundOPEB) as a best practice that promotes intergeneraing mechanisms, Section 115 trusts are thought to be
tional equity and benefit sustainability. Indeed, there
simpler and more flexible (Ruggini 2008; GAO 2009);
are a number of benefits to prefunding, including
thus it is not surprising that governments continue to
reducing the amount of unfunded liability reported in
show a preference for them.
financial statements,2 earning investment returns on

Survey Results
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In 2007, 56 jurisdictions (4 percent) indicated they
had
already established a VEBA, making it the second
A second prefunding option, the 401(h) health benmost
popular prefunding arrangement at the time. Of
efits subaccount, serves as an OPEB trust established
the 19 jurisdictions reporting they were very likely to
as a separate subaccount within an existing qualified
3
adopt a VEBA, 10 responded to the current survey. Of
pension plan. The subaccount is separate from the
those, only one indicated that
pension fund for accounting
it has adopted a VEBA since
purposes, but the assets from
2007; three are still considerboth can be commingled for
“The governing body adopted
ing doing so; and the other six
investing purposes.
have reportedly scrapped the
a
plan
to
phase
in
the
ARC
In 2007, 22 jurisdictions (2
option altogether.
percent) of respondents offerover
a
five-year
period.
We
Taken together, these
ing RHC indicated they had
results
along with the 2007
already established a 401(h)
are
now
slightly
behind
in
survey
suggest that Section
subaccount to prefund OPEB.
115
trusts
are emerging as the
Another 15 jurisdictions
that implementation.”
preferred prefunding vehicle
responded that they were very
among local governments
likely to do so in the near
offering OPEB. In comparison
term. Of the eight governto
the
tens
of
thousands
of local governments in the
ments that responded to the current survey, two (25
U.S., the actual numbers reported in 2007 (with a low
percent) indicated that they have now adopted a
survey response rate of 27 percent) and here (with a
401(h) subaccount and one other is reportedly still
restricted sample of the 2007 respondents) are small;
considering adoption.
still, the results indicate some movement at prefunding. It appears that some local governments are takSection 501(c)(9) Trusts: Voluntary Employees’
ing heed of GFOA’s (2008) strong advisory statement
Beneficiary Association (VEBA)
recommending prefunding and that they are doing so
VEBAs, the third OPEB prefunding mechanism conby adopting the most flexible and simplest prefunding
sidered here, typically function as independent, taxvehicle (GAO 2009; Ruggini 2008).
exempt entities (trusts) existing for the benefit of a
voluntary membership of active employees and retirees
Prefunding Experience of Likely Adopters
and their beneficiaries (GAO 2007). Contributions are
Establishing OPEB Trusts
made on a pre-tax basis and distributions for qualiFor jurisdictions that indicated they have established
fied health care expenses are normally tax free. VEBAs
a prefunding vehicle, the logical follow-up question
allow for funding up to 100 percent of OPEB liability
is whether they have started to prefund their liabili(Ruggini 2008). To be tax-exempt, VEBAs need to
ties by depositing funds into the trusts. Fully funding
obtain a private qualification letter from the U.S. InterOPEB liabilities requires governments to contribute
nal Revenue Service.

Table 1. Adoption Status of OPEB Prefunding Mechanisms Among Most Likely Adopters

Adopted

In the
Process of
Adopting

Still
Considering
Adoption

No Longer
Considering

50% (18)

8% (3)

31% (11)

11% (4)

Medical Subaccount [401(h)]
(n = 8 of 15 responded)

25% (2)

0% (0)

13% (1)

63% (5)

Voluntary Employee Benefit Association [501(c)(9)]
( n = 10 of 19 responded)

10% (1)

0% (0)

30% (3)

60% (6)

Current adoption status of OPEB strategies among most
likely adopters
Section 115 Trust
(n = 36 of 65 responded)

Note: Rows may not sum to 100 percent due to rounding.
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the actuarially determined annual required contribuAt the conclusion of the survey online instrument,
tion (ARC). The ARC reflects funding that is sufficient
respondents were asked an open-ended question
to cover the current year’s
seeking any additional
OPEB costs (that is, the
comments regarding RHC
“normal cost”) and the
and OPEB. A few respon“[We] created an OPEB trust
accrued liability amortized
dents spoke directly to local
over an extended period
governments’ experiences
several years ago after special
of time (no more than 30
with prefunding. No claim
years). By including payis made that such comments
legislation was approved by the
ment for the amortized
are representative of all
legislature. The trust is not an
unfunded liability, the ARC
local governments, but they
will likely be substantially
do offer insights as to the
irrevocable trust and needs to
higher in the near term—
challenges they face in both
perhaps as much as five or
establishing OPEB trusts and
be converted to one. We have
even 10 times higher (Mason
meeting the associated ARC.
et al. 2005)—than annual
These results seem to
close to $2 million in the trust
pay-as-you-go payments.
support the view that, of the
Such short-term increases,
governments that establish
but our actuarial studies show
however, should pay off
trusts to prefund OPEB,
in the long term because
many will gradually work
the unfunded liability to be more
prefunding allows for the
their way up to fully fundinvestment of trust assets.
ing the ARC, given that such
than tenfold this amount.”
Investment earnings, in the
full funding likely requires
long term, should reduce
substantially larger annual
required contributions.4
payments—at least initially—than the pay-as-you-go
(PAYGO) approach (Mason et al. 2005; Coggburn &
Annual Required Contribution (ARC)
McCall 2009).
As reported in Table 2, over half the respondents that
Effects on Unfunded Actuarially Accrued
reported adopting an OPEB trust indicated that they
Liability (UAAL)
have deposited at least some funds—over and beyond
the current year costs—to prefund OPEB. This finding corroborates results reported by the GAO (2009),
in which some state and local governments responded
that they fully funded the ARC, while others made partial ARC payments based upon the availability of additional resources. Though this represents some progress
in local governments addressing their OPEB obligations,
there is also room for improvement.

In establishing an irrevocable OPEB trust and funding
(fully or partially) the ARC, GASB 45 permits jurisdictions to use different actuarial assumptions (discount
rates) in calculating their actuarially accrued unfunded
liability (UAAL) than governments funding OPEB
through PAYGO. Governments that have an irrevocable
OPEB trust and fully fund the ARC can use the highest discount rates (often in the 7 to 9 percent range);

Table 2. Annual Required Contribution (ARC) Funding Experience
If a prefunding vehicle has been adopted, what best
describes your jurisdiction’s experience in meeting its
actuarially-determined ARC for prefunding OPEB liabilities?
ARC status
(n = 32)

Fully Funded
% (n)

Partially Funded
% (n)

No Prefunding
(PAYGO)
% (n)

28% (9)

38% (12)

34% (11)

Note: Respondents were provided the following descriptions for three categories: 1) “Fully funded”: Current year costs are paid and funds needed
to meet future years’ liabilities are being deposited into the OPEB trust fund. 2) “Partially funded”: Current year costs are paid and some
additional funds are being deposited into the OPEB trust fund. 3) “No prefunding is occurring”: Only current year costs are paid, no additional
funds are being deposited into the OPEB trust fund.*
Note: Rows may not sum to 100 percent due to rounding.
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those with OPEB trusts and partially-funded ARC can
with the assets going to pay for OPEB. Some initially
use a blended discount rate (4 to 7 percent); and those
promising results in Gainesville, Florida, and Oakland
financing OPEB on a PAYGO basis use a lower discount
County, Michigan, have generated interest in OPEB
rate (4 percent or lower) consistent with expected
bonds (Coggburn and McCall 2009) among local govreturns on cash/liquid financial accounts (see Kearney
ernments and potential OPEB bond underwriters.
The experiences of those two jurisdictions notwithet al. 2009, 40).
standing, most local governments appear leery of OPEB
As shown in Table 3, respondents that have estabbonds. In 2007, only two jurisdictions (or .1 percent)6
lished OPEB trusts report different impacts on their
respective UAAL. About a quarter reported a substanindicated they had already utilized OPEB bonds to
tial reduction in UAAL and
prefund their OPEB liabilislightly more than one-third
ties; six others reported they
reported a small reduction,
were very likely to do so. Of
“We have funds set aside for
but a plurality (40 percent)
those six most likely adoptreported no impact on
ers, none responding to the
[OPEB] liability, however, with
UAAL. In addition to the
current survey indicated
all the uncertainties have not
effects of rising health care
adopting OPEB bonds in the
last three years
costs, such results likely
commit[ed] to trust.”
(Table 4, p. 8). Still, the
reflect varying progress on
fact that three reported
jurisdictions’ funding the
their jurisdictions were still
ARC. Such an interpretation
considering adoption (and only one other indicated
is supported by a simple bivariate correlation between
abandoning the option altogether) suggests that OPEB
reported success in meeting ARC and the perceived
bonds may retain some allure for
effects of prefunding on UAAL. The statistically signifilocal governments.
cant positive relationship (r = .43, significant at the .01
level) suggests that jurisdictions that have been meetChanges to Retiree Health Care
ing their ARC are also more likely to report a reduction
in UAAL. Such a finding makes sense in light of the
(RHC) Plans
preceding discussion regarding GASB 45’s requirements
Finally, jurisdictions may have made or be planregarding the use of discount rates in calculating OPEB
ning to make incremental adjustments to retiree (and
liabilities that reflect prefunding status.
employee) health care insurance co-payments, coinsurance rates, and premium amounts. As reported
Financing OPEB: OPEB Bonds
in earlier SLGE issue briefs and other reports,7 such
Given that fiscally-strapped governments may not have
incremental adjustments are seemingly ubiquitous.
general budget funds available to prefund OPEB, some
And, importantly, these incremental increases can
have considered the use of OPEB bonds as an alternaadd up over time to substantial cost increases for plan
tive—albeit potentially risky (GFOA 2007)5—option for
participants and, perhaps, cost savings to plan sponraising cash to prefund OPEB liabilities. Governments
sors. Of interest here, however, are potentially more
selling OPEB bonds (i.e., issuing debt) seek to invest
sweeping changes to RHC plans, including changing
the cash raised through the bond sale, with the goal of
vesting requirements, age eligibility requirements, and/
having investment earnings exceed debt service costs
or eliminating RHC altogether. Such benefits changes

Table 3. Perceived Effect of Prefunding Adoption on Unfunded OPEB Liability
If a prefunding vehicle has been adopted, what impact
has it had on your actuarially accrued unfunded liability
for OPEB?
UAAL status
(n = 25)
Note: Rows may not sum to 100 percent due to rounding.

Substantially
Reduced UAAL
% (n)

Slightly Reduced
UAAL
% (n)

Had No Impact
on UAAL
% (n)

24% (6)

36% (9)

40% (10)

13

8

By increasing the age at which an employee becomes
eligible for RHC, governments stand to decrease the
number of years they serve as the primary payer for
RHC for early (pre-Medicare eligible) retirees.
Increasing Years of Service for Vesting
In 2007, 52 jurisdictions (or about 3 percent)
indicated
they had already increased retirement age
To qualify for RHC, public employers normally require
requirements
for RHC qualification and another 33
their employees to work a prescribed number of years.
jurisdictions indicated that they were very likely to do
In some jurisdictions, such vesting requirements have
so. Of those 33 most likely adopters, 18 responded to
been generous, requiring as few as five years for vestthe current survey (Table 5, p. 9). In contrast to raising
ing. By increasing the years of work required for vestvesting requirements, the results for this OPEB strategy
ing, jurisdictions may be able to slow the growth in the
suggest that local governnumber of employees eliments may be reluctant to
gible for RHC, though doing
“We
changed
the
required
years
increase age requirements:
so has no effect on benefits
only two reported adoptalready promised.
of
service
from
10
to
20
years
for
ing such increases; none
In 2007, 102 jurisdicreported that they currently
tions (8 percent) indicated
future
retirees
to
be
eligible
for
adopting age increases;
they had already increased
six are still considering
vesting requirements and
retiree benefits.”
adoption; and 10 reported
another 85 jurisdictions (7
that they are no longer
percent) indicated that they
considering
adoption.
Instead
of merely raising age
were very likely to so. In the current survey, 40 of those
requirements,
what
may
be
occurring
is that local govmost likely adopters responded. The results (Table
ernments are looking at eligibility from the standpoint
5, p. 9) show that over one-third have either already
of both age and years of service.
increased their RHC vesting requirements (23 percent)
are possible because, unlike pensions, RHC benefits are
usually not protected by state constitutions or state or
local statute (Norfus 2008).

or are in the process of doing so (13 percent). An
additional 12 (30 percent) of the most likely adopters
reported they are still considering adoption; the remaining 14 (35 percent) are not.
Increasing Age for Retiree Health Care
Increasing the age at which employees become eligible
for RHC is another structural change governments may
consider. Most state and local governments shift retirees to Medicare for primary coverage once they become
eligible at age 65 (Kearney et al. 2009), leaving the state
or local employer with reduced RHC costs (as the secondary payer providing Medicare supplements) through
such coordination. In some instances, RHC benefits
are eliminated once retirees attain Medicare eligibility.

Terminating Retiree Health Care for New Hires
More far-reaching than changing vesting or age
requirements is the elimination of RHC plans. Fronstin (2010) suggests that GASB 45 is likely to trigger changes in public sector RHC that mirror those
adopted in the private sector since the 1990s, when a
similar financial reporting standard8 requiring private
employers to report their RHC liabilities was passed.
Such changes would include eliminating RHC for public sector employees.
On this point, the 2007 SLGE survey found that 65
jurisdictions (5 percent) had eliminated RHC coverage
for new hires/future retirees and another 48 were very
likely to adopt the strategy. Of those 48, 23 responded

Table 4. Adoption Status of OPEB Bonds Among Most Likely Adopters

Current adoption status of OPEB strategy among most
likely adopters
OPEB Bonds
(n = 4 of 6)
Note: Rows may not sum to 100 percent due to rounding.

Adopted
% (n)

In the
Process of
Adopting
% (n)

Still
Considering
Adoption
% (n)

No Longer
Considering
Adoption
% (n)

0% (0)

0% (0)

75% (3)

25% (1)

14
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to the current survey (Table 5): eight (35 percent) have
Even in the best of fiscal times, local governments
in fact terminated RHC; one more reported to be in
face difficult choices among competing budget priorithe process of terminating RHC; nine others are still
ties; periods of fiscal stress and insufficient revenues
considering terminating RHC; and five are no longer
only make those choices more difficult. Here, again,
considering termination. Though not widespread, these
there is near unanimous agreement (96 percent)
results do suggest a willingamong respondents that
ness on the part of some
competing budget priorijurisdictions to adopt this
ties serve as an important
“The requirements for being
most aggressive of strategies
influence on preventing
eligible for retiree health care are
for addressing OPEB costs.
adoption of OPEB strategies. This evidence, which
based on years of service and
corroborates the aforeFactors Impeding
mentioned GAO (2009)
OPEB Strategy
age. Prior to 2010, employees
report, underscores the
Adoption
trade-offs jurisdictions
could retiree at rule of 70. This
face. Miller (2009) refers
Table 6 (p. 10) presents the
to this as “budgetary triresults when the responhas changed to rule of 80 for
age” (i.e., governments
dents who had indicated
evaluating claims on limited
a high likelihood of adopting
those hired after 2010.”
resources), and speculates
an OPEB strategy, but did
that many governments
not, were asked for
will likely prioritize other more pressing and required
their reasons.
budget items over RHC. The results reported here tend
As the table shows, the main factors perceived to be
to support that view.
impediments to OPEB strategy adoption are financial.
Beyond financial challenges, lingering uncertainty
First, 74 percent of those responding indicated that
over national health care policy was identified by a
fiscal stress associated with the recession was a “major
substantial percentage (46 percent) as an impediment
influence” impeding adoption of OPEB strategies. When
to local governments’ action on OPEB. Recalling that
combined with the additional 22 percent indicating that
the survey was taken just prior to passage of national
the recession was “influential,” there is near universal
health care reform legislation in March 2010—a time
agreement (96 percent) that the fiscal strain on local
when the political winds suggested passage was
governments produced by the Great Recession served
unlikely—there was a considerable amount of unceras a major impediment to OPEB reform. No doubt
tainty over how such changes might affect state and
reflecting such fiscal stress, 54 percent indicated that
local governments offering RHC. Given such uncerinsufficient revenues were “very influential” in impedtainty, it is understandable why some would take a
ing adoption, while the remaining respondents (46
wait-and-see approach.9
percent) rated this factor as “influential.”

Table 5. Adoption Status of RHC Plan Changes Among Most Likely Adopters
Still
Considering
Adoption
% (n)

No Longer
Considering
Adoption
% (n)

Current adoption status of OPEB strategies among most
likely adopters

Adopted
% (n)

In the
Process of
Adopting
% (n)

Increasing Years of Service
(n = 40 of 85)

23% (9)

13% (5)

30% (12)

35% (14)

Increasing Retirement Age
(n = 18 of 33)

11% (2)

0% (0)

33% (6)

56% (10)

Eliminating Retiree Health Care for New Hires
(n = 23 of 48)

35% (8)

4% (1)

39% (9)

22% (5)

Note: Rows may not sum to 100 percent due to rounding.
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Also of note are factors not perceived to be particularly influential in impeding the adoption OPEB strategies, including public employee and union opposition.
This is likely due to the fact that most adopted changes
to RHC are made to apply only to new hires.

What Lies Ahead?
Six years have lapsed since GASB 45’s passage and
three years since the standard went into effect for the
states and largest local governments. Interest in the
magnitude of governments’ OPEB liabilities and the
measures they are adopting to meet them continues
to mount.
In a final section of the survey, respondents were
asked to indicate how likely they were to adopt other
OPEB strategies (i.e., those they had not previously
indicated a high likelihood of adopting). The section
was included to account for the fact that what local
governments believed to be true in 2007 could have

“The City Council has directed staff to
negotiate with bargaining units (when
the collective bargaining agreements
expire) a provision where the City will
not offer a co-share of retiree health
premium to new hires who subsequently
retire from the City, after a date
certain. We have implemented this
with the unrepresented [non-unionized]
employees and the [unnamed] and
Supervisory/Confidential units…”

Table 6. Impediments to OPEB Strategy Adoption
Very
Influential
% (n)

Influential
% (n)

Not Influential
% (n)

Don’t Know
% (n)

Fiscal stress associated with the economic recession
(n = 27)

74% (20)

22% (6)

4% (1)

0% (0)

Insufficient revenues (n = 24)

54% (13)

46% (11)

0/0% (0)

0% (0)

Competing budget priorities (n = 23)

If an OPEB strategy was not adopted, how influential was
each of the following factors in preventing adoption:

52% (12)

44% (10)

4% (1)

0% (0)

Uncertainty over national health care policy (n = 28)

21% (6)

25% (7)

50% (14)

4% (1)

No legal authority from the state to establish an OPEB
fund (n = 26)

12% (3)

12% (3)

73% (19)

4% (1)

Public opposition (n = 26)

8% (2)

4% (1)

73% (19)

15% (4)

Uncertainty over how to establish the prefunding vehicle
(n = 26)

11% (3)

11% (3)

74% (20)

0% (0)

Manager/Administrator opposition (n = 26)

8% (2)

30% (8)

62% (16)

0% (0)

Council/Commission opposition (n = 26)

8% (2)

23% (6)

69% (18)

0% (0)

Employee (non-union) resistance (n = 26)

4% (1)

0% (0)

92% (24)

4% (1)

Union resistance (n = 26)

4% (1)

0% (0)

89% (23)

8% (2)

Unfavorable bond market conditions (n = 3)

0% (0)

67% (2)

33% (1)

0% (0)

Note: Figures in the table represent the percentage (%) and number (n) indicating the respective levels of influence for each item. For clarity,
items in the table have been arranged in descending order, from most to least influential (based upon percentage indicating items as being “very
influential”). Rows may not sum to 100 percent due to rounding.
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turned out to be wrong in subsequent years. In other
strategy adoption among most likely adopters, the
words, what they thought they were likely or unlikely
general thrust for local governments that are going to
to adopt back in 2007 may have not matched actual
adopt changes to address OPEB is to adopt Section
experience in the succeeding
115 trusts and changes to
three years. This question
RHC eligibility.
“Any contract negotiated within
was tailored for respondents
On the other hand, the
so that the list of OPEB
figures that really stand out
the past 2-3 years addressed
strategies presented omitted
in Table 7 are under the
strategies that they had precolumn headings “Unlikely
this issue by eliminating post
viously indicated they were
to Adopt” or “Very Unlikely
very likely to adopt.
to Adopt.” Across all seven
retirement health care for any
Table 7 reveals a few
OPEB strategies presented,
interesting results:
local government responnew employees.”
First, a number of local
dents continue to exhibit the
governments ended up
general aversion to adopadopting OPEB strategies
tion previously reported
that they did not previously believe they were very
(Kearney et al. 2009). In some instances, it may be that
likely to adopt. For instance, 10 jurisdictions adopted
a local government that did adopt a particular strata Section 115 trust and 13 others reported eliminating
egy (e.g., a Section 115 trust) does not see the need to
RHC for new hires.
adopt additional OPEB strategies. Or, local governments
The results also suggest that local governments
may simply be contemplating changes not contained in
may opt for adjustments to vesting and retirement age
the current survey. More likely, however, is the continurequirements, with sizable percentages indicating they
ation of the pervasive PAYGO approach to OPEB at the
are either likely or very likely to adopt such changes to
local level, something that would mirror widespread
their RHC plans.
practice at the state government level (see Pew 2010).
Coupled with the results reported in tables 1, 4, and
Maintaining such a posture may be politically expedient
5, which indicate continued consideration for OPEB
in the short term, but is unsustainable in the long run.

Table 7. Local Governments’ Likely Adoption of Other OPEB Strategies
In addition to the strategies your jurisdiction previously
indicated a likelihood of adopting, how likely or unlikely
are you to adopt any of the following other
OPEB strategies?

Already
Adopted
% (n)

Very Likely
to Adopt
% (n)

Likely to
Adopt
% (n)

Unlikely to
Adopt
% (n)

Very
Unlikely to
Adopt
% (n)

Section 115 Trust (n = 58)

17% (10)

0% (0)

10% (6)

43% (25)

29% (17)

Medical Subaccount [401(h)] (n = 83)

6% (5)

2% (2)

8% (7)

55% (46)

28% (23)

Voluntary Employee Benefit Association [501(c)(9)]
( n = 81)

7% (6)

1% (1)

10% (8)

54% (44)

27% (22)

OPEB Bonds ( n = 87)

1% (1)

0% (0)

1% (1)

47% (41)

51% (44)

Increasing Years of Service (n = 54)

11% (6)

9% (5)

24% (13)

32% (17)

24% (13)

Increasing Retirement Age (n = 71)

3% (2)

7% (5)

20% (14)

39% (28)

31% (22)

18% (13)

6% (4)

8% (6)

40% (29)

28% (20)

Eliminating Retiree Health Care for New Hires (n = 72)
Note: Rows may not sum to 100 percent due to rounding.
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Endnotes
1 The original survey is reported in Chapter 4 of the SLGE report,
“At a Crossroads: The Financing and Future of Health Benefits for
State and Local Government Retirees” (Kearney et al. 2009).
2 Under GASB 45, jurisdictions establishing an irrevocable OPEB
trust and making the annual required contributions (ARC) are
allowed to use a different discount rate in estimating their actuarially accrued unfunded liabilities. Those establishing a trust but
not making ARC are allowed to use a blended discount rate.
3 There are some important limits on 401(h) subaccounts. Contributions to them are subordinate to pension fund contributions,
meaning that no more than 25 percent of the employers’ total
annual contribution to the defined benefit pension plan can be
allocated to the health benefit subaccount (GAO 2007). This
might be an issue for well-funded pensions plans because
the ARC for such plans would be small, hence the ability to
address a large unfunded OPEB liability would be constrained
(Ruggini 2008).
4 It is worth noting that prefunding also promotes intergenerational
equity because funds are set aside for benefits as they are earned
even if those benefits are not payable for many years.
5 The GFOA (2007) urges “considerable caution” for governments
considering OPEB bonds because of a number of inherent risks,
including the volatility of OPEB actuarial valuations (due to
uncertain health care costs); the fact that health care benefits are
not necessarily guaranteed benefits (hence they could be reduced

6

7

8

9

or even eliminated); and uncertainty about federal health initiatives that could affect OPEB.
The September 2009 issue brief, Prefunding Other Post Employment Benefits (OPEB) in State and Local Government, reported
that only one jurisdiction had issued OPEB bonds; subsequently,
it was found that a second jurisdiction that responded also had
issued OPEB bonds. Aiming to present the most accurate picture
possible, the updated figure is reported here.
For example, see Kearney et al. (2009), Daley and Coggburn
(2008), and a recent report by the Employee Benefit Research
Institute (Fronstin 2010).
In 1990, the Financial Accounting Standards Board (FASB) issued
statement 106 which, similar to GASB 45 for state and local governments, required private sector firms sponsoring RHC to report
the financial liabilities in their annual reports (see Fronstin 2010).
The Patient Protection and Affordable Care Act, as amended
by the Health Care and Education Affordability Reconciliation
Act, were passed by Congress and signed into law by President
Obama in March 2010. The reform includes an Early Retiree Reinsurance Program (ERRP) that intends to offer financial assistance
(up to $5 billion before January 1, 2014) to providers—including state and local governments—of RHC for retirees age 55 and
older but not yet eligible for Medicare. See the White House’s
ERRP fact sheet at: http://www.whitehouse.gov/the-press-office/
fact-sheet-early-retiree-reinsurance-program

19

14

Robert J. O’Neill, Chair
Executive Director, ICMA
Joan McCallen, Vice Chair
President and Chief Executive Officer, ICMA Retirement Corporation
The Honorable Ralph Becker
Mayor, Salt Lake City
The Honorable J. Kenneth Blackwell
Former mayor, Cincinnati; secretary of state, Ohio
Donald J. Borut
Executive Director, National League of Cities
Gail C. Christopher, D.N.
Vice President for Programs, W.K. Kellogg Foundation
Gregory J. Dyson
Senior Vice President and Chief Operations and Marketing Officer, ICMA Retirement Corporation
Jeffrey L. Esser
Executive Director, Government Finance Officers Association
Peter A. Harkness
Founder and Publisher Emeritus, Governing Magazine
George V. Pedraza
Senior Vice President, Public Finance, Wells Fargo;
Chief Executive Officer, Academica Management SW, LLC
Raymond Scheppach, PhD
Executive Director, National Governors Association

Elizabeth K. Kellar
President and CEO
Joshua M. Franzel, PhD
Vice President, Research
Amy M. Mayers
Communications Manager
Bonnie J. Faulk
Program Assistant

20

Helping state and local governments become
knowledgeable and competitive employers

About the Center for State and Local Government Excellence
The Center for State and Local Government Excellence helps state and local governments become knowledgeable and competitive employers so they can attract and retain a talented and committed workforce. The Center identifies best practices
and conducts research on competitive employment practices, workforce development, pensions, retiree health security,
and financial planning. The Center also brings state and local leaders together with respected researchers and features the
latest demographic data on the aging work force, research studies, and news on health care, recruitment, and succession
planning on its web site, www.slge.org.
The Center’s five research priorities are:
• Retirement plans and savings
• Retiree health care
• Financial education for employees
• Talent strategies and innovative employment practices
• Workforce development
777 N. Capitol Street NE

|

Suite 500

|

Washington DC 20002-4201

|

202 682 6100

|

info@slge.org
11-023

21

(D) Comments about OPEB from Dave Boerger,
SEMCOG Lead on Government Efficiency
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Thoughts(on(OPEB…(
E"mail'from'Dave(Boerger((SEMCOG,'Lead'on'Government'Efficiency'Team)'
'
“Regarding'potential'federal'action'on'retiree'healthcare,'other'than'the'ACA,'
Medicaid'expansion'and'Medicare'tweaks,'not'much'is'being'proposed'on'this'front,'
other'than'the'Feds'dictating'that'the'OBEB'liabilities'be'included'as'a'GASB'
requirements'so'the'liability'is'recognized'and'goes'on'the'book'of'public,'private'
and'non"profit'institutions.'There'is'no'requirement'to'fund'the'liability,'so'
requiring'funding'may'be'added'as'some'point.'And'regarding'the'actuarial'
estimates,'as'one'of'the'articles'stated,'it’s'much'easier'to'accurately'predict'
pension"funding'requirements'since'the'payments'are'quantified.'The'only'
unknowns'are'the'returns'and'death'rates,'but'that'information'is'generally'stable.'
On'the'other'hand,'the'same'variables'are'in'place'for'OPEB'actuarial'studies'plus'
the'very'uncertain'increases'in'healthcare'costs.'Most'actuarial'studied'assume'
increases'will'be'at'the'rate'of'inflation'in'the'out'years,'which'is'likely'unrealistic,'
tending'to'make'the'projections'understated.'As'more'health'savings'accounts'akin'
to'defined'contribution'401K’s'on'the'pension'side'take'over'as'new'hires'are'made,'
this'liability'will'decrease'and'someday'be'mitigated'altogether.'Click'here'for'more'
info'fro'the'Feds'on'these'matters.”'
'
“The'State'is'already'implementing'guidelines'and'incentives'(EVIP)'for'OPEB'
funding.'They'could'make'those'guidelines'law'and'that'would'be'a'major'challenge'
for'local'governments.”'
'
'
'
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(E) John Nixon, Michigan Budget Director's comments
on OPEB (Governing Magazine)
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Promises to Keep
Two of the largest financial
challenges that state governments
are grappling with—and will for some
time to come—relate to their obligations to government employees.
Pensions and that “other” category
The rising cost of employee pensions
is an expenditure that could lead to
dramatically negative effects, according
to Donald Boyd. Diane Oakley, executive director of the National Institute on
Retirement Security, said there are no
laws regulating how states fund their
pensions and many states are using systems that are essentially 100 years old.
The value of most pension plans plummeted several years ago, leaving states
and localities with sizable unfunded obligations for current and future retirees.
A continuing roadblock around this
issue is that state officials tend to write
budgets on an annual or biennial basis,
and many state lawmakers also face
strict term limits. Those factors conspire
to create a situation that encourages
state leaders to make short-term fixes
rather than find long-term solutions.
“Political rhetoric is very much reflective
of the here and now,” said David Adkins.
State officials will have to resist that
temptation as they restructure their governments in the wake of the recession.
The good news is that 45 states have
made changes to their retirement plans
to strengthen their assets. Rhode Island
decided to tackle the entire problem at
once and has completely overhauled
how the state and employees contribute
and how benefits are distributed, putting
its pension system on the right track.
The point, according to Oakley, is
that transformation is possible and it
should be recognized. “Look at Social
Security,” she said. “We know the
solutions [to that system’s problems],
but there’s no political will. Compliment the states for tackling the issue.”
Oakley cautioned attendees that
the rise of defined-contribution plans,
commonly known as 401(k)s or 403(b)s,

in the public sector has come at a cost.
“There’s a lot of buyer’s remorse with
defined contributions,” she said. Many
younger workers in government see
the value in once conventional definedbenefit pensions; they don’t see it in
defined-contribution plans.
Beyond pensions, there are
OPEBs—other post-employment
benefits—which by one estimate
now represent a $2 trillion liability for
state and local governments. Prior to
the 2008 fiscal crisis, elected officials tended to increase hiring and
begin new programs, rather than
confronting the hard question of
how to help pay the past-due bill for
retirement medical benefits. Now, a
number of states and localities have
established and begun to pay into
funds similar to pension funds to
offset the looming OPEB liability.

Health care for retirees
The 800-pound gorilla in the
state and local room is health
care for workers and retirees,
according to John Nixon, budget
director for the state of Michigan,

where the liability for health care
costs is $80 billion statewide.
Data from the Pew Center for the
States echoes this truth. According to
Pew, states only have 5 percent of the
funds needed to pay for their retirees’
health care and other non-pension
benefits, such as life insurance.
According to Nixon, Michigan has
a system where 13 percent of state
funds cover a pay-as-you-go system.
“We are adding more and more retired
workers to the system, but have fewer
active workers to help fund it,” he said.
Although Michigan has reduced
its overall unfunded liabilities by $20
billion, the state has a “lot of retired
workers who are 52 years old; we have
to cover them for the rest of their lives.
That has to change,” said Nixon.
According to Pew, 17 states have
not set aside any money to fund their
retiree health-care liabilities, and only 7
states had funded at least 25 percent of health-care liabilities—Alaska,
Arizona, North Dakota, Ohio, Oregon,
Virginia and Wisconsin. Alaska and
Arizona both have nearly 50 percent
of their health-care liabilities funded.

Michigan has
reduced its
overall unfunded
liabilities by $20
billion, but the
state has a “lot of
retired workers
who are 52 years
old; we have to
cover them for
the rest of their
lives. That has
to change.”
—John Nixon, Budget
Director, Michigan
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(F) Center for Local and State Government Excellence
Study: Prefunding OPEB in State and Local
Governments: Options and Early Evidence
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Prefunding Other Post Employment Benefits (OPEB) in State and Local Governments

G

overnments know that their retirement benefits have been a critical part of their
compensation package, helping them attract and retain the talent they need. At
the same time, it has become clear that the traditional “pay-as-you-go” approach
to funding retiree health care is unsustainable.
Why must governments change course? With an aging workforce and rising health
care costs, fiscal challenges will only grow in the future. Prudent actions taken now can
dramatically reduce unfunded liabilities in the future.
Jerrell Coggburn and Jamie McCall take a hard look at the options state and local
governments are pursuing to reduce their unfunded liabilities for Other Post Employment
Benefits (OPEB). The complexity of funding retiree health obligations can be seen in the
state and local government examples that they analyze.
West Virginia has taken a number of steps to address its unfunded liabilities, starting
in 2006 when the state established a trust fund. At the same time, it made changes in the
health care benefit plan for retirees, increasing copayments and coinsurance rates and
moving Medicare-eligible retirees to a Medicare Advantage Drug Plan. And most recently,
the state’s Public Employees Insurance Agency voted to eliminate retiree health care subsidies for all employees hired after July 1, 2010. This recent action has been contentious,
with one teachers’ union filing a legal challenge to the decision.
The local government examples are equally compelling in the range of approaches
they have taken to strengthen funding for their retiree obligations. Montgomery County,
Maryland, developed a multi-year plan to arrive at full funding, including the establishment of a Section 115 trust in 2008 and an independent board to manage the trust and
its investment policies. Oakland County, Michigan, began prefunding retiree health care
liabilities in 1987 and more recently has issued OPEB bonds to help fund the County’s
Section 501(c)(9) Voluntary Employees’ Beneficiary Association (VEBA). And Gainesville, Florida, a city with a consistent history of paying in excess of its annual required
contribution, may be the first local government to complete its prefunding obligations
through the sale of OPEB bonds in 2005.
The Center for State and Local Government Excellence was founded to explore issues
that are important to attract and retain the talent needed for public service. Retirement
security for public sector employees is a major focus of the Center’s research.
The Center gratefully acknowledges the financial support from the ICMA Retirement
Corporation to undertake this research project.

Elizabeth K. Kellar
President and CEO
Center for State and Local Government Excellence
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Prefunding Other Post Employment Benefits
(OPEB) in State and Local Governments:
Options and Early Evidence
Jerrell D. Coggburn and Jamie McCall*

Introduction
Of all the benefits state and local governments offer
their employees, perhaps none is so concurrently valued
(by employees and retirees) and viewed as contentious
(by policy makers and taxpayers) as retiree health
insurance. Retiree health care, along with dental, vision,
disability, long-term care, and life insurance, represent
other (that is, non-pension) post employment benefits,
or OPEB. For most state and local governments, OPEB
is an important component of the total compensation
(salary and benefits) offered employees in exchange for
their services. Traditionally, governments have offered
relatively generous benefits packages relative to private
sector employers, in part, to help compensate for salaries that are often perceived to lag behind the market.
With escalating medical costs and tightening governmental budgets, however, attention is now turning to
controlling OPEB costs, particularly retiree health care.
In practice, the vast majority of state and local
governments have paid their OPEB costs on an annual
“pay-as-you-go” basis (Harm, 2003). Until recently, the
magnitude of OPEB liabilities went largely unrealized
because most governments did not calculate their longterm accrued costs for the benefits promised to employees. This has meant that many governments have
operated without calculating long-term costs, addressing the escalating costs of retiree health care only
incrementally within the context of the annual budget
process. All of this changed, however, with the Governmental Accounting Standards Board’s (GASB) issuance
of new standards (discussed below) for calculating and
reporting OPEB liabilities. As governments are coming to realize the hefty price tags (unfunded liabilities)
*Jerrell D. Coggburn is chair of the Public Administration Department, School of Public and International Affairs, North Carolina State
University.
Jamie McCall is a public administration doctoral student in North
Carolina State’s School of Public and International Affairs.

attached to their OPEB promises, they are turning attention to finding funding solutions.
This issue brief provides an overview of several
options state and local governments are considering
and, in places, pursuing to address unfunded OPEB
liabilities. Three prefunding mechanisms—115 trusts,
401(h) trusts, and VEBA [section 501(c)(9)] trusts—are
discussed, along with survey data1 on their adoption
and/or likely adoption by state and local governments.
The aggregate survey data on adoptions are followed by
specific examples, drawn variously from state and local
governments, where the respective approaches have
been adopted. The cases highlighted are not necessarily representative of all efforts to address OPEB, nor are
they offered as examples of best practice; instead, they
represent experiences of early adopters of the respective
OPEB strategies. Because the size of OPEB liabilities is
now more readily understood, it is important for decision makers to assess potential strategies for dealing
with escalating costs while maintaining this part of
total employee compensation, a factor that has proven
to be among the most important to employees (Center
for State and Local Government Excellence, 2007).

The Impact of GASB Statement 45
In June 2004, GASB, the organization that sets generally accepted accounting principles (GAAP) for public
sector entities, issued GASB No. 45, Accounting and
Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions (GASB 45).2 GASB 45 promulgates financial reporting standards for OPEB plan
sponsors, namely state and local government employers
offering OPEB. The statement requires public employers
to produce actuarial valuations for their OPEB, following GAAP principles, and to report these liabilities in
their financial reports. Doing so provides transparency
to the full costs of benefits and focuses attention on
their sustainability.
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Prior to GASB 45, many state and local governments did not examine their OPEB liabilities. Since the
calculated total costs of these benefits over time was
not something that had to be reported, governments
could—and did—avoid addressing the issue (assuming they were aware of the issue in the first place).
Our review of the states’ OPEB actuarial valuation
reports pegs the cumulative unfunded liability for OPEB
at $558 billion (Kearney et al. 2009). Estimates that
include both state and local governments’ unfunded
OPEB liabilities range from $600 billion to $1.6 trillion
(GAO 2008). Without action, these costs will simply
continue to grow. The GAO (2008), for example, reports
that sticking with pay-as-you-go funding could more
than double annual OPEB costs in coming decades
from current levels of approximately 2 percent of payroll to 5 percent of payroll or more.
One of the “myths” (Clark 2008) that has surfaced post-GASB 45 is that the statement requires
OPEB sponsors to establish irrevocable trusts and to
prefund retiree health care. Though such actions are
not required by GASB 45, there are practical reasons
why governments might choose to do so. As will be
discussed below, prefunding can substantially reduce
the long-term costs of OPEB. Also, many credit rating
agencies have reported that they will begin taking into
account OPEB liabilities, something that could have a
negative impact on a government’s credit ratings and
increase its borrowing costs (Clifton et al. 2004; Mattoon 2008; Murphy and Zorn 2006; Voorhees 2005;
Wisniewski 2005). As this suggests, GASB 45’s reporting requirements may have the effect of rendering the
“do nothing” strategy infeasible.

Addressing OPEB: Options and
Preliminary Evidence
Prefunding Mechanisms
Though the annual pay-as-you-go approach is—and,
for some time, likely will remain—the predominant
approach to OPEB funding, there are a number of prefunding mechanisms available. Three such mechanisms
are considered here: governmental trusts [Section 115
trusts], medical subaccounts [Section 401(h)] within
qualified defined benefit pension plans, and voluntary
employees’ beneficiary associations [VEBA, or 501(c)
(9) trusts]. Each serves as a vehicle for prefunding
OPEB liabilities through the creation of a dedicated
trust into which funds are deposited and subsequently

invested. This combination of contributions and investment earnings, in turn, provides assets for paying OPEB
costs. If such a trust is established as an irrevocable
trust, governments are allowed to use different actuarial
assumptions in calculating liabilities. Specifically, they
are able to use a higher discount rate, which has the
effect of lowering the present value of OPEB liabilities.
To fully fund OPEB liabilities, government employers must contribute an annual funding amount, referred
to as the annual required contribution (ARC), that is
actuarially determined and includes amounts sufficient
to cover the current year’s OPEB costs (referred to as
the “normal cost”) and the accrued liability amortized
over an extended period of time, typically, but no more
than, 30 years. By including payment for the amortized unfunded liability, the ARC will likely be substantially higher than annual pay-as-you-go payments.
Increases in the short-term, however, can pay off in the
long term, because prefunding tends to substantially
reduce long-term costs as the investment of fund assets
produces earnings that help finance OPEB obligations.
More broadly, these prefunding mechanisms promote
intergenerational equity because they set aside funds
for benefits earned today but not payable for many
years into the future.
It is important to note up front that, although available, these prefunding mechanisms have been adopted
only by a relative handful of states and/or local governments, and that the likelihood of widespread adoptions
in the future seems limited at present (see table 1).
Section 115 Trusts
Governmental (Section 115) trusts can be established
by public employers to serve an essential governmental
function, including providing OPEB. Contributions to
these trusts are unlimited, their investment earnings
are not taxed, and benefits received by participants
and beneficiaries are normally tax free (GAO 2007). If
established as an irrevocable trust for the sole benefit
of participants and beneficiaries, a Section 115 trust
should meet GASB 45 guidelines allowing government sponsors to reduce their reported OPEB liabilities
(California Public Employee Post-Employment Benefits
Commission 2008).
In our initial survey research, respondents in only
five states (Alabama, Alaska, Colorado, Maine, and
Massachusetts) reported having adopted a dedicated
governmental trust, though a fairly sizable number (15
states) indicated a likelihood of doing so in the near
future.3 A similar pattern emerged for local governments (see Table 1). This suggests that Section 115
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Table 1. Adoption of OPEB Prefunding Mechanisms by State and Local Governments
States/municipalities have several
options for funding retiree health
care obligations. How likely is your
state/ municipality to adopt the
following options in the next five
years?

Municipal+

State^

Already
Adopted

Likely to
Adopt

Unlikely to
Adopt

Already
Adopted

Likely to
Adopt

Unlikely to
Adopt

Governmental Trust [Section 115]

3% (54)

9% (196)

32% (674)

10% (5)

30% (15)

52% (26)

Medical Subaccount [401(h)]

1% (22)

4% (83)

36% (773)

4% (2)

8% (4)

80% (40)

Voluntary Employee Benefit
Association [501(c)(9)]

3% (56)

5% (111)

34% (722)

6% (3)

2% (1)

84% (42)

*Survey responses were collapsed such that answers for “Very Likely to Adopt” and “Likely to Adopt” are included under “Likely” and answers for
“Unlikely to Adopt” and “Very Unlikely to Adopt” are included under “Unlikely.”
+N = 2,136. Remaining percentages are missing values.
^ N = 50. Remaining percentages are missing values.

trusts are likely to become the favored vehicle for
state and local governments that opt to prefund OPEB
liabilities.
The state of West Virginia represents an interesting case study of a Section 115 trust adopter for at least
a couple of reasons. First, the state demonstrates the
effect of establishing a trust (along with other OPEB
plan changes) on estimated OPEB liability. Second, it
illustrates the confusion over OPEB funding that can
exist among plan participants (employees and retirees).
In response to GASB 45, West Virginia undertook an
initial OPEB actuarial valuation in 2006 (CCRC 2006).
The result was a reported unfunded OPEB liability of
$7.8 billion. To address this liability, the state created
a trust fund, the West Virginia Retiree Health Benefits
Trust, and undertook a variety of retiree health care
reforms, including increasing copayments and coinsurance rates and moving Medicare-eligible retirees to a
Medicare Advantage Drug Plan (Terry 2007). These
changes had some effect: the subsequent valuation
(CCRC 2007) reported a dramatically reduced OPEB
liability of $3.4 billion (see also Terry 2007). As mentioned above, the adoption of an irrevocable trust
allows governments sponsoring OPEB plans to adjust
actuarial assumptions in calculating liabilities. This, in
part, explains the dramatically different liability levels reported by West Virginia from the 2006 valuation
report, which used a discount rate of 4.5 percent, to the
2007 report, which used a 5.22 percent rate.4
West Virginia’s experience also exemplifies how the
complexity of OPEB funding can create confusion on
the part of employees and retirees. Given the magnitude of their OPEB obligations, governments that create
prefunding mechanisms are also likely to modify exist-

ing health care options, including raising premiums,
copayments, coinsurance rates, and the like. This has
been the case in West Virginia. During a series of benefits forums where these changes were being discussed,
retirees and active employees wondered why their
out-of-pocket costs (copayments and coinsurance) were
increasing when the state had $330 million sitting in a
trust fund. The common sentiment, which reflected a
general unawareness of the purpose of an OPEB trust
fund, was that these funds should be exhausted before
increasing participants’ costs (PEIA 2008). The lesson
here is that public officials and OPEB administrators
need to clearly communicate the purpose of trust funds
and their relation to current costs.
Montgomery County, Maryland, has taken steps
to address its OPEB liabilities, which were estimated at
$3.2 billion in 2008.5 In 2008, the county established
a Section 115 trust, the Retiree Health Benefits Trust,
to prefund benefits for retirees and their dependents
under the county’s health plan. A board was appointed
by the county government to manage the trust and
create policies governing the trust’s philosophy on
the balance between capital preservation and growth.
Investment decisions for the trust are made by an
investment manager appointed by the board. County
contributions to the trust are dictated by county council
appropriations, and the county reserves the right to
make no contributions. In accordance with the Section
115 Trust structure, withdrawals for payments to cover
eligible health care expenses are exempt from federal
taxes (Montgomery County 2008).
Along with the trust, the county established a multiyear plan for arriving at full funding. The initial plan
was to arrive at fully funding the ARC over a five-year
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phase-in period but, in a sign of the times, the original
plan was lengthened to eight years due to prevailing
economic conditions that strained the county’s finances
(to the tune of a $410 million shortfall for FY 2009).
After ramping up to the ARC, the country projects its
annual OPEB costs will be approximately $270 million
(Montgomery County Department of Finance n.d.). At a
time when few local governments are prefunding OPEB
liabilities, Montgomery County stands out against this
trend (Lopes 2006). Still, the county’s experiences vividly demonstrate the difficulties facing governments as
they struggle to meet competing (and more immediate)
demands in a tough fiscal environment.
401(h) Accounts
A health benefits [401(h)] account is a separate subaccount within a preexisting qualified pension plan.
Contributions to the subaccount are subordinate to
pension fund contributions, meaning that no more than
25 percent of the employers’ total annual contribution
to the defined benefit pension plan can be allocated to
the health benefit subaccount (GAO 2007). This can be
an important limitation for a public employer with a
well-funded pension plan because the ARC for the pension plan would be small, hence the ability to address
a large unfunded OPEB liability would be constrained
(Ruggini 2008). The subaccount is separate from the
pension fund for accounting purposes, but the assets
from both can be commingled for investing purposes.
The survey results reported in Table 1 show that few
governments have established 401(h) trusts, although
some governments—for example, Indiana—are in the
process of adopting them.
The state of Alaska has been identified as an early
adopter of OPEB prefunding (Berman and Keating
2006). The state is interesting for present purposes
not only because it has a 401(h) subaccount, but also
because it has recently moved away from that approach
as its primary means for addressing retiree health care
funding.
In 1997, Alaska created the Retiree Health Fund, a
401(h) health benefit subaccount within its state pension plan. The fund was created to provide self-insured
health care benefits to retirees from the public employees, teachers, judicial, and elected officials retirement
systems. As originally designed, the state’s retiree health
care plan was very generous, though subsequent amendments have made it less so with the creation of several
benefit tiers. These tiers are summarized in the most
recent actuarial valuation for the Public Employees’
Retirement System (PERS) (Buck Consultants 2008, 52):

Major medical benefits are provided to retirees by the
PERS for all employees hired before July 1, 1986 (Tier
1). Employees hired after June 30, 1986 (Tier 2) with
five years of credited service (or ten years of credited
service for those first hired after June 30, 1996 (Tier 3))
must pay the full monthly premium if they are under
age sixty and will receive benefits paid by the PERS if
they are over age sixty. In addition, Peace Officers with
twenty-five years of Peace Officer service and other
employees with thirty years of membership service
receive benefits paid by the PERS, regardless of their
age or date of hire.

As a subaccount of the pension fund, the Retiree
Health Fund had, unlike most other states, accrued
considerable assets for OPEB prior to the issuance of
GASB 45. The funded ratio for the state’s OPEB liabilities was recently reported at 65 percent (Pew Center on
the States 2007). Still, the state faced escalating retiree
health care costs that, the state argued, were not adequately accounted for by the state’s long-time actuary,6
resulting in continued decline in the state’s pension
funding ratio. In response, the state passed Senate Bill
141 in 2005 establishing a defined contribution plan for
all employees hired after July 1, 2006. This, however,
did not eliminate existing OPEB liability.
As of its most recent independent auditor’s report
(KPMG 2008), the Retiree Health Fund covered almost
32,000 retirees and held assets of $177.6 million. This
represents a net decrease of $155 million, or roughly 47
percent, in the Retiree Health Fund’s assets from fiscal
year 2007. This decrease is associated with the adoption of a Section 115 trust, the Alaska Retiree Health
Care Trust. As of July 1, 2007, the new trust replaced
the 401(h) fund as the main vehicle for prefunding
retiree health care; thus the employer contributions that
once flowed to the 401(h) account now go directly into
the Alaska Retiree Health Care Trust. Still, certain members remain under the 401(h) plan, so it must continue
to have sufficient funds to meet costs.
The state of Ohio established its 401(h) subaccount,
the Post-Employment Health Care Plan, in 1974—eons
ago in OPEB time. The plan is administered by the Ohio
Public Employees Retirement System (OPERS). Not
surprisingly, the state is one of the few public employers that has accumulated significant assets to help
pay for OPEB liabilities. According to the state’s 2007
Comprehensive Annual Financial Report (CAFR),7 the
state’s Post Employment Healthcare Fund had assets
totaling $12 billion and actuarially accrued liabilities of
$30.7 billion for a funding ratio of 39 percent. The most
recent estimates8 (March 31, 2009) for the plan place its
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assets at $9.2 billion, down considerably from the $12
billion mark.
As for structure, OPERS has taken steps to ensure
the sustainability of its 401(h) funded plan. In 2007,
OPERS implemented the Health Care Preservation Plan
(HCPP) with the explicit goal of improving the longterm solvency of the health care fund. Under HCPP,
retirees receive a monthly allowance based on their
length of service and the year in which the year they
were eligible to retire. These factors create three groups
(or tiers) of benefits (OPERS 2008):
s Group 1: Members who are retired or are eligible to
retire prior to Jan. 1, 2007, will receive an allowance
equal to 100 percent of the cost of health care coverage in 2007. Eligible family members will receive an
allowance of between 75 and 90 percent of the cost
of health care depending on the retiree’s years of
service.
s Group 2: Members who will be eligible to retire
after Jan. 1, 2007, and were hired prior to Jan.
1, 2003, will receive an allowance if they have at
least 10 years of qualifying service credit at retirement. The allowance will increase with each year
of service and range from 50 percent of the cost of
health care coverage for between 10 and 15 years
of service, to 100 percent for 30 years of service.
Eligible family members will receive an allowance
of between 25 and 90 percent of the cost of health
care depending on the retiree’s years of service.
s Group 3: members who were hired after Jan. 1,
2003, with no prior service credit will receive an
allowance if they have at least 10 years of qualifying
service credit at retirement. Members with between
10 and 15 years of service at retirement will receive
an allowance equal to 25 percent of the cost of
health care coverage. The allowance will increase
with each year of service and range from 25 percent
for 15 years of service to 100 percent for 30 years
of service. Eligible family members will receive an
allowance of between 12.5 and 65 percent of the
cost of health care depending on the retiree’s years
of service.
For each group, the monthly allowance is applied
toward the monthly health care premium. Retirees
select coverage options from a cafeteria-style plan,
meaning they choose from available medical, pharmacy, dental, vision, and long-term care options. If
the costs of the selected options exceed the monthly
allowance, the difference is deducted from the retirees’
monthly benefit check. If the costs are less than the
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monthly health care allowance, the remaining funds are
deposited into an individual Retiree Medical Account
(RMA), which a retiree can use to pay for qualified
medical expenses.
In sum, Ohio has taken a number of steps to prefund OPEB liabilities and reduce overall retiree health
care costs. The state’s experience suggests that substantial prefunding absent structural change may not be
sufficient for adequately addressing OPEB liabilities.
Santa Barbara County’s (California) recent experience with establishing a 401(h) account to fund OPEB
provides insight to the complexity local governments
may face in not only adequately reporting their liabilities, but also ensuring compliance with federal tax
law. Santa Barbara is one of 20 California counties
authorized by the California Employees Retirement
Law of 1937 to establish its own retirement system.
The county’s system, created in 1944, is known as the
Santa Barbara County Employees’ Retirement System
(SBCERS). SBCERS operates as a cost-sharing multiemployer plan, providing a defined benefit pension and
OPEB. The SBCERS pension trust fund is governed by
Section 401(a) of the federal tax code.
Regarding OPEB, for county retirees who select a
county-sponsored retiree health care plan, SBCERS
provides a monthly subsidy equal to $15 per month per
year of service (e.g., a retiree who worked for 20 years
would receive $300 per month). Retirees opting not to
participate in a county-sponsored plan receive $4 per
month per year of service (e.g., a retiree who worked
for 20 years would receive $80 per month). Putting
aside the size of the retiree health care subsidies, the
real issue between the county and SBCERS concerns
how the two viewed these retiree health benefits under
the GASB 45 guidelines.
Subsidies paid by SBCERS were traditionally drawn
from the pensions fund’s “excess earnings.” In a given
year, the system deposited earnings that exceeded the
pension fund’s long-term earnings assumptions (less
1 percent for contingencies) into non-valuation reserve
accounts—meaning these funds were not included in
the actuarial valuations of the pension fund assets—to
pay OPEB subsidies. The county contended that such
an approach yielded the OPEB plan unfunded (per
GASB 45) because funds were not deposited into a
tax-compliant trust and, furthermore, that the SBCERS’s
funding approach violated Section 401(a) pension rules
requiring that the pension trust’s assets be used only
for retirement pensions. The result was wildly different financial reporting for the county’s OPEB liability: SBCERS reported OPEB assets of approximately
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$94 million in 2007, while the county, in a separate
OPEB valuation, reported OPEB assets of $0 and an
unfunded OPEB liability of $132 million (County of
Santa Barbara 2008).
In June 2008, Santa Barbara County sued SBCERS
“to ensure the implementation of a viable and legal
solution for funding of the retiree medical program”
(County of Santa Barbara 2008, 90). The parties
reached an agreement in September 2008 that included
the creation of a 401(h) subaccount within SBCERS’s
pension plan. Instead of funding OPEB with pension
fund assets, as had been the case prior to the agreement, the county will, for the first time, make separate
OPEB payments to SBCERS for the $15 and $4 per
month per year subsidies directly through the 401(h)
trust, with the goal of ultimately prefunding these
liabilities.
Section 501(c)(9) Trusts: Voluntary Employees’
Beneficiary Association (VEBA)
The third OPEB prefunding mechanism is a voluntary
employees’ beneficiary association, or VEBA. VEBAs
function as independent, tax-exempt entities (normally trusts) that exist for the benefit of a voluntary
membership of active employees and retirees and their
beneficiaries (GAO 2007). Employer and employee contributions are made on a pre-tax basis and distributions
for qualified health care expenses are normally tax free.
VEBAs allow for funding up to 100 percent of OPEB
liability (Ruggini 2008). The use of VEBAs was popularized by the private sector, where automotive companies like General Motors recently bargained with the
United Autoworkers Union to set up VEBA trusts with
a planned large one-time payment from the company
(Bernstein 2008).
To be tax-exempt, VEBAs need to obtain a private
qualification letter from the IRS. Though this sounds
straightforward, it is not always the case in practice. In
1993, for example, the state of Washington attempted
to establish a VEBA for state employees that mirrored
an existing VEBA the state had created for teachers.
The IRS, however, issued an unfavorable determination
letter and the separate VEBA was dropped. In 1998, the
legislature authorized state agencies to join the existing
school district VEBA, a move that was approved by the
IRS (Heffelinger 2000).
The state of Montana9 authorized the creation of a
VEBA for employees and retirees in 2001. The trust was
established in April 2003 and received a favorable letter
of determination from the IRS in June of that year. The
trust, State of Montana Health Benefit Plan and Trust,

functions as a health care reimbursement account
(HRA) and is commonly referred to as the Montana
HRA VEBA. The plan includes active employees and
retirees and is funded with employer contributions.
Eligibility for joining Montana VEBA HRA, as specified
in statute,10 broadly includes employee associations
from public employers, the latter of which “means a
legally constituted department, board, commission,
or any other administrative unit of state government,
a county, an incorporated city or town, or any other
political subdivision of the state, including a school
district, or a unit of the university system.” Employee
groups or associations (e.g., retiring employees, separating employees, bargaining units) may decide to join
the VEBA but, if approved, all employees in the group
must participate.
The primary source of funding for the plan (and the
only source for state employees) is sick leave cashouts, though the statute provides for other sources,
including periodic employer contributions, group salary
contributions, unused benefit dollars, percent of raise
contributions, longevity payments, etc., as determined
by collective bargaining agreements or a participating
employer’s policy (and as agreed to by the employee
group). For state employees, sick leave cash-out contributions can only come at the time of separation,
though other employee groups (e.g., from cities, school
districts, etc.) may be able to contribute sick leave on
an annual basis (that is, sick leave in excess of 240
hours in a given year). Participants can use their VEBA
accounts to pay for qualified health care expenses on a
tax-free basis. All contributions and investment earnings are tax free.
The creation of the Montana VEBA HRA represents
a defined contribution approach to funding health care,
one that shifts risk to the employee or retiree. Participants can use their VEBA accounts to pay for all or part
of their health care premium costs, as their respective
account balances allow. Such an approach is likely
to be attractive to public employers looking for ways
to continue offering retirees the benefit of health care
coverage while simultaneously looking to control their
unfunded OPEB obligations.

OPEB Bonds
In addition to the various OPEB prefunding mechanisms, state and local governments have choices about
how to raise funds to deposit into OPEB trusts. Current
evidence suggests that many governments will continue to fund their OPEB obligations on a pay-as-you-go
basis, at least in the short run and until some of the
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Table 2. Likelihood of State and Local Governments Issuing OPEB Bonds
Municipal+

In the next five years, how likely
do you think your state/local government is to issue OPEB bonds to
finance its unfunded liabilities for
retiree health care (OPEB)?

State^

Already
Adopted

Likely to
Adopt

Unlikely to
Adopt

Already
Adopted

Likely to
Adopt

Unlikely to
Adopt

.05% (1)

2% (43)

43% (907)

0% (0)

6% (3)

38% (19)

*Survey responses were collapsed such that answers for “Very Likely to Adopt” and “Likely to Adopt” are included under “Likely” and answers for
“Unlikely to Adopt” and “Very Unlikely to Adopt” are included under “Unlikely.”
+N = 2,136. Remaining percentages are missing values.
^ N = 50. Remaining percentages are missing values.

uncertainty surrounding OPEB is cleared up (Kearney
2008). For governments that do opt for prefunding,
most will attempt to make annual required contributions (ARC) as determined by actuarial valuations or,
minimally, to make modest annual payments (i.e.,
above the annual normal costs) into OPEB trusts until
they are able to meet the ARC. Such an incremental
approach makes sense because, in comparison with
the pay-as-you-go approach, meeting the ARC entails
substantially larger annual payments.
Using OPEB bonds to finance liabilities is an
alternative financing option, albeit a potentially risky
one. Similar to pension obligation bonds, OPEB bonds
involve raising cash by selling bonds and then using
that cash to prefund OPEB liabilities. The approach is
based upon the idea that the government issuing the
OPEB bonds will be able to invest the cash, earning
returns that exceed debt service costs. As noted by the
Government Finance Officers Association (2007), which
urges considerable caution for governments contemplating OPEB bonds, the approach is risky for a number
of reasons, including the volatility of OPEB actuarial
valuations (due to uncertain health care costs), the fact
that health care benefits are not necessarily guaranteed
benefits (hence they could be reduced or even eliminated), and uncertainty about federal health initiatives
that could have an impact on OPEB. As shown in Table
2, the use of these bonds is rare, though there appears
to be some very slight interest. It should be noted that
in addition to state and local governments, a handful
of school districts have already utilized OPEB bonds,
with mixed results (see Miller 2008). Two examples are
briefly considered here: the city of Gainesville, Florida
and Oakland County, Michigan.11
The city of Gainesville has demonstrated a consistent history of paying in excess of yearly required
(pay-as-you-go) contributions to build up funding for

health care liabilities. In 2004, the city had prefunded
23 percent of its health care liability and decided to
investigate the possibility of using OPEB bonds to fully
fund the rest of its actuarial obligation (city of Gainesville 2005).
In 2005, the city became one of the first local governments, if not the first, to prefund OPEB obligations
through the sale of OPEB bonds. Over $35.2 million
dollars in bonds were issued (at coupon interest rates
of 4.05 to 4.71 percent), which at the time fully funded
the city’s retiree health care liability. In response to the
budget impacts of the bonds and other fiscal policy
changes, a rating agency upgraded the city’s debt to
A+ (from A) because it believed the city’s approach
to managing debt and cash flow had improved (Fitch
Ratings 2005). The debt service payment (interest
plus principal) for 2009 is estimated to be $4.5 million and will increase annually through October 2014
($7.8 million) when the bond issue will be completely
amortized. As structured, the city anticipates savings of
approximately $7 million over the 10-year bond period.
In its 2008 Comprehensive Annual Financial Report
(CAFR), Gainesville reported OPEB assets of $48.3 million and an actuarial accrued liability of $57 million, for
a funded ratio of about 85 percent for the city’s OPEB
liabilities. In comparison with most public employers,
this represents an enviable OPEB funding situation.
It is worth noting, however, that the city’s OPEB trust
fund has incurred losses in the current market turmoil.
From the 2007 to 2008 actuarial valuation, the value of
the city’s OPEB assets fell by $10 million (from $58.2 to
$48.3 million). Interestingly, the funded status actually
improved due to changes in the city’s OPEB plan. In
addition to establishing an irrevocable trust into which
the city’s OPEB assets were deposited, the city altered
retiree benefits with a modest tiering plan. The effect
was to reduce the total actuarially determined OPEB
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liability from $74.9 million in 2007 to $57 million in
2008.
Oakland County, Michigan, is another noteworthy local government for its multi-faceted approach to
addressing OPEB liability, an approach that includes
the issuance of OPEB bonds. Oakland County began
prefunding its retiree health care liabilities in 1987,
when the county eschewed the pay-as-you-go approach
in favor of calculating accrued liabilities and funding the associated ARC. According to a report by the
county executive (Oakland County 2006), the county
experienced a cumulative increase in health care costs
of 86 percent between 1999 and 2005, with the rate
of increase being most pronounced (173 percent) for
retirees. That, coupled with changes to the actuarial
assumptions (per GASB 45) used in calculating the ARC
for the retiree health plan,12 resulted in ARC increases
of 30 percent from 2005 to 2006 and an additional 46
percent from 2006 to 2007. Facing the prospects of
tough budgetary tradeoffs if the ARC was to be met, the
county considered OPEB bonds.
As discussed in its 2008 CAFR,13 the county issued
$557 million in taxable certificates (at a rate of 6.23
percent over 20 years) in July 2007 to fund its OPEB
liability. The proceeds were deposited in a newly
established trust, the Interim Retiree Medical Care
Benefits Trust, which in turn is used to fund the ARC
for the county’s VEBA. Oakland County’s VEBA is an
irrevocable trust established for the purpose of paying
retiree health care costs. Similar to Gainesville, Oakland
County’s OPEB trust has experienced recent investment losses: for the fiscal year ending September 2008,
investment income losses totaled $54 million. Still, as
in the preceding years, the county was able to fully
fund its $60.2 million ARC in 2008.
In addition to the OPEB bond-funded VEBA, the
county established a new defined contribution retirement plan for employees hired after January 1, 2006.
These newer employees are enrolled in a retirement
health care savings plan. They are partially vested (at
60 percent) in the plan after 15 years and the vested
amount grows (at 4 percent annually) until 100 percent
vesting is achieved after 25 years. Together, the county
expects these efforts to generate OPEB savings of $100
million over 20 years.
In sum, the use of OPEB bonds to prefund liabilities
is not widespread, and it is unclear how the prevailing
economic environment will affect receptivity to OPEB
bonds. The marketplace for issuing debt—and perhaps
more important, finding buyers for that debt—has
undergone radical change in past year. Miller (2009),

who has urged caution for governments considering
OPEB bonds, recently suggested that the time may be
ripe for issuing debt as the “benefits bonds window”
(i.e., the point in time near the bottom of a recession
when investors seek the relative safety of government
debt) for issuing such debt may be opening soon.

Conclusion
Overall, retiree health care is a popular benefit offered
across the vast majority of both state and local governments. Currently, however, most governments are
not dealing with the long-term costs of this benefit
because they primarily utilize pay-as-you-go funding,
and, as suggested by our survey data, most indicate
no plans to adopt prefunding mechanisms in the near
future. However, as time passes, the amount of funding required to fund ever-increasing OPEB costs will
likely—absent radical changes to the structure of retiree
health plans—render pay-as-you-go an unattractive and
unsustainable option. As this brief has shown, state
and local governments have several options to consider
for prefunding OPEB liabilities, though GASB 45 does
not require them to do so. Still, we anticipate that those
who do will likely follow Oakland County’s approach,
addressing OPEB liabilities in a multi-faceted fashion.

Epilogue
In the weeks since this issue brief was originally
drafted, one of the states profiled, West Virginia, has
moved more aggressively to limit its estimated $7
billion unfunded OPEB liability. Following a series of
public hearings across the state, the Public Employees
Insurance Agency (PEIA) voted to eliminate retiree
health care subsidies for all employees hired after July
1, 2010 (PEIA 2009). If the change is enacted, West
Virginia will become one of the first states—if not the
first—to fundamentally alter the structure of retiree
health care by removing subsidies entirely.14 New
employees could, upon retirement, still buy retiree
health care, but state subsidy (currently estimated at 72
percent) would be eliminated.
Despite the boldness of PEIA’s recent action,
uncertainty remains as to whether the subsidy elimination will stick. Not surprisingly, participants in the
aforementioned public hearings demonstrated strong
opposition to the change. For their part, PEIA officials
feel they have little option but to move forward with
the subsidy elimination given the seemingly unsustain-
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able costs of OPEB. Public employees and unions, in
contrast, are concerned about the effects the elimination will have on government’s ability to recruit new
employees and on retirees’ income and health security.
One teachers’ union, West Virginia Education Association, is proceeding with legal action challenging the
PEIA’s decision (Saxton 2009). Meanwhile, Governor
Joe Manchin is attempting to forge a compromise,
working collaboratively with various stakeholders to
craft legislation by year’s end that will both assuage
employee and union fears and allow the state to make
meaningful progress in addressing its unfunded OPEB
liability. Successful or not, West Virginia will no doubt
be one of the most watched states in the coming
months as governments across the country look for
ways to address their own OPEB challenges.

References
Berman, E. S., and Keating, E. K. (2006). The Elephant
in the Room: Unfunded Public Employee Health care
Benefits and GASB 45. White Paper (32), Pioneer
Institute for Public Policy Research.
Bernstein, A. (2008). Can VEBAs Alleviate Retiree
Health Care Problems? Occasional Papers No. 1 (April
1, 2008), Pensions and Capital Stewardship Project,
Labor and Worklife Program, Harvard Law School.
http://www.law.harvard.edu/programs/lwp/
occasionalpapers_Ap9_fin2.pdf
Buck Consultants. (2008). State of Alaska Public
Employees’ Retirement System Actuarial Valuation
Report as of June 30, 2007. http://state.ak.us/drb/pers/
pdf/rpt063007-pers_final.pdf
California Public Employee Post-Employment Benefits
Commission. (2008). Funding Pensions & Retiree
Health Care for Public Employees. Sacramento, CA.
http://www.pebc.ca.gov/images/files/final/080107_
PEBCReport2007.pdf
CCRC. (2008). Analysis West Virginia Defined Benefit
Cost-Sharing Multiple Employer Other Postemployment
Benefit Plans: GASB 43 and GASB 45 Compliance. State
of West Virginia Public Employees Insurance Agency.
________. (2007) Analysis West Virginia Defined
Benefit Cost-Sharing Multiple Employer Other Postemployment Benefit Plans: GASB 43 and GASB 45 Compliance. State of West Virginia Public Employees
Insurance Agency.

36

11

________. (2006). Analysis West Virginia Defined
Benefit Cost-Sharing Multiple Employer Other Postemployment Benefit Plans: GASB 43 and GASB 45 Compliance. State of West Virginia Public Employees
Insurance Agency.
Center for State and Local Government Excellence.
(2007). Security: What Americans Want from a Job.
Data Report, Center for State and Local Government
Excellence.
City of Gainesville. (2005). Financial and Operating
Plan: 2005 Budget in Brief. Budget and Finance
Department.
City of Gainesville. (2009). Financial and Operating
Plan: 2009 Budget in Brief. Budget and Finance
Department.
Clark, Robert L. (2008). The Crisis in State and Local
Government Retiree Health Benefits Plans: Myths and
Realities, Center for State and Local Government
Excellence Issue Brief, July 2008.
Clifton, G., Mathur, R., Oman, S., Jonas, G., and
Mulvaney, M. (2004). Other Postretirement Benefits—
Moody’s Analytical Approach. Rating Methodology
Report: Moody’s Investors Service Global Credit
Research.
County of Santa Barbara. (2008). Comprehensive
Annual Financial Report (CAFR) of the County of Santa
Barbara (County) for the fiscal year ended June 30,
2008. http://countyofsb.org/assets/0/170/1252/
98ea286d-0dcc-42f6-b520-d47fa6be10c2.pdf
Dillman, D.A. (2000). Mail and Internet Surveys: The
Tailored Design Method, 2nd ed. New York: John Wiley
and Sons.
Fitch Ratings. (2005, July 1). Fitch Rates Gainesville,
Florida’s $31MM Taxable OPEB Bonds ‘A+’; Upgrades
Pension Bonds to ‘A+’. Business Wire.
Government Finance Officers Association. (2007). Need
for Considerable Caution in Regard to OPEB Bonds.
Government Finance Officers Association Recommended Practice.
Harm, K. (2003). When Employers Fund Retiree Health
Care. Public Management, 85(11): 1–9.
Heffelinger, S.S. (2000). Options for Financing Retiree
Health Benefits. Staff paper, Montana State Legislature,
Subcommittee on Disability and Retiree Health (March
2000).

12

37

Prefunding Other Post Employment Benefits (OPEB) in State and Local Governments

Kearney, R. C. (2008). After GASB 45: Solving the
Unfunded Liability Problem in Retiree Health Care.
Center for State and Local Government Excellence Issue
Brief, September 2008.
Kearney, R. C., Clark, R. L., Coggburn, J. D., Daley, D.
M., and Robinson, C. At a Crossroads: The Financing
and Future of Health Benefits for State and Local
Government Retirees. Center for State and Local Government Excellence Report, July 2009.
KPMG. (2008). State of Alaska Retiree Health Fund: A
Pension Trust Fund of the State of Alaska (with Independent Auditor’s Report Thereon). http://www.state
.ak.us/drb/ghlb/retiree/fs08rhf.pdf
Lopes, G. (2006, November 6). Localities Setting Up
Trust Funds. The Washington Times.
Maatoon, R. (2008). Facing the Challenge of Retiree
Health Care: Liabilities and Responses of State and
Local Governments: A Conference Summary. The
Federal Reserve Bank of Chicago Essays on Issues,
No. 250a.
Miller, G. (2009). OPEB’s Silver Lining. Governing
(March 5, 2009). http://www.governing.com/column/
opeb%E2%80%99s-silver-lining
________. (2008). Wisconsin Schools Flunk ‘Investments 101.’ Governing (April 2008). http://www
.governing.com/articles/0804gmillerc.htm
Montgomery County. (2008). Article XI. Other Post
Employment Benefits. Montgomery County Government Statutes.
Montgomery County Department of Finance. (n.d.).
Retiree Health Benefits and Other Post-Employment
Benefits. Retrieved March 12, 2009 from Montgomery
County Government http://www.montgomerycountymd.gov/mcgtmpl.asp?url=/content/finance/OPEB_
FAQ.asp
Murphy, B., and Zorn, P. (2006). Managing the Impact
of GASB Statement 45. Benefits and Compensation
Digest, 43(5): 1–6.
Oakland County, Michigan. (2006). Financing Health
Care for Oakland County Retirees. Issue Paper, Oakland
County Office of the County Executive (July 24, 2006).
http://www.oakgov.com/exec/assets/docs/insight/
retiree_health_07_2006.pdf

Ohio Public Employees Retirement System (OPERS)
(2008). The Benefits of Membership: A Comprehensive
Overview. OPERS (May 2008).https://www.opers.org/
pubs-archive/members/member-handbook
.pdf#zoom=100
Pew Center on the States. (2007). Promises with a Price:
Public Sector Retirement Benefits. Philadelphia, PA: The
Pew Charitable Trusts.
Public Employees Insurance Agency (PEIA), West
Virginia. (2009). PEIA Finance Board Approves Motions
After Public Input. Media release (July 30, 2009).
________. ( 2008). PEIA Finance Board Approves Plan
for Fiscal Year 2010. Media release (December 4, 2008).
Ruggini, J. (2008). In an OPEB We Trust? Government
Finance Review 24(1): 34–40.
Saxton, Michelle. (2009, August 18). Manchin Seeks
Compromise on Retiree Health Care. Charleston Daily
Mail.
Terry, Juliet A. (2007). PEIA Slashes Retiree Liability.
WTRF-TV on-line story. http://www.state.wv.us/
SCRIPTS/ADMIN/news/index.cfm?fuseaction=
news&ItemID=1018
U.S. Government Accountability Office (GAO). (2008).
State and Local Government Retiree Benefits: Current
Funded Status of Pension and Health Benefits (Washington, D.C.: GAO). Report No. GAO-08-223.
________. (2007). State and Local Government Retiree
Benefits: Current Status of Benefit Structures, Protections, and Fiscal Outlook for Funding Future Costs.
(Washington, D.C.: GAO). Report No. GAO-07-1156.
Voorhees, W. (2005). Counting Retirement Expenditures
Before They Hatch: GASB and the New Reporting
Requirements for Other Postemployment Benefits.
Public Budgeting and Finance, 25(4): 59–71.
Wisniewski, S. (2005). Potential State Government
Practices Impact of the New GASB Accounting Standard
for Retiree Health Benefits. Public Budgeting and
Financing, 25(1): 104–118.

Prefunding Other Post Employment Benefits (OPEB) in State and Local Governments

Endnotes
1 Separate mail surveys of state and local governments were
carried out between December 2007 and March 2008. In
both cases, the surveys followed the tailored design
method (Dillman, 2000), which entails multiple contacts
with survey targets to increase response rates. For more
complete details, please see previous issues briefs on
OPEB prepared for the Center for State and Local Government Excellence.
2 It should be noted that in April 2004, GASB issued
Statement No. 43, Financial Reporting for Postemployment
Benefit Plans Other Than Pension Plans (GASB 43). GASB
43 establishes financial reporting requirements for OPEB
plans (e.g., stand-alone financial reports for OPEB trust
funds or for retirements systems), whereas GASB 45
established the same for OPEB plan sponsors, namely
state and local governments.
3 Since the survey, several states have, in fact, adopted
governmental trusts, including West Virginia as discussed
in the brief.
4 It should be noted that actuarial assumptions cut both
ways: In the 2008 valuation (CCRC 2008), the discount
rate was again changed, but this time downward to
3.72 percent. The result of this change alone was to
increase the unfunded actuarial accrued liability by
$1.6 billion. All told, changes in assumptions placed the
total OPEB liability back to $6.4 billion, an increase of
about 107 percent.
5 Source: Aon Consulting. Montgomery County Government: Post-Employment Benefits Other than Pension
Actuarial Valuation (as of July 1, 2007). http://www
.montgomerycountymd.gov/content/finance/OPEB/
ActuarialValuations/GASB_Valuation_Report_072007.pdf
6 In fact, the state sued its actuary, Mercer Human Resource
Consulting, Inc., for $1.8 billion, claiming that the firm’s
miscalculations (e.g., the growth rate of health care costs)
contributed to the pension system’s woes. See S. Cockerham, “State Seeks $1.8 Billion in Pension Case,” Anchorage Daily News (12/07/2007).
7 The report is available at: https://www.opers.org/
pubs-archive/investments/cafr/2007-cafr-hires
.pdf#zoom=80
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8 OPERS posts quarterly estimates of its investment
performance at https://www.opers.org/investments/
health-care/total.shtml
9 This discussion draws from material posted on the
Montana VEBA HRA’s website: http://www.montanaveba
.org/
10 See the Voluntary Employees’ Beneficiary Association Act,
Montana Code 2-18-1301: http://data.opi.state.mt.us/
bills/mca_toc/2_18_13.htm
11 Another OPEB case worthy of consideration is the Peralta
Community College District, California. In December
2005, the district sold $153.7 million of OPEB bonds. The
district’s case is interesting because its bond proceeds
were not deposited into an irrevocable trust, as was the
case in Gainesville and Oakland County. The district has
also engaged in a series of interest rate swaps in an
attempt to manage risk associated with its 2005 bond sale,
which was structured with six bond series with variable
interest rates. In February 2009, the district issued
$49 million of taxable OPEB refunding bonds for the
purpose of refinancing a portion of its original 2005 bond
sale. As this demonstrates, prefunding with OPEB bonds
and serving the debt can be quite complicated. An
independent audit of the district’s financial reporting
found several material weaknesses associated with it
OPEB bond reporting. For more see: http://www.peralta
.cc.ca.us/Projects/403/Peralta_CCD_-_Annual_Financial_
Report_2008.pdf
12 These changes included decreasing the amortization
period from 40 years to 30 years and changing from a
percent of payroll to a level dollar approach (associated
with closing the traditional retiree health care plan to new
members after January 1, 2006) in determining the ARC.
13 Available at http://www.oakgov.com/fiscal/assets/
docs/2008_cafr.pdf
14 It should be noted that several other states have never
offered these subsidies in the first place, leaving it to
retirees to cover their own retiree health care premiums
(though, perhaps, at the same rates as active employees,
thereby creating an “implicit subsidy” under GASB).

Prefunding Other Post Employment Benefits (OPEB) in State and Local Governments

Board Of Directors
Robert J. O’Neill, Chair
Executive Director, ICMA
Joan McCallen, Vice Chair
President and Chief Executive Officer, ICMA Retirement Corporation
The Honorable Ralph Becker
Mayor, Salt Lake City
The Honorable J. Kenneth Blackwell
Ronald Reagan Distinguished Fellow, The Buckeye Institute for Public Policy Solutions;
former mayor, Cincinnati; secretary of state, Ohio
Donald J. Borut
Executive Director, National League of Cities
Gail C. Christopher, D.N.
Vice President for Programs, W.K. Kellogg Foundation
Gregory J. Dyson
Senior Vice President of Marketing, ICMA Retirement Corporation
Jeffrey L. Esser
Executive Director, Government Finance Officers Association
Peter A. Harkness
Founder and Publisher Emeritus, Governing Magazine
George V. Pedraza
Senior Vice President, Public Finance, Wells Fargo; Chief Executive Officer,
Academica Management SW, LLC
Raymond Scheppach, PhD
Executive Director, National Governors Association

SLGE Staff
Elizabeth K. Kellar
President and CEO
Joshua M. Franzel, PhD
Vice President, Research
Amy M. Mayers
Communications Manager
Bonnie J. Faulk
Program Assistant

39

15

40

Helping state and local governments become
knowledgeable and competitive employers

Copyright © 2009 Center for State and Local Government Excellence

About the Center for State and Local Government Excellence
The Center for State and Local Government Excellence helps state and local governments become knowledgeable and
competitive employers so they can attract and retain a talented and committed workforce. The Center identifies best
practices and conducts research on competitive employment practices, workforce development, pensions, retiree health
security, and financial planning. The Center also brings state and local leaders together with respected researchers and
features the latest demographic data on the aging work force, research studies, and news on health care, recruitment, and
succession planning on its web site, www.slge.org.
The Center’s five research priorities are:
s 2ETIREMENT PLANS AND SAVINGS
s 2ETIREE HEALTH CARE
s &INANCIAL EDUCATION FOR EMPLOYEES
s 4ALENT STRATEGIES AND INNOVATIVE EMPLOYMENT PRACTICES
s 7ORKFORCE DEVELOPMENT
777 N. Capitol Street NE

|

Suite 500

|

Washington DC 20002-4201

|

202 682 6100

| info@slge.org
10-062

41

(G) Oakland County's Handling of OPEB (Crain's Detroit)

2/25/2014

Oakland eyes bonds for pensions, health care | Crain's Detroit Business

42

Detroit and Southeast Michigan's premier business news and information website
Originally Published: December 09, 2012 8:00 PM Modified: December 12, 2012 10:57 AM

Oakland eyes bonds for pensions, health care
County capitalizes on new state law
By Chad Halcom

Oakland County may be the first among dozens of local governments in Michigan to enter the bond market next
year, as a new state law allowing municipalities to issue general obligation bonds to finance retiree pensions and
health care takes effect amid the lowest interest rates in years.
The county is the first local government to capitalize on Public Act 329 of 2012, which went into effect last month
and allows some municipalities to issue bonds through the end of 2014 to cover the unfunded liabilities of
employee pension or health care plans.
The law authorizes general obligation bond sales for counties, cities, villages or townships with a credit rating of
AA or higher to fund defined benefit pension or retiree health care plans that have been or are being discontinued,
which could apply to dozens of governments statewide.
The Oakland County Board of Commissioners last month approved a plan to refinance $438.2 million of previous
debt under PA 329, which could reduce its annual bond payments by $8 million to $11 million.
http://www.crainsdetroit.com/print/article/20121209/NEWS/312099966/oakland-eyes-bonds-for-pensions-health-care
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The city of Northville could be the second community to approve a bond sale and possibly first to the market with a
bond issue of about $9 million in the spring to cover pension costs, said City Manager Patrick Sullivan.
The city is reviewing a possible bond issuance with attorneys at Detroit‑based Miller Canfield Paddock and Stone
PLC and a financial adviser, and Sullivan said he hopes city officials can reach a decision within the next month and
reach the bond market by spring.
The city and county both converted from defined benefit to defined contribution pension plans several years ago.
Typically, actuarial projection calls upon those communities to put more money into the previous retirement funds
a few years after they close, because no new employee contributions are coming in.
"Long‑term, it (changing compensation plans) is the best thing to do for cities, but in short‑term you need a bit of
money up front," Sullivan said.
Oakland County late last month moved to refinance $438.2 million of remaining debt principal on 20‑year
certificates of participation the county first issued in 2007 to cover retiree health care costs, under a previous
defined benefit plan that the county had closed to new employees in 2006.
The county couldn't finance that cost with traditional general obligation bonds until the state law changed this year.
The county is expecting to issue the new bonds at two sale dates in August and December 2013 and expects it
could reduce the debt interest from its current 6.2 percent to around 2.9 percent.
The new municipal bonds available under Act 329 are federally taxable, so they will likely carry a slightly higher
interest rate than some other products in the bond market, said Miller Canfield principal Patrick McGow, deputy
practice group leader of the firm's public finance group, who serves as bond counsel to some law firm clients.
"Right now the rates are at such historic lows that, even if these financings are required to be on a taxable basis, a
savings potential is there," he said.
http://www.crainsdetroit.com/print/article/20121209/NEWS/312099966/oakland-eyes-bonds-for-pensions-health-care
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"The communities who have the most urgent need to address this are the ones who have converted (to defined
contribution plans) a few years ago and are encountering the surge in required payments. ... I was surprised, in our
research on this issue, to learn how many (municipal) plans both large and small had already converted."
Macomb County, which has a AAA bond rating from Standard & Poor's Financial Services LLC and still uses a
defined benefit plan for retiree health care, may look to replace that with a defined contribution plan, such as a
health savings account or something similar, when contract talks open with its more than 20 unions next year, said
Director of Finance Peter Provenzano.
The county may be looking to form a voluntary employee benefits association plan like the one that currently funds
retiree health care for Oakland County, he said, although the need for bond financing would be at least three to
four years away if that conversion happens.
Macomb County already eliminated retiree health care for spouses of former employees, and workers hired after
Jan. 1 now become vested in county pension plans after 15 years instead of the previous eight.
Provenzano said the county hasn't yet decided whether it needs to issue bonds.
"What we're looking at first is reducing our unfunded liability," he said.
The county has more than 2,500 employees, and Provenzano said virtually all could be converted to a defined
contribution if negotiations are successful.
Oakland County, meanwhile, has about 3,700 employees, of whom more than 2,800 are pre‑2006 hires covered by
the legacy defined‑benefit plan for retirees, and 2,155 retirees actively using the plan.
Because the trust fund created by the original 2007 certificates financing in Oakland has helped overfund the
county's retiree benefit plan by $163 million, the county could also allocate $75 million from assets to pay down
http://www.crainsdetroit.com/print/article/20121209/NEWS/312099966/oakland-eyes-bonds-for-pensions-health-care
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If that happens, it would end up financing about $365 million to $375 million. It could also choose to issue 12‑year
bonds instead of the expected 14‑year ones, which would lower its interest rates and retire the debt in 2025. Either
way, said Deputy Oakland County Executive Robert Daddow, the county expects to save more than $100 million
over what it would pay under the current 2007 certificates.

Chad Halcom: (313) 446‑6796, chalcom@crain.com. Twitter: @chadhalcom
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 Pension Benefits
+ Paid by the Pension fund
+ 92% funded
+ 100% of required contribution being paid

www.makemacombyourhome.com
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Post Employment
Benefits Provided
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 Retiree Health Care Benefits
+ Paid by the Retiree Healthcare Fund (VEBA)
+ County Employees
+ 15% funded (2010)
+ 27% of the required contribution being made

+ Road Employees
+ 26% funded (2011)
+ 125% of the required contribution being made
www.makemacombyourhome.com
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Post Employment
Benefits Provided
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 Road’s retiree healthcare fund is being fully
funded
 Therefore presentation will focus on retiree
healthcare for county employees
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Actuarial Valuations
 Pension Fund
+ Actuarial valuation performed each year
 Retiree Healthcare Fund (VEBA)
+ Actuarial valuation performed every other
year
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Actuarial Valuation
 What is the purpose?
+ Actuarial Accrued Liability (AAL)
Liability from past service

+ Unfunded Actuarial Accrued Liability (UAAL)
Difference between AAL and total assets

+ Annual Required Contribution (ARC)
Annual contribution to pay off the liability

www.makemacombyourhome.com
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Historical
Overview
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Historical Trend
1960-2010
 U.S. Population (71% increase)
 State/Local Gov. Employees (210% increase)
 State/Local Gov. Retirees (1,078% increase)
1965-2012
 National Health Care Costs (6,905% increase)
www.makemacombyourhome.com
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Recognizing the Problem
In 1993, the County recognized Retiree Health Care
would become a financial burden if not addressed.
At that time, 780 retirees and 2,000 employees
were eligible for health care benefits in retirement.
The County commissioned the first actuarial
valuation for the Retiree Health Care program. The
study indicated that the accrued liability was
approximately $108.2 million.
www.makemacombyourhome.com
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Addressing the Problem
Finance Director recommended increasing the
assumed rate of return in the pension system
from 6.0% to 7.5% in 1994, reducing employer
contributions to the pension plan.
The “savings” was used to pre-fund retiree
health care contributions.

www.makemacombyourhome.com
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Addressing the Problem
The first pre-funding was $908,839.
This practice continued each year during the
years 1995 and 1996 at which time a VEBA trust
was created to fund and pay for retiree health
care benefits. Approximately $13 million was
accumulated during this time period and was
transferred from the County’s pooled cash
account to the VEBA trust in 2007.

www.makemacombyourhome.com

13

59

Addressing the Problem
The Pension system enjoyed favorable
investment returns in the mid to late 1990s,
during which time the employer contribution
dropped from 12.22% of payroll in 1993 to as
low as 0.63% of payroll in 2001.
During these years, reductions in the pension
contribution were offset by increases in
prefunding contributions to the retiree health
care VEBA so that the overall contribution
remained relatively consistent between the
two.
www.makemacombyourhome.com
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Addressing the Problem

Property values were also increasing at the rate
of 6.0% to 8.0% a year during this time, driven
primarily by new construction in the northern
end of the County. As a result, the General
Fund enjoyed healthy surpluses for several
years and portions of those surpluses were also
transferred to the VEBA trust.

www.makemacombyourhome.com
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Addressing the Problem
Approximately $65 million over and above
current premium costs was contributed to the
VEBA between 1993 and 2003.
No further prefunding dollars have been
contributed to the VEBA since 2003 due to
budgetary constraints.

www.makemacombyourhome.com
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The Problem Worsens
Although the County was prefunding its retiree
health care plan, health care inflation and
ongoing retirements were increasing the
accrued liability.

www.makemacombyourhome.com
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The Problem Worsens
Another actuarial valuation was performed in
1997, the results of which indicated:
+ The unfunded liability had increased from
$108.2 million to $127.8 million.
+ The annual required contribution (ARC) had
increased from $10.8 million per year to
$12.4 million per year.
+ 870 retirees and 2,464 employees eligible for
health care benefits in retirement.
www.makemacombyourhome.com
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Enriched Pension Benefits
Increase Costs
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Pension benefits were enriched for General
employees in 2001 when they were awarded
what is commonly referred to as the “70 point
plan”.

www.makemacombyourhome.com
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Enriched Pension Benefits
Increase Costs
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 The 70 point plan did a number of things including:
+ Increased the multiplier from 2.2% to 2.4%
+ Reduced the final average compensation period from 5
years to 4 years.
+ Increased employee contribution rate by 1%
+ Reduced the minimum retirement age from 55 to 50 so
long as age and years of service totaled 70.
 Allowed General employees to retire 5 years earlier than
under previous retirement provisions and draw health care
benefits in retirement for an additional 5 years.

www.makemacombyourhome.com
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The practical effect of the additional five years of
medical coverage was that the actuaries had to
account for an additional 10,000 annual payments,
adjusted for inflation, over the projected lives of
current employees at the time as well as projected
future plan participants.

www.makemacombyourhome.com
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Enriched Pension Benefits
Increase Costs
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Another Retiree Health Care valuation was
performed for fiscal year 2000 that
incorporated the 70 point plan as well as
revised health care inflation rates.
The results were staggering. The actuarial
accrued liability (AAL), unfunded liability
(UAAL) and ARC had all more than doubled:
+ AAL - $127.8 million to $287.7 million
+ UAAL - $113.8 million to $247.5 million
+ ARC - $12.4 million per year to $31.4 million per
year
www.makemacombyourhome.com
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Increase Costs

68

The 70 point plan caused the employer pension
contribution for general employees (before
factoring in investment performance) to increase by
32% or approximately $3.4 million in year one.
 Unfavorable investment performance in 2002 and
2003 also put significant upward pressure on the
pension contribution beginning in 2004.
The pension contribution increased from $1.8
million in 2001 to $17.1 million in 2006.
As a result, advance funding of retiree health care
stopped in 2003.
www.makemacombyourhome.com
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Funding Status as of
December 2012








69

1,980 retirees
1,819 active employees.
Actuarial accrued liability = $679.9 million.
Unfunded liability = $549.6 million.
ARC = $44.2 million per year or roughly 44% of payroll.
19.2% funded.
The ARC rate of 44% is just slightly less than FICA,
Medicare, Pension and employee health care
combined.

www.makemacombyourhome.com

24

What Caused The Increase
in Healthcare Liability

70

The number of plan participants continued to
increase through 2010 as employees retired and
new positions have been added.
Healthcare inflation
Benefit enhancements granted 13 years ago.

www.makemacombyourhome.com
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Summary

www.makemacombyourhome.com
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Summary
 Enriched pension benefits increased pension costs
eliminating the ability to prefund retiree healthcare
 As a result, prefunding of retiree healthcare was
suspended in 2004
 Enriched pension benefits also encouraged employees
to retire sooner increasing retiree healthcare costs
 Furthermore, healthcare inflation accelerated

www.makemacombyourhome.com
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Summary
 The result
+ Total retiree healthcare liability increased
+ Causing the Annual Required Contribution to increase
+ These items coupled with the elimination of prefunding
caused the Unfunded Liability to increase

www.makemacombyourhome.com
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Accrued Liability and
Assets Available

74

$900,000,000

Benefit changes begin to
reduce liability

$800,000,000

Increase in liability due to
enhanced benefits and
healthcare inflation

$700,000,000

$600,000,000

These lines need to
meet

$500,000,000

$400,000,000

$300,000,000

Without prefunding assets only
increase by investment earnings

$200,000,000

$100,000,000

$-

1993

1997

2000

2004

2006

2008

2010

2012

What We Ow e

$108,173,959

$127,769,622

$287,726,277

$492,905,016

$804,670,906

$743,860,378

$745,671,057

$679,928,682

What We Have

$-

$13,959,351

$40,209,164

$83,794,483

$106,476,217

$77,353,942

$113,732,259

$130,289,669

www.makemacombyourhome.com
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How We Compare To Others
Analyzed Retiree Health Care Funds of the 19
largest counties in the State of Michigan
including Macomb
10 of the other 18 are funded at higher levels
than Macomb
11 of the other 18 are contributing larger
percentages of the annual required
contribution than Macomb
www.makemacombyourhome.com
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How We Compare To Others

www.makemacombyourhome.com

76

31

How We Compare To Others
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How We Compare To Others
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Why Pre-Fund
Retiree Healthcare?

Future Premium Costs

79

Unless money is set aside
(prefunded) the county will
not be able to pay retiree
healthcare premiums in
the future

Current Premium Costs

Analysis performed by Gabriel Roeder Smith- Consultants and Actuaries
www.makemacombyourhome.com
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Solutions
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Solutions
 Increased costs and the suspension of prefunding
retiree healthcare has increased the total liability
 Must reverse this trend
+ Continue reducing healthcare costs
+ Begin prefunding retiree healthcare

www.makemacombyourhome.com
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Solutions
 Further reduction of healthcare costs for active
employees
+ Many concessions have been made
+ Most recent concession- closure of retiree healthcare
plan effective January 2016

www.makemacombyourhome.com
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Concessions Have Been Made

www.makemacombyourhome.com
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Solutions
 Further reduction of healthcare costs for active
employees
+ Further reductions are needed-must be negotiated
+ Retiree Healthcare buyouts?
+ Wellness Programs?
+ Other?

www.makemacombyourhome.com
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Solutions
 Must prefund Retiree Healthcare
+ $36 million short of our required annual contribution

 Financing the required contribution with a bond issue
+ Borrow at a low interest rate and invest at a higher rate
of return
+ Use the difference to make the required payment
+ This option is being studied and we will report findings
during the next several weeks

www.makemacombyourhome.com
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Discussion by
Bond Counsel
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The Effect of Doing Nothing
 Failure of the County to make the full required contribution
(based on 2012) causes the unfunded liability to increase by
161% of the amount the County fails to pay that year.
 As demonstrated on the next slide an estimated annual
shortfall in the required contribution will have the effect of
increasing the unfunded liability from $597,955,514 (in
2013) to $960,628,210 (in 2022).
 Unfunded liability per participant (assuming no change in
participants)
+ $157,000 in 2013
+ $253,000 in 2022
www.makemacombyourhome.com
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The Effect of Doing Nothing
Macomb County, Michigan
Retiree Health Care Unfunded Liability (in millions)
1994-2012 Actual, 2014-2022 Estimated
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Discussion by
County Treasurer
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Whether it’s
business, family or
pleasure…
Make Macomb
Your Home

www.makemacombyourhome.com
www.macombcountymi.gov
www.macombcountymi.gov/mcped
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(DISTRIBUTED 2-27-14)

REPORT TO

THE COUNTY OF MACOMB

CURRENT STATUS OF THE COUNTY
WITH RESPECT TO ITS
OBLIGATIONS TO ITS EMPLOYEES IN CONNECTION
WITH RETIREES HEALTH CARE BENEFITS
TO BE PAID IN 2014 AND BEYOND

DATED AS OF FEBRUARY 27, 2014

PREPARED BY:
MUNICIPAL FINANCIAL CONSULTANTS INCORPORATED
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I.

GENERAL BACKGROUND ON RETIREES HEALTH CARE
A.

RETIREES HEALTH CARE DISTINGUISHED
FROM OTHER POST EMPLOYMENT BENEFITS

Often from the perspective of the County’s operations, all fringe benefit obligations to
County employees, past and present, are lumped together for the purpose of budgeting and
therefore are not focused upon individually even though they are separate and distinct benefits.

B.

TYPES OF POST EMPLOYMENT BENEFITS

1.

Pension Benefits

The County’s pension fund annually pays benefits to the retired County employees which
benefits are paid entirely from the Macomb County Pension Fund.

This pension fund is

currently 92% funded which, when compared to other comparable public entity pension funds, is
substantially higher in funding than for most public entities.

2.

Retiree Health Care Benefits

The County’s retiree health care benefits are paid to the same people who receive benefits
from the Macomb County Pension Fund but are not paid from the pension fund. Currently,
retiree health care benefits are paid from the Macomb County Retiree Health Care Trust
Voluntary Employee Benefit Fund (the “VEBA”), which is funded through contributions from
the General Fund as well as other operating funds of the County including those that are funded
through State and Federal grants which pay these fringe costs as a part of the grant covering such
operations.

3.

Death Benefits

In addition to the pension and health care benefits, the County also provides for each full
time employee a death benefit payable to their heirs. This is provided by a life insurance policy
for which the County pays the premium.

1
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II.

A.

DISCUSSION OF THE COST OF RETIREES
HEALTH CARE BENEFITS IN GENERAL IN
THE UNITED STATES FOR PUBLIC ENTITIES

NATIONAL COMPARISON OF INCREASES IN THE NUMBERS OF STATE
AND LOCAL GOVERNMENT EMPLOYEES AS COMPARED TO
STATE AND LOCAL GOVERNMENT RETIREES
AND OTHER CATEGORIES FROM 1960 TO 2010
The following tables show these increases:
1.

Number of State and Local Government Employees

*State & Local Employees

2.

6,387,000

19,809,000

660,000

Increase from 1960
to 2010 (%)
210%

7,774,000

1,078%

Total U.S. Population

*Total U.S. Population

4.

2010

Number of State and Local Government Retirees

*State & Local Retirees

3.

1960

180,671,000

308,746,000

71%

Number of Civilian Non-Government Employees

*Civilian (Non-Tax Supported)
Employment

55,923,000

115,205,000

107%

As the foregoing chart shows, the rate of increase of State & Local Government
Employees from 1960 to 2010 was 210% while the rate of increase of the number State & Local
Government Retirees grew by 1,078% over the same period. At the same time, the total U.S.
Population over the same period of time grew only by 71% and the total number of Civilian
Non-Government Employees grew only by 107%.
*This information was obtained from a report prepared by J.L. Boyle International Strategy Consultants of Ann
Arbor, Michigan in February of 2014, based on the statistical abstracts of the United States (“Boyle Report 2014”).
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B.

* RATE OF INCREASE IN NATIONAL HEALTH CARE
COSTS BETWEEN 1965 AND 2012

Even though the number of state, municipal employees and retirees was increasing at a
very rapid rate between 1960 and 2012, the health care costs were increasing much faster. The
following chart shows the comparison:
1.

National Health Care Costs

1965

2012

$42 BILLION

$2.9 TRILLION

2.

Increase from 1965
to 2012 (%)
6,905%

Average Annual Rate of Increase

Based upon the numbers above the average annual increase is 9.4% per
year.
Clearly state and local governments saw a large increase in the number of employees (as
compared to the increase in the population at large) but the increase in the number of retired
employees, FOR WHICH THE STATE AND LOCAL GOVERNMENTS HAD FINANCIAL
RESPONSIBILITY, grew at a rate five times faster.
This increase, however, is minuscule when compared to the increase in health care costs
over the 47 years between 1965 and 2012. State and local retirees went up in number by just
over 1000% while health care costs have increased by just under 7,000%, a rate which is
approximately seven times greater.
C.

EFFECT OF THE INCREASE IN NUMBERS OF RETIREES
AND THE INCREASE IN HEALTH CARE COSTS PAID
FOR BY STATE AND LOCAL GOVERNMENTS

With the backdrop of what has happened to the numbers of retirees and the cost of
retirees health care, it is not hard to imagine that payment of retirees health care benefits may
have begun to cause financial problems for counties and other municipalities.
*Boyle Report 2014
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In fact, in the current bankruptcy of the City of Detroit, the largest single liability to the
City (which is, incidentally, 100% UNFUNDED) is unfunded retirees health care which the most
recently calculated date was approximately $5,718,286,000* or 30% of the City’s total estimated
debt of $19,000,000,000. This alone did not cause the bankruptcy but (based on its percentage of
the debt) it was by far the leading contributor.
III.

DISCUSSION OF THE COSTS OF RETIREES HEALTH CARE
EACH YEAR IN MACOMB COUNTY

A.

IN GENERAL

Macomb County first began to appropriate money for the advance funding of retirees
health care in 1994. The first appropriation was $908,839 and the County had approximately
781 retirees at that time. Monies totaling $3,075,000 were also set aside for advance funding
contributions in the years 1995 and 1996.
In 1997, the County created the VEBA described previously and began to contribute
money to it which would be invested so that the earnings would help pay for FUTURE
RETIREES HEALTH CARE COSTS.
The history of how this VEBA Fund had been funded is set forth hereafter.
B.

CURRENT HEALTH CARE EXPENSES FOR CURRENT
EMPLOYEES ACTUALLY ON THE COUNTY PAYROLL

The expenses of current County employees, which relate to health, dental and life
insurance coverage are included in the regular General Fund appropriations and each of the other
funds to which employee costs are charged and from which the charges are paid. The total cost
of health care, dental and life insurance benefits incurred for active employees in 2012 was
approximately $25,920,000, of which approximately 60% was borne by the General Fund. The
rest is paid by the other County funds which have employee costs charged to such funds.
*according to the June 30, 2011 Actuarial Report
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C.

CURRENT COSTS OF HEALTH CARE EXPENSES FOR FORMER
EMPLOYEES NO LONGER ON THE COUNTY PAYROLL
Costs paid by Annual Appropriations

Annual premium payments for current retirees are paid from the VEBA and are funded
entirely by contributions from the various funds of the County.
IV.

A.

WAYS IN WHICH MACOMB COUNTY SHOULD BE
FUNDING RETIREES HEALTH CARE EXPENSES
PROCEDURES WHICH ARE FOLLOWED BY COUNTIES
WHICH HAVE FULLY FUNDED A VEBA

If the Macomb County VEBA were fully funded, none of the amounts currently
expended as “Retirees Current Costs” would be appropriated because they would not be needed.
A responsibly funded reserve (which is what the VEBA is set up to do) would cover all of these
costs. If the Macomb County VEBA were 100% funded instead of 15.3% funded there would
be no reason for this report.
B.

PROCEDURES WHICH HAVE BEEN FOLLOWED BY OTHER
MUNICIPALITIES AND COUNTIES TO REACH A POINT
WHERE THE VEBA IS 100% FUNDED

Since 1993, Macomb County has engaged the services of an actuary not less than once
every four years and every other year since 2004 for the purpose of providing a report to the
County making recommendations on how much money should be set aside each year in the
VEBA in order to eventually reach full funding of retirees health care. The amount of money
which is recommended to be deposited in the VEBA is known as the “Annual Required
Contribution” or “ARC”.
In arriving at that amount, the actuary takes into account the following:
1.
(a)

For Active Employees

The age and number of years of active service of the County employee as well as

the current date on which the employee could retiree.
5
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(b)

The health care benefits to which the employee is entitled upon retirement

(including any benefits due to family members) taking into account any changes in such benefits
since the last report.
2.

For Retired Employees

(a)

The age of the retired employee.

(b)

The health care benefits to which the employee is entitled upon retirement

(including any benefits due to family members) taking into account any changes in such benefits
since the last report.
3.

For All Employees

The amount of “Unfunded Actuarial Accrued Liability” (“UAAL”) is determined by
calculating the actuarial numbers from (a) and (b) above and adding to that a factor which
represents the part of the projected future liability which has not been covered by a deposit in
the VEBA.
C.

RECOMMENDED APPROACH

The recommended approach for any County (or other municipality) is to pay the
recommended amount of the ARC annually into the VEBA fund. If this practice is followed, the
financial statements of the County will reflect that fact which signifies that the County or other
municipality has acted responsibly to either keep the VEBA fully funded or (in situations where
the VEBA is not fully funded) working toward such full funding in a manner recommended by
the actuary.
In southeastern Michigan, both Oakland County and Washtenaw County have, for at least
the past twenty-five years, always deposited 100% of the recommended ARC payment in their
VEBA Fund ever since each of these counties set up their VEBA. In addition, information
obtained from the 2012 audited financial statements of 20 other large counties across the State
indicates that eight (8) other counties have paid in at least 90% of the ARC over the last three
6
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fiscal years. This does not necessarily mean that the VEBA in each of those counties was always
100% funded because since the late 1990’s health care costs have risen so dramatically. In fact,
the value of the investments in the VEBA Fund varies from year to year. Currently, Oakland
County’s VEBA is currently 117% funded while Washtenaw County’s VEBA is currently 30.6%
funded.
On the other side of the ledger, Wayne County has never made the recommended ARC
payment to a VEBA or another reserve and its retiree health care liability is therefore 100%
unfunded.
The City of Detroit has also failed to make any ARC payments whatsoever in the past
twenty-five years and accordingly, its retiree’s health care obligation is 100% unfunded.
V.

EFFECT OF HAVING AN UNFUNDED
RETIREES HEALTH CARE OBLIGATION

Any County (or other municipality), which has an unfunded retiree’s health care liability,
has in actuality a debt to their retirees and active employees equal to the UAAL. Currently,
according to the preliminary report which Macomb County has just received from its
actuary for the year ending December 31, 2012, THE COUNTY HAS A TOTAL DEBT AS
OF THAT DATE TO ALL OF ITS EMPLOYEES OF $549,639,013 OR AN AVERAGE
OF $144,680 TO EACH OF ITS 3,799 EMPLOYEES AND RETIREES COVERED BY
THE PLAN.
VI.

ACTION TAKEN BY MACOMB COUNTY
TO FUND RETIREES HEALTH CARE
A.

1995 – 2001

1.

In General

Beginning in the 1990’s, Macomb County recognized that it had to provide for retirees
health care for its employees and began taking steps which IF ACTUALLY FOLLOWED
RIGOROUSLY would lead eventually toward having sufficient reserves on hand to pay for
these liabilities once the employees retired.
7
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Following the approach taken by Oakland County, Washtenaw County, and a number of
other cities and counties, the County began setting aside amounts equal to the “Annual Required
Contribution” (“ARC”).
2.

Actual Experience

The County has not been able to fully fund the ARC in most years but did make advance
funding contributions each year between 1994 and 2003 and, in fact, in the years 1997, 2000 and
2001, the County not only set aside the required ARC payment but in each year also made
additional set asides to reduce the steadily increasing cumulative difference between what it
should have contributed and what was actually contributed. The following chart shows the
results:

County of Macomb
Dollar Contributions

Year
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

Current
Costs
$ 2,900,339
3,084,058
3,284,979
3,699,804
3,988,749
4,130,860
4,548,682
5,647,045
6,223,123
8,456,939
10,463,289
11,965,486
13,574,887
14,508,697
15,588,755
15,314,128
12,722,681
14,149,148
13,757,048
$ 168,008,697

Unfunded
Liability
$ 908,839
1,086,969
1,988,659
9,885,393
4,310,734
5,642,563
8,967,272
13,829,494
9,700,658
9,080,782

$65,401,363

Total
Funded
$ 3,809,178
4,171,027
5,273,638
13,585,197
8,299,483
9,773,423
13,515,954
19,476,539
15,923,781
17,537,721
10,463,289
11,965,486
13,574,887
14,508,697
15,588,755
15,314,128
12,722,681
14,149,148
13,757,048
$233,410,060
8

ARC
$ 10,745,792
10,745,792
10,745,792
10,745,792
12,387,280
12,387,280
12,387,280
31,420,696
31,420,696
31,420,696
31,420,696
44,511,025
44,511,025
52,841,641
55,483,723
40,559,324
42,587,289
39,386,733
49,452,167
$575,160,719

(Over) or
Under
Funded
$
6,936,614
6,574,765
5,472,154
(2,839,405)
4,087,797
2,613,857
(1,128,674)
11,944,157
15,496,915
13,882,975
20,957,407
32,545,539
30,936,138
38,332,944
39,894,968
25,245,196
29,864,608
25,237,585
35,695,119
$ 341,750,659

Cumulative
Shortage
$
6,936,614
13,511,379
18,983,533
16,144,128
20,231,925
22,845,782
21,717,108
33,661,265
49,158,180
63,041,155
83,998,562
116,544,101
147,480,239
185,813,183
225,708,151
250,953,347
280,817,955
306,055,540
341,750,659

100

As the schedule above shows, the difference between the required ARC contribution each
year and the cumulative difference in 1999 had reached $22,845,782 but, because of the benefit
enhancements granted to employees in 2000, this had been substantially increased to
$63,041,155 by 2003 despite the fact that $41.5 million was been set aside between 2000 and
2003 to advance fund future retiree health care cost.
3.

Result of the Failure to Make Full Annual
ARC Payments in 1994 - 2001

As a result of benefit enhancements granted to employees in 2000 and the failure of the
County to make 100% of the recommended ARC payments each year between 1994 and 2000,
the County’s Unfunded Actuarial Accrued Liability (“UAAL”), which is the amount of
cumulative debt the County has to its employees for future retirees health care increased at a
much larger rate than the actual cumulative difference between the ARC payment due and the
ARC payment made cumulatively over time. For instance (as the chart in Appendix I shows),
for the budget year 1995, the County’s cumulative UAAL was approximately $108,200,000.
However, on December 31, 2000, this number had increased to approximately
$247,500,000 despite the fact that the cumulative difference between the recommended ARC
payments and those actually made was only $21,717,108.
This rather distinctly emphasizes the devastating effect of having an underfunded VEBA.
VII.

ACTIONS TAKEN BY MACOMB COUNTY SINCE 2001
TO FUND RETIREES HEALTH CARE
A.

IN GENERAL

Unfortunately, beginning in 2004 and continuing every year since, the County’s budget
has been severely impacted by increased pension costs and other budget challenges.
AS A RESULT, THE COUNTY DISCONTINUED MAKING ANY OF THE
ADVANCE FUNDING CONTRIBUTIONS IN 2004.

THIS CAUSED THE TOTAL

CUMULATIVE UNDER PAYMENT TO INCREASE FROM $33,661,265 IN 2001 TO
$341,750,659 AT THE END OF 2012.
9
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AT THE SAME TIME THE COUNTY’S UAAL INCREASED FROM $247,517,113
to $549,639,013.

B.

THE FINANCIAL IMPACT OF ELEVEN YEARS OF FAILURE
TO MAKE FULL THE ARC PAYMENTS (2001 – 2012)
1.

IN GENERAL

The ARC payments each year are for the purpose of placing money in the Macomb
County VEBA. Without these deposits, the VEBA’s investments remained relatively small and
almost all of the retirees current costs had to be paid from annual appropriations instead of from
the earnings on the investments in the VEBA Fund.

2.

EFFECT OF FAILURE TO MAKE ARC PAYMENTS ANNUALLY

Over this same period (2001-2012), the UAAL skyrocketed from approximately
$247,500,000 to $549,639,013. This occurred because there were no advance funding payments
made in any year after 2003 as indicated on the previous schedule.
Once again the failure to make advance funding payments caused the unfunded liability
(the “UAAL”) to jump from approximately $247,500,000 to $549,639,000.
This was $207,888,341 higher than the cumulative amount of each annual underfunding
because the money which was supposed to be deposited in the VEBA for investment was not
there and could not be invested thereby losing the investment income on that money.

C.

WHAT HAPPENS IN THE FUTURE IF THE COUNTY FAILS
TO MAKE THE FULL ARC PAYMENTS
1.

CALCULATION OF EFFECT ANNUALLY
ON FAILURE TO MAKE ARC PAYMENTS

As can be seen from the numbers set forth above (in VII(B)(2)), whenever Macomb
County fails to make the entire ARC payment in any year, the negative impact is (based upon the
10
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numbers from the year ending December 31, 2012) approximately an extra 161% addition to the
UAAL annually.
2.

PROJECTIVE EFFECT OF FAILURE TO MAKE FULL
ARC PAYMENTS IN THE YEARS 2013 – 2023

Based upon past experiences and recognizing those factors which have already been
included in the estimates prepared by the Macomb County Finance Department for the years
2013 – 2023, the failure to fully fund the ARC (which is in accordance with the estimates already
done) will have the following impact:

County of Macomb
Annual Estimated Increase in Unfunded Actuarial
Accrued Liability (UAAL) in Future Years if Required Full ARC
Payments are Not Made in 2013 through 2023

Year

Budgeted
ARC
Payments (A)

2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

$14,157,241
15,289,821
16,513,006
17,834,046
23,260,770
24,031,200
24,532,448
25,665,781
26,532,376
27,510,338
24,371,018

$44,167,490
45,803,348
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000
45,000,000

($30,010,249)
(30,513,527)
(28,486,994)
(27,165,954)
(21,739,230)
(20,968,800)
(20,467,552)
(19,334,219)
(18,467,624)
(17,489,662)
(20,628,982)

$239,698,045

$494,970,838

($255,272,793)

Totals

Required
ARC
Payments (B)

Annual
Shortfall

New UAAL
($597,955,514)
(647,082,292)
(692,946,353)
(736,683,539)
(771,683,699)
(805,443,467)
(838,396,226)
(869,524,318)
(899,257,193)
(927,415,549)
(960,628,210)

*(A) based on estimates by the County Finance Department in January of 2014
*(B) estimated by MFCI
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3.

IMPACT ON THE COUNTY’S UNFUNDED ACTUARIAL
ACCRUED LIABILITY (“UAAL”) OF THE FAILURE TO
MAKE THE FULL ARC PAYMENTS IN 2013 - 2023

As pointed out above, the failure of the County to make the full ARC payments in any
year (based on the experience in the year ending December 31, 2012) causes the UAAL to
increase by 161% of whatever amount the County fails to pay in the recommended ARC in any
year.
As is shown above, an estimated annual shortfall in the ARC of $255,272,793 will have
the effect of increasing the UAAL from $597,955,514 (in 2013) to $960,628,210. That in effect
is the cost to Macomb County of failing to do something to cure this problem.

VIII. SUMMARY OF THE COUNTY’S ACTIONS TO FUND
RETIREES HEALTH CARE LIABILITY SINCE 2001
AND WHAT HAPPENS IF NOTHING CHANGES
A.

2002 – 2012

During this period, the County abandoned its prior attempt to reduce its Unfunded
Actuarial Accrued Liability (“UAAL”) by failing to make the full ARC payments recommended
by its actuary.
The result was an increase of UAAL from $247,500,000 (at year-end 2001) to
$549,639,000 (at year-end 2012). AN INCREASE OF OVER 100%
B.

WHAT HAPPENS BEYOND 2012 IF NO
SIGNIFICANT CHANGE IS MADE

Simply put, unless the County makes a drastic change in how it deals with its unfunded
health care liability, the liability is estimated to grow from $549,639,013 (as of December 31,
2012) to $960,628,210 in December of 2023. This is an increase of 74% (from 2012 to 2023).
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This occurs even though current budget projections include extra contributions (to pay
some of the ARC shortfall) of at least $4,000,000 each year beginning in 2017.
Unless something is done now, the County faces a very real prospect of never coming to
grips with this growing problem. While it is difficult to predict exactly what will occur in the
future, it is clear that the failure to deal with this problem has had terrible financial consequences
in the past continuing right up to the present in both the City of Detroit and Wayne County.
Certainly, their situation is worse (they have never funded the ARC) but Macomb County’s
underfunding of UAAL of 85% (as of December 31, 2012) is substantially worse than most other
counties in southeast Michigan.
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APPENDIX I

County of Macomb
Actual ARC Payments Compared to
Required ARC Payments and Increase of UAAL

Budget
Year
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

Required
ARC
Contribution

Actual
ARC
Contribution

$10,745,792
10,745,792
10,745,792
10,745,792
12,387,280
12,387,280
12,387,280
31,420,596
31,420,596
31,420,596
31,420,596
44,511,025
52,841,641
55,483,723
40,559,324
42,587,289
39,386,733
49,542,167

$4,171,027
5,273,638
13,585,197
8,299,483
9,773,423
13,515,954
19,476,539
15,923,781
17,537,721
10,463,289
11,965,486
13,574,887
14,508,697
15,588,755
15,314,128
12,722,681
14,149,148
13,757,048

$530,739,294

$229,600,882
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Cumulative
Difference
$13,511,379
18,983,533
16,144,128
20,231,925
22,845,782
21,717,108
33,661,265
49,158,180
63,041,155
83,998,562
116,544,101
147,480,239
185,813,183
225,708,151
250,953,347
280,817,955
306,055,540
341,750,659

UAAL
($108,173,959)

(247,517,113)

(549,639,013)
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