Local Government

Other Postemployment Benefits

Implementing GASB 43 and GASB 45
Guidance Document

The Governmental Accounting Standards Board (GASB) issued statements to establish financial reporting standards for postemployment benefits other than pensions.  GASB Statement 43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans and Statement 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions.  The Auditor of Public Accounts is providing the following questions to assist local governments in planning for the implementation of these statements.

I.
Reporting issues specifically directed by the standard

A. Do you have an OPEB? Do employees have any benefits after separation from employment other than a pension benefit? (i.e.  medical, life insurance, long-term disability, or long-term care benefits)  The employee must have earned the right to these benefits as part of their compensation given by the employer in exchange for the employee services rendered.
· Yes - Go to B
· No - GASB 43 & GASB 45 are N/A

B. What is the OPEB Cost and Net OPEB obligation?  To determine OPEB Cost, you must determine who assumes the risk of loss in the benefit structure.  What type of plan are the benefits offered through? 

Risk of loss transferred to others:
· Defined contribution plan (contractual)  (GASB 45, ¶ 29 & 30)
· OPEB cost = required defined contribution
· No additional OPEB obligation

· Cost-sharing multiple-employer plan  (GASB 45, ¶ 22 & 23)
· Are employer contributions to the Plan irrevocable?

· Yes - True cost sharing plan

· No, refundable - treat like agent multiple employer plan

· OPEB cost = contractually required contribution

· No additional OPEB obligation

· GASB 43 applicable to the entity that reports the Plan; N/A to participating governments that do not report the Plan

· Commercially insured defined benefit plan (GASB 45, ¶ 28)
· Insurance Company accepts the actuarial risk

· GASB 43 N/A to participating governments

· OPEB cost = contractual premiums
· No OPEB liability.  Employer has no obligation for the payment of benefits.  
Risk of loss retained by Employer: 

· Single-employer defined benefit plan -

· OPEB cost = annual required contribution (ARC) if calculated in accordance with GASB parameters.

· Agent multiple-employer defined benefit plan -

· OPEB cost = ARC, if calculated in accordance with GASB parameters.
ARC = normal cost for the year plus amortization amount for the total unfunded actuarial accrued liabilities of the plan, not to exceed 30 years.

Go to C to determine net OPEB obligation

Questions regarding the liability reported in accordance with the standard: 
C. Is the premium age-adjusted?  (If the premium is age adjusted, the active and retired employees have a different premium.)
· Yes - 
· Does the retiree pay 100% of the age adjusted premium?

Yes - There is no OPEB cost to the employer.  


No - Employer’s OPEB cost = explicit subsidy amount.  
· No, there is a blended premium.
· Does the retiree pay 100% of the blended rate?

Yes - Employer has to account for an implicit rate subsidy 
· OPEB liability = difference between blended premium and the retiree’s age adjusted premium. 

· OPEB contribution  = difference between the blended premium and the active employee’s age-adjusted premium (additional portion that active employee pays is a contribution reducing the liability, not a current year expense)

No - In addition to the implicit rate subsidy, the employer has an explicit subsidy for their portion of the premium.  
Go to D
D. Will the locality advance fund the OPEB or fund on a pay-as-you-go basis?

· Yes - Advance Fund - Go to E 
· No - Pay-as-you-go (unfunded) - Unfunded liability estimated to be 20 - 30 times the cash cost (employer paid portion of annual retiree medical claims) 
E. Which advanced-funding method will you use?

· Trust Fund (IRC Section 115 trust) 
· Report Plan net assets as fiduciary funds or component units (as applicable with GASB 14)

· Excluded from government-wide Statement of Net Assets

· Set aside “earmarked” funding (GASB 45, ¶ 143) 
· Reported in governmental or proprietary funds as contributions to Plan Net Assets.

· Net assets are included in the government-wide Statement of Net Assets.  (Plan assets are also employer assets.)

· GASB 43 is not applicable for assets that an employer earmarks for OPEB.  (GASB 43, ¶ 5)
II.
General Implementation Questions
A. How will the unfunded actuarial accrued liability be amortized?

· 30-year maximum period

· Level dollar or level percent of pay = amount to be amortized is divided into equal dollar amounts to be paid over a given number of years
· Closed amortization period = a specific number of years that is counted from one date and declines to zero with the passage of time
· Open amortization period = one that begins again or is recalculated at each actuarial valuation date.
B. What is the effective date for implementing GASB 43 and GASB 45? 

· Effective in three phases based on the phase when government was required to implement GASB 34.  GASB 43 Phase one FY 2007. GASB 45 Phase one FY 2008.

· GASB 43 is effective one year prior to the effective date for GASB 45 (or largest participating employer for multiple-employer plan)

C. How many members are included in the plan?  Affects the required schedule of actuarial valuations. 

· Total membership 200 or more - actuarial valuation performed at least biennially

· Total membership less than 200 - actuarial valuation at least triennially

III.
Policy issues regarding the localities other post employment benefits.

In planning for the implementation of GASB 43 and GASB 45, governments should review their policies on the post employment benefits they offer.  Government officials should consider the following questions when planning for the implementation of these standards.  
· If the terms of the current OPEB substantive plan are not described in a formal policy, you should determine whether the government will continue or modify the plan in the future. 

· Do you want to continue to offer the OPEB plans considering the impact on government’s financial reporting?

· Do you want to continue to charge the retirees a blended rate for these benefits resulting in the active employees subsidizing the excess cost related to the retirees?

· If you fund the OPEB on a pay-as-you-go basis, have you considered establishing a trust fund and paying the OPEB obligation in advance?


**
Information on Potential Magnitude of the Unfunded Liability
Size of unfunded liabilities typically developed

· 20 to 30 times the cash cost (employer paid portion of annual retiree medical claims) for a typical mature plan that is funded 
· Possibly twice this amount for a plan that is not funded

Example

· Average monthly employer cost = $300

· Total retirees = 1,000

· Total annual cost = $300 x 12 x 1,000 = $3.6 million

· GASB unfunded liability =

· if funded: 25 x $3.6 million = $ 90 million

· if not funded: 50 x $3.6 million = $180 million





�I decided these don't really add anything.  Readers should go to the Stds for definitions.


�Changed the order.
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