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GASB 45
What Now?

Understanding Your Valuation 

What are the important numbers?

How to Manage the Liability

 Pre-Funding

Manage Plan Provisions

Manage Plan Claims Experience

Manage Plan Contributions
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GASB 45 Report
What are the Important Numbers?

Actuarial Liabilities

 Present Value of Benefits (PVB)

 Past and future service liability

Actuarial Accrued Liability (AAL)

 Past service liability

Normal Cost

 Liability for one year of benefit service
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GASB 45 Report
What are the Important Numbers?

Financial Statement Components

 Income Statement

 Annual Required Contribution (ARC)

 Normal cost plus amortization of unfunded liability

 Annual OPEB Cost (AOC) – expense recognition

Balance Sheet

 Net OPEB Obligation (NOO)

 Cumulative difference between AOC and contributions

 At inception, most employers reported an NOO of zero 
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GASB 45 Report
What are the Important Numbers?

Cash Flow

Projected Benefit Payments

 Reflects the “pay-as-you-go” cost

ARC

 Reflects the “pre-funding” cost



6

GASB 45 Report
What Impacts the Numbers?

Assumptions and Methodology

 Discount Rate – pay-as-you-go vs. pre-fund

 Health Care Inflation - select and ultimate rates

 Mortality, Retirement, Turnover, Disability 

 Cost Method – various patterns 

 Amortization Method – flat $ or % of pay?

 Amortization Period – up to 30 years
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GASB 45 Report
What Impacts the Numbers?

Plan Provisions

 Benefit Eligibility (Years of service?)

 Benefits/Plans Covered (Same as active plan?)

 Duration of Coverage (Does it end at age 65?)

 Spouse Coverage (When does it begin and end?)

 Survivor Coverage (Does it exist?)
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What You Can Do

You have the numbers – What now?

 Do Nothing (accounting impacts)

 Terminate Plan (the most severe action)

 Pre-Fund (set up a trust)

 Long-term portfolio rates versus short-term funds

 Evaluate Plan Changes 

 Benefits

 Eligibility

 Contributions
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What You Can Do

Remember:

 One reason many 
employees enter the 
public sector is for 
the benefits.

 Research legal issues 
before considering 
plan changes –
some benefits may be 
protected
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Pre-Funding

Discount rate depends on funding

 Unfunded plan 

General funds rate (often money market rates)

 Funded plan (funds the ARC)

 Expected long-term return on portfolio

 Partially funded plan (funds less than the ARC)

Blend of funded and unfunded plan rates

 Pay-as-you-go costs can count as funding!
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Pay-As-You-Go Funding

 Pros

 Defers cash payouts 

longest

Cons

 Rapid cash flow 

increases

 Balance sheet 

liabilities (NOO)

 Credit rating issues

 Disconnects cost 

from service

Pay Premiums/Benefits As They Come Due
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Pre-Funding

 Pros

 Asset returns offset costs

 Smoother annual expense 

 Little or no balance sheet 

liability

 Lower GASB expense 

 Positive impact on credit 

rating

 Cons

 Higher current cash 

requirements

 Transition difficult

 Trust administration

Build Fund Over Working Lifetime
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Impact of Pre-Funding

Pay-as-you-go (5%) Year 1 Year 2 Year 3

Unfunded AAL 1,000 1,063 1,128

ARC 86 90 94

Actual contributions 16 17 18

NOO 70 142 218

Pre-Funding (8%) Year 1 Year 2 Year 3

Unfunded AAL 608 645 684

ARC 48 49 50

Actual contributions 48 49 50

NOO 0 0 0
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Balance Sheet Impact
of Pre-Funding

Projection of Net OPEB Obligation 
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Pre-Funding

Vehicles and Arrangements

 VEBA Trust

 Section 115 Trust

 Health Reimbursement Arrangement (HRA)

 Health Savings Account (HSA)
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Focus on Funding

Conclusions

 Funding may be very powerful in long-term

 Reduces GASB expense

 Stabilizes cash requirements

 Stabilizes benefits (indirectly)

 Funding options depend on ability to generate cash

 Partial funding is also an option (with partial impacts)

 Pay-as-you-go costs can count toward funding!
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Address Plan Provisions

Four Types of “Retirees”

 Current retirees

 Active - eligibles

 Active-not yet eligibles

 New hires

When making plan changes, consider each group
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Projected Demographics

Projection of Growth in Number of Retirees* 

* Based on the current population.  Does not include any assumption for future hires.
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What To Do Now!

 Review Benefit Philosophy

 Examine History of Benefit

 Review Plan Documents 

and Communications

 Analyze Collective 

Bargaining Agreements

 Develop Measurable Goals 

(% of payroll)

 Communicate to Actives 

and Retirees
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Strategies to Manage Liability

 Healthcare Cost Containment

Disease Management

Chronic Care Management

Health Risk Assessments

Wellness Programs

 Multiple-Employer Cost Sharing (pool the risks)

 Rating Methodology (implicit subsidies)
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Illustration of “Hidden Subsidy”
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Strategies to Manage Liability

 Remove Implicit Subsidy From Rates

 Reduces Active Rates 3 – 6%

 Increases Retiree Rates +30%

 Increase Service Years (raise the bar)

 Freeze Plan for New Hires

 Require Retirees to Pay More of the Premiums

 Consider a flat $ maximum on the employer contribution

 Move from Defined Benefit to Defined Contribution 

Approach
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How Do You Manage The Liability?

Defined            

Medical Benefit 

Approach

Tie benefit to service

Benefit Service

100% 20 Years

80% 15 Years

60% 10 Years
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How Do You Manage The Liability?

 Defined Contribution

 Establish a “fixed” level 
of contribution toward 
an account per employee 
per year

2010 $200

2011 $203

2012 $205



25

Strategies for Medicare Population

Medicare Coordination of Benefit Methodology

Medicare Part D Integration Strategy

 Apply for the Retiree Drug Subsidy (Minor GASB 
Impact)

 Eliminate Prescription Drug Coverage

 Offer a Medicare Part D Enhanced Rx Drug Plan

Medicare Supplement

Medicare Advantage Plans

 Federal subsidies are decreasing, will this continue?
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What Are Others Doing?  

 The most frequently used methods to control health 
care costs according to a 2009 survey of local 
governments by Cobalt Community Research

 Increasing deductibles and co-pays

 Increasing employees’ share of the premiums

 Implementing wellness programs

 Expanding use of generic drugs

 Implementing HSAs and HRAs

 Negotiating lower costs with current carriers

 Educating employees to make better health care decisions  

 40% plan to fully or partially pre-fund OPEB liability 
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Conclusion

 Study and Understand Your Costs and Liability

Consider Advance Funding

Consider Changes to Existing Plan Provisions

 Soft Landing for Retirees? Grandfathering?

Ongoing Evaluation and Monitoring

 Not just a “one time” decision
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Discussion


