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What is GASB 457

New Accounting Rule promulgated by the
Governmental Accounting Standards Board that
changes how state and local governments account for
OPEBs in the audited financial statements.

Treat OPEBs like Pension Funds (GASB 27)

What is an OPEB?

OPEBs are “Other Postemployment Benefits”
Ex: health, vision, dental, and life insurance

New Basis of Accounting:
“When to record financial transactions”

Move from only “booking” current expenditures or
amounts paid for retiree OPEBS to accrual accogntin
for OPEBs a.k.a. Pay-As-You-Go

Must “book” total unfunded accrued liabilities for
OPEBs in CAFR



GASB 45 is forcing HR professionals to
understand financial statements

Financial Impact May Require Your
Government to Rethink Health Benefits

Accrual Accounting:

Measures flow oéconomiaesources not just cash
(capital, long-term debt/liabilities)

Equation: Assets = Liablilities + Equity

Assets: plus side, income and income equivalents,
capital, equipment

Liabilities: payments due

Problem with Retiree Health Care:
Liabilities exceed Equity so negative Assets

Governments must measure total cost of providing
retiree health benefits to current and future reéis



Liability includes explicit and implicit subsidies

Explicit Subsidy:direct cost of health premium/payout
from government

Implicit Subsidy pooling premiums so that retiree
premiums are less

Statement Requires

Measure and disclose annual required contribution
(ARC) with adjustments for over- and under-funding
from prior years...Net OPEB obligation

ARC includes
1) normal cost: cost to fund current and future
retiree health benefits earned in the current year
2) amortization of liabilities (up to 30 years)

Accumulated liability (AAL) / UAAL in notes to basi
financial statements

Brief statement about retiree health care benefit

Not legally required to fund ARC



Getting Started

Advice from Counties-

GASB 45 takes time, even with “narrow
Implementation”

Understand valuation and the statement

Develop policy alternatives
Start Early!!!

Need partnership between HR and Finance

Approach

Review Implementation through series of steps

- Create an implementation plan

- Complete actuarial valuation

- Develop an implementation plan

- Evaluate and amend OPEB policies

- Decide on potential funding choices for ARC and
AAL

- Decide how to manage OPEB assets



Create an Implementation Plan

Advice from Counties

Create an implementation philosophy —
- Narrow or broad implementation

Create an implementation plan if undertaking broad
GASB 45 implementation

- Roles and responsibilities
- Time lines

- Communication plan — how reach employees,
union representatives, retirees

Encourage collaboration among agencies and external
groups



Complete an Actuarial Valuation
Lead will probably be Finance Office

HR might assist with data collection and
assumptions

Components of health plan and other OPEBs
Costs of health plan
Number of retirees, employees, spouses, ages

Assumptions about increase cost of health care
life span of retirees, etc.

Benefit HR by understanding valuation

. Communication with elected officials

- Communication with retirees and employees
- Negotiation with labor unions

- Long-term impact of health benefit options



Controlling Liabllities

Advice from Counties-

GASB 45
- Establish a philosophy toward OPEBs
- Right to change OPEBSs at any time
- Commissioners need to educate themselves
- Finance staff need to become more educated about
employee health insurance and OPEBs

- Public supported changes to control costs
- Create a strategic plan for health benefits

Health Benefit Administration
- Hire health care consultants
- Regularly analyze and update health benefits
- Wellness programs employees and retirees



Program Change Options
- Grandfathering

- Benefit Eligibility

Years of Service

Age of Employee

- Changes in Premium Contributions
Tiered premiums

. Defined Dollar Contributions

- Health Savings Accounts



Controlling Liabllities

County Implementation-

6 counties changed health benefits
- Change qualifications - 1
- Change % contribution to defined benefit plan - 1
- Fixed contribution - 1
- Health savings account - 1
- Access only (cont. Medicare supplement) - 1
- End retiree health benefit - 1

See “grandfathering” benefits with several counties

Of the 15, current types of health bergefit
Defined benefit - 6
Fixed contribution - 3
Health savings accounts - 3
Access only - 2
No retiree health benefit - 1

Counties are developing wellness programs
More assertive with health benefit management



Funding the OPEB Liabllity

County Implementation-
6 counties fully funding ARC in FY 2007

- Some use mix of one-time and current revenues
- 2 develop cost allocation measures

-1 raise millage rate

-1 have full funding policy

1 county pass legislation to phase in full funding

1 county issued debt (COP) and another is seriously
considering it



Communication

County Advice-

- Develop a communication plan with timelines

- Appreciate different communication needs based
on stakeholder / audience

- Ensure consistency message

Commissioners

- Introduce GASB 45 very early, reference regularly
- Focus on broader issues like funding ARC, health
benefits and less on assumptions, financial details

- Use valuation to link health benefits to liabilgie

- ARC Is clearer, more concrete concept than AAL

- Linking GASB 45 to bond level (AA or Bbb) helps
demonstrate importance, create interest

- Individual meetings to explain GASB 45 before
public meetings

- Commissioners have obligation to learn key issues
with GASB 45



Retirees, Unions, and Employees

- Avoid surprising these groups

- Communicate extensively to avoid confusion and
misinformation

- Do own outreach

- Update union and retiree association
representatives

- If changing health benefits, bring union
representatives into the process

General Public

- Don’t assume the public won’t care if making
changes to health benefits or raising taxes

- Use town hall meetings — everyone hears same
message

- Public generally support commissioners making
difficult choices to save tax dollars



Communication Techniques

- Have respected elected official discuss proposed
changes to health benefits — increase trust

- Write letters to retirees

- Use bulletins and websites

- Departmental meetings

- Website

- Notes on pay stubs

- Public workshops

- Write Op-Ed pieces for newspapers

County implementation-

Failure to effectively communicate resulted in:

- delayed implementation to OPEB / health benefit
changes

- discarding proposed health plan changes

- needing to develop new health benefit alternatives

- additional stress for staff and elected officials



Attitudes Toward GASB 45

Generally positive though might not like certain
components (e.g., implicit rate liability)

Increase transparency, accountability, and
fiscal responsibility

Information tool
Elected officials considering benefit increases
HR for negotiating with unions

Long-term focus for decision making
More likely to have assets to fund future OPEBs
Avoid “cost creep” with benefits — crowding out
other programs and services
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Concerns for the Future

. How many counties are fully funding their ARCs

after 5 years? And where did they find the money?

. How many counties have changed their defined

benefit health care plan to a defined contribution
plan?

. How many have stopped offering retiree health

care benefits?

.Longer term-

. What is the impact on Medicare?

. What is the impact on retirement age?
C.

Has there been an impact on public employee

salaries?

d.

What is the impact on governments’ ability to

recruit and retain employees?



List of Counties Interviewed

County Pop 2006
Bernalillo, NM 615,099
Chester, PA 482,112
Clark, NV 1,777,539
Fairfax, VA 1,010,443
Gwinnett, GA 757,104
Harris, TX 3,886,207
Hillsborough, FL 1,157,738
Marathon, WI 130,223

Mecklenburg, NC 827,445
Montgomery, MD 932,131
Multnomah, OR 681,454

Oakland, Ml 1,214,255
Shelby, TN 011,438
Sonoma, CA 466,891

Tulsa, OK 577,795



