GASB #45 Strategic Checklist


GASB Standard #45/OPEB Reporting

Local Affiliate Strategic Checklist
(In response to 2006 Convention Resolution #26)

Local Affiliate Strategy 
Form a local task force (committee) for the purpose of confronting the ramifications of GASB Standard #45 concerning the reporting of Other Post Employment Benefit (OPEB) liabilities. The individual elements of strategic approach are listed below.
· IAFF affiliates should 
· Gather relevant data on the municipality’s financial status 

· Contact the IAFF to conduct a Municipal Financial Analysis 
· Independently or in conjunction with the municipality, evaluate the existing health benefit obligations for current and future retirees as required by GASB 45

· Determine the extent of unfunded liability
· Ensure (as much as possible) that decision makers understand the exact requirements of GASB 45.  Avoid decisions made based on assumption.

· Identify and pursue possible changes to state or local laws that may ensure the adequate funding of retiree benefit plans. Briefing political leaders and forming meaningful political coalitions is integral to this process. Inclusion of union members, both active and retired, is vital all as well. 
· IAFF affiliates should expect political and budgetary pressures to alter the structure of benefit plans as government officials recognize the long-term fiscal implications of retiree benefit plans.  The public may bring increased pressure to alter public retiree benefits due to the implication for future tax increase.
· Due to budgetary and political pressure, IAFF affiliates should be prepared for employer proposals to reduce OPEB liabilities by limiting the level of retiree benefits granted, offering new employees and/or retirees reduced benefits levels, or a cap on total OPEB employer-provided benefits.
· Budgetary and political pressure may also lead employers to propose various actions contrary to employee interests:

· An increase in employee contributions or cost-sharing, 
· A move to a defined contribution healthcare plan, 
· A change to the current contribution formula for retiree and family benefits, or
· Raising the number of years required to vest in the retiree health plan. 
· If IAFF affiliates are confronted with these proposals, affiliate leaders should consider labor-management discussions to develop alternative solutions. When considering alternatives to existing benefit plans, relevant issues for consideration include employer obligations under state law, collective bargaining agreements and oral and written promises made to employees and retirees. 

· Establishment of Retiree Medical Trusts (RMTs). An RMT is a hybrid health plan with features similar to defined benefit and defined contribution plans. Employers and/or employees make fixed contributions during the active employment of participating employees. These contributions are pooled and held in a trust, a legally separate entity from the employees and the employer. The contributions to the trust accrue earnings on a non-taxable basis. Upon retirement, RMTs would ensure regular benefit payments to retirees for healthcare expenses similar to defined benefit pension plans. These payments may be used on out-of-pocket expenses as well as health care premiums. Employers are exempt from payroll taxes on RMT contributions if the entire bargaining unit or group participates. Employee contributions are tax-exempt if they are mandatory.
· IAFF affiliates may consider the incorporation of OPEB bonds as an alternative means of funding healthcare benefits. The OPEB bonds issued to date have been taxable, thus affording investment flexibility of proceeds. Governments that consider the issuance of bonds may find that the investment rate of return outweighs the interest generated by the bonds. Moreover, the OPEB bond may have a minimal effect on total government debt and on the government’s debt rating.
· Pre-funding retiree health benefits is another funding alternative that merits consideration. Cities may elect to prefund retiree health benefits to address unfunded liabilities. This includes the partial prefunding of retiree health benefits through annual contribution. 
· A fourth alternative funding arrangement concerns the establishment of irrevocable trust arrangements, such as a Voluntary Beneficiaries Association (VEBA) Trust.  A VEBA is a tax-exempt trust primarily used to fund eligible medical expenses. Employees and employers may fund VEBA accounts through payroll deductions as well as the proceeds from cashing out accrued leave. Trust earnings accumulate and compound and may be used to reimburse life, sick, accident, or other expenses. Unused funds may be carried over from year to year and, in the event of death of the plan participant, dependents can continue to use the funds for reimbursement.

· Section 115 integral part government trusts offer another alternative that provides a tax-exempt base for reimbursing health expenditures. The establishment of a 115 trust is generally less expensive than a VEBA trust since fewer IRS interpretations are required. The trust is established by a governmental unit to set aside funds for paying employee benefits and the accumulation of funds is excluded from Federal income taxes.   

· If IAFF affiliates are confronted with these proposals, affiliate leaders should consider labor-management discussions to develop alternative solutions. 

· These alternative means of funding OPEB liabilities each have consequences that merit consideration.

· OPEB Bonds- The trends in healthcare expenditures increase the risks of issuing OPEB bonds with the goal of fixing future costs. If the growth in healthcare expenditures exceeds the rate of return on the bonds, a government will have to find another means of funding the difference.

· VEBA Trusts- Should an employee terminate his/her employment, the employee can continue to draw down the VEBA account.  However, the employee may not rollover their individual account into another VEBA plan.  In addition, the design of VEBA Trusts does not require employers to contribute to individual accounts.  An individual account such as a VEBA Trust also faces criticism that the account balance is often depleted before the retiree’s death and that substantial administrative costs are involved.  Individual account balances may also be depleted since the funds aren’t strictly confined to healthcare reimbursement.  Local affiliates must recognize that though VEBAs exist for the payment of “other benefits” as well as healthcare costs, they should ensure, as much as possible, that allowances for their specific healthcare VEBA account should not extend beyond healthcare. 

· Section 115 Trusts- Section 115 Trusts are individual accounts and thus face the similar criticism that the account balances are often depleted before the retiree’s death. In addition, individual employees have limited control over their accounts since Section 115 Trusts are established and maintained by employers.    
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