1.
Q:
What is OPEB and what is GASB 45?

A:
OPEB stands for “Other Postemployment Benefits”, defined as benefits that an employer offers to retirees as compensation for past services.  OPEB includes postemployment healthcare benefits (such as medical, dental, vision, hearing), but may, under certain circumstances, also include other benefits such as life, disability and long term care insurance.  The cost of these benefits is generally financed by an employer on a “pay-as-you-go” basis, rather than being advance-funded.
Governmental Accounting Standards Board (GASB) Statement 45 (Postemployment Benefits Other than Pension Benefits) requires the cost of OPEB to be recognized (accrued as an expense and liability) in the accounting period in which it is earned (during an employee’s active service), rather than when paid (after the employee has retired).  GASB 45 does NOT require that OPEB liability be advance-funded.  You may continue to pay for OPEB on a “pay-as-you-go” basis.
2.
Q:
Our government does not offer any benefits to our retirees, other than the benefit of remaining on our group health insurance plan (which is required by State law – MCA 2-18-704).  The retiree must pay his/her full premium if he/she elects this benefit.  Do we have any OPEB that we need to recognize?
A:
IT DEPENDS:  

NO – if your government uses a fully age-adjusted premium for retirees that covers the entire cost of retiree healthcare.

YES - if your government uses a single “common” or “blended” premium for both active and retired employees, OR if the premium that is used for retired employees is not fully age-adjusted to cover the entire cost of retiree healthcare.  Because healthcare costs tend to increase significantly with age, these situations result in a premium that is higher than the cost of coverage for active employees and lower than the cost of coverage for retirees.  This “implicit rate subsidy” that is built into the active employee’s healthcare premium has nothing to do with the active employee and should not be treated as part of an active employee’s healthcare costs.  An “implicit rate subsidy” is OPEB and should be recognized as an expense (and liability) when it is earned, not when it is paid.  
Example #1:  An employer has 400 active employees and 100 retirees, and age-adjusted premiums are $200 and $400 per month, respectively.  The employer’s group health insurance plan, however, uses a blended premium of $300/month for both employees and retirees.  The employer, who pays the active employees’ premiums, is therefore paying $100 more for each of its active employees and retirees are each paying $100 less than they would need to pay if an age-adjusted premium was used instead.  The $10,000 ($100 x 100 retirees) excess that the employer is paying represents an “implicit rate subsidy”.
Example #2:  In this Example, the employer caps his share of the premium at $250, and requires that the active employee pay the remaining $50 of the premium.  The implicit rate subsidy to the retirees would still be $100 per retiree.  The effect of the cap on the employer’s share of the premium simply reduces the employer’s contributions and expenses for active-employee healthcare benefits, and does not reduce the amount of the retiree’s implicit rate subsidy.
Example #3:  Same scenario as above, except that times are tough and the employer contributes only $80 towards the active employee’s premium, and requires the active employee to pay the remaining $220.  In this case, the active employees are paying more than their age-adjusted premium, and are actually subsidizing healthcare coverage for the retirees in the group. The entire $80 that the employer is paying towards the active employee’s blended premium represents an implicit rate subsidy, and none of that $80 is considered to be a contribution towards active-employee healthcare benefits.  The total implicit rate subsidy paid by the employer has been reduced from $10,000 to $8,000 ($80 x 100 retirees).
3.
Q:
We have nothing in writing (e.g., no contract or resolution) that states that we will provide an “implicit rate subsidy” or other OPEB, and we don’t know if we will be able to continue offering any sort of “implicit rate subsidy” in the future.  We review our group health insurance plan annually, and adjust active employee and retiree premiums as financial conditions require.  Does that mean that we have no OPEB plan or liability?

A:
NO –There does not need to be a written agreement for GASB 45 OPEB to exist.  GASB 45 refers to a “substantive plan” which is defined as the terms of an OPEB arrangement as understood by both the employer and employees, and that reflects an established pattern of practice.  The fact that you have consistently offered an “implicit rate subsidy” or other OPEB in the past is an indication that your government’s “substantive plan” is to provide healthcare insurance to retirees at a price that reflects an employer subsidy. 
4.
Q:
Our government offers OPEB, as discussed in Q&A #2, but there are no retirees currently electing this benefit.  Do we still need to recognize OPEB?

A:
GENERALLY, YES - An OPEB liability is required to be recognized for current employees, while they are in active service.  As such, the fact that there are currently no retirees participating in your OPEB plan does not eliminate the requirement to recognize the liability for your current employees.
IF it is projected that no active employees will retire and receive the OPEB, a government would not need to report OPEB.  An example of such a situation would be when the OPEB offered is not attractive compared to alternatives that retirees may have.
5.
Q:
Can we calculate the amounts that we need to report and disclose for OPEB ourselves, or do we need to hire a professional?
A:
Generally, you will need to contract for the services of a professional actuary to perform an actuarial valuation.  That said, GASB 45 provides an “alternative measurement method” (AMM) that may be used if your government is either a sole or agent employer with fewer than 100 total plan members.  A plan’s total membership is defined as the sum of (1) its employees in active service, (2) terminated employees who have accumulated benefits but are not yet receiving them, and (3) retired employees and beneficiaries** currently receiving benefits.  [**Clarification:  A retired employee (or beneficiary of a deceased retiree) and a covered spouse or other dependent should be counted as a single plan member for this purpose. Additional spouses and other dependents currently receiving benefits under retiree-and-spouse or retiree-and-family coverage should not be included for this purpose.]
This AMM uses assumptions for projecting benefits that are simpler than those required in a true actuarial valuation, and is intended to be a potentially less costly option than a full actuarial valuation.  There is no requirement that a professional actuary be hired if this AMM approach is used.  The provisions for the AMM can be found in paragraphs 33 through 35 of GASB Statement 45.  Local governments may choose either to perform the calculations for the AMM themselves, or to engage the services of an individual or firm to assist with the AMM calculations.  
6.
Q:
What if the OPEB our government offers is not a material amount?
A:
As is the case with all GASB statements, the provisions of Statement 45 do not need to be applied to immaterial items.  If your government is subject to audit, however, you will be required to provide documentation to your auditor to support your determination that OPEB is not material to your financial statements.  Because OPEB includes benefits that have accrued to retirees over their working life, the OPEB liability is generally fairly significant, although that liability may not be material to your financial statements.  In addition, if OPEB is not material in the year of implementation, it may become material in subsequent years.
7.
Q:
What are the consequences if we don’t report OPEB?
A:
Assuming that OPEB is material in your situation, and if you don’t calculate and report OPEB according to the provisions of GASB 45, your auditor will be required to render an opinion that is other than an unqualified (“clean”) opinion.  The type of opinion rendered will be based on your auditor’s judgment.  An auditor may render a qualified opinion because your government is unable to provide adequate documentation related to OPEB, or because the auditor believes that omitting OPEB from your financial statements represents a material departure from generally accepted accounting principles.  An auditor may render an adverse opinion if he/she believes that the omission of OPEB is significant enough to distort your financial statements taken as a whole.
8.
Q:
Is there anything our government can do so we will not have to calculate and report OPEB, and still receive an unqualified audit opinion?

A:
The only option is to stop providing OPEB, by requiring the retirees to pay their full age-adjusted premium.  You are required by State law (MCA 2-18-704) to provide retirees the option of remaining on your group health insurance plan until they are eligible for Medicare, but State law does not require you to provide this benefit at the same premium as is provided for active employees, nor does it require you to provide this benefit at any rate lower than would cover the true retiree healthcare cost.  Management would need to adopt a formal policy that the premium retirees would pay would be the full age-adjusted premium rather than a blended or common premium.
9.
Q:
We’ve hired an actuary and received an actuarial report.  There are numerous amounts identified in this report, some of them being extremely significant.  Which numbers are the numbers that we use to report OPEB in our annual financial report?
A:
Basic Financial Statements:  You will use the following amounts in the calculation of the OPEB expense and liability that will be reported in your government-wide statements and in your proprietary fund statements, as applicable.  (See Q&A #10, below):
(
Annual OPEB Cost
(
Net OPEB Obligation
(
Contribution
Notes to the Financial Statements and RSI:  The following amounts will be required to be included in your OPEB note disclosure, and in Required Supplemental Information (RSI) that follows the note disclosures:
(
Changes in Net OPEB Obligation (Beginning balance + Annual OPEB Cost – Contributions = Ending balance)

(
Components of the Annual OPEB Cost:

(
Annual Required Contribution (ARC)
(
Interest Rate (also may be referred to as Discount Rate)
(
ARC Adjustment
(
Actuarial Accrued Liability (AAL)
(
Unfunded Actuarial Accrued Liability (UAAL)
(
Actuarial methods and significant assumptions used

GASB 45 is implemented prospectively – that is, your government will begin the year of implementation (FY2010) with a -0- “Net OPEB Obligation” and may amortize the Actuarial Accrued Liability (AAL) over a period not to exceed 30 years.  (Note:  10 counties & 6 cities in Montana are considered “Phase II” governments, and were required to implement GASB 45 in FY2009.  The remainder of Montana counties, cities, & towns are “Phase III” governments that are required to implement GASB 45 in FY2010.)
10.
Q:
What are the accounting entries we need to make to report OPEB in conformity with GASB 45?  
A:
These entries will be made at year-end only.  Amounts applicable to proprietary fund employees will be recorded in the proprietary funds.  Amounts applicable to governmental fund employees will NOT be recorded in the governmental funds (except as illustrated in Entry #3, below), but will instead be posted to the former General Long-Term Debt Account Group or other similar records, and will be reported as reconciling items between the governmental funds and the governmental activities column of the Government-Wide Statements.  OPEB expenses should be reported by function, using BARS object code 180.

1.
Year-end adjustment to record the Annual OPEB Cost – Proprietary Funds Only
Debit:  Expense – post-employment benefits (OPEB) – (object code 180)

Credit:  Net OPEB Obligation (BARS #238000)

Note:  The amount for this entry should be identified in your actuarial valuation report as “Annual OPEB Cost”.
2.
Year-end adjustment to record the cash Contribution applied to the accrued OPEB liability – Proprietary Funds Only:

Debit:  Net OPEB Obligation (BARS #238000)

Credit:  Expense – employee healthcare benefits – (object code 130)

Note:  The amount for this entry should be identified in your actuarial valuation report as “Contribution”.  This entry assumes that, during the year, all health insurance premium expenses were coded to object code 130.  If you use a different expense object code for health insurance premiums, use that object code instead.  The purpose of this entry is to reclassify a portion of the premium from an expense for active employees to a reduction of the liability established for OPEB.  This is the “implicit rate subsidy” discussed in Q&A #2, above.
3.
Optional Year-end adjustment to reclassify the portion of the cash Contribution that is related to OPEB from an employee healthcare expenditure to an OPEB expenditure – Governmental Funds Only:

Debit:  Expenditure – post employment benefits (OPEB) – (object code 180)

Credit:  Expenditure – employee healthcare benefits – (object code 130)

Note:  The amount for this entry should be identified in your actuarial valuation report as “Contribution”.  This entry assumes that, during the year, all health insurance premium expenditures were coded to object code 130.  If you use a different expenditure object code for health insurance premiums, use that object code instead.  The purpose of this entry is to reclassify a portion of the premium from an expenditure for healthcare for active employees to an expenditure for OPEB.  This is the “implicit rate subsidy” discussed in Q&A #2, above.

11.
Q:
Our government is self-insured for employee healthcare, and our plan is accounted for within an internal service fund.  The plan is not administered as a trust.  How do we account for the OPEB portion of our plan?
A:
The amount of activity related to the retirees’ contributions must be eliminated from the internal service fund, and reported instead as inflow and outflow in an agency fund.  This is the required reporting for the OPEB plan.  The requirements for employer OPEB reporting, as discussed in Q&A #10, above, is still applicable. 

12.
Q:
How often are we required to have an actuarial valuation or AMM?

A:
For single-employer or (agent) individual-employer OPEB plans with a total membership of 200 or more – at least biennially.
For single-employer or (agent) individual-employer OPEB plans with a total membership of fewer than 200 – at least triennially.

[Note:  See Q&A #5 for a definition of a plan’s total membership.]
However, an agent employer should obtain actuarial valuations of its individual-employer OPEB plan at least as frequently as is required for the OPEB plan in which it participates.
13.
Q:
We did not budget for this OPEB expense – will this result in a budget overdraft?

A:
This should not be a concern.  Proprietary funds:  Although State law requires that a budget be adopted for all funds, including proprietary funds, there is no requirement that a budget- to – actual comparison be reported for these funds.  For informal comparisons of budget to actual, you will want to have the OPEB expense specifically identified, so that decision-makers are adequately informed.  Governmental funds:  As illustrated in Q&A #10, above, the amount reported for OPEB expenditures in governmental funds is the actual contribution made (i.e., portion of the cash payment for the premium), which should already be a budgeted item in your governmental fund budget.  The full OPEB expense and liability for the year will only be reported in the government-wide statements, and not in the governmental funds.  Your budgetary comparison schedules reported as RSI should not be affected.
