City of Alexandria, Virginia

MEMORANDUM
DATE: APRIL 4, 2006
TO: THE HONORABLE MAYOR AND MEMBERS OF CITY COUNCIL
FROM: JAMES K. HARTMANN, CITY MANAGER

SUBJECT: BUDGET MEMO #70: RETIREE HEALTH INSURANCE — RECENT
ARTICLE CONCERNING OTHER JURISDICTIONS

In the emerging area of accounting for retiree health insurance costs to be required by GASB 45
accounting standards, Council has been previously provided information and reports (Budget
Memo #108) as well as a work session briefing. Attached is an article from this week’s Bond
Buyer which discusses the issue and what some jurisdictions are facing in regards to fiscal
liability for retiree health care costs and how they are planning to respond.
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OPEBs a Top Priority

State Law, Labor Deals Provide Guidance

By YvETI: SHIGLDLS
CHICAGO - As more local
and state governments caleulate
and disclose the Tong-term costs
of other post-enployment bene-
f1ts such ag healih care. state
law aimd labor contracts way die-
tate the poliircal amd fMoacial
solntions goveriunents adopl.
Individial governments vary
asy to where they are at in calen
lating and then disclosing thew
ather post-employinent henetits,
pomartly health vave- related, 1o
commply with the Governmental
Accountng Standards Board™s
Reportiug Rule No 48 The ente
requiies governments (o shifl
Tionr avcounng for that atbnhi
Ly QI i pay as-you-po basis (o
a lowy term accrued biasis by
fisvil vew 2R
While some governments
bave proposcd solutions, such
av estabhishing and ifnading a
fraest Dud o nweve towards ful
by fundirg the Habatity, others

are sl i the early stages ot ae-
viewing the extent of then
obligations I solvipg the fund
iy insies, ovennments need Lo
1eview then oblipations wnder
cxisting labor contracts amd ape
plieahie stote Lo

“Umatety, there neads o be
Qosolotion, whether t's legrsla-
tive o financral,” Chapman
amd Catler attorney James
Spiotto sand Jdurg a paoel dis
cusstont o definn, tdentidying
and solving OPEB Tubales at
Phe Buml Buyver's OPERB Lo
iy Comderence tn Uhicagu
vesterdag, tlusl uiwn[]l\m“ the
Viohelet oo Stes 1 s it
cil ooaay not be sutbonens
tf yon don't have a salution i
Bollhers everyonme

U.S. banks muni portfolios grew maore than 11%

fast year, thelr fastest pace since 1998. Page 40

The obbrgaton to Jurd pean-

stk 18 Bbe oo sone snaly
Colisitations. sucl as Hlinois,
wlhile othees Bike Tndimna, b
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Local Governments Look to State Law, Labor Contracts for OPEB Guidance

Cortinuend from page 1

unpatrinent ol contracts I some cas-
es, the courts have werghed m oo the
exient to which 4 government must
abide by s contract and vaver bene-
frts. A Michigan Supreme Court ruling
foand that OPEBR Labilities are not con-
stitutionully protecied while an Alaska
court riding held the opposite.

While some states may constitution-
ally proteet OPER benelits, some tocul
sovernments need to delve deeper o
derermine whether the benetit 15 actu-
ally guaranteed by that mdividoal gov-
ernment.

Though sull reviewing the applica-
bility of GASB A5 Cook Couuty, 1L
believes 1018 not on the hook lepally to
cover the cost of providing OPRB ben-
elits awarded hy iis pension board 1n
2002, according 1o Cook cliet finan-
cial othicer Thomas Glaser. That's be-
cause the pension board thai manages
the systein iy o separate legal eutity
ftom the connty. "It s o hability to be
fainded by the wembers of the pension
plan,” he sad during the pancl discus-
STt

Gilaser sard the pension board, made-
itp ol the county treasurer, comptrodler,
three annuitants wnd four cmployees.,
adopted an OPEB benefit 1n 2002 with-
out consultieg the county hoard.

Glaser, who must cope with an un-
funded penston halmbity ot $2.7 billion,
did ol learn ot the new health care
benetit unnl reviewing the penston

hourd’s Fingneial statements that year
which showed the diversion of $13 mil-
lton 10 general pension payments to
cover the annual cost ot the new OPER
liability,

"I seents (o me that those folks have
a trductary responsihility (o manage the
asseis oo Ddon’t believe they can stay
silent or should stay stlent as this has
happened.” The county’s annual con-
tribution to fund its general pension
systetn is set by state statute and is
hised vt a pereentage collecicd 1 ew-
ployee contributions,

[t unclear how the pension board
will seeh 10 address the liability once
iy determined thoupgh i7s Tikely will
eventually Tall on taxpayers’ backs.

Arteast 11 states have disclosed their
unfunded QPEB liabilites. They range
trom 344 to $70 bitlion lor California
on the higher end, o Michigan with $30
billion and Utah at $540 million on the
lower end, according to Doaald J.
Rueckert, a senior vice presiudent an
AON Consulting.

To achieve cosl savings, puvernients
could seck 1o alter benelits, reduce the
benelils of employees who retire hefore
65, vary benelits based o lengih ol ser
vice o cap benehit mereases. It not ad-
dressed, governments will have o dis-
close w growing balunce on therr
frnancial statements, which in turn
conthd impact credit ratings, he warned.

Khode Island's budger ollicer Rose-
mary Booth-Gallogly, who began re-

viewing the state’s potentiul OPER i
bility three years ago, warned poveru-
ments that haven t made wuch head-
wuy In their caleulations to get moving
hecause of the extenstve time her ot-
tice has speot reviewing the isstie.
The head-start led the state (o take
carly steps to address what’s estimated
to be an unfunded hability of $366 nul-

Atlanta CFO Janice Davis
says her city is still
reviewing the total costs
of its unfunded liability.

Hon in the main state employee fund
although that’s being updated 1o reflect
recently sdopled pension retornns,

In antweipation ol the rule change, the
state wdopted pension retorms last year
that shouid trim the ong-rerns Habilny
and i moved away trom a Uhleinded
premru rate’ that inclnded ates sub
sidized by active emiployees to deter-
ntine the “real™ reniree henetit cosis

Ciov, Donald L. Carciert has pro-
posed establishine a trust tund ta he
fund the benelit, Booth-Gallogly said
“tundig annuoally on an actuartal ba-

oty to the roehn cotnse s fotlow 7 oy
evin she waned that 117 politcally dil-
frcale to strrhe o dedicare balaned ™
that’s tam to s pavers dind reinees be
catse of compeintg budgetary dennunds
In a separdte panel discission o the
uuphicatrons of the new tule tor yon
evuents, Robert Mears, directon ol
Duance tor Fatrfax County, Va., sund
buoard oltrcrals
thiere oo
welghimng a4 pro-
pusial o estalhish
a Drdst Tund at
level that tully
nteels the annual

RS

Pogiiicd Coliiit
bution [ARC] 1o
fisd the by
ovet the Tong-
e,

The couuary Las
SRR
ability and currently pavs $o nullwn 1o
cuver anigal healthoare benetfies The
cuunty would wdd s T lboon fo v
payiment " The county has proposed
balanced budget that tatly tonds the
ARC) he sanl

Janice Dravis, choel thitancal ofbieel
ol Atlanta, savd ber oty s sl e
viewrng the otal costs ol 1he v '
bnded Toabilaty whnch el compete f
tundimg with other budget denands o
that the ciey absos also st reviewney
Creorgia bew toodeterunne the telt ey
tent ol 1t allhizatiog .
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