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Report in Brief 
 
The City Council has received various updates on the implementation of new standards concerning 
how public agencies account for non-pension benefits for retired employees, collectively known as 
Other Post Employment Benefits (OPEB). Since 2004, staff has completed several actions in 
response to Council direction to control the growth in the City’s OPEB liability and meet the new 
standards that require agencies to pre-fund their obligation. In addition, the report presented to the 
City Council on December 11, 2007 that proposed the Guiding Principles for the FY 2009 Budget 
and 10-Year Financial Plan stated that meeting the City’s OPEB obligation would be factored into 
the 2008-09 budget and 2008-09 – 2017-18 10 Year Plan. 
 
This report provides the Council with further updates on OPEB, including a discussion of the 
Governor’s OPEB Commission report and presents options for developing a funding plan to meet 
this liability. Staff believes that the establishment of an irrevocable trust fund to pre-fund retiree 
health benefits is the best solution to meeting this liability. CalPERS has been active in developing 
funding solutions for OPEB, and recently created a Trust Fund Program for retiree health benefits 
which allows public employers to pre-fund their future OPEB costs.   A CalPERS representative will 
attend the February 26, 2008 Council workshop to provide an overview of their new program and 
the benefits of pre-funding. There are other financial institutions that provide similar programs. In 
addition, employee compensation options should also be explored that could further reduce the 
City’s future retiree health liability.    
 
Staff recommends that the City Council approve the following actions regarding the City’s OPEB 
obligation:              
  

• Develop a funding plan that includes the establishment of an irrevocable trust fund 
program as described herein; 

• Seek proposals from qualified financial management organizations in order to implement 
an irrevocable trust fund program; and  

• Create a task force composed of labor and management representatives to further study 
compensation options that could further reduce the City’s OPEB obligation. 
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Background 
 
In 2004, the Governmental Accounting Standards Board (GASB) issued Statements No. 43 and 45, 
relating to Other Post-Employment Benefits (primarily relates to retiree healthcare benefits).  These 
statements require governmental agencies that provide retiree healthcare benefits to recognize the 
cost of such benefits in a manner similar to defined benefit pension. 
 
Like the City of Woodland, most governmental agencies account for retiree healthcare benefits on a 
cash basis, meaning that the expense recognized and reported on financial statements is limited to 
the annual cash outlay for retiree healthcare premiums.  GASB 45 changes the accounting standard 
from a cash to an accrual basis.  The accrual basis of accounting requires employers to recognize and 
report the value of retiree healthcare benefits earned (based on actuarial standards) by both retirees 
and active employees during the employee’s working lifetime.    
 
While the City has yet to develop a funding plan, the City Council has had numerous discussions 
with staff on this issue and directed the completion of several actions to address the future OPEB 
obligation. These actions include:  
 
• In 2005, the City retained an actuary to calculate the City’s OPEB liability and estimate the 

City’s annual accrued expense.   Based on the 2005 data, the City’s OPEB liability was estimated 
at $49 million.  The $49 million liability is comprised of $18.2 million of accrued (earned) 
benefits on existing retirees, $15.3 million for accrued benefits on active employees, and $15.6 
million for estimated future benefits of active employees.  Assuming a 30-year amortization of 
this liability, the City’s annual OPEB expense is estimated at $4.3 million.   

 
• In 2006, the City Council directed staff to reduce the continued growth of the City’s OPEB 

liability through the updating of all labor agreements.  In the previous round of MOU 
negotiations, the City included a requirement for all contracts to expire on June 30, 2006 to allow 
various changes in retiree health care to address GASB 45.  The most significant change was to 
modify OPEB benefits on employees hired after July 1, 2006.  The City’s existing program was 
kept intact for current retirees and those employees hired prior to July 1, 2006.   The existing 
program was not made available to new employees hired after July 1, 2006; new employees were 
subject to mandatory enrollment in a defined contribution plan.   

 
Under the defined contribution plan, the City pays the minimum PERS medical benefit, which is 
supplemented by contributions to a Retirement Health Savings Plan or “RHSP” (similar to 
deferred compensation).  The difference in costs between the defined benefit vs. defined 
contribution plan represents a significant savings to the City. 
 

While these actions are significant, the next step is for the City to develop a plan that will meet it 
currently unfunded future liability. This challenge was acknowledged in the December 11, 2007 staff 
report proposing the Guiding Principles for the FY 2009 Budget and 10 Year Plan. Among the 
strategies presented in the report was the City Manager’s direction for departments to develop 
options for further reducing General Fund expenditures by $2 million. The proposed reductions 
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would be utilized to supplement the City’s current annual contribution of approximately $1.8 million 
for OPEB, bringing the total amount close to the $4.3 million previously referenced as the annual 
contribution to pre-fund the liability. In addition, staff listed the disposal of valuable City property as 
another option that would utilize “one-time” funds for meeting the future OPEB obligation. Two 
properties, the Regional Park site and the 128 acre Beamer/Kentucky/County Road 102 site could be 
valuable under favorable economic conditions. The value of the sites could generate proposals 
consistent with the Specific or General Plan requirements and Council expectations. The sale of 
these properties would provide funds that could serve as “seed money” in order to pre-fund the 
future retiree health liability.       

 
 
Discussion 
 
The City of Woodland is not alone in facing this significant financial challenge.  As noted in the 
State of California Public Employee Post-Employment Benefit Commission report dated January 
2008, approximately 78% of governmental agencies do not currently pre-fund their OPEB 
obligations. Because of the significant implications of this new accounting standard, GASB has 
provided for three phases of implementation.  The City is required to implement this new standard in 
FY 2009. 
 
Until GASB 45 was issued, most governmental agencies didn’t fully understand the magnitude of 
their unfunded OPEB obligations.  Given the significance of this financial obligation, many agencies 
are looking at alternatives to reduce their liability.   Below is a recap of what some agencies have 
and/or are doing to address this issue: 
  
• State of California Public Employee Post-Employment Benefit Commission:  In December 

2006, Governor Schwarzenegger established the Public Employee Post-Employment Benefits 
Commission (the “Commission”) to identify the amount and extent of unfunded liabilities for 
OPEB statewide, compare and evaluate various approaches for dealing with such liabilities and 
propose a plan for addressing the OPEB liabilities. 

 
The Commission’s final report was distributed in January 2008.  The report, which is very 
lengthy, includes thirty-four recommendations regarding OPEB funding and financial reporting, 
discloses results of a state-wide OPEB survey, compiles various public entity case studies and 
provides technical literature about GASB and actuarial studies.   
 
While the Commission does not recommend any specific funding methods, they do recommend 
that public agencies adopt pre-funding as their policy, and noted that pre-funding OPEB is 
equally important as pre-funding pensions.  Secondly, they recommend that each public 
employer shall identify its OPEB liability, adopt a pre-funding plan and make it public.  The 
Commission recognizes that it may not be financially practical for some agencies to pre-fund 
OPEB liabilities in the short-term, but recommends that agencies develop a long-term plan to 
pre-fund and begin doing so as soon as practical. 
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The executive summary of that report is attached as Exhibit A. 
 
• CalPERS OPEB Trust Fund: At the request of their clients, CalPERS has taken an active role 

in answering questions regarding GASB requirements and funding solutions for OPEB.  
CalPERS recently created a Trust Fund Program which allows public employers to contract with 
CalPERS for employee health benefits to pre-fund their future OPEB costs. The pre-funding is 
supported by the establishment of an irrevocable trust fund that dedicates the funds to the sole 
purpose of meeting the OPEB obligation and allows investment to occur in a manner that 
generates a higher return than typical local government investment programs. The higher return 
will allow pre-funding to be accomplished within a shorter timeframe (20-30 years) than other 
available means and reduce the City’s Annual Required Contribution (ARC).     
          
A CalPERS representative will attend the February 26, 2008 Council workshop to provide the 
Council with an overview of their program and explain the benefits of pre-funding OPEB. 
 

• League of Cities / Finance Professional Organizations (CSMFO, CMTA, and GFOA):  GASB 45 
has been the discussed at numerous conferences.  Many agencies are looking at to others (both 
the state and local levels) for possible solutions or creative alternatives for implementation and 
management of this significant issue.   
 
The City of Newport Beach has been the topic of discussion on creative solutions.  This city 
successfully implemented drastic changes to their retiree healthcare benefits. Though a “meet 
and confer” process which took approximately three years to finalize, the City converted its 
defined benefit program to a defined contribution program.  While not necessarily satisfactory to 
all, the change provided benefits to both the city and its employees.  The plan was unanimously 
approved by employee associations and implemented three years ago.   
 
Although the specifics in the Newport Beach Plan may vary from other agencies, some aspects 
are applicable.  More importantly, this plan could provide the framework for developing a 
funding plan and lead to alternative/creative solutions.  Newport Beach retained a team of 
outside help including labor attorneys, Trustee / Account Custodian / Investment Services, 
Claims Administrator, Trustee Custodian/ Annuity Provider, and an actuary. 
 

The information described herein suggests that the City should take certain actions to proactively 
address the future OPEB obligation. These actions include developing a funding plan to meet the 
future retiree health obligation, soliciting proposals from qualified financial management 
organizations to establish an irrevocable trust fund program and working with employees to develop 
compensation alternatives that would further reduce the City’s future obligation. The funding plan 
will likely require a combination of increased annual contributions and “one-time” contributions, 
perhaps generated by the sale of surplus City property. Establishment of an irrevocable trust fund 
program will provide the means to meet this obligation sooner through an investment program. 
Finally, working with employees through a task force composed of management and labor 
representatives will facilitate the review of compensation alternatives that could further reduce the 
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City’s future OPEB obligation while providing salary and benefits that meets the needs of the 
workforce.      
 
In the coming months, staff will continue to contact other public agencies facing unfunded OPEB 
liabilities to learn of different strategies that may have been successful in helping agencies mitigate 
the impacts of OPEB.   
 
In the fall, staff will retain an actuary to prepare a new actuarial valuation needed to quantify the 
OPEB liability and obtain necessary actuarial data required for FY09 financial reporting and 
disclosure purposes.   
 

 
Fiscal Impact 
 
Although the GASB does not require governmental agencies to prefund its OPEB obligations, the 
implementation of these new accounting standards will significantly impact the City’s financial 
statement and reserve fund balances if not fully funded.   The attached Exhibit B highlights the 
impacts that GASB 45 will have on reserve fund balances if the City continues to use only the cash 
basis for OPEB.  Based on the information obtained in the 2005 actuarial report, recording OPEB on 
the required accrual basis of accounting will deplete the general fund’s reserve fund balance by 
FY11/12. 
 
Equally important is that lack of substantive progress on OPEB financial planning will be viewed 
negatively by rating agencies; this could ultimately adversely affect the City’s credit rating and the 
City’s ability to issue debt. 
 
There are certainly a number of benefits to pre-funding.  Pre-funding minimizes future cost impacts 
through investment in certain securities with higher rates of return.  CalPERS noted that investment 
returns ultimately pay 75% of pension benefits, which minimizes the need for additional cash 
contributions.  These higher investments return assumptions (discount rates) results in a lower 
present value of the City’s future liabilities, and a lower Annual Required Contribution (ARC). As 
stated previously herein, the City’s current ARC is estimated at $4.3 million. 
 
Additionally, any contribution made toward the OPEB liability that is less than the ARC will result 
in an unfunded liability on the City’s financial statements beginning in FY08/09.   
 
Public Contact 
 
Posting of the City Council Agenda. 
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Recommendation for Action 
 
 
Staff recommends that the City Council approve the following actions regarding the City’s OPEB 
obligation:              
  

• Develop a funding plan that includes the establishment of an irrevocable trust fund 
program as described herein; 

• Seek proposals from qualified financial management organizations in order to implement 
an irrevocable trust fund program; and  

• Create a task force composed of labor and management representatives to further study 
compensation options that could further reduce the City’s OPEB obligation. 

 
 
 
 

  
Prepared by: Kim McKinney 
 Senior Accountant 
 
 

  
Reviewed by: Joan Drayton 
 Finance Director 

 
 
 
________________  
Mark G. Deven 
City Manager 
 
 
Attachments 
 

















EXHIBIT B
City of Woodland

GASB 45 OPEB Funding
Depletion of Reserve Fund Balances

General Fund
Enterprise 

Funds Total General Fund
Enterprise 

Funds Total General Fund
Enterprise 

Funds Total

OPEB Cash Basis 1,344,000     576,000        1,920,000     1,451,520     622,080        2,073,600     1,567,642     671,846        2,239,488     
OPEB GASB 45 (Accrual)* 3,010,000     1,290,000     4,300,000     3,010,000     1,290,000     4,300,000     3,010,000     1,290,000     4,300,000     

Beginning Fund Balance 5,594,000     105,907,000 111,501,000 3,928,000     105,193,000 109,121,000 2,369,520     104,525,080 106,894,600 
Unfunded OPEB 
(if paid only on cash basis) (1,666,000)    (714,000)       (2,380,000)    (1,558,480)    (667,920)       (2,226,400)    (1,442,358)    (618,154)       (2,060,512)    
Ending Balance** 3,928,000     105,193,000 109,121,000 2,369,520     104,525,080 106,894,600 927,162      103,906,926 104,834,088 

*Note: The OPEB amounts are obtained from the 2005 actuarial report.  
**Note: Ending fund balance assumes the funds will have a balanced budget in each year, with the exception of the GASB 45 OPEB difference.

Fiscal Year 08/09 Fiscal Year 09/10 Fiscal Year 11/12


