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Scope and Applicability of Statement 75

INTRODUCTION

1. The objective of this Implementation Guide is to provide guidance that clarifies, explains, or
elaborates on the requirements of Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions, as amended, and Statement No. 74, Financial
Reporting for Postemployment Benefit Plans Other Than Pension Plans, as amended.

IMPLEMENTATION GUIDANCE

Scope and Applicability of This Implementation Guide

2. Questions and answers in this Implementation Guide address issues related to accounting and
financial reporting for postemployment benefits other than pensions and for plans that are used to
administer those benefits. Those benefits are referred to as other postemployment benefits (OPEB),
and the plans that are used to administer OPEB are referred to as OPEB plans. The scope of this
Implementation Guide excludes OPEB that is provided through OPEB plans that have the
characteristics in paragraph 18 of Statement No. 85, Omnibus 2017. The requirements of this
Implementation Guide apply to the financial statements of all state and local governments.

3. Paragraphs C3 and C6 of this Implementation Guide include provisions to remove from the
Codification of Governmental Accounting and Financial Reporting Standards and the Comprehensive
Implementation Guide, respectively, the following transition-related questions and answers in this
Implementation Guide at the conclusion of the transition period for Statement 75: Questions 4.497—
4.502. In addition, instructions in paragraphs C1 and C4 clarify the use of the term trust (or variations)
for purposes of applying certain requirements in Implementation Guide No. 2017-2, Financial Reporting
for Postemployment Benefit Plans Other Than Pension Plans.

Questions and Answers

Statement 75, as Amended

4, Questions and answers in this paragraph address issues related to accounting and financial
reporting for OPEB in accordance with the requirements of Statement 75, as amended. For purposes
of this Implementation Guide, the term trust (or variations) includes equivalent arrangements as
referenced in paragraph 4 of Statement 75.

Scope and Applicability of Statement 75, as Amended

4.1. Q—A single or agent employer provides OPEB to its employees through a defined benefit
OPEB plan that is administered through a trust that has the characteristics identified in
paragraph 4 of Statement 75. The employer does not have a special funding situation (as
defined by paragraph 18 of Statement 75) and does not have a payable to the OPEB plan. If
there is no requirement that the employer make contributions to the plan, does Statement
75, as amended, apply to the employer?

A—Yes. If the single or agent employer provides benefits to its employees through a defined
benefit OPEB plan that is administered through a trust in which contributions to the OPEB
plan from employers and nonemployer contributing entities and earnings on those
contributions are irrevocable; OPEB plan assets are dedicated to providing OPEB to plan
members in accordance with the benefit terms; and OPEB plan assets are legally protected
from the creditors of employers, nonemployer contributing entities, the OPEB plan
administrator, and plan members, an employer that does not have a special funding situation
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4.2

4.3.

4.4.

4.5.

4.6.

should follow the provisions in paragraphs 21-58 of Statement 75, as amended, for OPEB
liabilities to employees. (Paragraphs 9, 10, and 17 of Statement 85 also may be applicable.)

Q—If the single or agent employer in Question 4.1 has a special funding situation, does
Statement 75, as amended, apply to the employer?

A—Yes. Regardless of whether the single or agent employer in Question 4.1 has a special
funding situation, if the employer provides OPEB through a defined benefit OPEB plan that
is administered through a trust that has the characteristics identified in paragraph 4 of
Statement 75, Statement 75, as amended, applies. A single or agent employer that has a
special funding situation should follow the provisions in paragraphs 21-26 and 99-108 of
Statement 75, as amended, for OPEB liabilities to employees. (Paragraphs 9, 10, and 17 of
Statement 85 also may be applicable.)

Q—An employer provides OPEB to its employees through a cost-sharing defined benefit
OPEB plan that is administered through a trust that has the characteristics identified in
paragraph 4 of Statement 75. There is no requirement that the employer make annual
contributions to the plan because the employer has a special funding situation (as defined
by paragraph 18 of Statement 75) in which the nonemployer contributing entity is the only
entity with a legal requirement to make contributions. The employer has no payables to the
OPEB plan, and contributions to the plan are not made by any other nonemployer entities.
Does Statement 75, as amended, apply to the employer?

A—Yes. Because the employer has a special funding situation for benefits provided through
an OPEB plan that is administered through a trust that has the characteristics identified in
paragraph 4 of Statement 75, Statement 75, as amended, applies. In this circumstance, the
cost-sharing employer should apply the requirements in paragraphs 21-26 and 111-115 of
Statement 75, as amended, and paragraphs 9 and 10 of Statement 85 to recognize OPEB
expense/expenditure and revenue for the support of the nonemployer contributing entity, as
well as the requirements for note disclosures and required supplementary information (RSI)
in paragraphs 89-98 of Statement 75, as amended.

Q—1In the past, an employer provided OPEB to its employees through a cost-sharing defined
benefit OPEB plan that is administered through a trust that has the characteristics identified
in paragraph 4 of Statement 75. The employer no longer provides benefits to active
employees through the plan. Does Statement 75, as amended, apply?

A—If the cost-sharing employer has no requirement to make contributions to the plan, does
not have a payable to the OPEB plan, and does not receive support from a nonemployer
contributing entity through contributions made directly to the OPEB plan (whether as a result
of a special funding situation or not), the requirements of Statement 75, as amended, do not
apply to the financial reporting by the employer.

Q—Does Statement 75, as amended, apply to OPEB that is provided through an OPEB plan
that is closed to new entrants?

A—Yes. The requirements of Statement 75, as amended, apply to OPEB provided through
closed plans, as well as to OPEB provided through open plans.

Q—Does Statement 75, as amended, apply to a governmental employer that provides OPEB
through a single-employer plan that is administered by the employees’ union if benefits are
negotiated periodically (for example, every three to five years)?

A—Yes. Statement 75, as amended, is applicable to the state or local government whose
employees are provided with OPEB through the plan. This is the case regardless of the
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Trusts

4.8.

4.9.

4.10.

4.11.

Scope and Applicability of Statement 75

nature of the entity administering the plan or whether the benefits provided through the plan
are subject to periodic negotiation.

Q—An employer accounts for active-employee healthcare benefits in accordance with the
requirements of Statement No. 10, Accounting and Financial Reporting for Risk Financing
and Related Insurance Issues, as amended. May the employer also account for
postemployment healthcare benefits in accordance with the requirements of Statement 10,
as amended?

A—No. Paragraph 2 of Statement 10, as amended, excludes entirely from the scope
of Statement 10 accounting for transactions resulting when an entity provides
postemployment benefits, including postemployment healthcare benefits. The employer
should account separately for the healthcare benefits for active employees, in accordance
with Statement 10, as amended, and for the postemployment healthcare benefits, in
accordance with the requirements of Statement 75, as amended.

Q—An OPEB plan’s trust agreement includes a provision for return of amounts remaining in
the trust to an employer if all obligations associated with the plan that is administered through
the trust have been fulfilled. Is this provision consistent with the criterion in paragraph 4a of
Statement 75 regarding the irrevocability of contributions?

A—Yes. As used in paragraph 4a of Statement 75, irrevocability is understood to mean that
an employer no longer has ownership or control of the assets, except for any reversionary
right once all benefits have been paid. That is, for purposes of paragraph 4 of the Statement,
the trust should be so constituted that assets may flow from an employer to the trust, but not
from the trust to an employer—unless and until all obligations to pay benefits in accordance
with the plan terms have been satisfied by payment or by defeasance with no remaining risk
regarding the amounts to be paid or the value of assets held in the trust.

Q—A defined benefit OPEB plan’s trust agreement includes a provision for the return of trust
assets to an employer if the funded status of the plan reaches a specified level, regardless
of whether all obligations associated with the plan that is administered through the trust have
been fulfilled. Is this provision consistent with the criterion in paragraph 4a of Statement 75
regarding the irrevocability of contributions?

A—No. A provision for the reversion of trust assets to an employer prior to the point at which
all obligations associated with the plan have been fulfilled is not consistent with the criterion
related to irrevocability of contributions.

Q—A trust that is used to administer a defined benefit OPEB plan reimburses an employer
for amounts paid for OPEB using employer resources as the benefits come due in
accordance with the benefit terms. For example, the trust reimburses an employer for the
share of the total age-adjusted premiums approximating claims costs that the employer paid
to an insurer to provide benefits to inactive employees. Is this provision consistent with the
criterion in paragraph 4a of Statement 75 regarding the irrevocability of contributions?

A—Yes. Reimbursements paid to the employer from the trust for amounts paid for OPEB
using employer resources as the benefits come due in accordance with the benefit terms
should not be considered a reversion of trust assets to the employer for purposes of
evaluating whether the trust meets the criterion in paragraph 4a of Statement 75.

Q—If postemployment healthcare benefits (classified as OPEB) and some other benefit that
is not OPEB (for example, pensions or active employee healthcare) are administered through
a single trust, can that arrangement be considered as meeting the criterion in paragraph 4b
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of Statement 75—that is, that “OPEB plan assets are dedicated to providing OPEB to plan
members in accordance with the benefit terms”?

A—The OPEB partition of the trust would meet the criterion in paragraph 4b of Statement 75
(regarding dedicated purpose) only if steps have been taken to ensure that the assets, once
initially allocated to OPEB, are dedicated solely to providing OPEB until the point in time at
which all benefits provided through the OPEB plan have been paid. That is, in the context of
Statement 75, dedicated purpose should be understood as referring to the purpose of
providing OPEB through a single plan rather than, for example, providing OPEB and some
other benefit such as pensions or active employee healthcare.

Classifying benefits

OPEB versus pensions

4.12.

4.13.

4.14.

Q—A city’s defined benefit pension plan for firefighters provides a postemployment health
insurance subsidy in the form of an additional monthly cash payment to each pension
recipient. There is no limitation on the use of the additional cash payment by recipients.
Should the health insurance subsidy be classified as OPEB for financial reporting purposes?

A—No. In this circumstance, the use of the postemployment health insurance subsidy that is
provided as an additional monthly cash payment to retirees and beneficiaries is not limited
to payment of healthcare costs. Therefore, the subsidy should be considered retirement
income. All retirement income should be classified as pensions.

Q—The terms of a postemployment benefit plan provide that those who retire from service
will receive an amount, defined in terms of dollars or a formula, that may be used only (a) to
offset the retiree’s cost of premium payments for participation in the employer’s healthcare
insurance group with active employees or (b) for reimbursement of other healthcare costs, if
the retirees provide proof of healthcare insurance costs or direct healthcare claims that are
not reimbursed by others. Should the benefit be classified as OPEB for financial reporting
purposes?

A—Yes. Even though the benefit is defined in terms of a dollar amount or formula, because
the benefit is limited to the provision of postemployment healthcare, it should be classified
as OPEB for financial reporting purposes.

Q—An employer provides retirees with retirement income, as well as life insurance and long-
term care benefits, all of which are administered through a defined benefit pension plan.
Should each benefit be accounted for as pensions or as OPEB?

A—AIl of the benefits should be accounted for as pensions. In accordance with Statements
No. 68, Accounting and Financial Reporting for Pensions, No. 73, Accounting and Financial
Reporting for Pensions and Related Assets That Are Not within the Scope of GASB
Statement 68, and Amendments to Certain Provisions of GASB Statements 67 and 68, and
75, postemployment benefits (with the exception of postemployment healthcare benefits,
which always are accounted for as OPEB) should be accounted for as pensions if they are
provided through a defined benefit pension plan.
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Postemployment Healthcare Benefits Provided through a Pension Plan

4.15.

Q—An employer provides postemployment healthcare benefits that are administered
through a defined benefit pension plan. Should the postemployment healthcare benefits be
accounted for as pensions or as OPEB?

A—The postemployment healthcare benefits should be accounted for as OPEB. In
accordance with Statements 68, 73, and 75, OPEB includes postemployment healthcare
benefits (such as medical, dental, vision, hearing, or other health-related benefits) regardless
of whether the postemployment healthcare benefits are provided separately or through a
defined benefit pension plan.

Termination benefits

4.16.

4.17.

Q—A government offers an early retirement incentive in the form of healthcare benefits for 5
years to any employee with at least 20 years of service but does not otherwise provide
healthcare benefits to employees that terminate active service. Should this benefit be
accounted for as OPEB?

A—No. The benefit described is in the form of healthcare benefits to be given after
employment. However, in determining how to classify and account for benefits given in the
form of healthcare, it also is necessary to consider the purpose for which they are given. In
the situation described, the fact that the healthcare benefits are conditioned on an
employee’s acceptance of the employer’s early termination offer and are provided as an
incentive for the employee to do so indicates that the benefit is provided in exchange for the
early termination of services (a termination benefit), rather than as compensation for the
employee’s years of service (a postemployment benefit). Further, because the employer
does not otherwise provide postemployment healthcare benefits, the termination benefit
does not enhance existing defined benefit OPEB, and the requirements in paragraph 17 of
Statement No. 47, Accounting for Termination Benefits, as amended, and paragraph 8 of
Statement 75 do not apply. Therefore, the benefit should not be accounted for as OPEB.
Rather, the benefit should be accounted for as a termination benefit and should be accounted
for in accordance with the applicable requirements of Statement 47, as amended. (See
Question 4.17 for a discussion of requirements if the termination benefits instead enhance
an existing postemployment benefit.)

Q—In addition to preexisting postemployment healthcare benefits provided to eligible
retirees that are age 65 or older, a government offers an early retirement incentive in the
form of healthcare benefits for 5 years to any employee with at least 20 years of service.
Acceptance of the employer’s early termination offer would extend the duration of the
preexisting postemployment healthcare benefits to also include ages 60-64. Does the early
retirement incentive affect the amounts reported by the employer for its OPEB liability?

A—Yes. Although the benefit in this scenario is a termination benefit, Statement 47 as
amended, and Statement 75 require that in the case of a termination benefit that is given in
the form of an enhancement of the terms of an existing postemployment benefit (for example,
by extending the period of time for which retiree healthcare will be provided, as in the situation
described), the effects of that incentive on the existing postemployment benefit be included
in the measure of the defined benefit OPEB liability of the employer that is required by
Statement 75. (See Question 4.16 for a discussion of requirements if the termination benefits
do not enhance an existing postemployment benefit.)

Sick leave-to-healthcare conversions

4.18.

Q—If an employer converts employees’ unused sick leave balances to individual healthcare
accounts at the conclusion of active service to be applied to postemployment healthcare
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4.19.

4.20.

premiums or claims costs, do any of the following activities constitute OPEB: the
establishment of the accounts, the payment of cash equal to the account balances to a third-
party administrator, or cash payments from the accounts for premiums or benefits if the
employer retains administration?

A—No. None of the activities mentioned constitute OPEB. Conversion of unused sick leave
to an individual healthcare account is an example of a termination payment of sick leave, as
discussed in footnote 6 of Statement No. 16, Accounting for Compensated Absences, as
amended.

Q—Would there potentially be OPEB if the individual accounts discussed in Question 4.18
are used to pay terminated employees’ assigned share of the cost of healthcare coverage
through an insured group that also includes the employer’s active employees?

A—Yes. Depending on the way that premiums are assigned to active employees and to
inactive employees, the employer may be contributing part of the total cost of coverage for
inactive employees. This would generally be the case, for example, if blended premium rates
are assigned to all members of the insured group and the employer pays all or part of the
blended premium rates for active employees. The postemployment healthcare benefit
payments generally should be measured as the difference between the claims costs, or age-
adjusted premiums approximating claims costs, for inactive employees in the group and the
amount paid by those employees (including the amounts paid on behalf of terminated
employees by the employer or a third-party administrator from the individual sick leave
conversion accounts of those employees).

Q—Instead of converting an employee’s unused sick leave hours to an individual retiree
healthcare account at a rate based on the employee’s salary at the time of termination of
employment, an employer has an ongoing arrangement to provide, as part of the total
compensation to the employee, postemployment healthcare benefits. The amount of the
postemployment healthcare benefit for each employee is determined based on the
employee’s unused sick leave balance in hours at the time of termination of employment.
Unused sick leave is converted to postemployment healthcare benefits at the rate of one
month of healthcare premiums, up to a stipulated maximum monthly amount, for each eight
hours of unused leave. The employer does not otherwise provide postemployment
healthcare benefits and does not otherwise compensate employees for unused sick leave.
How should the benefits provided under these terms be classified for financial reporting
purposes?

A—The benefits to which unused sick leave is converted in this case—employer-paid
postemployment healthcare benefits for the specified number of months for which each
terminating employee is eligible—are defined benefit OPEB. Paragraph 8 of Statement 75
specifies that in circumstances in which a terminating employee’s unused sick leave credits
are converted to provide defined benefit OPEB (for example, defined benefit
postemployment healthcare benefits), the resulting benefit or increase in benefit should be
included in the measures of OPEB liabilities for purposes of Statement 75. Therefore, in the
circumstances described in this question, the portion of sick leave expected to be converted
to postemployment healthcare benefits should be classified as OPEB for financial reporting
purposes. As a result, that portion of the sick leave should be excluded from the liability for
compensated absences, and the resultant expected postemployment healthcare benefits
should be included in the projection of benefit payments for purposes of measuring the total
OPEB liability.
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Disability benefits

4.21.

Q—An employer provides disability benefits as a source of income until a recipient becomes
eligible for pension benefits. An employee is required to terminate his or her employment to
become eligible for the disability benefits. Should the disability benefits be classified as
pensions for financial reporting purposes?

A—The disability benefit program described provides postemployment benefits (that is,
benefits provided after employment as part of an employee’s total compensation for
services), as indicated by the facts that eligibility for the benefits requires terminating
employment and that the benefits are long term. If those long-term disability benefits are
provided through a defined benefit pension plan, they should be classified as pensions. If
those disability benefits are provided separately from a defined benefit pension plan, they
should be classified as OPEB.

Workers’ compensation benefits

4.22.

Q—Are workers’ compensation benefits considered OPEB for financial reporting purposes?

A—No. Workers’ compensation benefits are not provided as compensation for employee
service. Therefore, they do not meet the definition of a postemployment benefit and should
not be classified as OPEB for financial reporting purposes. Rather, for benefits that are not
OPEB, Statement 10, as amended, establishes requirements for insurance-related activities
associated with risks of loss from “job-related illnesses or injuries to employees” (para-
graph le of Statement 10). Therefore, workers’ compensation benefits should be accounted
for in accordance with the requirements of that Statement, as amended.

Types of OPEB

Classifying OPEB as defined benefit or defined contribution

4.23.

Q—In an OPEB plan, the terms specify that an employer is required to contribute 7.5 percent
of each employee’s annual salary to an individual employee account. Assets in each
employee’s account can be used only for healthcare during retirement. Individual employee
accounts are credited with interest at a rate of 5 percent per year, as specified in the benefit
terms, and are assessed an administrative fee based on the average balance of assets in
the account for the year. During retirement, an employee draws down the balance of the
account, with interest continuing to accrue at the specified interest rate. Should this OPEB
be classified as defined benefit or as defined contribution for purposes of applying Statement
75, as amended?

A—This OPEB is defined benefit for purposes of applying Statement 75, as amended. To be
classified as defined contribution OPEB, paragraph 10 of Statement 75 specifies that all three
of the following criteria are required to be met:

a. An individual account is provided for each employee.

b. The plan terms define the amount of contributions that the employer is required to
make (or credits that it is required to provide) to an active employee’s account for
periods in which the employee renders service.

C. The OPEB that an employee will receive will depend only on the contributions (or
credits) to the employee’s account, actual earnings on investments of those
contributions (or credits), and the effects of forfeitures of contributions (or credits) made
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4.24.

4.25.

4.26.

for other employees, as well as OPEB plan administrative costs, that are allocated to
the employee’s account.

Although the OPEB provided in this question meets the first two of these criteria, it does not
meet the third criterion because the interest credited to an employee’s account is based on
a specified rate regardless of the actual earnings on the underlying investments made with
the assets in the account. Because the OPEB does not meet all three of the criteria identified
in paragraph 10 of Statement 75 to be classified as defined contribution, it should be
classified as defined benefit for purposes of applying Statement 75, as amended.

Q—If, instead of crediting interest to the employees’ accounts at a specified rate of return,
the benefit terms described in Question 4.23 provide that interest on employees’ account
balances is determined based on an outside index, how should the OPEB be classified for
accounting and financial reporting purposes?

A—Unless the investments of each employee’s account mirror the investments that comprise
the outside index, the crediting of interest earnings based on a rate that is tied to the
performance of an outside index does not represent actual earnings on investments in the
employees’ accounts, and the OPEB should be classified as defined benefit for purposes of
applying Statement 75, as amended.

Q—Rather than providing specified healthcare services (for example, medical office visits,
prescription drugs, and hospitalization), an employer provides OPEB by paying a specified
dollar amount to each employee during retirement that can only be used for the employee’s
healthcare costs. Should the OPEB be classified as defined contribution for purposes of
applying Statement 75, as amended?

A—No. The requirements in paragraph 10 of Statement 75 include a provision that to be
classified as defined contribution OPEB, the benefit terms define the contributions that will
be made to an active employee’s account. The terms of this plan specify the benefit
payments that will be made after an employee terminates employment. Therefore, the
benefits should be classified as defined benefit for purposes of applying Statement 75, as
amended.

Q—An employer contributes defined amounts to an OPEB plan that is administered through
a trust that meets the criteria in paragraph 4 of Statement 75, but the employer does not
determine the level of benefits to be provided to employees. Instead, benefit levels are
defined by the plan trustees and may be adjusted periodically by the trustees, subject to the
limitation (which has been communicated to the employees) that benefits will be provided
only to the extent that plan assets are available to pay them. Plan assets are administered
as a single pool; individual member accounts are not maintained. Should the benefit be
classified as defined contribution OPEB?

A—No. Paragraph 10 of Statement 75 provides that if the benefit does not have all the
characteristics of defined contribution, it should be classified as defined benefit OPEB.
Defined contribution OPEB is discussed in paragraph 10 of Statement 75 as providing an
individual account for each employee, defining contributions that an employer is required to
make to an active employee’s account, and providing that the OPEB received by a member
depends only on the amounts contributed (credited) to the member’s account, actual
earnings on investments of those contributions (credits), the effects of forfeitures of
contributions (or credits) made for other members, and plan administrative costs that may be
allocated to the member’s account. In the circumstance described in this question, the
benefits do not have all the characteristics of defined contribution OPEB because individual
accounts are not maintained, the benefit terms do not define the contributions that an
employer is required to make to individual active employees’ accounts, and benefits do not
depend only on the items listed in paragraph 10 of Statement 75; rather, they depend on
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periodic benefit determinations by the plan trustees. Therefore, the OPEB should be
classified as defined benefit.

Types of Defined Benefit OPEB Plans and Employers

4.27.

4.28.

4.29.

4.30.

Q—A public employee retirement system (PERS) administers the assets, the payment of
benefits, and the general recordkeeping and support services for OPEB provided to the
employees of three employer governments. A separate actuarial valuation is performed for
separate classes of employees (for example, general government employees versus public
safety employees), and employers make contributions for each class at different specified
rates. The assets are held in a trust that meets the criteria in paragraph 4 of Statement 75
and legally are available to pay benefits to any employee. What type of plan(s) is the PERS
administering?

A—The classification of the plan depends on whether there are legal restrictions on the use
of the assets to provide benefits to each of the different classes of employees. In this
situation, although different rates are calculated for different classes of employees, all plan
assets legally are available to pay benefits of any employee, regardless of their employment
class. Therefore, this plan is a cost-sharing multiple-employer plan for purposes of applying
Statement 75, as amended.

Q—If the facts regarding the plan in Question 4.27 were changed, to the extent that separate
actuarial valuations were performed for separate employers based on their employees and
an allocation of assets to each employer, rather than for separate classes of employees,
would the separate valuations change the classification of the plan from a cost-sharing
multiple-employer plan to an agent multiple-employer plan?

A—No. The classification of the plan depends on whether assets held by the OPEB plan
legally can be used to pay the benefits of the employees of any of the employers. In this
situation, although different contribution rates are established for different employers, all plan
assets legally are available to pay benefits pertaining to the employees of any employer.
Therefore, this plan is classified as a cost-sharing multiple-employer plan for purposes of
applying Statement 75, as amended.

Q—A defined benefit OPEB plan that is administered through a trust that meets the criteria
in paragraph 4 of Statement 75 is used to provide OPEB to the employees of a state
government and several governments that are component units of the state. There are no
other entities whose employees are provided with OPEB through the plan. The assets in the
plan legally can be used to pay benefits to the employees of the state or any of the component
units. Is this plan a single-employer, agent multiple-employer, or cost-sharing multiple-
employer plan?

A—This plan is a single-employer plan for financial reporting purposes. Defined benefit
OPEB plans are classified according to the number of employers whose employees are
provided with benefits through the plan and whether OPEB obligations and OPEB plan
assets are shared. Paragraph 12 of Statement 75 specifies that a primary government and
its component units should be considered to be one employer for purposes of classifying a
defined benefit OPEB plan as single-employer or multiple-employer. (See Questions 4.48—
4.50 for a discussion of issues related to employer reporting in this circumstance.)

Q—A defined benefit OPEB plan is used to provide OPEB to the employees of a state
government, several governments that are component units of the state, and governments
other than the state and the component units. The plan is administered through a trust that



10

General Requirements

4.31.

4.32.

4.33.

meets the criteria in paragraph 4 of Statement 75. Is this plan a single-employer, agent
multiple-employer, or cost-sharing multiple-employer plan?

A—The plan is a multiple-employer plan for financial reporting purposes. If (a) a separate
account is maintained for each of the governments or (b) a separate account is maintained
for the state and its component units together and separate accounts are maintained for each
of the other governments, such that the assets in each of the separate accounts legally are
available to pay the benefits of only the employees of the government or governments whose
assets are maintained in the separate account, the plan would be classified as an agent
multiple-employer plan. If, instead, the OPEB plan assets legally can be used to pay the
benefits of the employees of any of the governments, the plan would be classified as a cost-
sharing multiple-employer plan.

Q—For purposes of classifying a defined benefit OPEB plan as single employer or multiple
employer under paragraph 12 of Statement 75, does it matter whether the component unit is
discretely presented or blended by the primary government?

A—No. For purposes of paragraph 12 of Statement 75, the primary government and its
component unit are considered to be one employer regardless of whether the component
unit is discretely presented or blended by the primary government.

Q—A PERS administers a single trust through which OPEB is provided to employees of local
governments in a state. The trust meets the criteria in paragraph 4 of Statement 75. For
certain employers (“nonpool employers”), the PERS maintains separate asset accounts. The
assets and obligations of other employers (“pool employers”) are pooled. How should this
arrangement be classified for purposes of applying Statement 75, as amended?

A—If the assets of each of the nonpool employers cannot legally be used to pay benefits to
the employees of any other employer, the portion of the trust that is being used to administer
benefits to the employees of the nonpool employers is a separate (agent multiple-employer)
plan, and nonpool employers should apply the requirements of Statement 75, as amended,
for agent employers. In this circumstance, the portion of the trust that is being used to
administer the benefits of the employees of pool employers is a cost-sharing multiple-
employer plan, and pool employers should apply the requirements of Statement 75, as
amended, for cost-sharing employers. If, however, the assets in the trust may legally be used
to pay benefits to the employees of any of the employers (pooled or nonpooled), the
arrangement is one cost-sharing multiple-employer plan for financial reporting purposes, and
all of the employers should apply the requirements of Statement 75, as amended, for cost-
sharing employers.

Q—Several employers provide healthcare benefits through an arrangement in which the
active employees and retirees of all of the employers are experience rated as a single pool
to determine a blended premium rate that is applied for each active employee and retiree.
With regard to the healthcare benefits provided to retirees, should the plan be reported as a
cost-sharing multiple-employer OPEB plan?

A—Not necessarily. The characteristics mentioned are not determinative of whether a
postemployment healthcare plan is a cost-sharing multiple-employer plan for financial
reporting purposes. First, the OPEB plan would be classified as cost-sharing only if it is
administered through a trust that meets the criteria in paragraph 4 of Statement 75. (If the
active and retiree healthcare benefits are administered through a single trust, see Question
4.11 for additional discussion of considerations regarding the criteria in paragraph 4 of
Statement 75.) In addition, the classification of a plan as cost-sharing multiple-employer for
financial reporting purposes relates not to the current-period insurance premium structure
used but to whether the employers in a plan share the OPEB liability and assets accumulated
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in the plan. Only if the plan has these characteristics should it be classified as a cost-sharing
multiple-employer plan.

Special Funding Situations—Defined

4.34.

4.35.

4.36.

Q—For purposes of evaluating whether there is a special funding situation under Statement
75, what does it mean for a nonemployer entity to be legally responsible for providing
financial support for OPEB?

A—For purposes of applying paragraph 18 of Statement 75, a nonemployer entity is legally
responsible for financial support if it is required by legal or contractual provisions to make
contributions directly to an OPEB plan or to make benefit payments as the OPEB comes
due. Sources of legal provisions include those arising from constitutions, statutes, charters,
ordinances, resolutions, governing body orders, and intergovernmental grant or contract
regulations. Therefore, for purposes of Statement 75, as amended, a nonemployer
contributing entity should be considered legally responsible for providing financial support for
OPEB if, for example, there is a statutory requirement that it make a contribution directly to
the OPEB plan. (See also Questions 4.35-4.37.)

Q—If a state legislature is not bound by the decisions of a prior legislature and the state’s
requirement to provide financial support for OPEB as a nonemployer entity is established in
statute, could the state ever have a special funding situation?

A—Yes. The fact that a decision of one legislature cannot bind a subsequent legislature
should not be considered an indication that the nonemployer contributing entity does not
have a legal obligation to provide financial support for OPEB for the purposes of applying
paragraph 18 of Statement 75. Nor should the circumstance be considered a condition that
makes the financial support dependent upon an event or circumstance unrelated to the
OPEB. Therefore, if the amount of the financial support is defined in such a manner that it
meets the criterion in paragraph 18a of Statement 75 or if the nonemployer entity is the only
entity that is legally responsible to provide financial support for OPEB, the circumstances
would be classified as a special funding situation for purposes of Statement 75, as amended.

Q—1In the past, a governmental nonemployer entity that is not otherwise identified as being
responsible for providing financial support for a defined benefit OPEB plan has provided
financial support for the OPEB plan as a nonemployer entity. Should the nonemployer entity’s
involvement be accounted for as a special funding situation? If not, which accounting and
financial reporting standards apply?

A—No. The first characteristic of a special funding situation as described in paragraph 18 of
Statement 75 is that the nonemployer entity is legally responsible for providing financial
support for OPEB. A historical pattern of appropriating resources to provide financial support
for the OPEB plan is not equivalent to a legal obligation for the nonemployer entity to provide
financial support for OPEB. Therefore, in this circumstance, the nonemployer entity’s
involvement should not be accounted for as a special funding situation. The employers that
provide benefits through the plan should apply the requirements of Statement 75, as
amended, and Statement No. 24, Accounting and Financial Reporting for Certain Grants and
Other Financial Assistance, as amended, for employers that are not in special funding
situations. In periods in which it provides financial support for OPEB, the nonemployer entity
should apply the requirements in paragraph 13 of Statement 24, as amended, for on-behalf
payments of fringe benefits.
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General Requirements

4.37.

4.38.

4.39.

4.40.

4.41.

4.42.

Q—Would the answer to Question 4.36 be different if the governmental nonemployer
contributing entity’s resources have been appropriated specifically for the purpose of
providing financial support for the OPEB plan?

A—No. An appropriation of resources for purposes of providing financial support for the
OPEB plan is not, by itself, sufficient to create a legal requirement to provide financial support
for OPEB for purposes of applying paragraph 18 of Statement 75.

Q—If an employer’s contributions to an OPEB plan or amounts paid by the employer for
OPEB as the benefits come due are reimbursed through a federal grant, should this be
accounted for as a special funding situation with the grantor as a nonemployer contributing
entity?

A—No. Among other conditions, paragraph 18 of Statement 75 specifies that in order to be
a special funding situation, the nonemployer contributing entity is required to make
contributions directly to the OPEB plan or to make benefit payments directly as the OPEB
comes due. The federal grant is provided to the employer as a reimbursement of the
employer’s direct contributions to the OPEB plan or the employer’s payment of OPEB as the
benefits come due. Therefore, the circumstances do not meet the definition of a special
funding situation.

Q—In evaluating whether a special funding situation exists, does it matter if a nonemployer
contributing entity is considered to be a state or local government for financial reporting
purposes?

A—No. For purposes of evaluating whether a special funding situation exists, the type of
entity (governmental or nongovernmental) for financial reporting purposes is not a factor.

Q—If a nonemployer contributing entity’s contribution requirement is defined in statute to be
a specified percentage of the actuarially determined contribution of the employer, is the
amount of the contribution “dependent upon one or more events or circumstances unrelated
to the OPEB”?

A—No. A contribution amount that is defined as a percentage of an actuarially determined
contribution is related to the OPEB provided through the plan and, therefore, would meet the
condition described in paragraph 18a of Statement 75.

Q—A governmental nonemployer contributing entity has a legal requirement to provide
financial support for defined benefit OPEB. In the current measurement period, the
nonemployer contributing entity’s requirement for financial support has the characteristics of
a special funding situation under paragraph 18 of Statement 75. However, legislation has
been passed that reduces the nonemployer contributing entity’s requirement for financial
support to zero in steps over the next five years. Should the circumstances be accounted for
by the nonemployer contributing entity as a special funding situation?

A—Yes. Because the circumstances meet the requirements in paragraph 18 of Statement
75 to be accounted for as a special funding situation in the current period, the nonemployer
contributing entity should apply the requirements of Statement 75, as amended, applicable
to those situations. However, in establishing the governmental nonemployer contributing
entity’s proportion under paragraphs 116—-118 or 203-205 of Statement 75, as applicable,
the nonemployer contributing entity is encouraged to consider the provisions of the
legislation. (See also Questions 4.317 and 4.459.)

Q—Paragraph 18a of Statement 75 specifies that one of the characteristics of a
special funding situation is that the amount of contributions or benefit payments for which
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the nonemployer entity legally is responsible is not dependent upon one or more events
unrelated to the OPEB. If a nonemployer contributing entity is legally required to contribute
or to make benefit payments equal to a specified (“flat”) dollar amount, is the amount
considered to be dependent upon one or more events or circumstances unrelated to OPEB?

A—No. A specified dollar amount is not considered to be dependent upon an event or
circumstance unrelated to OPEB. Therefore, in this circumstance, the contribution or benefit
payments would satisfy the condition in paragraph 18a of Statement 75 that to be a special
funding situation, the amount of contributions or benefit payments not be dependent upon
one or more events unrelated to the OPEB.

Defined Benefit OPEB Other Than Insured Benefits

See also Questions 4.23-4.26 addressing the classification of OPEB as defined benefit or defined
contribution.

Financial statement display

4.43.

4.44.

Q—Should OPERB liabilities or aggregation of OPEB liabilities be displayed on a separate line
on the face of the financial statements?

A—OPERB liabilities are not required to be displayed separately on the face of the financial
statements. However, for some governments, they will be significant balances, which may
be displayed separately on the face of the financial statements. OPEB liabilities associated
with different OPEB plans may be aggregated for display, and OPEB assets (for net OPEB
assets) associated with different plans may be aggregated for display. However, aggregated
OPEB assets and aggregated OPEB liabilities should be separately displayed.

Q—Can OPEB liabilities associated with different plans be displayed in the aggregate if the
liabilities do not have the same measurement date?

A—Yes. Statement 75 does not limit the aggregation of OPEB liabilities based on measure-
ment dates.

OPEB provided through OPEB plans that are administered through trusts that
meet the criteria in paragraph 4 of Statement 75

Number of OPEB plans

4.45.

4.46.

Q—A defined benefit plan that is administered through a trust that meets the criteria in
paragraph 4 of Statement 75 is used to provide OPEB to two classes of employees—those
in elected positions and those in nonelected positions. Does Statement 75 require that the
employer report the benefits provided to each class of employees as a separate plan?

A—If, on an ongoing basis, all assets are available for the payment of OPEB to either class
of employees, even if the benefits differ by class, there is only one plan for financial reporting
purposes. If, on an ongoing basis, a portion of the assets is legally restricted for the payment
of benefits to one of the two membership classes, there are two separate plans for financial
reporting purposes, even if the assets are pooled for investment purposes.

Q—If, within a single trust that meets the criteria in paragraph 4 of Statement 75, a portion
of the assets is legally restricted to pay the defined benefit OPEB of a particular class of
employees of all local governments within a state (for example, elected officials) and a portion
is legally restricted to pay the defined benefit OPEB of another class of employees of the
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Defined Benefit—Meets Paragraph 4 of Statement 75

4.47.

local governments, should the portion of the assets associated with each class be considered
assets of a separate plan?

A—Yes, if, on an ongoing basis, each portion of assets held in the trust may not legally be
used to pay benefits to other classes of employees. Paragraph 23 of Statement 75 requires
in that circumstance, that the portion of trust assets restricted to pay benefits to each class
of employees be considered assets of a separate defined benefit OPEB plan for financial
reporting purposes. In this case, because each plan is used to provide benefits to more than
one employer, each plan would be classified as a separate multiple-employer plan.

Q—Within a trust that meets the criteria in paragraph 4 of Statement 75 and is used to
administer defined benefit OPEB, a certain portion of employer contributions and earnings
on those contributions are accumulated in a separate account to be used as the basis for
determining ad hoc postemployment benefit increases that if granted, will adjust the benefits
of all retirees. Should the assets in the separate account be considered assets of a separate
OPEB plan?

A—No. Paragraph 23 of Statement 75 requires that “if, on an ongoing basis, all assets
accumulated in a defined benefit OPEB plan that is administered through a trust that meets
the criteria in paragraph 4 [of Statement 75] for the payment of benefits may legally be used
to pay benefits . . . to any of the employees, the total assets should be reported as assets of
one defined benefit OPEB plan even if administrative policy requires that separate reserves,
funds, or accounts for specific groups of employees, employers, or types of benefits be
maintained. . . .” That paragraph further differentiates between a separate account used as
described in this question—that is, to provide an additional benefit to all retirees—and an
account legally restricted for the benefits to only certain classes or groups of employees or
to employees who are employees of certain entities.

Liabilities to employees for OPEB

Reporting by Primary Governments and Component Units

4.48.

4.49.

Q—A single-employer defined benefit OPEB plan that is administered through a trust that
meets the criteria in paragraph 4 of Statement 75 is used to provide OPEB to the employees
of a state government and several governments that are component units of the state. In
their stand-alone financial reports, should each of the component units report as a single
employer?

A—No. Paragraph 24 of Statement 75 requires that component units in this circumstance
apply the cost-sharing employer requirements of Statement 75, as amended, for their own
stand-alone financial reports. Therefore, each government would report its proportionate
share of the collective net OPEB liability and would follow the requirements in paragraphs
59-98 of Statement 75, as amended (for cost-sharing employers that do not have a special
funding situation), or paragraphs 109-115 of that Statement, as amended (for cost-sharing
employers that have a special funding situation). (Paragraphs 9, 10, and 17 of Statement 85
also may be applicable.) Only in the financial report of the reporting entity (that is, the financial
report that includes both the state and its component units) would note disclosures and RSI
be presented in accordance with the requirements in paragraphs 47-58 of Statement 75, as
amended, for a single employer.

Q—In the circumstances described in Question 4.48, if the component units do not issue
stand-alone financial reports, is a portion of the net OPEB liability required to be allocated to



4.50.

4.51.

452,

Defined Benefit—Meets Paragraph 4 of Statement 75
Single/Agent Employers

the component units as if they were cost-sharing employers for purposes of the reporting
entity’s financial report?

A—Yes. The notion of the reporting entity described in Statement No. 14, The Financial
Reporting Entity, as amended, is one in which the financial data of the component units are
included with the financial data of the primary government. Regardless of whether the
financial data (in this case, the proportionate share of the collective net OPEB liability and
related measures) are issued in stand-alone financial reports of the component units, the
reporting entity’s financial report should include those data as if they had been. Paragraph
24 of Statement 75 requires that in stand-alone financial statements, the component units
account for and report their participation in the OPEB plan as if they were cost-sharing
employers. Therefore, the financial report of the reporting entity should include the primary
government’s and the component units’ proportionate shares of the collective net OPEB
liability and related measures as if the entities were cost-sharing employers.

Q—For purposes of applying the requirements in paragraph 24 of Statement 75 regarding
the reporting of information about OPEB in the stand-alone reports of a primary government
and its component units if those governments provide benefits through the same single-
employer or individual agent-employer OPEB plan that is administered through a trust that
meets the criteria in paragraph 4 of Statement 75, does it matter whether the component unit
is discretely presented or blended by the primary government?

A—No. For purposes of paragraph 24 of Statement 75, in stand-alone financial reports, the
primary government and its component units each should account for and report its
participation in the single-employer or individual agent-employer OPEB plan as if it was a
cost-sharing employer, regardless of whether the component units are discretely presented
or blended by the primary government.

Q—A primary government and its component unit provide OPEB through the same cost-
sharing OPEB plan. How should each government determine the OPEB liability to report in
its stand-alone financial statements?

A—Paragraph 12 of Statement 75 indicates that for classification purposes, a primary
government and its component unit are considered one employer. However, for purposes of
recognition and measurement, the primary government and component unit should be
considered separate employers, and each should apply the requirements of Statement 75,
as amended, for cost-sharing employers.

Q—1In the circumstances described in Question 4.51, what requirements apply for purposes
of note disclosures and RSI in the stand-alone financial report of the component unit?

A—In its stand-alone financial report, the component unit should apply the cost-sharing
employer requirements of Statement 75, as amended, for note disclosures and RSI.

Use of Disaggregated Measures

See Question 4.96 (single and agent employers), Questions 4.192 and 4.234 (cost-sharing employers),
and Question 4.320 (governmental nonemployer contributing entities in a special funding situation).

Single and Agent Employers

4.53.

Q—In Questions 4.62 and 4.63, an employer provides OPEB through a single-employer
or agent OPEB plan that is administered through a trust that meets the criteria in paragraph
4 of Statement 75 (Trust A). Benefits are paid through Trust A. The employer establishes
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454,

a second trust (Trust B). Assets in Trust B can be used only to make contributions to
Trust A and can be moved to Trust A only upon instruction from the employer. Assets
accumulated in Trust B are irrevocable by the employer and are protected from creditors of
the employer. Can the employer in Question 4.62 or Question 4.63 report its OPEB liability
to employees for benefits net of the fiduciary net position of Trust B?

A—No. As noted in the answers in Questions 4.62 and 4.63, in both circumstances, the
assets in Trust B are employer assets. Financial reporting standards provide only for the
OPEB plan’s fiduciary net position to offset the total OPEB liability. Because there is no
specific right-of-offset provision for reporting an employer’s liability to employees for OPEB
net of related employer assets, the employer assets held in Trust B should not reduce the
amount reported by the employer as its liability to employees for OPEB.

Q—Should the employer in Question 4.53 consider the assets accumulated in
Trust B restricted for purposes of its government-wide or proprietary fund statement of net
position or governmental fund balance sheet?

A—Yes. The trust provision that limits the use of the assets in Trust B to future employer
contributions to the OPEB plan is an external limitation such that the assets accumulated in
Trust B should be considered restricted. Further, in accordance with paragraph 10 of
Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows
of Resources, and Net Position, in determining the restricted net position or restricted fund
balance, the restricted assets should be reduced by the amount of the OPEB liability that
those resources will be used to liquidate.

Recognition and Measurement in Financial Statements Prepared Using the Economic
Resources Measurement Focus and Accrual Basis of Accounting—Single and Agent
Employers That Do Not Have a Special Funding Situation

Net OPEB liability

4.55.

4.56.

Q—What guidance does Statement 75 provide regarding recognizing a portion of the net
OPEB liability for benefits provided through an OPEB plan that is administered through a
trust that meets the criteria in paragraph 4 of Statement 75 in fund financial statements if a
portion of the net OPEB liability of a single or agent employer will be paid from an enterprise,
internal service, or fiduciary fund?

A—EXxcept for blended component units, which are discussed in Questions 4.49 and 4.50,
Statement 75 does not establish specific requirements for allocation of the net OPEB liability
or other OPEB-related measures to individual funds. However, for proprietary and fiduciary
funds, consideration should be given to paragraph 42 of NCGA Statement 1, Governmental
Accounting and Financial Reporting Principles, as amended, which requires that long-term
liabilities that are “directly related to and expected to be paid from” those funds be reported
in the statement of net position or statement of fiduciary net position, respectively.

Q—If the total OPEB liability is less than the OPEB plan’s fiduciary net position, should the
net balance be displayed in a single or agent employer’s statement of net position as a
negative net OPEB liability or as a net OPEB asset?

A—A net OPEB liability that is negative is, and should be displayed as, an asset in the
employer’s statement of net position.
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Measurement date

4.57.

4.58.

Q—If a single employer’s fiscal year-end is the same as the fiscal year-end of the OPEB plan
through which it provides benefits, can the employer report a net OPEB liability as of a
measurement date that is one year earlier than the “as of” date of the net OPEB liability
reported by the plan at the same fiscal year-end?

A—Yes. To avoid a circumstance in which employer financial reports potentially would be
delayed awaiting information that also is included in the OPEB plan’s financial report,
Statement 75 permits the measurement date of the net OPEB liability reported by a single or
agent employer to be as of a date no earlier than the end of its prior fiscal year provided that
the actuarial valuation used to determine the net OPEB liability meets the timing
requirements in paragraph 28 of Statement 75 and that the measure meets the requirement
in paragraph 29 of Statement 75 that the plan and the employer use the same assumptions
when measuring similar or related information. (See Questions 4.64—-4.66.) Single-employer
OPEB plans are required by Statement 74 to report information about the net OPEB liability
of the employer as of the plan’s fiscal year-end. Therefore, for example, in financial
statements as of June 30, 20X7, a single-employer OPEB plan is required to report a net
OPEB liability measured as of June 30, 20X7, whereas the single employer that provides
benefits through the plan can report a net OPEB liability with a measurement date of
June 30, 20X86, if the requirements in paragraphs 28 and 29 of Statement 75 are met.

Q—If an employer participates in more than one defined benefit OPEB plan, is the employer
required to use the same measurement date for each (collective) net OPEB liability and
(collective) total OPEB liability?

A—No. Paragraphs 24 and 143 of Statement 75 specify that the requirements of that
Statement related to liabilities to employees for OPEB, which include the provisions of the
Statement for the selection of the measurement date of the (collective) net OPEB liability or
(collective) total OPEB liability, should be applied separately to the OPEB provided through
each defined benefit OPEB plan. Therefore, provided that the measurement date for each
(collective) net OPEB liability or (collective) total OPEB liability meets the requirements of
Statement 75, the related OPEB liabilities presented in an employer’s financial report can
have different measurement dates. For example, in financial statements for its fiscal year
ended June 30, 20X7, an employer can report a net OPEB liability with a measurement date
of June 30, 20X7, for OPEB provided through single-employer OPEB Plan A and a
proportionate share of the collective net OPEB liability with a measurement date of
March 31, 20X7, for OPEB provided through cost-sharing OPEB Plan B. (See Question 4.143
regarding note disclosure requirements if different measurement dates are used.)

The OPEB plan’s fiduciary net position

4.59.

Q—Do the provisions for update procedures for the total OPEB liability also apply to valuation
of the OPEB plan’s fiduciary net position component of the net OPEB liability? That is, can
the measure of the OPEB plan’s fiduciary net position from an earlier date be rolled forward
for use in the measure of the net OPEB liability at the current measurement date?

A—No. Paragraph 27 of Statement 75 requires that the OPEB plan’s fiduciary net position
component of the net OPEB liability be determined at the measurement date using the same
valuation methods that would be applied by the OPEB plan for purposes of preparing the
OPEB plan’s statement of fiduciary net position. (See Question 4.67 for additional discussion
of update procedures for the total OPEB liability.)
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4.60.

4.61.

4.62.

4.63.

Q—If a change occurs in a factor relevant to measurement of the OPEB plan’s fiduciary net
position between the measurement date of the net OPEB liability and the employer’s current
fiscal year-end, should the net OPEB liability that is reported by the employer in the current
fiscal year be updated to include the effects of the change?

A—No. The employer should report the net OPEB liability determined as of the measurement
date. The effects of a change in the OPEB plan’s fiduciary net position that occurs
subsequent to the measurement date of the net OPEB liability reported in the current fiscal
year should be reflected in the net OPEB liability as of the next measurement date—that is,
in the next fiscal year. (See Question 4.154 regarding note disclosures about changes
subsequent to the measurement date.)

Q—In years in which investment returns exceed expectations, an agent OPEB plan reports
a portion of those returns in an investment reserve at the aggregated plan level, and the
amounts in the reserve account are excluded from the plan assets of the individual
employers’ plans for purposes of determining their contribution requirements. The amounts
remain in the reserve account until a year in which investment returns are lower than
expected, at which time a portion of the investment account is allocated to individual
employers’ plans. For purposes of Statement 75, can amounts in the reserve account be
excluded from the measures of the OPEB plan’s fiduciary net position used to determine the
net OPEB liabilities reported by the individual employers?

A—No. For purposes of Statement 75, the assets in the reserve account should be allocated
to the fiduciary net position of the OPEB plans of the individual employers. To exclude those
assets would overstate the net OPEB liabilities of all the employers that provide benefits
through the agent OPEB plan.

Q—An employer provides OPEB through a single-employer OPEB plan that is administered
through a trust that meets the criteria in paragraph 4 of Statement 75 (Trust A). Benefits are
paid through Trust A. The employer establishes a second trust (Trust B). Assets in Trust B
can be used only to make contributions to Trust A and can be moved to Trust A only upon
instruction from the employer. Assets accumulated in Trust B are irrevocable by the employer
and are protected from creditors of the employer. For purposes of determining the employer’s
net OPEB liability, does the OPEB plan’s fiduciary net position include the net position of
Trust A and the net position of Trust B?

A—No. In the circumstance described, benefit payments can be made to employees through
Trust A but cannot be made through Trust B. As a result, the assets in Trust B do not have
present service capacity as OPEB plan assets. Therefore, only the net position of Trust A is
included as part of the OPEB plan’s fiduciary net position. The assets in Trust B should
continue to be reported as assets of the employer. Accordingly, amounts associated with
Trust B should be reported in the employer’'s government-wide financial statements as
governmental or business-type activities and in the employer’s governmental or proprietary
fund financial statements.

Q—Would the answer in Question 4.62 be different if Trust A is used to administer an agent
OPEB plan and Trust B is established by one agent employer?

A—No. For the same reasons identified in the answer in Question 4.62, in the circumstances
in this question, only the net position of Trust A is included as part of the OPEB plan’s
fiduciary net position. The assets in Trust B should continue to be reported as assets of the
individual employer. Accordingly, amounts associated with Trust B should be reported in the
employer’'s government-wide financial statements as governmental or business-type
activities and in the employer’s governmental or proprietary fund financial statements.
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Total OPEB liability

Timing and frequency of actuarial valuations

4.64.

4.65.

4.66.

4.67.

Q—Is the actuarial valuation date required to have the same relationship to the measurement
date in each reporting period (or, for employers that have biennial actuarial valuations, to the
measurement date in every other reporting period)?

A—No. Unlike the measurement date of the net OPEB liability, which is required to maintain
the same relationship with the employer’s fiscal year-end from period to period (for example,
in every year, the employer uses a measurement date of June 30 of the prior fiscal year), the
date of the actuarial valuation that is used to determine the employer’s net OPEB liability at
the measurement date can vary from period to period (or every 2 periods if biennial valuations
are used) provided that it is within 30 months and 1 day of the employer’s fiscal year-end.

Q—Actuarial valuations to determine the total OPEB liability for OPEB provided through a
single-employer plan are performed as of June 30 each year, which also is the fiscal year-
end of the OPEB plan and the employer. Because the results of the actuarial valuation are
not available until several months after the actuarial valuation date, the OPEB plan, in its
financial report, discloses information about the total OPEB liability based on an update of
the results of the actuarial valuation as of the end of its prior fiscal year. The employer elects
to use a measurement date one year prior to its fiscal year-end—that is, in its financial
statements as of June 30, 20X7, it reports a net OPEB liability with a measurement date of
June 30, 20X6. At June 30, 20X7, as the basis for the total OPEB liability, should the
employer use the results of the update of the June 30, 20X5 actuarial valuation that was used
to report information about the total OPEB liability in the OPEB plan’s financial report as of
June 30, 20X6, or should the employer use the results of the actuarial valuation as of
June 30, 20X6?

A—Paragraph 29 of Statement 75 requires that the OPEB plan and employer use the same
assumptions when measuring similar or related OPEB information. Therefore, if any
assumption used in the actuarial valuation as of June 30, 20X6, was different from an
assumption used in the update of the June 30, 20X5 actuarial valuation used by the OPEB
plan to report the net OPEB liability as of June 30, 20X6, the employer is required to use the
results of the same update of the June 30, 20X5 actuarial valuation.

Q—What is the earliest date of an actuarial valuation that can be used as the basis for
determining the total OPEB liability component of the net OPEB liability reported by a single
or agent employer at its June 30, 20X7 fiscal year-end?

A—Paragraph 28 of Statement 75 permits use of an actuarial valuation as of a date 30
months and 1 day earlier than the employer’s most recent fiscal year-end as the basis for the
total OPEB liability reported by a single or agent employer. Therefore, in its June 30, 20X7
financial statements, the employer can use the results of an actuarial valuation as of
December 31, 20X4, or later.

Q—The measurement date for the net OPEB liability of a single or agent employer is
June 30. Actuarial valuations of the total OPEB liability component of the net OPEB liability
are obtained annually as of December 31, and the results from the mid-year actuarial
valuation are updated to June 30. Are there specific procedures that are required for an
update for financial reporting purposes?

A—No. Statement 75 does not establish specific procedures for this purpose. Therefore,

professional judgment should be applied to determine the extent of procedures necessary to
faithfully represent the total OPEB liability as of the measurement date. In all circumstances,

19



20

Defined Benefit—Meets Paragraph 4 of Statement 75
Single/Agent Employers

4.68.

4.69.

4.70.

the total OPEB liability should include all significant effects of transactions and other events
between the actuarial valuation date and the measurement date. In some circumstances, for
example, if there are few differences between expected and actual experience, no changes
in benefit terms, and no circumstances suggesting that a significant change of assumption is
needed, it might be reasonable to roll forward the results of the mid-year actuarial valuation
to the measurement date with few adjustments. However, in other circumstances, more
significant adjustments might be necessary to update the results of the mid-year actuarial
valuation to the measurement date. (See Question 4.68 for examples of events that might
have a significant effect on the total OPEB liability.) The Statement also requires that in
evaluating the extent of procedures necessary to update the measure to the measurement
date, among the factors that should be considered is whether a new actuarial valuation is
needed for this purpose. (See Question 4.153 regarding note disclosures when update
procedures are used.)

Q—What are some examples of transactions or other events that can occur between the
actuarial valuation date and the measurement date that might have a significant effect on the
total OPEB liability?

A—A change in the total OPEB liability can arise from a single factor or a combination of
factors. Some examples of circumstances that might have a significant effect on the total
OPEB liability for benefits provided through an OPEB plan that is administered through a
trust that meets the criteria in paragraph 4 of Statement 75 include a change of benefit terms,
a change in the size or composition of the covered group, a change in the municipal bond
yield or index rate component of the discount rate, and a change in the OPEB plan’s fiduciary
net position such that the discount rate used in the calculation of the total OPEB liability is
impacted.

Q—If achange occurs in a factor relevant to measurement of the total OPEB liability between
the measurement date of the net OPEB liability and the employer’s current fiscal year-end,
should the net OPEB liability that is reported by the employer in its current fiscal year be
updated to include the effects of the change?

A—No. The employer should report the net OPEB liability determined as of the measurement
date. The effects on the total OPEB liability of a change that occurs subsequent to the
measurement date of the net OPEB liability reported in the current fiscal year should be
reflected in the net OPEB liability as of the next measurement date—that is, in the employer’s
next fiscal year. (See Question 4.154 regarding note disclosures related to changes
subsequent to the measurement date.)

Q—If actuarial valuations are performed biennially, does Statement 75 require an update to
the total OPEB liability in the intervening year for purposes of financial reporting by single or
agent employers that provide benefits through OPEB plans that are administered through
trusts that meet the criteria in paragraph 4 of Statement 75?

A—Yes. The total OPEB liability reported in a single or agent employer’s financial statements
should be a new measure each year, based either on a new actuarial valuation as of the
measurement date or on an actuarial valuation performed as of a date no earlier than 30
months and 1 day prior to the end of the employer’s fiscal year that is updated to the
measurement date. If update procedures are used and significant changes occur in, for
example, benefits, the covered population, or other factors affecting the valuation results
between the actuarial valuation date and the measurement date of the net OPEB liability,
professional judgment should be used to determine the extent of the procedures needed to
roll forward the measurement of the total OPEB liability, and consideration should be given
to whether a new actuarial valuation is needed. (See also Question 4.67.)



Defined Benefit—Meets Paragraph 4 of Statement 75
Single/Agent Employers

Projection of benefit payments

The substantive plan and historical pattern of sharing of benefit-related costs between the employer and
inactive employees

4.71.

4.72.

4.73.

4.74.

Q—What is meant by the term substantive plan in paragraph 30 of Statement 75?

A—The term substantive plan is used to describe the terms of the OPEB plan as they are
understood by the employer and employees. As noted in paragraph 30 of Statement 75, the
substantive plan may differ from the benefit terms that are described in a written document.
(See Question 4.72.)

Q—How does the substantive plan for financial reporting purposes relate to the written plan?

A—If a comprehensive plan document exists, that document may provide the best evidence
of what the substantive plan is. However, in some cases, there may not be a comprehensive
plan document that fully and accurately reflects the understanding of benefit terms by the
parties. For example, a plan document may state generally that the employer will provide
postemployment healthcare benefits but not specify the types or levels of benefits, the
eligibility requirements, or the periods over which the benefits will be provided—or the
employer may have a long-established practice of providing benefits in addition to what is
stated in an original plan document. Accordingly, other information should be considered
when determining the basis for the projection of benefit payments for financial reporting
purposes. This includes other communications between the employer and the employees
and the historical pattern of practice with regard to the sharing of benefit-related costs with
inactive employees.

Q—Should OPEB be excluded from the determination of the actuarial present value of total
projected benefit payments for purposes of applying Statement 75 for any of the following
reasons: (a) the benefits are not vested, (b) the plan documents include a provision that
specifies that the employer can unilaterally decide to amend or discontinue the benefits,
(c) the benefits or employer contributions for benefits are collectively bargained, or (d) the
benefits are substantially financed as they come due (sometimes referred to as “pay-as-you-
go” financing)?

A—No. The projection of benefit payments should include all benefits provided for under the
substantive plan, including changes that already have been announced to the employees at
the measurement date, regardless of whether those changes will not begin to affect benefit
payments until a future period. The projection should include both vested and nonvested
employees that are provided with benefits through the plan, considering relevant
demographic assumptions with regard to all such employees, and the requirements of
Statement 75 related to the projection of benefit payments apply without regard for the timing
or method of an employer’s financing of the benefits.

Q—Should the projection of benefit payments include the portion of the total benefit-related
costs that is expected to be paid by inactive employees as a condition of receiving OPEB—
for example, the benefit terms require that inactive employees pay a portion of the insurance
premiums associated with their postemployment healthcare benefit and the inactive
employees are not reimbursed by the plan for those amounts?

A—Generally, no. The projection of benefit payments should exclude amounts that are
expected to be paid by inactive employees through the sharing of benefit-related costs to the
extent that those amounts are consistent with an established pattern of practice or other
provisions of the substantive plan for OPEB. (See also Question 4.86.)
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4.75.

4.76.

4.77.

4.78.

Q—In determining the actuarial present value of total projected benefit payments, may the
projection include the effects of contemplated future changes in the types or level of
postemployment benefits (for example, dental benefits or prescription drug coverage) that
the employer will provide?

A—No. The projection of benefit payments should include all types and levels of
postemployment benefits provided under the substantive plan. The substantive plan includes
the benefits as they are understood by the employer and employees. (See Question 4.71.)
Therefore, the projection of benefits would include the effects of any changes that already
have been announced to employees at the measurement date, regardless of whether those
changes will not begin to affect benefit payments until a future period. Changes of benefit
terms that are contemplated for the future should not be incorporated into the projection of
benefit payments until those changes are part of the substantive plan.

Q—If postemployment healthcare benefits are limited by the amount of funding approved by
the legislature on an annual basis, how would this affect the projection of benefit payments
for purposes of applying Statement 75?

A—The necessity of annual authorization of funding as part of the legislative budget process
should not limit the projection of benefit payments, as such. However, the funding decisions
made by the legislature or other governing body over time do enter into the projection of
benefit payments to the extent that those decisions play a role in establishing and continually
modifying the pattern of sharing of benefit-related costs between the employer and inactive
employees.

Q—A state statute provides that the administrator of the state’s retiree healthcare plan is
required to make changes to the plan to maintain a specified minimum funded level. From
time to time, in compliance with that statute, the OPEB plan administrator adopts changes to
the OPEB plan’s benefit terms. At what point in time should anticipated changes to the OPEB
plan’s benefit terms be included in the projection of benefit payments for purposes of
Statement 757?

A—Paragraph 30 of Statement 75 requires that projected benefit payments include all
benefits in accordance with the benefit terms and any additional legal agreements to provide
benefits that are in force at the measurement date. In addition, that paragraph requires that
the projection include consideration of the established pattern of the sharing of benefit-
related costs between the employer and inactive employees. To the extent that the effects
of the anticipated benefit changes are determined to be part of an established pattern of the
sharing of benefit-related costs with inactive employees, those effects should be considered
in the projection of benefit payments beginning in the period in which that determination is
made. Any portion of the expected effects of the anticipated benefit changes that is not
determined to be part of the pattern of sharing of benefit-related costs with inactive
employees is not part of the substantive plan until the benefit change has been adopted.
Therefore, although the state statute requires a change in benefit terms in the future if certain
conditions arise, those effects of anticipated changes should not be incorporated into the
projection of benefit payments for purposes of Statement 75 until the OPEB plan’s fiscal year-
end in which the benefit change has been adopted, that is, the benefit change is part of the
substantive plan.

Q—A local school district provides defined benefit postemployment healthcare.
In 3 of the past 10 years, the district has offered voluntary early termination incentives that
included additional postemployment healthcare benefits to employees that accepted the
district’s offer to take early retirement by the end of the school year. The incentive has been
provided in the form of a reduction in inactive employees’ share of insurance premiums.
Because the termination benefits affect the district’s existing net OPEB liability, the district
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includes the termination benefits in the measurement of its OPEB liability in accordance with
the requirements of Statement 47, as amended, and Statement 75. Should such ad hoc
increases in the district's net OPEB liability as a result of voluntary termination incentive
programs be viewed as part of a “pattern of practice with regard to the sharing of benefit-
related costs with inactive employees” as referred to in paragraph 30 of Statement 757

A—No. Paragraph 30 of Statement 75 refers to a pattern of sharing of benefit-related costs
with inactive employees related to the underlying objective of OPEB—providing
compensation for services. In the circumstances cited in this question, the employer’s history
of providing additional benefits from time to time reflects a different objective—providing an
incentive for early termination of services. Therefore, such actions should not be viewed as
part of the pattern of sharing of benefit-related costs for purposes of financial reporting of
OPEB.

Postemployment benefit changes

4.79.

4.80.

4.81.

Q—A defined benefit OPEB plan’s enabling statute provides for a postemployment benefit
increase if the investment earnings rate for the plan’s fiscal year exceeds the actuarially
assumed rate. Should this postemployment benefit increase be treated as automatic?

A—Yes. Paragraph 31 of Statement 75 requires that the effects of any postemployment
benefit changes that are embedded in the benefit terms and for which there is no discretion
as to timing or amount be included in the projection of future benefit payments. In this
example, although a certain economic condition is required to be met for the postemployment
benefit increase to be effective, if that condition is met, there is no discretion regarding
whether the increase will be granted.

Q—In the circumstance described in Question 4.79, can the long-term expected rate of return
that is used to establish the discount rate be reduced by a factor that is anticipated to
represent the assets that are expected to be used to pay the automatic postemployment
benefit change instead of incorporating the anticipated effects of the postemployment benefit
change into the projection of benefit payments?

A—No. Paragraph 31 of Statement 75 requires that the effects of automatic postemployment
benefit changes be included in the projection of benefit payments. The long-term expected
rate of return that is used as the basis for the discount rate should not be adjusted to
approximate the effects of the postemployment benefit change on the measurement of the
total OPEB liability.

Q—A defined benefit OPEB plan’s enabling statute provides that the board of trustees can
annually authorize a postemployment benefit increase not to exceed a specified percentage
increase or the change in a specified price index, whichever is lower. The maximum
allowable increase has always been authorized. Should the effects of this provision be
included in the projection of future benefit payments?

A—This postemployment benefit change is not automatic because approval of the board of
trustees is required to authorize the benefit increase. Therefore, the effects of the
postemployment benefit change provision should be included in the projection of future
benefit payments only if the provision is evaluated to be substantively automatic. Footnote 9
of Statement 75 identifies some of the factors that might be relevant in making this
determination—the historical pattern of granting the changes, the consistency in the amounts
of the changes or in the amounts of the changes relative to a defined cost-of-living or inflation
index, and whether there is evidence to conclude that changes might not continue to be
granted in the future despite what might otherwise be a pattern that would indicate such
changes are substantively automatic.
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4.82.

4.83.

4.84.

Q—When should the effects of an ad hoc postemployment benefit change that is determined
not to be substantively automatic be included in the projection of future benefit payments?

A—If an ad hoc postemployment benefit change is determined not to be substantively
automatic, the effects of the postemployment benefit change should be included in the
projection of benefit payments for measurement of the total OPEB liability as of the first
measurement date at which the ad hoc postemployment benefit change has been granted
and the amount is known or reasonably estimable.

Q—A collective-bargaining agreement that includes a provision for a postemployment benefit
change has been made prior to the measurement date of the net OPEB liability. However,
the change does not go into effect until after the current measurement date. Should the
change in projected benefit payments as a result of this agreement be included in the
measurement of the total OPEB liability?

A—Yes. The actuarial present value of projected benefit payments should include benefits
to be provided pursuant to a contractual agreement, including a collective-bargaining
agreement, that is in effect at the measurement date. In other words, the issue is whether
the agreement is in effect at that date, not whether the benefits included in the agreement
will begin to accrue or begin to be paid by that date.

Q—A collective-bargaining agreement that includes a provision for a postemployment benefit
change has been made after the employer’s June 30, 20X7 measurement date. Should the
change in projected benefits as a result of this agreement be included in the measurement
of the total OPEB liability at June 30, 20X7?

A—No. Paragraph 30 of Statement 75 requires that projected benefit payments include “all
benefits . . . to be provided to current active and inactive employees through the OPEB plan

. in accordance with the benefit terms and any additional legal agreements to provide
benefits that are in force at the measurement date.” Because the agreement was not in effect
at June 30, 20X7, the effect of the change of benefit terms should not be included in the total
OPEB liability measured as of that date. (See also Question 4.154 regarding note disclosures
related to changes subsequent to the measurement date.)

Administrative costs

4.85.

Q—Paragraph 31 of Statement 75 specifies that “administrative costs associated with
providing OPEB should be excluded from projected benefit payments” for purposes of
determining the total OPEB liability. With regard to postemployment healthcare benefits,
should amounts that are directly related to the payment of medical claims, such as third-party
claims-administration fees, be classified as administrative costs?

A—No. Amounts that are directly related to the payment of medical claims should be
classified as benefit payments. Certain other items should be classified as administrative
costs and, therefore, excluded from the projection of benefit payments in accordance with
paragraph 31 of Statement 75. Such items are costs that are related to the OPEB plan’s
administrative operations and that are not reported by the OPEB plan as investment
expense—for example, certain salaries and payroll taxes, trust custodial fees, and attorney
and consultant fees. (See also Question 4.103 for a discussion of OPEB plan administrative
expense in the projection of the OPEB plan’s fiduciary net position for purposes of
determining the discount rate.)
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Projecting postemployment healthcare benefits based on claims costs or age-adjusted premiums
approximating claims costs

4.86.

4.87.

4.88.

4.89.

Q—An employer provides healthcare benefits to (a) active employees and (b) retirees (who
are classified as inactive employees for purposes of Statement 75). The amounts to be paid
by the employer, active employees, and inactive employees receiving benefits are stated in
terms of the blended premium rates for all covered individuals. For purposes of calculating
the total OPEB liability, should the projection of benefit payments be based on the difference,
if any, between the blended premium rates for a period and the amounts required to be paid
by the inactive employees for the period?

A—Generally, no. Except in the limited circumstances addressed in Actuarial Standard of
Practice No. 6 (ASOP 6), Measuring Retiree Group Benefits Obligations and Determining
Retiree Group Benefits Program Periodic Costs or Actuarially Determined Contributions, the
total OPEB liability should be measured based on the difference between (a) the claims
costs, or age-adjusted premiums approximating claims costs, for the inactive employees in
the group for the period and (b) the amounts required to be paid by the inactive employees
for that period. (Examples of this approach are presented in lllustration B1 in nonauthoritative
Appendix B of this Implementation Guide.)

Q—With regard to the scenario in Question 4.86, if the employer’s stated payment for the
active-employee healthcare benefits is capped and the employees are required to pay the
difference, if any, between the blended premium and the amount of the employer’s stated
payment, would the active employees be subsidizing the inactive-employee benefits?

A—Only if the amounts expected to be paid by active employees exceed the expected claims
costs, or age-adjusted premiums approximating claims costs, on an ongoing basis can it be
concluded that the active employees are subsidizing the inactive-employee healthcare
benefit. Otherwise, the amount of the benefit payments that is used as the basis for the
projection of the total OPEB liability is determined in the manner discussed in Question 4.86.
That is, generally, the first step is to determine the claims costs, or age-adjusted premiums
approximating claims costs, for inactive employees for the period. The second step is to
subtract the amounts paid by the inactive employees for the period from their claims costs,
or age-adjusted premiums approximating claims costs. (Examples of this approach are
presented in lllustration B1 in nonauthoritative Appendix B of this Implementation Guide.)

Q—For purposes of Statement 75, is there an effect on the projection of benefit payments if
the benefit payments are implicit (sometimes referred to as an “implicit rate subsidy”) rather
than explicit?

A—Generally, no. Except in the limited circumstances addressed in ASOP 6, the difference
between claims costs, or age-adjusted premiums approximating claims costs, for inactive
employees and the amounts paid by those individuals should be the basis for the projection
of benefit payments for OPEB. This is the case regardless of the manner in which the benefit
is described or incurred.

Q—In a risk-retention plan, what amounts should be considered benefit payments for
postemployment benefits for financial reporting purposes?

A—In a risk-retention plan, benefit payments for postemployment benefits are the amounts

of claims costs paid for inactive employees, net of amounts required to be paid by inactive
employees for those benefits. (See also Question 4.85.)
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Benefit caps

4.90.

4.91.

Q—What is the difference between a cap on benefit payments and a cap on employer
contributions in an OPEB plan for which an employer makes contributions to a trust that
meets the criteria in paragraph 4 of Statement 75?

A—A cap on benefit payments explicitly imposes an upper limit on the amount of per capita
benefit payments in each period. For example, the contractual agreement between an
employer and the employees’ union for retiree healthcare stipulates that the employer’s per
capita benefit payments should not exceed $4,000 per year per retiree. Such a benefit cap
is part of the definition of the benefits to be provided to current active and inactive employees
through the OPEB plan in accordance with the substantive plan and, thus, potentially should
be considered in the computation of the actuarial present value of total projected benefit
payments. (See also Questions 4.91 and 4.92.)

To illustrate the effect of including a benefit cap in the projection of benefit payments for
purposes of Statement 75, assume that the employer in the example currently provides
benefits equal to an average of $3,000 per retiree per year and that its historical pattern of
sharing the benefit-related costs with retirees has been to adjust the benefit terms to pay for
80 percent of the anticipated total per capita benefit payments for retirees for the year. In the
absence of a benefit cap, that pattern of sharing of benefit-related costs would be assumed
to continue as total per capita benefit payments for retirees are assumed to continue to
increase. However, inclusion of the benefit cap described in the example would result in
capping the benefit payments at $4,000 per retiree per year in any year in which a higher
amount otherwise would have been projected.

In contrast, a cap on the employer’s contributions imposes an upper limit on the amount that
the employer will pay into the defined benefit OPEB plan in advance of the period in which
benefit payments come due. For example, a state statute might limit an employer’s rate of
contributions to a defined benefit retiree healthcare plan to not more than 6 percent of the
payroll of active employees. Unlike a cap on benefit payments, such a cap on contributions
is not part of the definition of benefits to be provided to retirees in accordance with the
substantive plan. Accordingly, such a cap on employer contributions should not be
considered in the projection of benefit payments until the cap results in a change in the
substantive plan—for example, by modifying the pattern of sharing of benefit-related costs
with inactive employees that should be considered part of the substantive plan in subsequent
valuations.

Q—Under what conditions should a legal or contractual cap on benefit payments to be
provided in the current year be taken into consideration in projecting the benefit payments to
be provided in future periods?

A—A legal or contractual cap on benefit payments that is established to limit an employer’s
obligation for OPEB should be factored into the projection of benefit payments if both of the
following conditions apply:

a. The cap sets an upper limit on the benefit payments to be provided to inactive employees
each period, as distinguished from a cap on the employer’s contributions to a defined
benefit OPEB plan. (See also Question 4.90.)

b. The cap is assumed to be effective, taking into consideration all relevant facts and
circumstances, including the employer’s record of enforcing the cap in the past. (For
example, has the employer ever previously increased the benefit cap when the original
capped amount was reached?)
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Q—If a legal or contractual cap on benefit payments meets the two conditions identified in
the answer in Question 4.91, what is the assumed effect on benefits that are projected to be
paid at or after the point that the benefit payments reach an effective benefit cap?

A—If a legal or contractual cap on benefit payments meets the two conditions identified in
the answer in Question 4.91, the benefit payments for OPEB each period should be projected
to increase based on continuation of the historical pattern of sharing of benefit-related costs
between the employer and the inactive employees up to the point at which the benefit
payments reach the capped amount. From that point forward, the benefit should be projected
to not exceed the capped amount.

Discount rate

4.93.

4,94,

4.95.

Q—Should the discount rate calculated in accordance with the requirements of State-
ment 75 for benefits provided through an OPEB plan that is administered through a trust that
meets the criteria in paragraph 4 of Statement 75 be the same discount rate that is used for
purposes of determining a funding policy?

A—The requirements of Statement 75, including the requirement that the discount rate used
for purposes of determining the total OPEB liability for OPEB plan financial reporting and
employer financial reporting be developed using the same assumptions, establish standards
within the context of accounting and financial reporting, not within the context of funding
OPEB. Therefore, if the discount rate that is used to determine the funding policy is
determined in a manner that differs from the requirements of Statement 75 and the rates are
different, the rate that is used to determine a funding policy should not be used for financial
reporting purposes.

Q—For employers whose employees are provided with OPEB through an agent plan, should
the discount rate used by each employer to measure its total OPEB liability be specific to the
employer?

A—Paragraph 15 of Statement 75 specifies that the requirements of Statement 75, as
amended, for agent employers “apply to the OPEB provided to the employer’s own
employees.” Therefore, for purposes of Statement 75, the discount rate that is used by each
employer whose employees are provided with OPEB through an agent plan is required to be
specific to the employer and is dependent upon the employer’'s individual facts and
circumstances, including the timing and amount of projected benefit payments to employees
provided with OPEB through the employer’s individual plan, the individual plan’s fiduciary net
position, and the employer’s contribution policy.

Q—If the actuarial valuation date is earlier than a single or agent employer’s measurement
date and the long-term expected rate of return assumption remains the same at the
measurement date as it was at the actuarial valuation date, does the discount rate have to
be evaluated for significant changes between the actuarial valuation date and the
measurement date?

A—Yes. A change in the discount rate can occur due to factors other than a change in the
long-term expected rate of return. For example, a change in the municipal bond yield or index
rate (if used in the determination of the discount rate) or a change in the projected fiduciary
net position of the OPEB plan that affects the relative weighting of the long-term expected
rate of return and the municipal bond yield or index rate can affect the discount rate.
Therefore, these and other factors, if applicable, should be considered when evaluating
whether changes have occurred that should be reflected in the total OPEB liability at the
measurement date, either through update procedures or through a new actuarial valuation.
(See Question 4.67 for a discussion of update procedures.)
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4.96.

Q—If, within a single-employer or individual agent-employer OPEB plan, (a) multiple
contribution rates are determined for the employer because different rates are determined
for separate classes of employees, (b) each rate is the result of a separate actuarial valuation,
and (c) there is separate tracking of the assets held for each employee class, should a
separate discount rate be calculated for each employee class or should one discount rate be
calculated for the employer?

A—Only one discount rate is required for each employer. However, paragraph 26 of
Statement 75 permits separate application of the measurement requirements of the
Statement to different classes of employees, provided that the results of the measurements
for each class are aggregated for reporting purposes.

Comparing projections of the OPEB plan’s fiduciary net position to projected benefit payments

4.97.

4.98.

4.99.

Q—An employer has an actuarially determined contribution rate and has a written policy that
specifies that the employer will contribute at that rate each period. The employer has
consistently adhered to its policy for the past 10 years, and there are no known events or
conditions that indicate that the employer will not continue to adhere to its policy in the future.
In this circumstance, for purposes of determining the discount rate, how would the amount
of projected employer contributions that should be included in the projection of the OPEB
plan’s fiduciary net position be determined?

A—In this circumstance, the actuarially determined contribution rate of the employer would
be used as the basis for the projection of future employer contributions. Future employer
contributions based on the actuarially based funding method should be evaluated to
determine the extent to which they are associated with the service costs of future employees.
The portion of future contributions that is associated with the service costs of future
employees would be excluded from the projection of the OPEB plan’s fiduciary net position,
which would be compared to projected future benefit payments for current active and inactive
employees to determine whether and, if so, to what extent the municipal bond yield or index
rate should be reflected in the discount rate.

Q—There is a formal, written policy for an employer to contribute the actuarially determined
contribution; however, historically, the employer has only contributed 80 percent of that
actuarially determined contribution. Is this fact relevant to the projection of cash flows for
purposes of determining the discount rate?

A—Yes. Paragraph 38 of Statement 75 requires that if a formal, written policy related to
contributions exists, application of professional judgment should consider the most recent
five-year contribution history as a key indicator of future contributions. Therefore, in this
circumstance, the fact that the employer has historically contributed only 80 percent of the
actuarially determined contribution should be considered a key indicator in determining future
contributions.

Q—If the benefit payments in a period are projected to be partially covered by the OPEB
plan’s projected fiduciary net position, should the covered portion be discounted using the
long-term expected rate of return on OPEB plan investments, with only the remainder
discounted at the required municipal bond yield or index rate?

A—Paragraphs 37 and 40 of Statement 75 require that projected benefit payments for a
period be compared to the OPEB plan’s projected fiduciary net position in the period for
purposes of determining whether the long-term expected rate of return or the municipal bond
yield or index rate should be used to discount the benefit payments of the period when
determining the discount rate. The Statement does not require that a specific approach be
used to assign the total of the projected benefit payments in each period to the projected
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4.101.

4.102.

4.103.
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“funded” and “unfunded” categories. Therefore, the total of the benefit payments that are
projected to occur in a period during which the OPEB plan’s fiduciary net position is projected
to not be sufficient to make those benefit payments may be divided into projected funded and
unfunded portions or the entire total may be classified as unfunded.

Q—Paragraph 39 of Statement 75 indicates that if the results are sufficiently reliable, any
approach to evaluating the sufficiency of the OPEB plan’s projected fiduciary net position to
make projected benefit payments can be used in place of the projections of cash flows that
are described in paragraphs 37 and 38 of the Statement. Is a specific method contemplated?

A—No. The determination of whether the results of an alternative approach to making the
evaluation required in paragraph 37 of Statement 75 are sufficiently reliable for this purpose
is subject to professional judgment.

Q—Does the requirement in paragraph 37 of Statement 75 to exclude the portion of projected
contributions intended to finance benefits of future employees from projected contributions
for purposes of determining the discount rate apply to situations in which benefits are
substantially financed as they come due (sometimes referred to as “pay-as-you-go”
financing)?

A—Yes, unless the plan is closed to new entrants, a portion of projected contributions should
be allocated to future employees, regardless of the manner in which the benefits are
financed. (For an example, see lllustration B2 in nonauthoritative Appendix B of this
Implementation Guide.)

Q—For purposes of determining the discount rate in accordance with the requirements of
Statement 75, if an employer has an adopted policy of making benefit payments from its own
resources as the benefits come due and the employer will not be reimbursed for those
amounts from trust assets, would projected cash flows from employer contributions always
equal projected cash flows for benefit payments?

A—Generally, no. All projected benefit payments, including those that are expected to be
made from the employer’s resources, should be included in projected outflows from OPEB
plan fiduciary net position. In contrast, unless an OPEB plan is closed to new entrants, a
portion of the projected cash flows from employer contributions should be allocated to future
employees. (See Question 4.101.) In addition, regardless of whether the plan is closed to
new entrants, an evaluation should be made as to whether the employer will have the ability
and willingness to make benefit payments from its own resources for all periods in the
projection. In any periods in which those conditions are not expected to be met, the projected
cash flows from employer contributions should not exceed the amounts expected to be paid
from the employer’s resources.

Q—For purposes of projecting the OPEB plan’s fiduciary net position to determine the
discount rate, should OPEB plan administrative expense be included as a reduction of the
OPEB plan’s fiduciary net position?

A—Yes. For purposes of determining the discount rate, the projection of the OPEB plan’s
fiduciary net position should include all projected additions to and deductions from the OPEB
plan’s fiduciary net position, including deductions for administrative expense. (For an
example, see lllustration B2 in nonauthoritative Appendix B of this Implementation Guide.
For a discussion of the classification of certain items as benefit payments or as administrative
costs, see Question 4.85.)
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Calculating the discount rate

4.104.

Q—As of what date should the long-term expected rate of return and the municipal bond
yield or index rate that are used to establish the discount rate be determined—the valuation
date or the measurement date?

A—The long-term expected rate of return on OPEB plan investments is an assumption, and
assumptions generally are not required to be updated between actuarial valuation dates
unless there is an indication that the assumption is no longer valid. Therefore, the expectation
developed as of the actuarial valuation date can be used at the measurement date unless it
is determined to no longer be appropriate. In contrast, the municipal bond yield or index rate
is not an assumption and should be determined as of the measurement date. If the actuarial
valuation to determine the total OPEB liability is performed earlier than the measurement
date, consideration should be given to changes in the municipal bond yield or index rate,
along with other factors that potentially affect the discount rate, such as the OPEB plan’s
fiduciary net position, to evaluate whether those factors would result in changes that should
be reflected in the total OPEB liability at the measurement date, either through update
procedures or through a new actuarial valuation. (See Question 4.67 for a discussion of
update procedures.)

Attribution of the actuarial present value of projected benefit payments to periods

4.105.

4.106.

4.107.

Q—In what way are multiple exit ages considered in the attribution of the actuarial present
value of projected benefit payments to periods for financial reporting purposes?

A—Generally, unless the alternative measurement method is used to measure the total
OPEB liability, the end point of the attribution period would not be a single age or single date.
Rather, assumptions are made as to when employees will exit from active service. Examples
of events that might result in an employee’s exit from active service are the termination of
employment, incurrence of a disability, retirement, and death. Assumptions about events that
result in exit from active employment are expressed as the probability of the occurrence of
the triggering event based on, for example, the employee’s age or number of years of service.
Those probabilities are applied to all projected ages/years of service of an employee,
resulting in multiple exit ages for each employee.

Q—If an employee that is provided with OPEB through a single-employer or individual agent-
employer OPEB plan is inactive but is expected to return to work for the single or agent
employer, should the attribution period for the employee extend over expected future years
of service?

A—Yes, generally an inactive employee that is expected to return to service for the employer
would be assumed to have exit ages that extend through future periods. Therefore, to meet
the requirement in paragraph 42d of Statement 75, the attribution period generally should
extend through all of the employee’s assumed ages of exit from active service. (See also
Question 4.108.)

Q—Benefit terms provide that an employee is eligible for OPEB only after completing 10
years of active service and that after meeting the service requirement, the employee is fully
eligible for benefits. Should a portion of the actuarial present value of projected benefit
payments be attributed to only the first 10 years of an employee’s expected service life, or
should the attribution period include all periods within an employee’s projected service life?

A—The exchange of benefits for services generally is viewed as related to an employee’s
entire career. Therefore, the attribution period should include all periods of an employee’s
projected service for an employer that provides benefits through the OPEB plan, regardless
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of whether additional benefits are expected to be earned after eligibility requirements are
fulfilled.

4.108. Q—If the OPEB plan terms specify that an employee and the employee’s beneficiaries,
spouse, and other dependents become ineligible for all benefits upon the employee attaining
a specified age but there is an expectation that the employee will continue to be employed
past that age, should the attribution period include employment periods in which the
employee and the employee’s beneficiaries, spouse, and other dependents will no longer be
eligible for benefits?

A—No. For purposes of Statement 75, the employee’s active service under the plan terms
does not extend past the point at which the employee and the employee’s beneficiaries,
spouse, and other dependents become ineligible to receive all benefits (including refunds of
employee contributions). That is, at that point, the employee ceases to be a plan member.
Therefore, the attribution period should not include employment periods after the employee
and the employee’s beneficiaries, spouse, and other dependents become ineligible for all
benefits. Consequently, for purposes of paragraph 42d of Statement 75, the date at which
the employee and the employee’s beneficiaries, spouse, and other dependents become
ineligible to receive all benefits under the plan terms should be the employee’s last assumed
date of exit from active service. For example, in an OPEB plan that provides only healthcare,
if the plan terms provide that an employee and the employee’s beneficiaries, spouse, and
other dependents are eligible to receive postemployment healthcare benefits only until the
employee is age 65 and there is no expected refund of employee contributions, the end of
the attribution period is the date at which the employee will attain age 65, regardless of
whether the employee is expected to remain employed past that date.

4.109. Q—If there is a deferred retirement option program (DROP) for pensions but no such
program for OPEB, should the attribution period for determining the total OPEB liability end
at the assumed date of entrance into the pension DROP?

A—No. An employee’s date of exit from active service for purposes of attributing the present
value of projected benefit payments for OPEB should be determined based on the
expectation of the employee’s active service for purposes of the OPEB plan. Therefore, an
employee that is expected to participate in the pension DROP could be assumed to be
“retired” for purposes of the pension attribution but active for purposes of the OPEB
attribution.

OPEB expense, deferred outflows of resources and deferred inflows of resources related to
OPEB, and support of nonemployer contributing entities

Changes in the net OPEB liability

See also Question 4.