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2. To recognize the costs being incurred today for payments that will be made in the future for today’s employees eligible for the benefit.  The ideal result being that at the time of retirement, the cost of the benefit will have been borne by the taxpayers incurring the obligation.  In other words, the employees will have provided services to the taxpayers paying the bill and have those payments made by the taxpayers benefiting from their services.

3. While that ideal may not be reached, the purpose of calculating the liability provides local officials, taxpayers and investors in the local units’ debt obligations a more accurate picture of the potential liabilities facing the local unit.

It is important to recognize that New Jersey budget and financial reporting laws do not require local units to budget amounts that exceed their current cash cost or to reflect the long-term liability on their balance sheet.  These practices are a feature of accrual accounting, not the modified cash basis used by local units. 

There are however, other requirements affecting local units that will require local units to address the GASB standard.  They will have to calculate and disclose their liability if the liability is material to understanding the financial condition of the local unit.  The balance of this Notice discusses how local units are affected and sets forth procedures for them to follow.

Additional information on OPEB disclosure can be found on the GASB website and on the Government Finance Officers Association site.

Local Units Affected by OPEB

Local units are covered by the requirement to disclose their OPEB liability for several reasons.
The primary reason is that existing rules of the Local Finance Board require local unit auditors to follow GASB standards when preparing Notes to the Financial Statements (N.J.A.C. 5:30-6.1).  Local authorities have the additional requirement to not only disclose the liability in Notes, but to meet the GASB 45 requirement to recognize liabilities in certain financial statements (N.J.A.C. 5:31-7.1). 

In addition to the required reporting standards, most local units with outstanding debt obligations have a specific requirement to disclose OPEB liabilities imposed by the U.S. Securities and Exchange Commission.  SEC regulations of the sale of debt by bond dealers pursuant to SEC Rule 15c2-12, commonly known as secondary disclosure rules, require the disclosure of all material liabilities.  In most cases OPEB liabilities will fall into this category.

The SEC reporting requirement relies on industry standards for disclosure and presentation of financial reports.  In this case, the SEC uses the GASB standards as the basis for determining the calculation of liabilities.  Since secondary disclosure rules took effect in 1995, any local unit that has issued new or refinanced debt is affected by the rules.  The Division believes this covers most local units.

This means that any local unit that has issued or refinanced debt since 1995 or issues debt in the future has an obligation in addition to New Jersey disclosure requirements to consider if their OPEB liability is a material liability.  If the liability meets materiality standards, the local unit is obligated to disclose the liability in the Notes to its financial statements, in addition to meeting the overall regulatory requirement.  

Required OPEB Disclosure

GASB Statement 45 describes the disclosure requirements for the Notes to the Financial Statements that are required by local units.  The financial reporting system used by local units does not accommodate the GASB requirements for accrual or modified accrual based accounting entries on financial statements.  While these local units cannot show any accrued liability on their financial statements, they are obligated to meet the “Notes” disclosure requirements that are otherwise required for financial reporting purposes.

The most common OPEB are health care benefits, however, there are others.  This Notice covers OPEB in context of health care benefits, but its principles apply similarly to other benefits.

Statement 45
 details the disclosure requirements.  They vary based on if the plan is a “cost-sharing plan” or a “sole or agent employer plan” and the number of affected employees and retirees.  A cost-sharing plan is one where the employer is a member of a single health benefits program that provides the OPEB benefits and is responsible for calculating the OPEB liability.  

In New Jersey, the State Health Benefits Plan (SHBP) and Health Insurance Funds
 (HIF) are cost-sharing plans.  Sole or agent employer plans are those of local units that have commercial or are individually self-insured.  The difference in how the plans are treated is discussed below.  

The form of plan should be discussed with the local unit auditor to determine the disclosure standard that the local unit will have to meet.  The preparer of the local unit’s Notes to the Financial Statement will need to review this material to determine disclosure requirements.

It is important for local officials to be aware that the auditor’s opinion letter will continue to reflect the existing adverse opinion regarding compliance with the GASB requirements because of this as well as other GASB-requirements.  This reflects that the local unit does not disclose its OPEB obligation by showing the liability on the balance sheet in accordance with the GASB requirements.
It is all-important that before commencing compliance activities, local units ensure they have complied with existing State law to ensure that, as with any employee benefit, OPEB have been properly authorized.  All benefits must be codified either in labor contracts negotiated pursuant to the N.J. Public Employment Relations Act or extended to individual employees as authorized by enabling ordinance (for municipalities) or resolution (other entities).  The disclosure in the Notes to Financial Statements should reflect the legal basis for these benefits.

Calculating and Meeting the Disclosure Requirements

The GASB 45 rules provide the basis for calculating the liability, the central aspect being the periodic use of an actuary to calculate the liability.  Many New Jersey local units, however, will not have the responsibility to hire an actuary because they belong to the State Health Benefits Plan or a HIF.  In addition, local units with fewer than 100 employees and retirees have a separate option.  This section reviews how the OPEB calculation is made.

Cost Sharing Plans: State Health Benefit Program and HIF Participants
Local units that provide an OPEB and are members of the State Health Benefits Program (SHBP) can rely on calculations made by the SHBP and the resulting reduced disclosure responsibility.  Approximately half of all local units currently participate in the SHBP.

Under the GASB standard
, a “cost-sharing” plan (i.e., SHBP) calculates a liability for the entire membership pool in a manner similar to the way pension obligations are calculated by the Division of Pension and Benefits.  

These local units will not have to engage an actuary; the calculations made by the SHBP actuary fulfill this requirement.  The local unit will meet the required disclosure by applying SHBP information to local conditions and guiding the reader to the SHBP for other information.
Currently, the SHBP is taking steps to implement the legal requirements of a cost-sharing program.  Within several weeks of the release of this Notice, supplemental material will be released covering the technical details that will guide local unit financial statement preparers in meeting their disclosure requirements. 

Local units that provide a health insurance OPEB and are members of joint Health Insurance Funds should consult with their fund’s administrator to determine the status of the fund in this regard.  These funds have responsibilities similar to the SHBP to provide disclosure information.
Sole or Agency Plans: Non-SHBP Members

Local units that are not members of the SHBP or other cost sharing plan must calculate and disclose their obligations pursuant to Statement 45
 as “sole” or “agent employers.”

These local units must obtain an actuarially calculated OPEB obligation on a periodic basis as described below.  The frequency is based on the number of individuals covered by the plan: the total of current employees, plus retired employees receiving the benefit, plus terminated employees as follows:

· 200 or more covered individuals, every two years,

· Less than 200 covered individuals, every three years.
· Less than 100 covered individuals, every three years, but can use a special procedure that may not require an actuary.  This is discussed further below.

An actuary, working in concert with the preparer of the local unit’s financial statement should provide all the required information that must be disclosed.

Contracting for Actuary Services

There are three considerations to address to meet the requirement of hiring an actuary: who hires the actuary, how an actuary is hired, and assumptions used by the actuary.  Each issue is addressed below.

1) Who hires the actuary?  Local units should consider using cooperative purchasing practices to gain economies of scale.  The Division believes that there are cost savings available if local units join together to hire an actuary.  There are two methods for using cooperative purchasing to do this.

The heart of the OPEB liability is calculating the cost of a known risk, similar to forms of insurance coverage.  After consultation with the Department of Banking and Insurance, the Division has concluded that the calculation of the OPEB liability falls under services that can be provided by joint insurance funds (JIFs).  The calculation similarly falls under the scope of services provided by HIFs.  While a JIF or HIF can calculate the liability, there is no statutory authority to “insure” the OPEB liability.

JIFs and HIFs are advised that they can amend their plan of insurance to include OPEB liability calculation for those members requiring the calculation.  The JIF/HIF can hire an actuary (see below) and provide its database of employee information to an actuary as a way of reducing the costs of actuary services to its members.  In most cases JIFs and HIFs already employ the services of an actuary for other services.

Secondly, local units can use an existing or create a new cooperative purchasing program to hire an actuary on a group basis.  By following existing cooperative purchasing program rules, local units can take advantage of economies of scale to hire an actuary.  JIF and HIF organizations can create a separate purchasing cooperative (pursuant to DLGS rules) to bring their economies of scale to non-members.

2) Hiring an actuary:  Actuary services are subject to public bidding laws.  Actuary services do not qualify for the professional services exception to the Local Public Contracts Law, in part because they are not regulated by the State.  

In addition, the Division has concluded that the exception for Extraordinary Unspecifiable Services at N.J.S.A. 40A:11-5(1)(a)(ii) and N.J.A.C. 5:34-2.1 does not apply for hiring an actuary.  This analysis extends to the existing exception for insurance consultants at N.J.S.A. 40A:11-5(m) that permits the use of an EUS for those services and prohibits the use of the EUS exception for a JIF or HIF that engages in OPEB liability calculations.  Note that the OPEB risk is not being insured – only calculated.  
As an alternative to traditional public bidding, if the amount is estimated to exceed the bid threshold, the Division is granting blanket approval for actuary services to be contracted through the Competitive Contracting procedure (N.J.S.A. 40A:11-4.1 et seq).  Since competitive contracting is defined as a form of competitive bidding, this can be used by cooperative purchasing groups.  Local units can use competitive contracting directly without additional DLGS approval.

Participation in a cooperative purchasing program as discussed above relieves a member local unit from its obligation to hire an actuary, as the work is being authorized by the lead agency.

Bidding or competitive contracting is not required if a local unit determines the cost is less than its bid threshold. In this case, solicitation of quotations is appropriate, permitting award of the contract to a vendor the local unit finds is most advantageous, price and other factors considered.  It is likely that an actuary hired for a single local unit may have a cost less than the bid threshold.  It is unlikely that actuary services for a single local unit will cost less than 15 percent of the bid threshold.
Finally, in all cases, the local unit doing the contracting is subject to the appropriate Pay-to-Play laws and related procurement laws.
3) Actuary Assumptions: A key element in calculating the OPEB liability by an actuary is the assumptions related to employee demographics, retirement ages, and health care costs.  In fact, differences in assumptions used by actuaries can result in OPEB liabilities that can vary by as much as or more than 100%.  To that extent, there is sound public policy for local units in the State to have their liabilities calculated using consistent standards where appropriate.

Therefore, the Division will be recommending that the Local Finance Board adopt rules (under the Board’s authority to regulate financial reporting) requiring all local units hiring actuaries for OPEB disclosure to use:

1. Demographic assumptions used by the State Division of Pensions and Benefits in calculating pension benefits, and

2. Health care assumptions used by the State Health Benefit Program in calculating the SHBP member OPEB requirements.

These standards would be used by local unit actuaries unless the local unit actuary recommends and documents reasons that the State standards are inappropriate for the local unit.  If so recommended and accepted by the local unit, the reasons for the exception and presentation of the standards must be disclosed in the notes to the Financial Statements.  Pending adoption of rules, this Notice serves as interim compliance direction.  
For local units with less than 100 employees and retirees, GASB 45 allows a “simplified “alternative measurement method” to calculate the liability for non-cost sharing employers
.  This method simplifies certain assumptions that make it potentially usable by non-actuaries
.  Local units in this category should consult with their auditor to determine how this provision may affect them.  This is not necessary for local units in a cost sharing system (i.e., SHBP, HIFs).

The Division of Pensions and Benefits will be posting on their web site the standards used by their actuaries for these purposes.  

Finally, costs of actuary services will be considered part of health insurance costs and may be budgeted accordingly.  There is no statutory authority for a specific budget cap exception for this cost.
Local units are responsible to ensure their actuary is aware of the requirement to use Division of Pensions and Benefits data. 

Funding OPEB Liabilities

The disclosure of OPEB liability will result in bond rating agencies considering OPEB liabilities when evaluating local unit finances.  Based on local unit finances, some local units may consider reserving funds or developing financing tools for this purpose.  The GASB standards allow for the accrual of reserves, the establishment of irrevocable trusts, and standards regarding the issuance of debt to fund the liability.  The GASB highlights that these options are subject to individual state and local laws and regulations.

New Jersey laws currently do not provide the ability for local units to use the GASB provisions for accrual of funds, creation of trusts, or issuing debt to finance the liability.
The Division plans to work with various professional associations and the Legislature to establish the authority for permanent reserves and trusts, and for related authority to permit those reserves and trusts to invest in financial instruments that recognize their long-term nature.  

Actions for Local Units to Take

There is no immediate impact for most local units.  The GASB provides a phase-in schedule for local units to begin disclosing their OPEB liabilities.

The schedule is based on end-of-year financial statements for the fiscal year starting after December 15th and the total budget of the local unit as of June 15, 1999
.

The first local units affected are those with revenues in excess of $100 million with disclosure required with their CY 2007 financial statements, due no later than June 30, 2008.  In practice, this affects many counties and a few municipalities.  These local units should use the rest of 2007 to determine their plan category, and if necessary, determine their approach to obtain actuary services, and act accordingly to have results ready for their 2007 annual audit.  The official schedule is as follows:

	Revenues in...
	FY Starting after 12/15…
	Local Unit Fiscal Year

	Excess of $100,000,000
	2006
	CY 2007/SFY 2008

	Excess of $10,000,000
	2007
	CY 2008/SFY 2009

	Less than $10,000,000
	2008
	CY 2009/SFY 2010


The calculation of the budget includes the current fund and any utility operations.  There is no prohibition against a local unit starting the process early.  When a local unit has subsidiary “component units” that issue their own financial statements, the component unit should disclose on the same basis as the “primary” local unit.  For example, an authority created by a county is subject to the timetable used by the county.

Local units should consult with their financial professionals, including their auditor and bond counsel, concerning their responsibilities to implement OPEB reporting requirements.

Later this year, the Local Finance Board will consider rules to implement the provisions of this Notice.  The Division will also develop legislative proposals to address those issues requiring legislation and work with the Division of Pensions and Benefits with regard to posting the necessary actuary assumption information.  In the meantime, this Local Finance Notice serves as authoritative direction to be followed by local units.

This time-frame also allows local officials sufficient time to learn more about the issue and consider implementation strategies.  The Division anticipates that various organizations will offer seminars on the issue to help local units understand the issue.

As specific policies are enacted, the Division will issue additional guidance.  A Frequently Asked Question page will be posted on the Division web site as issues are raised and resolved.

Approved: Susan Jacobucci, Director
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Implementing GASB 45:


Disclosure of Liabilities for Other Post-Employment Benefits for Municipalities and Counties





This Local Finance Notice describes how a new accounting disclosure standard adopted by the Government Accounting Standards Board (GASB) affects municipalities, counties, and other local units that fall under the Local Budget Law (N.J.S.A. 40A:4-1 et seq).  A separate Notice will be issued for local authorities and fire districts that fall under the Local Authorities Fiscal Control Act (N.J.S.A. 40A:5A-1 et seq).  Each group is affected differently by the new GASB rule.





While many GASB standards do not generally apply to financial reporting of local units operating under the Local Budget Law, this new requirement will affect most of them.  Local unit fiscal staff and financial professionals should carefully review this Notice, advise elected officials of its effect, and provide guidance for meeting its requirements.





Introduction





The disclosure standards, codified by the GASB as GASB Statement 45�, concerns obligations of a local unit described as OPEB - “Other Post-Employment Benefits.”  OPEB are non-pension benefits that a government has contractually or otherwise agreed to provide employees once they have retired.  Most commonly, OPEB include retirement health insurance coverage, though some local units may provide other benefits such as prescription or legal services coverage.





GASB 45 provides standards for calculating the OPEB cost liability being incurred by the local unit.  It is similar to standards used for calculating pension contributions: an actuarially calculated amount based on the demographics of potential retirees, inflation, and other factors that are part of determining pension liabilities.  There are three key elements:





The calculation of an annual payment that reflects the current expense of paying the benefit for already retired employees, and a calculation of an amount that represents the future cost for those individuals (which may or may not be funded).





� Information on ordering the full text of GASB 45 is found on �HYPERLINK "http://www.gasb.org/pub/index.html"��the GASB website.�





Contact Information





Director's Office


V.  609.292.6613


F.  609.292.9073


Local Government Research


V.  609.292.6110


F.  609.292.9073


Financial Regulation�and Assistance


V.  609.292.4806


F.  609.984.7388


Local Finance Board


V.  609.292.0479


F.  609.633.6243


Local Management Services


V.  609.292.7842


F.  609.633.6243


Authority Regulation


V.  609.984.0132


F.  609.984.7388


Mail and Delivery


101 South Broad St.


PO Box 803


Trenton, New Jersey


08625-0803


Web: � HYPERLINK "http://www.nj.gov/dca/lgs" ��www.nj.gov/dca/lgs�


E-mail: � HYPERLINK "mailto:dlgs@dca.state.nj.us" ��dlgs@dca.state.nj.us�








Distribution


Municipal and County Chief Financial Officers




















� Paragraphs 24 and 25


� HIF managers are responsible for determining if the structure of their plan qualifies under GASB 45 as a cost sharing plan.


� Paragraph 23


� Paragraphs 24 and 25


� Paragraphs 33-35  Any local unit considering the alternative measurement method should carefully review these requirements, the related tables in GASB 45 and the model spreadsheet at: www.gasb.org/project_pages/Alternative_Measurement_Method_Calculations.xls


� This alternative method includes the same broad measurement steps as an actuarial valuation (projecting future cash outlays for benefits, discounting projected benefits to present value, and allocating the present value of projected benefits to periods using an actuarial cost method), but uses GASB generated tables for the calculations.


� The 1999 date for the budget coincides with the implementation of GASB 34.  Using the 1999 data provides consistency when local units must comply with the GASB requirement.  The impact is minimal, but does permit a local unit that moved from one bracket to the next between 1999 and now to delay compliance one year.








