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Summary of Results  

Executive Summary  

EFI Actuaries, under contract with the City performed an actuarial valuation as of July 1, 2007 of the 

medical and life insurance benefits provided to retirees.  This report contains the results of the 

valuation.   

The purposes of this actuarial valuation are: 

¶ To compute the annual contribution required to fund the post-employment benefits ς including 
healthcare and life insurance - of the CityΩǎ ŎǳǊǊŜƴǘ ŀƴŘ ŦǳǘǳǊŜ ǊŜǘƛǊŜŜǎ ƻƴ ŀƴ ŀŎǘǳŀǊƛŀƭ ōŀǎƛǎΦ 

¶ To discuss various issues associated with the determination of the annual contribution, including 
considerations related to the method of funding the benefits and the uncertainties involved in the 
projection of these benefits. 

¶ To present items which are required for disclosure under Statements No. 43 and 45 of the 
Governmental Accounting Standards Board (GASB). 

The City grants a specified percentage of healthcare premiums 

or dollar amounts as credits to qualifying employees, who 

may then use this credit to offset the cost of medical 

premiums charged by the insurance company.  This is 

considered an explicit benefit. 

However, there is an additional implicit benefit associated 

with plans in which the premium rates charged by an insurer - 

or the premium equivalents charged by an employer in a self-

insured plan - are determined based on the combined 

demographics of the active and retired populations, as is true 

for the medical benefits offered to the City employees and the 

medical and prescription drug benefits offered to the Board of 

Education members.  The rates actually charged to the 

retirees will be lower than the rates that would be charged if 

the retiree group were rated separately, due to the higher average age ς and associated higher average 

medical costs ς of the retiree group compared to the overall combined population. 

To measure this implicit cost, the GASB statements recommend that OPEB liabilities be determined 

based on age-adjusted premium or claim amounts.  The total OPEB cost incurred by an employer in a 

given year for an individual retiree is calculated as the age-adjusted cost for that retiree minus the 

ǊŜǘƛǊŜŜΩǎ ŎƻƴǘǊƛōǳǘƛƻƴΦ  !ƴ ht9. Ŏƻǎǘ Ƴŀȅ ōŜ ƛƴŎǳǊǊŜŘ ŦƻǊ ŀƴȅ ƛƴŘƛǾƛŘǳŀƭ ǿƘƻ ǇǳǊŎƘŀǎŜǎ ƳŜŘƛŎŀƭ 

insurance through the City and whose age-ŀŘƧǳǎǘŜŘ Ŏƻǎǘ ƛǎ ƭŜǎǎ ǘƘŀƴ ǘƘŀǘ ƛƴŘƛǾƛŘǳŀƭΩǎ ŎƻƴǘǊƛōǳǘƛƻƴΣ 

regardless of whether that individual qualifies for an explicit subsidy under the traditional OPEB plan. 

Explicit Benefits:  
The portion of the healthcare 
premium amount (or premium 
equivalent) that is covered by 
the employer.   
 
Implicit Rate Subsidy: 
The amount by which health 
insurance premiums for retirees 
are reduced because the retirees 
participate in a plan with active 
workers (thus improving the 
underwriting of the group) 
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As an example, Chart 1 shows the nominal versus age-adjusted annual premiums for the pre-Medicare 

participants in a retiree healthcare plan.  Similar adjustments are also made to prescription drug 

premium equivalents.   

 

As an example from Chart 1, the implicit subsidy for a retiree 60 years of age is equal to the age-

adjusted annual premium amount ($3,439) minus the nominal 

premium ($2,739), or $701.  The explicit cost is equal to the 

difference between the nominal pǊŜƳƛǳƳ ŀƴŘ ǘƘŜ ǊŜǘƛǊŜŜΩǎ 

contribution, which can be added to the implicit cost to 

determine the total one-year cost to the City for that 

individual.   

Funding Policy  

The City has instituted a policy of pre-funding the explicit 

benefits (i.e. the City Credits).  It is anticipated that the City will 

contribute an amount equal to the Annual Required 

Contribution (ARC) associated with these liabilities to the OPEB 

Trust Fund on an annual basis.  As a consequence, GASB allows 

the use of a discount rate equal to the expected rate of return 

ƻƴ ǘƘŜ ¢ǊǳǎǘΩǎ ŀǎǎŜǘǎ ŦƻǊ ǘƘŜ ŘŜǘŜǊƳƛƴŀǘƛƻƴ ƻŦ ǘƘŜse liabilities 

(8.5% for the current valuation). 

$0

$500

$1,000

$1,500

$2,000

$2,500

$3,000

$3,500

$4,000

$4,500

20 22 24 26 28 30 32 34 36 38 40 42 44 46 48 50 52 54 56 58 60 62 64

Age

Nominal versus Age-Adjusted Premiums

Age-Adjusted Premium

Nominal Premium

Annual Required Contribution 
(ARC): The amount of money 
that should be set aside during 
the year to cover both the value 
of benefits accrued by active 
workers during the year (Normal 
Cost) and the portion of the 
unfunded liability that is being 
paid that year. 
 
Discount Rate: 
The interest rate used to 
calculate the value today of 
money that will be needed in 
the future.   
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Representatives from the City have indicated that future implicit subsidy benefits will continue to be 

funded on a pay-as-you-go basis from the CityΩǎ ƎŜƴŜǊŀƭ ŦǳƴŘǎΦ  D!{. ǘƘŜǊŜŦƻǊŜ ǊŜǉǳƛǊŜǎ ǘƘŀǘ ǘƘŜ 

liabilities and the ARC associated with these benefits be determined using a discount rate equal to the 

expected rate of return on general funds (currently 4.0%). 

Table 1 below shows a summary of the total actuarial cost for fiscal year 2009, with the liabilities and 

costs associated with the explicit benefits determined on a pre-funded basis, and the liabilities and costs 

associated with the implicit benefits determined on a pay-as-you-go basis. 

Table 1: Summary of OPEB Liabilities and Costs  

($ millions) 

Total Cost  

(with Assets) 

Total Cost  

(without Assets) 

(1) Fully Projected Liability (As of July 1, 2007) $129.2 $129.2 

(2) Entry Age Accrued Liability  99.8 99.8 

(3) Assets 17.4 0.0 

   

(4) Unfunded Accrued Liability (UAL) [(2) ς (3)] 82.4 99.8 

(5) Present Value Future Normal Costs [(1) ς (2)] 29.4 46.8 

   

(6) Total Cost as a Percentage of Pay 5.01% 6.01% 

   

(7) Projected Payroll $ 163.1 $ 163.1 

   

(8) Projected Cost for Fiscal Year 2009 $ 7.9 $ 9.5 

 

We have shown the results of the valuation both with and without the inclusion of the assets the City 

had set aside as of July 1, 2007 to pre-fund future City Credits.  GASB does not allow the inclusion of 

such assets in the financial statements, unless they are invested in an irrevocable trust.  As of July 1, 

2007, the assets set aside by the City were not invested in such a trust, but rather in a separate 

subaccount in the CityΩǎ ƎŜƴŜǊŀƭ ŀŎŎƻǳƴǘǎΦ  Iƻǿever, the City has since established the necessary trust 

(the Trust) and the set aside assets are expected to be fully transferred into the Trust in advance of the 

July 1, 2008 actuarial valuation.  

While the financial statements based on the current actuarial valuation will not include the value of 

these assets in the determination of the funded status or the CityΩǎ !w/Σ ǘƘŜ ŀŎǘǳŀƭ ŎƻƴǘǊƛōǳǘƛƻƴ ŦƻǊ ǘƘŜ 

FY2007-2008 will reflect the transfer of these assets and subsequent actuarial valuations will include the 

assets as an offset to the accrued liabilities.  

The expected employer explicit benefit payments (i.e. the City Credits) for Fiscal Year 2008 are estimated 

to total $1.3 million, while the total City benefit payments for FY2008 are expected to be approximately 



Retiree Medical and Life Insurance 
Actuarial Valuation as of July 1, 2007 

4 

 

 

$2.3 million.  This latter figure includes the expected implicit rate subsidy being provided to the retirees, 

and represents the amount of the total anticipated pay-as-you-go payment for FY2008. 

Changes from Prior Year  

In the actuarial valuation prepared as of July 1, 2006 the CityΩǎ Ŏƻǎǘ ǿŀǎ ŎƻƳǇǳǘŜŘ ŀǎ 6.44% of member 

payroll.  As of July 1, 2007, the CityΩǎ Ŏƻǎǘ Ƙŀǎ decreased to 5.01% of member payroll.  Without inclusion 

of Trust assets, the cost would be 6.01% of member payroll.  Described below are some of the reasons 

for the change in the CityΩǎ Ŏƻǎǘ. 

1. Demographic Experience  

Demographic gains and losses occur because of status changes: retirements, deaths, disabilities, and 
terminations.  We have also included the effects of salary gains and losses, as well as the impact of 
new entrants on the plan in this analysis.   

In addition, demographic experience includes changes in current inactive participant elections with 
respect to medical and prescription drug coverage.  The base premium levels have also been reset 
to reflect actual experience for the CityΩǎ ƳŜŘƛŎŀƭ ǇƭŀƴǎΦ 

Several of these changes had significant impacts on the cost results.  For instance, current 
prescription drug costs for many of the CityΩǎ ǊŜǘƛǊŜŜǎ ƘŀǾŜ ōŜŜƴ ǊŜŘǳŎŜŘ ŘǳŜ ǘƻ ǘƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ 
Medicare Part D integrated plans.  Also, we were able to obtain data that showed more Board of 
Education members will participate in the CityΩǎ ƳŜŘƛŎŀƭ ǇǊƻƎǊŀƳǎ ŀŦǘŜǊ ǘƘŜ ŀƎŜ ƻŦ ср ǘƘŀƴ 
previously anticipated, due to their ineligibility for Medicare benefits. 

2. Benefit Changes 

¶ As of July 1, 2007, several groups of employees are no longer eligible to receive a defined credit 
from the City, but will now participate in an individual account medical program.  These 
members will still be eligible to purchase insurance from the City upon retirement.  Therefore, 
there may still be an implicit subsidy associated with these members. 

¶ As of July 1, 2007, members of the LIUNA and Teamsters bargaining units will no longer be 
eligible to receive a post-employment life insurance benefit from the City. 

These changes had a very minor impact on cost, reducing the explicit benefit liabilities by about 
$60,000.  However, the cost as a percentage of payroll increased as a result of these changes, since 
we are no longer including the salary for the excluded members in the projections of current or 
future pay. 

3. Assumption Changes 

¶ We have made adjustments to our pre- and post-Medicare assumptions regarding the 
anticipated rates of participation in the City-sponsored medical plans and the associated 
election decisions for future retirees (and the post-65 elections for those current retirees who 
are not yet 65) to reflect the current population data. 
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¶ We have made minor adjustments to our assumptions about long-term growth in future medical 
trends.  In addition, we have incorporated the estimated changes in future premium rates for 
the next fiscal year (FY2008-2009) provided by the CityΩǎ ƘŜŀƭǘƘ ŎŀǊŜ ŎƻƴǎǳƭǘŀƴǘǎΦ 

¶ ²Ŝ ƘŀǾŜ ƳŀŘŜ ŀŘƧǳǎǘƳŜƴǘǎ ǘƻ ƻǳǊ άŀƎƛƴƎ ŀŘƧǳǎǘƳŜƴǘǎέ ς i.e. the factors we use to determine 
the age-adjusted premiums from the nominal amounts. 

¶ The explicit benefits are being pre-funded by the City (i.e. assets are being set aside during the 
ŀŎǘƛǾŜ ƳŜƳōŜǊǎΩ ŎŀǊŜŜǊǎ ǘƻ ŦǳƴŘ ǘƘŜƛǊ ŦǳǘǳǊŜ ōŜƴŜŦƛǘǎύΦ  ¢ƘŜ ŀǎǎŜǘ ŀƭƭƻŎŀǘƛƻƴ ŦƻǊ ǘƘŜ ƛǊǊŜǾƻŎŀōƭŜ 
trust used to fund these benefits is expected to reflect a high equity allocation.  Therefore, we 
have increased the expected rate of return on assets for the pre-funded benefits from 7.0% to 
8.5% per annum.  It should be noted that this high equity allocation is likely to result in an 
increase in the volatility of the assets in the future. 

These assumption changes led to a decrease in the projected City cost. 

4. Asset Experience 

As will be discussed later, the current assets are not being used in the determination of the FY2008 
ARC.  However, the assets set aside by the City will be used in the future to offset the explicit OPEB 
liabilities.  The actual investment experience for these assets during 2006-2007 would have had a 
slightly positive impact on the explicit cost of the Plan. 

Chart 2 below shows the incremental changes in explicit cost from the prior valuation.  

 
 

¢ƘŜ tƭŀƴΩǎ ŀŎǘǳŀǊƛŀƭ Ŏƻǎǘ ƳŜǘƘƻŘ ƛǎ ǘƘŜ !ƎƎǊŜƎŀǘŜ 9ƴǘǊȅ !ƎŜ bƻǊƳŀƭ /ƻǎǘ aŜǘƘƻŘΣ ǿƘƛŎƘ ƛǎ ǿƛŘŜƭȅ ǳǎŜŘ 

in public sector retirement and retiree health plans.  Under this Cost Method, the accrued liability for 
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current active participants represents the amount required to fully fund benefits assuming future 

contributions are at the normal cost rate.  The normal cost rate is the level percentage of pay required 

by new entrants to fund their benefits.  The unfunded portion of the accrued liability is amortized in 

level dollar payments over a 30-year period.  The remaining amortization period is currently 25 years.   

Cost History  

Chart 3 below represents the history of Plan costs since 2002.  In 2003, assumptions were changed that 

decreased costs.  A noticeable increase occurred in 2005, when implicit benefits were first accounted 

for.  Costs also grew in 2006, as the implicit subsidies for the Board of Education were first recognized in 

the OPEB valuation.  The decrease in 2007 was caused primarily by the establishment of an irrevocable 

OPEB Trust, and subsequent change in investment policy and return assumption.  While this policy is 

expected to produce lower costs in the long-term, it will almost certainly result in more volatility of costs 

from year to year.  

 

Conclusion 

As described above, the asset value associated with the Trust is not reflected in this report since it was 

not in place as of the valuation date.  The initial value of the assets in the Trust will be considered a 

contribution for fiscal year 2008, and will thus decrease future contributions. 

The calculations of liabilities and costs in this Report have been developed in accordance with generally 

accepted actuarial methods and procedures. 

  
Graham A. Schmidt, ASA Gregory M. Stump, FSA  
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1.1:  Brief Outline of Plan Provisions  

Benefit Eligibility  

To be eligible for medical or life insurance benefits under the Plan, the employee must terminate after 
meeting the age or service requirements shown in the table below. 

Group Service 

GMEA 20 

Teamsters 20 

Fire 20 

Police 20 

Nurses 25 

LIUNA 20 

Management/Confidential 5 

Elected Officials 5 

To receive medical benefits the employee must be receiving retirement benefits from the City 
Retirement Plan and must have elected coverage under this Plan. 

As of July 1, 2007, some individuals are no longer eligible to receive explicit benefits from the CityΩǎ 
defined benefit medical program due to their coverage in a new individual account program.  The 
affected groups are as follows: 

¶ LIUNA members employed at Witherell  

¶ All other LIUNA members hired on or after January 1, 1996 

¶ Teamsters employed at Witherell hired after April 27, 2007 

Since these members are still eligible to enroll in the CityΩǎ Ǉƭŀƴ ŀǘ ǘƘŜƛǊ ƻǿƴ ŜȄǇŜƴǎŜΣ ǘƘŜǊŜ ŜȄƛǎǘǎ ŀƴ 
implicit subsidy for them. 

Life Insurance Amounts  

The annual amount payable by the City to the beneficiary of an eligible employee depends on the 
ŜƳǇƭƻȅŜŜΩǎ ƎǊƻǳǇ όōŀǊƎŀƛƴƛƴƎ ǳƴƛǘύ ŀƴŘ ŘŀǘŜ ƻŦ ǊŜǘƛǊŜƳŜƴǘΦ  Lƴ ŀddition, the number of years of 
coverage after retirement varies.  The amounts and years of coverage are as listed in the table below: 

 Retirement Date  

Group From To Amount Years of Coverage 

GMEA 7/1/2000 Present $10,000 2 

 7/1/1997 6/30/2000 5,000 2 

 Before 6/30/1997 2,000 2 
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 Retirement Date  

Group From To Amount Years of Coverage 

Teamsters 7/1/1992 Present 5,000 2 

 Before 6/30/1992 2,000 2 

Fire 7/1/1988 Present 25,000 5 

 Before 6/30/1988 15,000 5 

Police 7/1/1999 Present 30,000 5 

 7/1/1988 6/30/1999 25,000 5 

 Before 6/30/1988 10,000 5 

Nurses   2,000 2 

LIUNA   2,000 2 

M/C & Elected 3/1/1989 Present 7,500 10 

 Before 2/28/1989 5,000 5 

Medical Benefit Amounts  

The annual amount payable by the City ǘƻ ŀƴ ŜƭƛƎƛōƭŜ ŜƳǇƭƻȅŜŜ ŘŜǇŜƴŘǎ ƻƴ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ ƎǊƻǳǇ 
(bargaining unit), date of retirement, age, and coverage elected.  The annual amounts are as listed in the 
table below: 

 Retirement Date To Age 65 After 65 

Group From To Single Family Single Family 

GMEA 7/1/2003 Present 1,000 2,200 600 1,200 

 7/1/1997 6/30/2003 760 1,970 600 1,200 

 7/1/1989 6/30/1997 700 1,500 600 1,200 

 7/1/1984 6/30/1989 500 1,300 470 1,170 

 7/1/1981 6/30/1984 350 850 - - 

 7/1/1900 6/30/1981 - - - - 

Teamsters 7/1/1994 Present 760 1,970 460 1,280 

 7/1/1992 6/30/1994 750 1,800 450 1,170 

 7/1/1986 6/30/1992 700 1,500 450 1,170 

 7/1/1984 6/30/1986 500 1,300 450 1,170 

 7/1/1900 6/30/1984 - - - - 

Fire 7/1/1988 Present 75% of premium for coverage elected 

 7/1/1986 6/30/1988 700 1,800 - - 

 7/1/1984 6/30/1986 500 1,300 - - 

 7/1/1900 6/30/1984 - - - - 

Police 7/1/1999 Present 75% of premium for coverage elected 

 7/1/1996 6/30/1999 850 2,150 - - 

 7/1/1986 6/30/1996 700 1,800 - - 
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 Retirement Date To Age 65 After 65 

Group From To Single Family Single Family 

 7/1/1984 6/30/1986 500 1,300 - - 

 7/1/1900 6/30/1984 - - - - 

Nurses 7/1/1987 Present 500 1,300 470 1,170 

 7/1/1900 6/30/1987 - - - - 

LIUNA 1/1/1996 Present 760 1,970 760 1,970 

 7/1/1985 12/31/1995 700 1,800 700 1,800 

 7/1/1900 6/30/1985 - - - - 

M/C 1/1/1996 Present 760 1,970 760 1,970 

& 7/1/1985 12/31/1995 700 1,800 700 1,800 

Elected 7/1/1900 6/30/1985 - - - - 

Other than for fire fighters retiring after July 1, 1988 and police officers retiring after July 1, 1999, the 
benefits in the above table are paid on a monthly basis for the life of the member, with no cost-of-living 
or other increases.  There are a number of current surviving spouses who are receiving the City Credit 
and will continue to do so for the remainder of their lifetimes.  However, no explicit benefits will be paid 
to future surviving spouses. 

For fire fighters retiring after July 1, 1988 and police officers retiring after July 1, 1999, the City pays 75% 
of the premium required for medical (hospital, surgical, and major medical) and prescription drug 
premiums due under the coverage elected by the employee and using the provider selected by the 
employee. 

Consequently, the City payments to such retired employees increase as medical and prescription drug 
premiums increase.  In addition, City payments may change as employees choose different coverage 
levels (no coverage, single, single +1, family) and as they select different health care providers and 
health plans. 

Beginning with the July 1, 2005 actuarial valuation, the City has granted credits for prescription drug 
coverage to a frozen group of current retirees to compensate for a change in the methodology of 
ŘŜǘŜǊƳƛƴƛƴƎ ǘƘŜǎŜ ƛƴŘƛǾƛŘǳŀƭΩǎ ǇǊŜǎŎǊƛǇǘƛƻƴ ŘǊǳƎ ǇǊŜƳƛǳƳǎΦ  ¢Ƙƛǎ ǎǳōǎƛŘȅ ƛǎ ŜȄǇŜŎǘŜŘ ǘƻ ƛƴŎǊŜŀǎŜ at the 
same rate as future premium increases.  This benefit will not apply to future retirees. 

Changes in Benefit Provision s Since Prior Valuation  

Members of the Teamsters and LIUNA bargaining units who retire after July 1, 2007 are no longer 

eligible to receive a life insurance benefit from the City. 

Funding  

The actuarial cost of the explicit benefits provided by the Plan is being contributed by the City to a Trust.  
The method of funding the implicit benefits provided under the Plan is assumed to be done on a pay-as-
you-go basis. 
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1.2:  Participant Data  

Data on active and inactive employees and their beneficiaries as of July 1, 2007 was supplied by the City 
on electronic media.  Participant data was reviewed for reasonableness and consistency but was neither 
verified nor audited.  

A summary of data as of July 1, 2007 is shown below. 

Active Participants 

General 

Members 

Safety 

Members 

Board of 

Education 

Number of Participating Actives 1,008 244 1,142 

 Average Age 50.9 40.6 44.5 

 Average Service 13.1 13.5 9.3 

 Average Pay $58,010 $75,453 $69,979 

Inactive Participants 

General 

Members 

Safety 

Members 

Board of 

Education 

Number of Retired Participants 601 189 230 

Average Age 75.5 65.1 65.3 

Eligible for City Credit 311 109 0 

Number of Disabled Participants 45 25 1 

Average Age 64.1 58.4 69.5 

Eligible for City Credit 9 13 0 

Number of Beneficiaries 115 45 10 

Average Age 74.6 73.9 64.0 

Eligible for City Credit 22 2 0 

Number of Vested Deferred 
Participants 

121 7 16 

Average Age 52.9 40.5 58.9 

Eligible for City Credit 24 0 0 

The following tables summarize of the current healthcare coverage for the above inactive participants 
who have elected to purchase health insurance from the City. 

 Medical Coverage Prescription Coverage 

Plan Coverage 

General 

Members 

Safety 

Members 

Board of 

Education 

General 

Members 

Safety 

Members 

Board of 

Education 

Single Coverage 
Contracts 

287 42 90 221 32 0 

Couple Coverage 
Contracts 

127 60 24 86 42 0 

Family Coverage 
Contracts 

1 17 1 1 13 0 

Total Contracts 415 119 115 308 87 0 
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1.3:  Actuarial Methods and Assumptions  

Actuarial Method  

The annual actuarial contribution to pay for the life and medical benefits provided to retired employees 

of the City is computed under the Aggregate Entry Age Normal Actuarial Cost Method.  Under this Cost 

Method: 

¶ The liability for all future life, medical, and prescription drug benefits payable by the City to current 
and future retired employees is computed.  This is called the Fully Projected Liability. 

¶ A portion of this liability is assigned to anticipated prior Entry Age Normal costs.  This portion is 
called the Actuarial Accrued Liability. 

¶ The actuarial value of the assets on hand to pay these benefits is subtracted from the Actuarial 
Accrued Liability, producing the Unfunded Actuarial Accrued Liability. 

¶ The Unfunded Actuarial Accrued Liability is amortized in level dollar payments over a fixed period.  
The payment for the next year is expressed as a dollar amount.  This year, the amortization period is 
25 years. 

¶ The excess of the Fully Projected Liability over the Actuarial Accrued Liability is divided by the 
ǇǊŜǎŜƴǘ ǾŀƭǳŜ ƻŦ ŎǳǊǊŜƴǘ ŀŎǘƛǾŜ ŜƳǇƭƻȅŜŜǎΩ ŦǳǘǳǊŜ ǇŀȅǊƻƭƭ ǘƻ ŘŜǘŜǊƳƛƴŜ ǘƘŜ City Normal Cost as a 
ǇŜǊŎŜƴǘŀƎŜ ƻŦ ŀŎǘƛǾŜ ŜƳǇƭƻȅŜŜǎΩ ǇŀȅΦ 

¶ The sum of the Normal Cost and the amortization of the Unfunded Actuarial Accrued Liability is the 
total City contribution to the Plan. 

The CityΩǎ ŀŎǘǳŀǊƛŀƭ Ŏƻǎǘ ƛǎ ŘŜǘŜǊƳƛƴŜŘ ōȅ adding the amortization payment to the projected normal cost 

as determined above. 

Actuarial Value of Plan Assets  

The actuarial value of Plan assets is their market value. 

Actuarial Assumptions  

Valuation Date All assets and liabilities are computed as of July 1, 2007. 

Rate of Return The annual rate of return on all Plan assets is assumed to 

be 8.50%.  The assumed return on City general assets is 

4.0% per annum.   

Inflation The cost of living as measured by the Consumer Price Index 

(CPI) will increase at the rate of 4.00% per year. 

Plan Expenses Expenses are netted in the assumed rate of return. 
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Healthcare Inflation Annual increases in premium for retired medical and prescription 

drug benefits have been developed based on Plan specific as well as 

region (New England) specific healthcare information.  Inflation rates 

for the first year are based on expected 2008-2009 premium rates 

provided by the CityΩǎ ƘŜŀƭǘƘŎŀǊŜ Ŏƻƴǎǳƭǘŀƴǘ. 

Rates are assumed to be as follows: 

Group 

First Year 

Medical 

Inflation 

First Year 

Prescription Drug 

Inflation 

BOE  4.3% -1.6% 

All Others ς Pre 

Medicare 
12.8% -25.3% 

All Others ς 

Medicare Eligible 
21.9% -5.9% 

 

Year after 

Valuation Date Medical Drug 

2 11.0% 11.0% 

3 9.0% 9.0% 

4 8.0% 8.0% 

5 7.0% 7.0% 

6 5.0% 7.0% 

7 or more 5.0% 6.0% 
 

Aging Factors In order to determine the implicit benefits provided under the OPEB 

plan, GASB recommends using age-adjusted premiums to determine 

the actual expected retiree costs.  Accordingly, we have applied age-

adjustment factors to the current and anticipated medical premiums 

in order to determine the age-adjusted premiums.  Similar 

adjustments have not been made to the prescription drug premiums 

The age-adjustment factors have changed since the prior valuation 

based on information obtained from the CityΩǎ ƘŜŀƭǘƘŎŀǊŜ benefits 

administrator. 
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Changes in Actuarial Assumptions Since Prior Valuation  

Three assumptions have changed since the prior valuation. 

Participation 

Based on changes in enrollment of Plan members, the assumed participation rates were updated.  In 
prior valuations, it was assumed that participation rates for pre-65 retirees would decline as premiums 
grew.  We have discontinued the use of this assumption, due to the anticipated sickening (or anti-
selection) of the overall population that would be assumed to accompany such changes in participation.   
A similar change has been made to prior assumptions regarding the anticipated decline in safety medical 
trend rates due to the migration to cheaper medical plans.   

Assumed return on assets 

Trust assets are currently invested in a diversified portfolio.  The assumed return of 8.50% per year is 
based on as assumed equity allocation of 70% - 100%. 

For the prior valuation, the assets used to pre-fund explicit benefits were invested largely in fixed 
income securities.  Accordingly, an assumed return of 7.00%per year was used. 

Healthcare inflation 

The assumptions for the prior valuation were as follows: 

Year after 

Valuation Date Medical 

Prescription 

Drug 

1 10.0% 15.0% 

2 9.0% 13.0% 

3 8.0% 11.0% 

4 7.0% 9.0% 

5 6.0% 8.0% 

6 5.0% 7.0% 

7 or more 5.0% 7.0% 
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1.2:  Income Statement 1: July 1, 2006 through June 30, 2007  

  

Actual 

 

Expected 

Market Value at July 1, 2006 $ 14,349,136 $ 14,349,136 

Contributions             

 Employer Contributions 2,500,000 2,500,000 

 Other Receipts 2,393,645 2,393,645 

 Total Contributions $4,893,645 $4,893,645 

Investment Income                

 Total Investment Income $ 1,816,242 $ 1,135,673 

Disbursements   

 Benefit Payments (3,644,107) (3,644,107) 

 Other Expenses 0 0 

 Total Disbursements (3,644,107) (3,644,107) 

Market / Expected Value at June 30, 2007 $ 17,414,916 $ 16,734,347 

Approximate Market / Assumed Return 11.2% 7.0% 

                                                             

1 Trust established after the end of fiscal year 2007.  Information on this page refers to the assets that have been 

invested in a separate Town subaccount, but were subsequently contributed to the Trust. 
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2.2:  Life and Medical Benefit Costs ɀ Development of Explicit Cost   

 (1) (2) (3) (4) (4) 

  

7/1/2006 

Valuation  

7/1/2007 

Demographic 

Experience 

7/1/2007 

Plan Changes 

7/1/2007 

Assumption 

Changes 

7/1/2007 

Assumption 

Changes 

Fully Projected Liability      

Active General 2,151,746 2,266,215 2,150,496 1,692,638 1,692,638 

Active Safety 31,544,581 31,426,663 31,426,663 21,095,599 21,095,599 

Active Total 33,696,327 33,692,878 33,577,159 22,788,236 22,788,236 

       

Active EAN Accrued Liability       

Active General 1,559,190 1,658,021 1,597,097 1,324,629 1,324,629 

Active Safety 19,500,921 19,573,758 19,573,758 14,482,097 14,482,097 

Active Total 21,060,111 21,231,779 21,170,855 15,806,726 15,806,726 

      

Inactive Liability      

Inactive General 5,227,222 5,588,004 5,588,004 4,620,113 4,620,113 

Inactive Safety 10,454,229 13,839,467 13,839,467 11,606,793 11,606,793 

Inactive Total 15,681,451 19,427,471 19,427,471 16,226,906 16,226,906 

      

Total Fully Projected Liability 49,377,778 53,120,349 53,004,630 39,015,142 39,015,142 

      

Total EAN Accrued Liability  36,741,562 40,659,250 40,598,326 32,033,631 32,033,631 

Actuarial Assets 14,349,136 16,734,347 16,734,347 16,734,347 17,414,916 

Unfunded Accrued Liability  22,392,426 23,924,902 23,863,979 15,299,284 14,618,715 

Unfunded Amortization Payment 1,769,651 1,918,699 1,913,813 1,377,805 1,316,515 

      

Present Value Future Normal Costs 12,636,216 12,461,100 12,406,304 6,981,511 6,981,511 

Present Value Future Payroll 778,760,492 777,188,355 721,283,0951 655,254,792 655,254,792 

       

Normal Cost (% Pay) 1.62% 1.60% 1.72% 1.07% 1.07% 

Amortization Cost (% Pay) 2.34% 2.50% 2.65% 1.91% 1.82% 

Total Cost (% Pay) 3.96% 4.10% 4.37% 2.98% 2.89% 

       

Total Cost (% Pay) with NO ASSETS 5.46% 5.84% 6.23% 5.06% 5.06% 

                                                             

1 The Present Value of Future Payroll for the current year (and the associated current Payroll amounts) does not 

include members who are no longer eligible to receive explicit benefits as a result of the Plan changes, such as 

recent LIUNA members. 
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2.3:  Computation of Annual Required Contribution (ARC)  

 (1) (2) (3) (4)=(3)-(2) (5) 

 7/1/2006 

All Benefits 

(7.0%, 4.0%)  

7/1/2007 

Explicit Only, 

4% Discount 

7/1/2007 

Total Benefits, 

4% Discount 

7/1/2007 

Implicit Only  

4% Discount 

7/1/2007 

All Benefits  

(8.5%, 4%) 

Fully Projected Liability      

Active General 7,847,471 3,656,410 11,506,109 7,849,699 9,542,337 

Active Safety 39,126,457 61,857,796 71,440,668 9,582,872 30,678,470 

Active BOE 64,670,284 0 42,486,996 42,486,996 42,486,996 

Active Total 111,644,212 65,514,206 125,433,773 59,919,567 82,707,803 

      

Active EAN Accrued Liability      

Active General 4,616,252 2,341,138 6,535,401 4,194,263 5,518,891 

Active Safety 23,410,092 31,625,246 36,562,189 4,936,943 19,419,040 

Active BOE 45,074,130 0 28,354,512 28,354,512 28,354,512 

Active Total 73,100,474 33,966,384 71,452,102 37,485,718 53,292,444 

      

Inactive Liability      

Inactive General 8,116,187 6,557,422 10,297,659 3,740,237 8,360,350 

Inactive Safety 12,693,657 19,943,795 22,732,482 2,788,687 14,395,480 

Inactive BOE 19,802,771 0 23,737,605 23,737,605 23,737,605 

Inactive Total 40,612,616 26,501,217 56,767,746 30,266,529 46,493,435 

      

Total Fully Projected Liability 152,256,828 92,015,423 182,201,519 90,186,096 129,201,238 

Total EAN Accrued Liability  113,713,089 60,467,601 128,219,848 67,752,247 99,785,878 

      

Actuarial Assets 14,349,136 17,414,916 17,414,916 0 17,414,916 

Unfunded Accrued Liability 99,363,953 43,052,685 110,804,932 67,752,247 82,370,962 

Amortization Payment  2,649,891 6,820,040 4,170,148 5,486,664 

      

Present Value Future Normal 

Costs 38,543,738 31,547,822 53,981,671 22,433,849 29,415,360 

Present Value Future Payroll 1,617,788,954 899,606,093 2,199,729,145 2,199,729,145 N/A 

      

Normal Cost (% of Pay)  3.51% 2.45% 1.02% N/A 

Amortization Cost (% of Pay)  3.67% 4.35% 2.66% N/A 

Total Cost (% of Pay) 6.44% 7.18% 6.80% 3.68% 5.01% 

Total Cost (% of Pay, No Assets)  8.67% 7.49% 3.68% 6.01% 

      

Total ARC (No Assets ς FY08)     9,422,799 

Total ARC (No Assets ς FY09)     9,517,511 
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Schedules of Funding Status and Employer Contributions Required Under 

GASB Statements No. 43 and 45 

GASB Statements No. 43 and 45 require the preparation of schedules of funding status and employer 

contributions, as well as the disclosure of plan provisions, actuarial assumptions, and other information. 

The tables in this section present sample exhibits required under the financing approach described in 

this report earlier: we assume that the City will contribute an amount equal to the full-funding ARC for 

the explicit benefits into a qualified OPEB trust, while the implicit subsidy benefits will continue to be 

funded on a pay-as-you-go basis.  The total contribution will therefore be equal to the explicit ARC 

contribution plus an amount equal to the difference in the nominal and age-adjusted premium 

payments to be paid for the retirees in fiscal year 2009.   

Note that we have assumed no Net OPEB Obligation as of June 30, 2008.  However, the transfer of the 

CityΩǎ ht9. ŀǎǎŜǘǎ ƛƴǘƻ ǘƘŜ ¢Ǌǳǎǘ ǎƘƻǳƭŘ ōŜ ǊŜŦƭŜŎǘŜŘ ŀǎ ŀ ŎƻƴǘǊƛōǳǘƛƻƴ ŦƻǊ ŦƛǎŎŀƭ ȅŜŀǊ нллуΦ  ¢ƘŜǊŜŦƻǊŜΣ 

there will actually be a substantial Net OPEB Asset as of June 30, 2008 ς and the following table should 

be adjusted accordingly. 

Annual OPEB Cost, Contribution, and Changes in Net OPEB Obligation 

For the Fiscal Year Ending June 30, 2009 

($ millions)  

Net OPEB Obligation ς Beginning of Year $ 0.0 

Annual Required Contribution 7.9 

Interest on Net OPEB Obligation 0.0 

Adjustment to Annual Required Contribution 0.0 

Annual OPEB cost (expense) $ 8.5 

Contributions Made 2.0 

Increase in Net OPEB Obligation $ 6.5 

Net OPEB Obligation ς  

End of Year $ 6.5 

Funded Status of the Plan as of July 1, 2007 

($ millions)  

Actuarial Accrued Liability (AAL) $ 99.8 

Actuarial Value of Plan Assets $      0 

Unfunded Actuarial Accrued Liability (UAAL) $ 99.8 

Funded Ratio (Actuarial Value of Plan Assets / 

AAL) 0.0% 

Covered Payroll (Active Plan Members) $ 156.8 

UAAL as a Percentage of Covered Payroll 63.6% 
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Summary  of Information  

Valuation Date: July 1, 2007 

Actuarial Cost Method: Aggregate Entry Age Normal 

Amortization Method: Level percentage of pay 

Remaining Amortization Period: 25 Years 

Asset Valuation Method: N/A 

Investment Rate of Return: 8.5% for Pre-Funding of explicit benefits, 4.0% for Pay-as-you-Go 

funding of implicit subsidies.  Previously, the rate of return for the 

pre-funded explicit benefits of the City was assumed to be 7.0%. 

Projected Salary Increases: 4.5% ς 11.5% per year, depending upon years of service  

(Includes inflation at 4.0%) 

Projected Post-Retirement 
Benefit Cost Increases: 

Annual increases in premium for retired medical and prescription 

drug benefits have been developed based on Plan specific as well 

as region (New England) specific healthcare information.  Inflation 

rates for the first year are based on expected 2008-2009 premium 

rates provided by the CityΩǎ ƘŜŀƭǘƘŎŀǊŜ ŎƻƴǎǳƭǘŀƴǘΦ 

Rates are assumed to be as follows: 

Group 

First Year 

Medical 

Inflation 

First Year 

Prescription 

Drug Inflation 

BOE ς pre Medicare 4.3% -1.6% 

BOE ς Medicare 

Eligible 
4.3% -1.6% 

All Others ς Pre 

Medicare 
12.8% -25.3% 

All Others ς 

Medicare Eligible 
21.9% -5.9% 

 

Year after 

Valuation Date Medical Drug 

2 11.0% 11.0% 

3 9.0% 9.0% 

4 8.0% 8.0% 

5 7.0% 7.0% 

6 5.0% 7.0% 

7 or more 5.0% 6.0% 
 

 
 


