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Governments failing to take steps to
address their liabilities face possible
downgrades to their credit rating, thereby
increasing future borrowing costs. A
second consequence is the potential
political hailstorm that may arise as the
public begins to understand the extent of
these liabilities and the lack of preparation
in funding.

Establishing Trusts

In order to propetly address OPEB
liabilities, GASB requires the
establishment of a dedicated OPEB trust
into which assets may be placed to fund
the future liabilities. Assets placed in an
irrevocable trust may be counted by an
actuary to offset current liabilities, which
can reduce current annual OPEB
expenses.

Another benefit of establishing a trust is
that GASB 45 allows the use of a more
favorable interest (discount) rate
assumption to calculate OPEB liabilities,
thereby lowering the government’s total
liability. Once a trust has been estab-
lished, the liability can be funded in a
number of ways.

Funding Options

There ate three primary funding methods
available to address these liabilities:

e Pay-as-you-go

e Annual required contributions to
pre-fund the liability

e Bond issuance to pre-fund the liability

Continuing the pay-as-you-go method will
probably provide the least relief in terms
of OPEB obligations as it makes no at-
tempt to address the growing liabilities.

Making annual required contributions will
ultimately reduce the liability by amortiz-
ing the UAAL over a period of time (not

to exceed 30 years) and taking advantage of
investment returns on assets placed in trust.
Employers may also make contributions
that exceed their pay-as-you-go amount but
do not completely meet their annual re-
quired contribution amounts.

Pre-funding through bond issuance, either
as a general obligation of the government or
by issuing some form of trust notes, opens
up numerous possibilities for funding
OPEB obligations. Issuing bonds will lower
the government’s out-of-pocket costs to a
greater extent than making annual required
contributions and lowers the present value
cost of providing the benefits.

Obstacles and Pitfalls

Deciding how to fund OPEB liabilities de-
pends upon many factors and vaties from
state to state. The following list represents
some of the factors that must be considered
when funding OPEB obligations; however,
given the complexity of factors and state
regulations involved, this list is not intended
to be all-inclusive:

e Current cash flows

¢ Reserve and general fund balances

e State and local investment and bond
restrictions

e  Fiduciary liability

e Appropriateness of investments

e Negotiation tactics with employees

e Impact on credit rating

e Legislative changes

Many governments are currently working on
ways to address their liabilities, lobbying for
legislative changes and establishing and
funding trusts. Governments continue to
address these issues and many have
acknowledged the need for investment
consulting services.
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The Role of Citi
Institutional Consulting

Government entities face a number of
complex OPEB issues such as complying
with GASB guidelines, meeting fiduciary
requirements, determining prudent return
targets and establishing the appropriate
funding levels needed to meet future
benefit obligations.

At Citi Institutional Consulting our mis-
sion is clear: to set the industry standard
in investment consulting services by
helping sophisticated investors develop
prudent strategies.

Based on our in-depth research capabili-
ties, Citi Institutional Consulting may

recommend customized asset allocation
strategies that can help achieve the asset
growth needed to fund future OPEB
obligations.

While we do not provide tax and legal
advice, we offer numerous other strategies
to help you manage your liabilities and
obligations. These include detailed asset/
liability studies, investment policy
statements and customized investment
strategies featuring both traditional and
alternative asset classes.

To learn more about the objective
investment advice provided by Citi
Institutional Consulting, contact your
Institutional Consulting Director.

Glossary

Government Accounting Standards Board (GASB): The mission of the Governmental Accounting
Standards Board is to establish and improve standards of state and local governmental accounting and finan-
cial reporting. Their efforts are designed to result in useful information for users of financial reports and
guide and educate the public, including issuers, auditors, and users of those financial reports. GASB is not a
federal agency nor does it possess the power to enforce its recommendations. For more information, visit
them at http://www.gasb.otg

Net OPEB obligation (NOO): This term refers to the cumulative difference between the plan’s annual
required post-employment benefit contribution and the actual post-retirement benefit contributions.

Post-employment benefits other than pensions (OPEB): As a component of their employee hiring and
retention packages, many state and local governmental employers often provide their employees with other
post-employment benefits (OPEB) as part of total compensation. According to GASB, OPEB typically in-
cludes post-employment healthcare and other forms of benefits, such as life, disability and long-term care
insurance, prescription drugs or other benefits when provided separately from a pension plan.

Unfunded actuarial accrued liabilities (UAAL): The Society of Actuaries defines an actuarial accrued
liability (AAL) as the portion of the actuarial present value of an organization’s total projected benefits allo-
cated to years of employment prior to the measurement date; UAAL is the unfunded portion of this calcula-

tion.

Citigroup, Inc,, its affiliates, and its employees are not in the business of providing tax or legal advice. These materials and any tax-related
statements are not intended or written to be used, and cannot be used or relied upon, by any such taxpayer for the purpose of avoiding tax
penalties. Tax-related statements, if any, may have been written in connection with the "promotion or marketing" of the transaction(s) or
matters(s) addressed by these materials, to the extent allowed by applicable law. Any such taxpayer should seek advice based on the tax-
payer's particular circumstances from an independent tax advisor.
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