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	Procedure 785
Postemployment Benefits Other Than Pensions (OPEB) 


P
ostemployment benefits are benefits that employees earn during employment, but take after employment has ended. They are part of the total compensation offered by employers to attract and retain the services of qualified employees. The most common example of postemployment benefits other than pensions (OPEB) is retiree health care. 
This procedure discusses accounting standards relating to OPEB, matters relating to administration of federal and state categorical programs, and accounting for OPEB in the standardized account code structure (SACS). Additional information on implementation of OPEB accounting standards, effective dates, transition, and fiscal solvency issues can be found in CDE’s letter of February 26, 2007, available on the Web site at www.cde.ca.gov/fg/ac/co.
To ensure an understanding of the OPEB concepts discussed in this procedure, local educational agencies (LEAs) are encouraged to first review the definitions of key terms provided on page 785-29. For an in‑depth understanding of OPEB accounting standards, LEAs should review Governmental Accounting Standards Board (GASB) Statements 45 and 43.
Definition of OPEB

OPEB includes any postemployment medical, dental, vision, and prescription benefits, whether administered through a defined benefit pension plan or separately. OPEB also includes any other non-pension and non-healthcare postemployment benefits that are administered outside of a pension plan, such as life insurance, disability, long-term care, and legal services. OPEB refers to benefits for any former employees, not only retirees, including former employees on permanent disability. 

OPEB does not include pension benefits or other non-healthcare postemployment benefits that are administered through a pension plan, or cash payments to retirees that may be used at the retiree's option to pay employee healthcare premiums. It does not include termination benefits such as retirement incentives, unless the incentives involve changes to existing OPEB obligations. Generally, retirement incentives are considered inducements to terminate employment, rather than compensation for employment. 
Financial Reporting Requirements
The accounting standards by which governmental employers report their costs and obligations relating to OPEB are contained in GASB Statement 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions (GASB 45), and the related GASB Statement 43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans (GASB 43). LEAs that offer OPEB apply GASB 45, and established OPEB plan entities apply GASB 43.
GASB 45 requires that governmental employers recognize their accrual-basis costs and obligations relating to OPEB systematically over the eligible employees’ years of service, in the same manner as they do for pensions. GASB 45 does not require that OPEB obligations be funded.

In accrual basis financial statements (government-wide statements, proprietary fund statements, and fiduciary fund statements), LEAs recognize OPEB expense equal to their accrual-basis annual OPEB cost, and a liability (or asset) known as the net OPEB obligation for the cumulative difference between their annual OPEB costs and amounts actually contributed. The net OPEB obligation is calculated from the date that the LEA implemented GASB 45. The net OPEB obligation begins at zero unless the LEA elected to recognize a liability retroactively at transition. 
In modified accrual basis financial statements (governmental fund statements), LEAs recognize OPEB expenditures to the extent of amounts actually funded, including any current liabilities (amounts expected to be liquidated with expendable available resources). LEAs do not recognize unfunded accrual-basis OPEB costs or long-term OPEB obligations in governmental fund statements. 

Where an LEA’s OPEB expenditures in governmental funds are not equal to its accrual-basis OPEB cost, a conversion entry is necessary when preparing the government-wide statements.
In the notes to the financial statements, LEAs provide disclosures and required supplementary information (RSI) for each plan in which they participate. RSI includes a schedule of funding progress and a schedule of employer contributions. The schedule of funding progress compares the actuarial value of plan assets (AVA) to the actuarial accrued liability (AAL) and reflects any unfunded actuarial accrued liability (UAAL). The schedule of employer contributions shows the LEA’s annual required contributions and the percentage contributed. 
Disclosures for more than one plan should be combined in a manner that avoids unnecessary duplication. LEAs need not present RSI if the OPEB plan issues its own separate financial statements or if the OPEB plan is included in the financial statements of another entity.

Because the AAL and the UAAL are actuarial liabilities, not accounting liabilities, both are disclosed in the notes to the financial statements but neither is recognized in the financial statements. LEAs that fully fund their annual required contributions for OPEB each year thus report no OPEB liability in their financial statements, no matter how large their UAAL.
GASB 45 applies to any LEA that offers OPEB, regardless of how the OPEB are financed and regardless if OPEB are offered for only a limited period after employment ends, such as to age 65. GASB 45 applies to OPEB benefits administered through a defined benefit pension plan, and also to OPEB for retirees who pay for their own benefits but who pay a blended plan rate rather than an age-adjusted premium; the resulting implicit rate subsidy must be measured and reported as OPEB. Implicit rate subsidy is discussed on page 785-14.

OPEB Cost and Annual Required Contributions
The basic approach for measuring OPEB costs is to project the future cash outflows that will be needed to fund benefits based on the substantive plan (the terms of the existing plan as understood by the employer and members), discount those future cash flows to their present value, and allocate that present value to specific years of employee service. This is similar to how pension systems such as STRS and PERS calculate rates for pension contributions.
There are three situations in which no special calculation of OPEB cost is required, although the other provisions of Statements 43 and 45 still apply. These are defined contribution OPEB plans, insured defined benefit OPEB plans, and cost-sharing OPEB plans established as a trust or similar arrangement. In these three situations, the required contribution or premium is used as the measure of OPEB cost. As most LEAs do not have these types of plans, this procedure does not address them.
Annual Required Contributions
An annual required contribution, known as the ARC, is calculated periodically to estimate the amount necessary to fund the anticipated OPEB obligation. The ARC is also the basis for measurement of annual OPEB cost. 

The ARC has two components: the normal cost relating to the current period, and the amortization of any unfunded liability for past service over a prescribed time period (see Amortization Period on page 785-6). The ARC is the actuarially determined level of employer contribution that would be necessary on a sustained, ongoing basis to meet OPEB obligations as they come due and to amortize any unfunded liability over a period not to exceed thirty years. 
Where an employer fully contributes its ARC each year, annual OPEB cost is equal to the ARC. Where an employer does not fully contribute its ARC and a net OPEB obligation is created, or where an employer elected to recognize a liability at the time that it implemented GASB 45, the calculation of annual OPEB cost becomes more complicated.

Calculation of Annual OPEB Cost

Annual OPEB cost is the accrual-basis measure of the periodic cost of offering OPEB. It is the cost that is recognized in accrual-basis financial statements, regardless of amounts actually funded.

Normally, the ARC serves as the measure of annual OPEB cost. However, where a net OPEB obligation exists, the calculation of annual OPEB cost becomes more complicated because ARCs calculated in subsequent valuations include an amount for amortization of the past contribution deficiencies. Where a net OPEB obligation exists, the ARC must be adjusted in two ways before it can serve as a measure of OPEB cost: 

· OPEB cost must be increased to reflect lost interest earnings on amounts not contributed, and 
· OPEB cost must be decreased by amounts included in the subsequent calculation of the ARC to recapture, or amortize, the prior contribution deficiency. Note that this second adjustment only becomes necessary once a subsequent valuation is performed.

Annual OPEB cost thus derives from, but is not necessarily equal to, the ARC. If these adjustments were not made, annual OPEB cost and the net OPEB obligation would be overstated by the amounts previously recognized in annual OPEB cost.

For example: 
ARC in Year 1 = $7,000

ARC in Year 2 = $7,500

ARC in Year 3 = $7,859

In Year 1, the employer fully contributes its ARC. There is no net OPEB obligation, so the ARC in Year 2 ($7,500) is the measure of OPEB cost in Year 2. 

In Year 2, the employer contributes only $2,500, creating a net OPEB obligation of $5,000. Prior to the creation of the net OPEB obligation, the ARC for Year 3 ($7,859) would have served as the measure of OPEB cost, but the existence of the net OPEB obligation necessitates two adjustments.

1.
OPEB cost must be increased for the lost interest earnings on the amount not contributed:

	Net OPEB Obligation
	$5,000

	Interest rate assumption
	x .055

	Increase to OPEB cost
	$   275


2.
Once a subsequent valuation is performed, OPEB cost must be decreased for the amount included in the subsequent calculation of the ARC for recapture of the prior contribution deficiency. The amortization factor used in the actuarial valuation to calculate the subsequent ARC is used for this adjustment (13.91 in this example).

	Net OPEB Obligation
	$5,000

	Amortization factor
	÷   13.91

	Decrease to OPEB cost
	$   359



Annual OPEB cost thus differs from the ARC:

	ARC
	$7,859

	Increase for lost interest earnings
	275

	Decrease for portion of the ARC representing recapture, or amortization, of the prior contribution deficiency
	( 359)

	OPEB cost
	$7,775



These two adjustments prevent accrual-basis OPEB costs that were recognized previously from being recognized again.


Note that fully funding the ARC in subsequent years would systematically eliminate the net OPEB obligation:

	Employer’s contribution based on ARC
	$7,859

	OPEB cost
	(7,775)

	Reduction of net OPEB obligation
	$    84


Amortization Period

The maximum period for amortization of the UAAL is thirty years. Within certain parameters, employers may use shorter periods if they wish. 

GASB 45 allows either a closed or an open amortization period for amortization of the UAAL. CDE suggests that an open amortization period is appropriate for that portion of the UAAL arising from actuarial gains or losses, but that a closed amortization period is more prudent for portions of the UAAL arising from past underfunding of OPEB obligations or from increases in the level of benefits offered, because it takes substantially longer to amortize a liability using an open amortization period rather than closed. However, the size of the liability and the implications for future solvency should be considered when choosing which type of amortization to use.

Employer Contributions Defined

For purposes of calculating OPEB cost, employer contributions for OPEB are defined as any of the following irrevocable payments to outside parties:
· Payments of benefits to or on behalf of retirees or beneficiaries. 

· Premium payments to an insurer (including any implicit rate subsidy).
· Irrevocable transfers of resources to a trust or equivalent arrangement in which plan assets are dedicated to providing benefits to retirees and their beneficiaries in accordance with the terms of the plan and are legally protected from creditors of the employer(s) or plan administrator.

GASB 45 specifically precludes counting the following revocable actions as contributions:

· Designations of net assets of a governmental or proprietary fund to be used for OPEB. 

· Internal transfers of assets to a separate governmental or proprietary fund for the same purpose.
These actions are regarded as earmarking of employer assets to reflect the employer’s current intent to apply these assets to finance the cost of benefits at some time in the future, and do not qualify as contributions. Consequently, even if an LEA earmarks an amount equal to its ARC each year, the LEA will report a net OPEB obligation in its accrual-basis financial statements. The liability will be offset by the earmarked assets, but both the liability and the asset are reported; the two are not netted.
Valuations

Although GASB 45 and GASB 43 are accounting standards, they require a significant number of actuarial calculations on which accounting entries and disclosures are based. LEAs must obtain a valuation of their OPEB obligations either every two or every three years, depending on the size of their plans. 

LEAs with fewer than 100 plan members may use an alternative measurement method that does not require the services of an actuary. This nonactuarial method takes the same basic approach used in an actuarial valuation, but allows for certain simplified assumptions. 
Frequency of Valuations

The required frequency of valuations depends on the number of members in the plan. Membership means eligible employees in active service, terminated employees who have accumulated benefits but are not yet receiving them, and retirees and beneficiaries currently receiving benefits. A retired employee (or beneficiary) and a covered spouse or other dependent are counted as a single plan member for this purpose.
	Total Plan Membership
	Required Frequency

	200 or more
	Every two years

	Fewer than 200 (including plans of fewer than 100 using the alternative measurement method)
	Every three years


A new valuation is required sooner if significant changes affect the results of the valuation. Significant changes include changes in benefit provisions, such as where the employer enhances or curtails benefits; changes in the covered population, such as where the employer limits or expands eligibility; and other factors that impact long-term assumptions. Short-term investment fluctuations or differences between assumed and actual experience in a given year are not considered significant changes for this purpose.

A valuation is required for each plan. A plan might have different classes of members with different eligibility requirements and different benefit structures, but if plan assets can legally be used to pay benefits for any of the members, it is one plan for purposes of financial reporting. Where plan assets can be used to pay benefits only for certain members, there is more than one plan for purposes of financial reporting.
Timing of Valuations

The valuation date must be no earlier than 24 months before the start of the first year covered by the valuation. The valuation date need not be the same as the financial reporting date, but it should be approximately the same each valuation year. When scheduling a valuation, LEAs should allow sufficient turnaround time for the actuary to perform the valuation, and sufficient lead time to include the resulting ARC in the coming year’s budget if the LEA plans to do so.

Charging OPEB to Programs 

In developing the guidance in this procedure, CDE consulted extensively with the United States Department of Education (ED) regarding the allowability of OPEB costs to federal programs. The following guidance represents the resulting agreements between the ED and CDE. This guidance applies to state and local programs as well.
“Funded” Defined
The ED emphasizes that to be allowable charges to federal programs, OPEB costs must be funded. Accrual-basis costs that are not actually funded are not allowable. 
In contrast to the requirements of GASB 45, the ED does not require that funded amounts be contributed to an irrevocable trust, as long as the amounts funded can be used only for providing postemployment benefits to retirees and other beneficiaries. For example, where an LEA self-insures for OPEB benefits, self-insured OPEB premiums are allowable charges to federal programs. Procedure 775 contains guidance relating to self-insurance activities.

Interfund transfers and designations of fund balances are not expenditures for purposes of generally accepted accounting principles (GAAP) and are not allowable charges to programs.

Underlying Principles for Allowability of OPEB Costs to Federal Programs 

Federal cost principles generally provide that costs that can be identified specifically with a particular program objective are allowable as direct costs of federal awards. Compensation of employees for time devoted specifically to a federal award is an allowable direct cost. Except as provided below, OPEB expenditures relating to eligible active employees should therefore be direct-charged to the program(s) in which the employee works, along with the employees’ salary and other fringe benefits. 
By contrast, OPEB expenditures relating to already-retired employees represent costs that were not funded during the employees’ years of service and that cannot be identified with any program objective now. These costs are simply overhead, that is, they are an obligation for which the LEA is liable but from which current programs derive no direct benefit. The ED agrees that federal programs may absorb a share of OPEB costs relating to retirees only if the costs are allocated to all activities, much like indirect costs, and only if the allocation base is as broad as possible.
Conditions of Allowability of OPEB Costs to Federal Programs 

OPEB-eligible active employees: Federal cost principles provide that when OPEB costs are funded in accordance with an acceptable actuarial cost method, the initial unfunded liability attributable to prior years is allowable if amortized over a period of years in accordance with GAAP. An LEA’s OPEB expenditures for amortization of the UAAL for eligible active employees are therefore potentially allowable as direct costs of federal awards, along with the normal cost for those employees. 
However, the cost principles also provide that any cost must be reasonable and necessary for efficient performance of the program objectives. Where an LEA’s expenditures for amortization of the UAAL for its OPEB-eligible active employees would be unduly burdensome or distorting if direct‑charged to the employees’ programs, the LEA may not direct‑charge the amortization costs, but rather must allocate them to all programs in the same manner as OPEB costs relating to retirees.

An example in which amortization costs for active employees would be distorting or unduly burdensome is an LEA whose OPEB‑eligible employees have a high number of years of service and whose OPEB plan is largely unfunded. In this LEA, the amortization of the UAAL for OPEB-eligible active employees will likely be high in comparison to the normal costs for those employees, and may be unduly burdensome if direct-charged to the programs in which those employees work. By contrast, in an LEA whose OPEB‑eligible active employees have a low number of years of service or whose OPEB plan is largely funded, the amortization of the UAAL for OPEB-eligible active employees will likely be lower in comparison to the normal costs for those employees and is less likely to be unduly burdensome if direct-charged to the programs in which the employees work.

“Unduly burdensome” and “distorting” are subjective determinations that each LEA must make for itself. CDE suggests that as a general rule, where the amortization of the UAAL for OPEB-eligible active employees is no greater than the normal cost, it is reasonable to direct-charge the amortization cost to programs along with the normal cost. 
In the interest of consistent cost treatment, amortization costs for active employees should either be direct-charged uniformly or allocated uniformly. LEAs should not direct-charge some and allocate others. Normal costs should always be direct-charged.
Already-retired employees: OPEB expenditures relating to retirees, whether for current year benefits or for amortization of the unfunded liability, may only be allocated to programs and only in proportion to either total salaries or total FTEs in all activities. 
The ED specifically denied any narrower allocation base. For example, OPEB expenditures relating to retirees may not be allocated to programs in proportion to only OPEB-eligible salaries or FTEs or in proportion to only health and welfare-eligible salaries or FTEs. 
OPEB expenditures relating to retirees may not be direct-charged to the program(s) in which the employee worked before retiring. For example, OPEB expenditures for a retired Title I employee may not be charged directly to Title I.
OPEB expenditures may not be charged to the general administration function for inclusion in the indirect cost pool, except for direct-charged costs for OPEB-eligible active employees who work in general administration activities and except for the share of allocated OPEB costs allocated to the general administration function.

Summary of Allowable OPEB Charges to Programs

The following tables summarize the agreements reached between the ED and CDE. In keeping with the principle of consistent cost treatment, this guidance applies equally to federal, state, and local programs.

	Table 1: If LEA funds OPEB purely on pay-as-you-go basis, not based on an actuarial valuation 

	Group
	OPEB Expenditure
	Allowability

	Retirees
	Current year benefits
	· Allocate to all activities in proportion to total salaries or total full time equivalent positions (FTEs)  in all activities


	Table 2: If LEA funds OPEB on an actuarial basis 

	Group
	OPEB Expenditure
	Allowability

	Retirees
	Amortization of past unfunded liability for retirees
	· Allocate to all activities in proportion to total salaries or total FTEs in all activities

	OPEB-eligible active employees
	Normal or “service” cost
	· Direct charge as a fringe benefit on a per-eligible FTE basis to program(s) to which each OPEB-eligible active employee’s salary is charged

	OPEB-eligible active employees
	Amortization of past unfunded liability for OPEB-eligible active employees
	· Direct charge as a fringe benefit on a per-eligible FTE basis to program(s) to which each OPEB-eligible active employee’s salary is charged, to the extent that the amount charged is not unduly burdensome or distorting to the program(s) (see discussion on page 785-10); 
        or,
· Allocate to all activities in proportion to total salaries or total FTEs in all activities


For this purpose, “all activities” means any combination of fund, goal, and function, but not necessarily resource, to which any salaries or any FTEs are charged. 

LEAs may choose not to charge allocable OPEB costs to a particular program resource, but they may not recover the costs allocable to that resource from another resource unless allowed by the other resource. For example, an LEA might choose not to charge Title IV its share of OPEB costs, but the LEA may not recover those same costs from Title I instead. However, the LEA could recover the costs from an allowable unrestricted resource. 

For consistency in application of this guidance, once an LEA obtains an OPEB valuation based on an actuarial method recognized by GAAP, all of the LEA’s OPEB contributions may be considered to be in relation to that valuation, that is, they may be considered to be on an actuarial basis rather than on a pay-as-you-go basis. The LEA may then apply the guidance in Table 2, rather than the guidance in Table 1, regardless of whether the LEA has implemented GASB 45 and regardless of whether the LEA’s contributions are greater than, less than, or equal to current year benefits. All LEAs that have implemented GASB 45 will apply the guidance in Table 2.

The methodology for attributing contributions for amortization of the unfunded liability between retirees and active employees for purposes of charging these expenditures to programs is discussed in the following section.

Implications for Indirect Cost Rates and Administrative Cost Caps

OPEB costs relating to existing retirees are akin to indirect costs in the sense that it is appropriate to prorate them across all programs rather than to try to identify their benefit to any particular program. However, these costs are not administrative in character in the same sense that costs in the traditional pool of indirect administrative costs are. CDE and the ED agree that these costs should not be included in the traditional indirect cost pool and that they should not count toward administrative cost caps in programs where such caps exist. Indirect costs and their application to programs are discussed in Procedure 915.
Attributing OPEB Contributions to the Components of the ARC

Where an LEA’s OPEB contributions are equal to the ARC, the contributions apply to the components of the ARC as shown in the actuarial valuation. However, where an LEA’s contributions are less than or greater than the ARC, it is necessary to attribute the contributions to the components of the ARC. 
Contributions less than the ARC: Where the LEA contributes less than the ARC in any year, the contributions are attributed in proportion to the components of the ARC. For example, if the normal cost as shown in the actuarial valuation is 45 percent of the ARC and the amortization of the UAAL is 55 percent of the ARC, then 45 percent of the LEA’s contribution is attributed to normal costs and 55 percent is attributed to amortization.

The contributions attributed to amortization must be further attributed between amortization of the UAAL for retirees and amortization of the UAAL for active employees. This would require an assumption about the attribution of plan assets between retirees and active employees, for which there is no actuarial protocol, so LEAs should attribute their contributions for amortization of the UAAL between retirees and active employees in proportion to the ratio of the AAL for retirees to the AAL for active employees, both of which can be found in the actuarial valuation. 
To illustrate:
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and,
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Contributions greater than the ARC: Where the LEA contributes more than the ARC in any year, all amounts contributed in excess of the normal cost for that year must apply to the UAAL. The amounts applied to the UAAL are attributed between retirees and active employees in proportion to the ratio of the AAL for retirees to the AAL for active plan members, as described above.

Accounting for OPEB in the Standardized Account Code Structure 

OPEB expenditures are reported in the 3700 range of object codes in the standardized account code structure (SACS):
3701
OPEB, Allocated, certificated positions
3702
OPEB, Allocated, classified positions
3751
OPEB, Active employees, certificated positions
3752
OPEB, Active employees, classified positions
Objects 3701–3702 are used for OPEB expenditures relating to retirees and other former employees. These expenditures must be allocated to all activities. Objects 3701–3702 may also be used for expenditures relating to amortization of the UAAL for OPEB-eligible active employees, where these expenditures are allocated to all activities instead of direct-charged using objects 3751–3752.

Allocated OPEB expenditures must be allocated based on final actual total salaries or FTEs, not on budgeted, estimated, or projected figures.
Objects 3751–3752 are used for OPEB expenditures for normal costs for OPEB‑eligible active employees. Objects 3751–3752 are also used for expenditures for amortization of the UAAL relating to OPEB-eligible active employees, to the extent that these costs are not unduly burdensome or distorting to programs (see discussion on page 785-10). Where direct-charging the costs of amortization would be unduly burdensome or distorting to programs, the costs must be allocated to all programs using objects 3701–3702. Normal costs, however, must always be direct-charged.

Direct-charged costs for OPEB-eligible active employees should be charged on the basis of an equal amount per eligible FTE, similar to how current health and welfare benefits are charged. These costs are not proportional to salaries.
Implicit Rate Subsidy

Normally, healthcare costs can be expected to increase with age. Age-adjusted premiums reflect this. Where retirees pay for their own benefits, but they pay a blended plan rate rather than an age-adjusted premium, an implicit rate subsidy results which must be measured and reported as OPEB.
For example, assume that an LEA has 400 active employees and 100 retirees. Assume that the total quoted monthly premium for the 400 active employees is $80,000 and the incremental cost for including the 100 retirees is $40,000.
	
	Number
	Total Monthly Premium
	Age-Adjusted Premium

	Active Employees 
	400
	$80,000
	$200/member

	Retirees
	100
	$40,000
	$400/member


But many employers use a common or blended premium. Using the same assumptions, the blended premium is calculated as follows:
	
	Number
	Total Monthly Premium
	Blended Premium

	Active Employees and Retirees
	500
	$120,000
	$240/member


The blended premium for active employees is higher than the age-adjusted premium ($240 blended premium vs. $200 age-adjusted premium = $40 difference). This creates an implicit rate subsidy of retirees, who pay less than they would using an age-adjusted premium ($400 age-adjusted premium vs. $240 blended premium = $160 savings, or subsidy, per retiree).

Even if this subsidy is the only benefit that retirees receive, GASB 45 requires that it be measured and disclosed as OPEB. Since accrual-basis accounting is an effort to match costs with the periods benefited, if part of the premiums paid in the current period, apparently on behalf of active employees, really relates to previous periods when now-retired employees were working, the effort to match costs to periods is not achieved.

It can be seen from the following two illustrations that $16,000 of the employer’s contribution of $96,000 actually represents a subsidy of retiree health care costs. Note that in both examples, retirees pay the blended premium of $240.
Illustration using blended premium:
	
	Active Employees
	Retirees

	Blended premium
	$     240
	$     240

	Number of members
	x   400
	x  100

	Total premiums
	$96,000
	$24,000

	Less member contributions
	           0
	24,000

	Employer contribution
	$96,000
	$         0


Illustration using age-adjusted premium:
	
	Active Employees
	Retirees

	Age-adjusted premium
	$     200
	$     400

	Number of members
	x   400
	x  100

	Total premiums
	$80,000
	$40,000

	Less member contributions
	           0
	24,000

	Employer contribution
	$80,000
	$16,000


GASB 45 requires that this subsidy be included when projecting future OPEB costs and that it be reflected in accrual-basis financial statements as an employer contribution for OPEB rather than as a healthcare cost of the current period. GASB 45 provides for a conceivable exception for certain employers in community rated cost-sharing plans. “Community rated” is not the same as “blended;” the actuary will determine whether this exception applies. 
The existence of an implicit rate subsidy does not require that LEAs change their accounting for health benefit expenditures in governmental funds and report any portion as OPEB contributions. 
OPEB Accounting Illustrations 

The following illustrations discuss the accounting for OPEB in seven different funding scenarios. Definitions of the terms and acronyms used in these illustrations are provided on page 785-29. For purposes of these illustrations, amounts and calculations have been deliberately simplified. 
Scenario 1: The LEA funds its OPEB obligations purely on a pay-as-you-go basis not based on an actuarial valuation. The LEA’s OPEB expenditure is equal to current year benefits for already-retired employees. 

Note that as discussed on page 785-12, once an LEA implements GASB 45, Scenario 1 no longer applies. Whether the LEA changes its funding approach or not, the LEA will apply Scenario 4.

· Fund Accounting:


OPEB costs relating to already-retired employees: Allocate to all activities in proportion to total salaries or total FTEs in all activities. 


Current year benefits for already-retired employees = $38 


LEA contribution = $38


LEA chooses total salaries in all activities as its allocation base


Allocate $38 across all activities, in proportion to total salaries in all activities, using Objects 3701 and 3702, OPEB-Allocated.
	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3702
	OPEB, Allocated, classified positions
	xx
	

	01
	3010
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	13
	5310
	0
	0000
	3700
	3702
	OPEB, Allocated, classified positions
	xx
	

	13
	5310
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	38
	38


· Conversion Entry for Government-wide Financial Statements: 


Until the LEA implements GASB 45, generally accepted accounting principles do not require recognition of OPEB so no conversion entry is necessary.
· OPEB Trust Accounting: 


Where there is no separate OPEB trust, no separate accounting is necessary.

Scenario 2: The LEA has fully prefunded its OPEB plan. Because there is no UAAL to amortize, the ARC is composed only of Normal costs for OPEB-eligible active employees. The LEA contributes 100 percent of the ARC each year to an OPEB trust or equivalent arrangement. Note: Scenario 2 may be the least likely scenario, but an understanding of Scenario 2 is useful as a basis for understanding subsequent scenarios.
· Fund Accounting:


Normal Cost for OPEB-eligible active employees: Direct-charge, on a per‑eligible-employee basis, as a fringe benefit to the program(s) to which each OPEB-eligible active employee’s salary is charged, as follows: 

Employer contributions for Normal Cost ÷ total number of OPEB-eligible active FTE employees x OPEB-eligible active FTE employees in each program = Normal Cost charged to each program


Generally, the Normal Cost per eligible employee should be calculated by dividing the Normal Cost for the entire plan, or for each bargaining unit within that plan, by the total number of OPEB-eligible active FTE employees in the plan or the bargaining unit. Actuarial calculations are most meaningful when based on large populations, so calculating per-eligible employee costs based on smaller populations such as subgroups within a bargaining unit or especially on a per-individual basis can produce distorting results and should be avoided. 

ARC = $45

Normal cost = $45

Amortization of UAAL = not applicable because plan is 


prefunded


For active employees = not applicable

For retirees = not applicable


Accrual-basis OPEB cost = $45 (equal to the ARC; no 



adjustments are necessary)



Current year benefits for already-retired employees = $38 (but 


this is not applicable because benefits are provided for in 


the ARC and paid by the OPEB trust)

LEA contribution = $45 


In this illustration, it is assumed that only certificated employees are eligible for OPEB.
	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	3010
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	45
	45


· Conversion Entry for Government-wide Financial Statements: 


Since the LEA contributes 100 percent of its ARC and since the annual OPEB cost in this illustration is equal to the ARC, no conversion entry is necessary.
· OPEB Trust Accounting: 


A separate OPEB trust might or might not be reported within the LEA’s financial statements, depending on the nature of the trust and its relationship to the LEA. If the trust is required to be reported in the LEA’s financial statements pursuant to GASB Statements 14 or 39, the LEA will report the trust’s activity in Fund 71.

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	71
	9010
	0
	0000
	0000
	9110
	Cash in County Treasury
	xx
	

	71
	9010
	0
	0000
	0000
	8xxx
	Contributions from Employers
	
	xx

	
	
	
	
	
	
	Total
	45
	45


Scenario 3: The LEA has an unfunded or partially funded plan. The ARC is composed of Normal costs for OPEB-eligible active employees plus amortization of the UAAL for both OPEB-eligible active employees and retirees. The LEA contributes 100 percent of the ARC each year to a separate OPEB trust or equivalent arrangement.
· Fund Accounting:


Normal Cost for OPEB-eligible active employees: Direct-charge as described in Scenario 2. 

Amortization of the UAAL for retirees: Allocate to all activities as described in Scenario 1.

Amortization of the UAAL for OPEB-eligible active employees: Direct-charge as a fringe benefit on a per-OPEB-eligible active FTE employee basis to the program(s) to which each OPEB-eligible active employee’s salary is charged as described in Scenario 2, to the extent that the costs are neither distorting nor unduly burdensome to those programs (see discussion on page 785-10). Where the costs would be distorting or unduly burdensome to those programs, allocate the costs to all activities as described in Scenario 1.


ARC = $100


Normal cost = $45

Amortization of UAAL = $55


For active employees = $22 (40 percent of amortization 



component)


For retirees = $33 (60 percent of amortization component)



(For attribution of OPEB expenditures between Normal 
costs, amortization of the UAAL for retirees, and 
amortization of the UAAL for active employees, see 
page 785-12)



Accrual-basis OPEB cost = $100 (equal to the ARC; no 


adjustments are necessary)


Current year benefits for already-retired employees = $38 


(but this is not applicable because benefits are provided 


for in the ARC and paid by the OPEB trust)

LEA contribution = $100 

Either direct-charge $67 ($45 + $22) on a per-OPEB-eligible active FTE employee basis to programs employing OPEB-eligible active employees, and allocate $33 to all activities;

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	3010
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	67
	67


	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3702
	OPEB, Allocated, classified positions
	xx
	

	01
	3010
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	13
	5310
	0
	0000
	3700
	3702
	OPEB, Allocated, classified positions
	xx
	

	13
	5310
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	33
	33



Or, direct-charge $45 on a per-OPEB-eligible active FTE employee basis to programs employing OPEB-eligible active employees, and allocate $55 ($33 + $22) to all activities.

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	3010
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	45
	45


	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3702
	OPEB, Allocated, classified positions
	xx
	

	01
	3010
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	13
	5310
	0
	0000
	3700
	3702
	OPEB, Allocated, classified positions
	xx
	

	13
	5310
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	55
	55


· Conversion Entry for Government-wide Financial Statements: 


Since the LEA contributes 100 percent of its ARC and the annual OPEB cost in this illustration is equal to the ARC, no conversion entry is necessary.
· OPEB Trust Accounting: 


A separate OPEB trust might or might not be reported within the LEA’s financial statements, depending on the nature of the trust and its relationship to the LEA. If the trust is required to be reported in the LEA’s financial statements pursuant to GASB Statements 14 or 39, the LEA will report the trust’s activity in Fund 71.

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	71
	9010
	0
	0000
	0000
	9110
	Cash in County Treasury
	100
	

	71
	9010
	0
	0000
	0000
	8xxx
	Contributions from Employers
	
	100

	
	
	
	
	
	
	Total
	100
	100


Scenario 4: LEA has an unfunded or partially funded plan. The ARC is composed of Normal costs for OPEB-eligible active employees plus amortization of the UAAL for both OPEB-eligible active employees and retirees. The LEA contributes an amount less than the ARC each year to a separate OPEB trust or equivalent arrangement. In this illustration, the LEA contributes 78 percent of the ARC.

Note that Scenario 4 also applies to any LEA that formerly used Scenario 1 but has since implemented GASB 45, whether the LEA changes its funding approach or not.

· Fund Accounting:


Normal cost for OPEB-eligible active employees: Direct-charge as described in Scenario 2.

Amortization of the UAAL for retirees: Allocate to all activities as described in Scenario 1.

Amortization of the UAAL for OPEB-eligible active employees: Direct-charge as a fringe benefit on a per-OPEB-eligible active FTE employee basis to the program(s) to which each OPEB-eligible active employee’s salary is charged as described in Scenario 2, to the extent that the costs are neither distorting nor unduly burdensome to those programs (see discussion on page 785-10). Where the costs would be distorting or unduly burdensome to those programs, allocate the costs to all activities as described in Scenario 1.


ARC = $100


Normal cost = $45

Amortization of UAAL = $55

For active employees = $22 (40 percent of amortization 


component)


For retirees = $33 (60 percent of amortization component)

(For attribution of OPEB expenditures between Normal costs, amortization of the UAAL for retirees, and amortization of the UAAL for active employees, see page 785-12)



Accrual-basis OPEB cost = $100 (for purposes of illustration, 


adjustments are ignored)



Current year benefits for already-retired employees = $38 (but 


this is not applicable because benefits are provided for in 


the ARC and paid by the OPEB trust)


LEA contribution = $78

Either direct-charge $52 (($45 + $22) x 78%) on a per-OPEB-eligible active FTE employee basis to programs employing OPEB‑eligible active employees, and allocate $26 (the remainder) to all activities:

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	3010
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	52
	52


	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3702
	OPEB, Allocated, classified positions
	xx
	

	01
	3010
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	13
	5310
	0
	0000
	3700
	3702
	OPEB, Allocated, classified positions
	xx
	

	13
	5310
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	26
	26



Or, direct-charge $35 ($45 x 78%) on a per-OPEB-eligible active FTE employee basis to programs employing OPEB-eligible active employees, and allocate $43 (the remainder) to all activities.
	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	3010
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	35
	35


	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3702
	OPEB, Allocated, classified positions
	xx
	

	01
	3010
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	13
	5310
	0
	0000
	3700
	3702
	OPEB, Allocated, classified positions
	xx
	

	13
	5310
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	43
	43


· Conversion Entry for Government-wide Financial Statements: 


The LEA must debit expense by function for the difference between annual OPEB cost and amounts contributed, and credit the Net OPEB Obligation account for the resulting liability ($100 OPEB cost less $78 contributed = $22 net OPEB obligation).
	Conversion Entry CE021:
	Debit
	Credit

	Expenses (by function) 
	22
	

	Net OPEB obligation
	
	22

	
	
	

	To recognize the OPEB obligation (asset) resulting from the difference between annual OPEB cost on the accrual basis, and contributions recognized in governmental funds
	
	


· OPEB Trust Accounting:


A separate OPEB trust might or might not be reported within the LEA’s financial statements, depending on the nature of the trust and its relationship to the LEA. If the trust is required to be reported in the LEA’s financial statements pursuant to GASB Statements 14 or 39, the LEA will report the trust’s activity in Fund 71.

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	71
	9010
	0
	0000
	0000
	9110
	Cash in County Treasury
	78
	

	71
	9010
	0
	0000
	0000
	8xxx
	Contributions from Employers
	
	78

	
	
	
	
	
	
	Total
	78
	78


Scenario 5: The LEA makes a lump-sum contribution, substantially greater than the ARC, to a separate OPEB trust or equivalent arrangement.
· Fund Accounting:


Where an LEA contributes substantially more than the ARC in a given year, the portion of the contribution in excess of the Normal Cost for that year applies to the UAAL (see page 785-12). 

Normal cost for OPEB-eligible active employees: Direct-charge as described in Scenario 2.

Amortization of the UAAL for retirees: Except as provided in the Note to Scenario 5 following, allocate to all activities as described in Scenario 1.

Amortization of the UAAL for OPEB-eligible active employees: Except as provided in the Note to Scenario 5 following, allocate to all activities as described in Scenario 1. For this illustration, it is assumed that the portion of the contribution relating to amortization of the UAAL for OPEB-eligible active employees would be distorting and unduly burdensome if direct-charged to programs.


ARC = $100


Normal cost = $45

Amortization of UAAL = $55


For active employees = $22 (40 percent of amortization 



component)



For retirees = $33 (60 percent of amortization component) 

(For attribution of OPEB expenditures between Normal costs, amortization of the UAAL for retirees, and amortization of the UAAL for active employees, see page 785-12)


Accrual-basis OPEB cost = $100 (for purposes of this illustration, adjustments are ignored)


Current year benefits for already-retired employees = $38 (but this is not applicable because benefits are provided for in the ARC and paid by the OPEB trust)


LEA contribution = $5,000 


Direct-charge $45 on a per-OPEB-eligible active FTE employee basis to programs employing OPEB-eligible active employees, and allocate $4,955 (the remainder) to all activities.

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	3010
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	45
	45


	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3702
	OPEB, Allocated, classified positions
	xx
	

	01
	3010
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	13
	5310
	0
	0000
	3700
	3702
	OPEB, Allocated, classified positions
	xx
	

	13
	5310
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	4,955
	4,955


· Conversion Entry for Government-wide Financial Statements: 


The LEA must credit expense by function for the difference between annual OPEB cost and amounts contributed, and debit the Net OPEB Obligation account for the resulting asset ($100 OPEB cost less $5,000 contributed = $4,900 net OPEB asset).

	Conversion Entry CE021:
	Debit
	Credit

	Net OPEB obligation (asset)
	4,900
	

	Expenses (by function)
	
	4,900

	
	
	

	To recognize the OPEB obligation (asset) resulting from the difference between annual OPEB cost on the accrual basis, and OPEB contributions recognized in governmental funds
	
	


· OPEB Trust Accounting: 


A separate OPEB trust might or might not be reported within the LEA’s financial statements, depending on the nature of the trust and its relationship to the LEA. If the trust is required to be reported in the LEA’s financial statements pursuant to GASB Statements 14 or 39, the LEA will report the trust’s activity in Fund 71.

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	71
	9010
	0
	0000
	0000
	9110
	Cash in County Treasury
	5,000
	

	71
	9010
	0
	0000
	0000
	8xxx
	Contributions from Employers
	
	5,000

	
	
	
	
	
	
	Total
	5,000
	5,000


	Note to Scenario 5: In the unusual situation where a lump-sum contribution consists of amounts that were recorded as expenditures in the past but that remained in the LEA’s possession (for example, amounts accumulated in a fiduciary trust fund before GASB Statement 34 narrowed the definition of fiduciary funds), the amounts previously recorded as expenditures should not be recorded as expenditures again. These amounts should be recorded as a debit to Object 7299, All Other Transfers Out to All Others, rather than as an operating expenditure of any kind.


Scenario 6: LEA self-insures for its employee health and welfare costs including OPEB (see Procedure 775 for guidance on self insurance activities). The LEA assesses self-insurance premiums for OPEB equal to 100 percent of the ARC, but pays them to its self-insurance fund rather than to a separate OPEB trust or equivalent arrangement. The self-insured premiums are allowable expenditures for purposes of programs but they are not employer contributions for purposes of GASB 45. 
· Fund Accounting:


Normal Cost for OPEB-eligible active employees: Direct-charge as described in Scenario 2. 

Amortization of the UAAL for retirees: Allocate to all activities as described in Scenario 1.

Amortization of the UAAL for OPEB-eligible active employees: Direct-charge as a fringe benefit on a per-OPEB-eligible active FTE employee basis to the program(s) to which each OPEB-eligible active employee’s salary is charged as described in Scenario 2, to the extent that the costs are neither distorting nor unduly burdensome to those programs (see discussion on page 785-10). Where the costs would be distorting or unduly burdensome to those programs, allocate the costs to all activities as described in Scenario 1.


ARC = $100

Normal cost = $45


Amortization of UAAL = $55

For active employees = $22 (40 percent of amortization 


component)


For retirees = $33 (60 percent of amortization component)

(For attribution of OPEB expenditures between Normal costs, amortization of the UAAL for retirees, and amortization of the UAAL for active employees, see page 785-12)


Accrual-basis OPEB cost = $100 (for purposes of this illustration, adjustments are ignored)


Current year benefits for already-retired employees = $38 (but this is not applicable because benefits are provided for in the ARC and paid by the self-insurance fund)


LEA pays self-insurance premiums = $100 

In this illustration, assume that amortization costs for OPEB‑eligible active employees are direct-charged to programs.

	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	3010
	0
	1110
	1000
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3751
	OPEB, Active employees, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	67
	67


	Fund
	Resource
	Project

Year
	Goal
	Function
	Object
	Object Title
	Debit
	Credit

	01
	0000
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	0000
	0
	0000
	2700
	3702
	OPEB, Allocated, classified positions
	xx
	

	01
	3010
	0
	1110
	1000
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	6500
	0
	5750
	1110
	3701
	OPEB, Allocated, certificated positions
	xx
	

	01
	xxxx
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	13
	5310
	0
	0000
	3700
	3702
	OPEB, Allocated, classified positions
	xx
	

	13
	5310
	0
	0000
	0000
	9110
	Cash in County Treasury
	
	xx

	
	
	
	
	
	
	Total
	33
	33


· Conversion Entry for Government-wide Financial Statements: 


For purposes of GASB 45, the LEA’s employer contribution is the $38 expended by the self-insurance fund for current year benefits. However, since the self‑insurance fund is reported on the accrual basis, and the LEA will recognize the $100 annual OPEB cost and the $62 net OPEB obligation in that fund, no conversion entry is needed.
· OPEB Trust Accounting: 


Where there is no separate OPEB trust, no separate accounting is necessary.

Scenario 7: In addition to its expenditure for current year benefits for retirees as described in Scenario 1, the LEA earmarks assets for future costs of OPEB but does not contribute them irrevocably to a separate OPEB trust or similar arrangement. The LEA retains the ability to redirect the accumulated assets toward another use.
· Fund Accounting:


Accumulate the earmarked assets as a designation of fund balance in the General Fund (Fund 01), the Special Reserve Fund (Fund17), or the Special Reserve for Post-Employment Benefits (Fund 20). Pursuant to Education Code sections 42840 and 42842, assets may be transferred to Fund 17 or Fund 20 using an interfund transfer, and must be transferred back to the General Fund for expenditure.


Charge OPEB expenditures, when paid, as described in the applicable previous scenario. Do not charge expenditure accounts in any program at the time the assets are earmarked.
· Conversion Entry for Government-wide Financial Statements: 


The LEA must debit expense by function for the difference between annual OPEB cost and amounts contributed, and credit the Net OPEB Obligation account for the resulting liability ($100 OPEB cost less $38 contributed = $62 net OPEB obligation).

	Conversion Entry CE021:
	Debit
	Credit

	Expenses (by function) 
	62
	

	Net OPEB obligation
	
	62

	
	
	

	To recognize the OPEB obligation (asset) resulting from the difference between annual OPEB cost on the accrual basis, and contributions recognized in governmental funds
	
	


· OPEB Trust Accounting: 


Where there is no separate OPEB trust, no separate accounting is necessary. 
Definitions of Key Terms
Actuarial Accrued Liability (AAL). That portion of the Actuarial Present Value of Total Projected Benefits (APVTPB) not provided for by future normal costs. The AAL can be thought of as the value of OPEB benefits already earned in exchange for employees’ past service. If a plan has been systematically funded by the employer since inception, the accumulated plan assets will theoretically be equal to the AAL.

Actuarial Present Value of Total Projected Benefits (APVTPB). The total projected costs to finance benefits payable in the future based on members’ service through the valuation date and their future service, discounted to reflect the expected effects of the time value of money. It is the amount that would have to be invested on the valuation date so that the amount invested plus investment earnings will provide sufficient assets to pay the total projected benefits when due. The APVTPB is used to calculate the Annual Required Contributions (ARC).

Actuarial Value of Assets (AVA). The value of cash, investments, and other property belonging to the OPEB plan, as used by the actuary for the purpose of a valuation (also see Plan Assets).

Annual OPEB Cost. An accrual-basis measure of an employer’s periodic cost of offering OPEB.

Annual Required Contributions (ARC). The ARC is the actuarially-determined level of employer contribution that would be required on a sustained, ongoing basis to fund the normal cost and to amortize the Unfunded Actuarial Accrued Liability (UAAL) attributed to past service over a period not to exceed thirty years. It is the amount needed to pay benefits as they come due plus amortize the UAAL. The ARC has two components: Normal cost and amortization of the UAAL for both active employees and retirees. If an employer funds less (or more) than the ARC, the difference is a liability (or asset) known as the net OPEB obligation.

Closed Amortization Period (Closed Basis). A specific number of years that is counted from one date and, therefore, declines to zero with the passage of time. For example, if the amortization period initially is thirty years on a closed basis, twenty-nine years remain after the first year, twenty-eight years after the second year, and so forth. With this method, the entire liability would be fully amortized at the end of thirty years. The closed amortization period is most commonly used in mortgage lending. In contrast, an open amortization period (open basis) is one that begins again or is recalculated each time a new actuarial valuation is performed. Within a maximum number of years specified by law or policy (for example, thirty years), the period may increase, decrease, or remain stable. With this method, the liability would be reduced over time, but it would take much longer to amortize it fully because the amortization period would start over at every valuation. The open amortization period is most commonly used in consumer lending such as credit cards.

Employer’s Contributions. Contributions made for OPEB in relation to the ARC. An employer has made a contribution in relation to the ARC if the employer has:

· Made payments of benefits directly to or on behalf of a retiree or beneficiary, or
· Made premium payments to an insurer, or
· Irrevocably transferred assets to a trust, or an equivalent arrangement, in which plan assets are dedicated to providing benefits to retirees and their beneficiaries in accordance with the terms of the plan and are legally protected from creditors of the employer(s) or plan administrator


Assets that employers merely set aside, or earmark, for future benefits do not qualify as contributions for purposes of GASB 45; the employer would still report a net OPEB obligation.

Implicit Rate Subsidy. The difference between the premium rate for active employees alone and the blended rate used for all members, including retirees, rather than an age-adjusted premium.
Insured Benefits. An OPEB financing arrangement in which premiums are paid to an insurer while employees are in active service, in exchange for which the insurer unconditionally assumes the obligation to pay the postemployment benefits in accordance with the terms of the OPEB plan.

Net OPEB Obligation (or asset). The cumulative difference between annual OPEB cost in relation to the ARC and the employer’s contributions. The net OPEB obligation is reported as a liability (or asset) in the accrual-basis financial statements. 

Normal Cost. That portion of the APVTPB that is allocated to each valuation year by an actuarial cost method. Under most actuarial methods, normal cost can be thought of as the cost for OPEB being earned by employees in exchange for services now. An employer that has even one OPEB-eligible active employee will have a normal cost each year. 

OPEB-Eligible Active Full-Time Equivalent (FTE) Employees. Active employees who are potentially eligible for future postemployment benefits, whether vested or not.

OPEB Plan. GASB 45 and GASB 43 use the term “OPEB plan” differently. For purposes of GASB 43, an OPEB plan is an entity distinct from the employer, such as a trust, through which OPEB benefits are financed and administered. This distinction is similar to the distinction between employers and pension plans. In this context, “plan” is limited to situations in which benefits are advance funded. For purposes of Statement 45, the term “OPEB plan” is broader in scope. It encompasses all situations in which employers provide OPEB to their employees, regardless of how the benefits are financed. In this context, an OPEB plan refers to “all benefits to be provided to plan members or beneficiaries in accordance with the current substantive plan (the plan terms as understood by the employer and plan members).”

Open Amortization Period (Open Basis). See Closed Amortization Period.

Pay-As-You-Go. A method of financing an OPEB or pension plan under which the contributions to the plan are generally made at about the same time and in about the same amount as retiree benefit payments and expenses coming due. In practice, employers that finance OPEB on a pay-as-you-go basis typically make payments directly to a provider; usually they do not have an established plan entity such as a trust.

Plan Assets. Resources that have been segregated and restricted in a trust, or an equivalent arrangement, in which (a) employer contributions to the plan are irrevocable, (b) assets are dedicated to providing benefits to retirees and their beneficiaries, and (c) assets are legally protected from creditors of the employer(s) or plan administrator, for the payment of benefits in accordance with the terms of the plan. Assets earmarked by employers for OPEB are employer assets, not plan assets.

Plan Liabilities. Obligations payable by the plan at the reporting date including, primarily, benefits and refunds due and payable to plan members and beneficiaries, and accrued investment and administrative expenses. Plan liabilities do not include actuarial accrued liabilities for benefits that are not due and payable at the reporting date.

Substantive Plan. See OPEB Plan.

Unfunded Actuarial Accrued Liability (UAAL). The excess of the Actuarial Accrued Liability (AAL) over the Actuarial Value of Assets (AVA). The UAAL can derive from three sources: unfunded past normal costs, actuarial gains and losses (differences between actuarial assumptions and actual experience), and changes to the level of benefits promised.
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