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CITY OF SANTA BARBARA


FINANCE COMMITTEE AGENDA REPORT

AGENDA DATE:
November 20, 2007
TO:
Finance Committee
FROM:
Administration Division, Finance Department

SUBJECT:
Professional Actuarial Services Agreement For GASB 45 – Accounting For Retiree Medical Benefits
RECOMMENDATION:  That the Finance Committee recommend that Council authorize the Finance Director to negotiate and execute a professional services agreement with Aon Consulting for an actuarial valuation of the City’s post-retirement benefits, including retiree medical insurance and sick leave conversion programs, for $30,000.
DISCUSSION:
In June, 2004, the Governmental Accounting Standards Board (GASB) issued Statement 45, which establishes standards for the accounting and financial reporting of “Other Post-Employment Benefits” (OPEB). “Other Post-Employment Benefits” refers to retiree benefits other than pensions and includes retiree medical and any other benefits provided to employees upon or in retirement. Essentially, GASB Statement 45 requires governments to account for and report OPEB just like they currently account for and report their pension liabilities. It is important to understand that GASB 45 only establishes accounting and financial reporting standards for OPEB and does not establish any funding standards or requirements. The purpose of GASB 45 is to establish a standard, more accurate way to measure the true cost of OPEB and provide more transparency in reporting those costs. Under the timeline established by GASB, Statement 45 takes effect this fiscal year. The City must be prepared to report our OPEB liabilities in our audited financial statements for the fiscal year ending June 30, 2008.
The City currently has two OPEB programs that will require actuarial valuation. The first is retiree medical. Pursuant to the City’s various labor agreements, the City makes fixed monthly contributions to certain retirees’ medical insurance premiums. The monthly payments are a fixed dollar amount for each year of service from the time of retirement until the retiree reaches age 65. The amount of the payment varies by bargaining unit. For example, under the labor agreement with the SEIU, the City’s “general employees” (non-safety) are eligible for a City retiree medical contribution if they retire from City service with 15 years or more of City service. If an employee meets that criterion they are entitled to receive a City contribution towards their medical insurance coverage of $8.75 per month, per year of service, up to a maximum of 35 years of service ($306.25). That benefit is payable from the date of retirement until the retiree reaches age 65 at which time they become Medicare-eligible.
The other OPEB is a sick leave conversion benefit. Again using the SEIU labor agreement for the City’s “general employees” as an example, eligible employees retiring from the City with at least 500 hours of accumulated sick leave are entitled to receive an lifetime annuity equivalent to the additional amount they would receive in their CalPERS retirement if their accumulated sick leave hours were converted to service credit for the purposes of calculating their CalPERS retirement benefit.

In order to determine our OPEB liability the City must retain the services of a certified actuarial firm. The actuarial firm will use standard actuarial practices to determine the City’s OPEB liabilities and future cost projections in accordance with GASB 45 requirements. The City has received a proposal from Aon Consulting (Aon) to conduct the City’s GASB 45 actuarial valuation. Aon is an actuarial, benefits and insurance consulting firm with extensive experience in public agency actuarial valuations. Aon has recently performed GASB 45 valuations for over 40 California public sector clients. A copy of Aon’s proposal is attached. Aon has performed previous actuarial valuations for the City and the quality of their work has always been outstanding. Aon has proposed to do the actuarial valuation for the City’s OPEB for $30,000.
The City is required to obtain the actuarial valuation in order to comply with the requirements of GASB Statement 45. Staff recommends that we accept Aon’s proposal and proceed with the required valuation.
BUDGET/FINANCIAL INFORMATION:

The cost of the actuarial valuation was not included in the fiscal year 2008 budget. Because the actuarial valuation is a city-wide study and includes all of the City’s Enterprise Funds as well as the General Fund, Staff recommends that the cost be spread across all funds based on the salary and benefit budget of the various funds. This will result in a General Fund cost of $19,500 (65%) because the General Fund represents 65% of the citywide salary and benefit budget. Staff recommends that the General Fund’s share be funded by a $19,500 allocation from the General Fund’s Appropriated Reserve. The portion of the cost allocated to any of the Enterprise Funds will be so nominal that the funds will be able to absorb the cost within existing appropriations.
ATTACHMENT:
GASB Statement 45 on OPEB Accounting by Governments – A Few Basic Questions and Answers

SUBMITTED BY:
Robert D. Peirson, Finance Director
APPROVED BY:

City Administrator's Office
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