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1.  Introduction to GASB 45
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New Requirements

� GASB Statement 43 applies to reporting at the plan level

� GASB Statement 45 applies to reporting at the employer level

� Similar to pension accounting under GASB 25/27

� Impacts all public employers with post-employment benefits plans 

- Full actuarial and consulting valuation required for entities with >100 
members

- Alternative Measurement Method solution available for entities <100
members

(The magnitude of OPEB liabilities may be surprising to many entities)
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Other Post-Employment Benefits

Long-term Care

Life Insurance

Disability

Hearing

Vision

Dental

Medical
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Effective Dates for GASB 45

� Varies based on the revenue of the government entity
� - Based on GASB 34 status

� Fiscal years starting after:
� - Dec. 15, 2006 if $100M+

� - Dec. 15, 2007 if $10M to $100M

� - Dec. 15, 2008 if less than $10M

It is important to understand the magnitude of obligations NOW 
in order to plan proactively.
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Accounting Impact

� The employer must actuarially determine the annual required 
contribution (ARC), which is the expense that will show up in the 
employer’s financial statements.

� The employer must determine the net OPEB obligation, which is the 
difference between the ARCs and actual contributions, accumulated 
from the effective date of the new standards.

� Other disclosures are required, including plan information, funding 
progress, and schedule of employer contributions.
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2.  Common Misconceptions
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Common Misconceptions

� “We don’t have to worry about OPEB because we have no written 
agreement or formal benefit plan and the law specifically states that 
benefits are subject to appropriation each year.”

Misconception #1

Truth

� Employers may have to report OPEB even if they do not 
have a written plan and even in situations where benefits 
are limited by the amount of funding approved by the 
legislature.

� OPEB exists whenever there is a mutual understanding
between employers and employees that such benefits will 
be provided.
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Common Misconceptions

� “As long as the retirees pay the full amount of their healthcare 
premium, there is nothing to report.”

Misconception #2

Truth
� If retirees pay the same healthcare premium as active 

employees, they are, in fact, enjoying an implicit rate 
subsidy

� GASB requires the implicit rate subsidy to be treated as 
OPEB cost today for active employees who will be able to 
continue to purchase health insurance once they retire at the 
same premium paid for active members
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Common Misconceptions

� “We are going to have to report a huge initial liability right away due to 
GASB 45.”

Misconception #3

Truth
� All entities will start with a $0 financial statement liability

� The initial unfunded obligation will be amortized as part of the
future cost (a component of annual required contribution or 
ARC) over a period not to exceed 30 years

� If the employer funds the ARC each year, a net liability will not 
result

� If the employer does not fund the ARC, a net liability will result 
over time, roughly equal to the cumulative unfunded portion of 
the ARC
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Common Misconceptions

� “Once we determine our OPEB obligation, we are then required to 
advance fund the future benefits.”

Misconception #4

Truth
� GASB 43 and 45 does not require the advance funding of future 

benefits. 

� The Statements only require the accounting and reporting of 
expenses when incurred and OPEB liabilities for any unfunded or 
under-funded ARCs.
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Common Misconceptions

� “We don’t need to address this until our reporting deadline.”
Misconception #5

Truth

� It is important for employers to understand the nature and 
size of the overall obligation.

� Potential design and funding decisions will take time to 
address prior to the reporting deadline.
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3.  Steps in the Valuation Process



October 9, 2008

14

Primary Inputs
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Steps in the Valuation Process

1. Start with current employees and retirees

2. Make demographic assumptions
- Probability of working until retirement
- Age at retirement
- Life Expectancy

3. Start with current benefit costs

4. Make trend assumptions
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5. Calculate future benefit payments

6. Calculate present value using investment return 
assumption

7.  Divvy up among years
– Amount allocated to the past is “actuarial accrued 

liability”
– Amount allocated to this year is “normal cost”
– Amount allocated to future years is “future normal 

cost”
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� Annual Required Contribution (ARC)

– Normal cost, plus

– Payment on actuarial accrued liability

� Expense for the year = ARC

– Adjustments in future years

� Liability at end of year (net OPEB obligation)

Results

ARC – Payments = Cumulative
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4. Alternative Measurement Method 
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� Methodology developed by Government Accounting Standards Board 
(GASB) for smaller plan sponsors

� Hundreds of pages of AMM instructions & guidance

� Allows User to input information needed for valuation – like income tax 
help software – and calculations are then performed automatically

� Plans with fewer than 100 members usually eligible

The Alternative Measurement Method (AMM)…
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GASBhelp.com

� Completion typically ranges from 2 to 5 hours

� All input saved and each final report archived

� Quick, Easy, Affordable
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Value Added Features

� Unlimited number of runs (easy to model changes) 

� PowerPoint presentation can be downloaded to educate governing 
boards

� Ideas on how to reduce the liability provided in white paper

GASBhelp.com
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5. What Do You Need To Do?
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Next Steps

Obtain actuarial help to:

• Measure the liability for existing benefits, plan provisions

• Project pay-as-you-go costs and compare to advance 
funding costs

• Project the accounting impact under GASB 45

• Explore alternatives
– Plan design changes
– Cost containment measures
– Funding
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Be Ahead of the Curve

� The magnitude of the financial impact will drive important 
decisions related to adjusting benefits, adjusting employee 
contribution levels, and how to fund.

� It is important to evaluate this now in order to have time to 
decide on appropriate strategies, gain approval, and 
communicate them appropriately prior to GASB 45 
effectiveness.
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Questions?



October 9, 2008

26

Contact

� Kyle Hughes
– 214.863.5069

– kyle.hughes@milliman.com

� Mary Gilman
– 214.863.5060

– mary.gilman@milliman.com


