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Much has changed since 2007 when we surveyed 2,136 cities and counties 
to find out what they were doing to address retiree health care costs. Most 
local governments (61 percent) were offering retiree health care benefits and 

were paying for them on a pay-as-you go basis. Just a few had begun to set up trusts or 
adopted other long-term strategies to help fund retiree health benefits (See the Center’s 
July 2009 report, “At a Cross Roads: The Financing and Future of Health Benefits for 
State and Local Government Retirees,” Chapter 4).

Some 206 jurisdictions indicated that they were likely to adopt a long-term strategy to 
strengthen their retiree health care funding. In January and February 2010, North Caro-
lina State University researcher Jerrell D. Coggburn contacted them and found that while 
many of them had shifted strategies, others remained committed to catching up on their 
funding requirements.

For those jurisdictions that established a Section 115 trust, over half reported that 
they have deposited some funds—beyond current year costs—to boost funding levels 
in the trust. But the economic downturn has made it difficult for many to stay on track. 
As one respondent explained, “The governing body adopted a plan to phase in the 
annual required contribution over a five-year period. We are now slightly behind in that 
implementation.”

What is striking is that many jurisdictions are making sweeping changes in their 
retiree health care plans:

• 36 percent have increased or plan to increase the years of service required to vest;

• 11 percent have increased the retirement age;

• 39 percent have eliminated or plan to eliminate retiree health benefits for new hires.

Not surprisingly, the economy, insufficient revenues, and competing budget priorities 
were cited as the greatest impediment to funding retiree health benefits. The effect of 
national health care policy was less clear.

The Center for State and Local Government Excellence gratefully acknowledges 
the financial support from the ICMA Retirement Corporation to undertake this 
research project.

Elizabeth K. Kellar
President and CEO
Center for State and Local Government Excellence
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Introduction
State and local governments have often been on the 
forefront of efforts to contain health care costs and 
encourage employees to make positive changes that 
lead to healthier lifestyles. As both costs and the num-
ber of retirees increase, governments are closely exam-
ining their approach to post-employment benefits other 
than pensions (OPEB). Although a number of govern-
ments have made promising starts in wellness and 
disease management programs, creating health care 
pools that provide uniform benefit levels for both active 
workers and retirees, and making health care accessible 
for routine and preventive medicine, the fact remains 
that there are hard decisions to be made about who is 
eligible for retiree health care coverage and when.

In July 2009, the Center for State and Local Gov-
ernment Excellence released a comprehensive survey 
of what all 50 states and 2,136 local governments are 
doing to contain and reduce costs, and approaches they 
are taking to fund retiree health care liabilities. “At a 
Crossroads: The Financing and Future of Health Ben-
efits for State and Local Government Retirees” (Kearney 
et al. 2009) reported original survey data, collected in 
2007, on local governments’ adoption of various OPEB 
strategies, including prefunding mechanisms (e.g., 
OPEB trust funds), and changes to retiree health care 
(RHC) plan design. In addition to jurisdictions that 
reported having already adopted such strategies, many 
more indicated that they were very likely to follow suit 
in succeeding years. Those “most likely adopters” and 
their recent experience with OPEB strategy adoption are 
the focus of this issue brief.

This brief reports a follow-up survey1 of local 
governments identified as the most likely adopters of 
various OPEB strategies, which included:

• establishing a Section 115 trust (governmental); 
medical subaccount [401(h)]; or Voluntary 
Employee Beneficiary Association (VEBA) trust 
[501(c)(9)];

• issuing OPEB bonds;

• increasing the years of service for vesting for RHC;

• increasing the age at which RHC is available;

• terminating RHC for all new hires.

It is important to note two caveats. First, the OPEB 
strategies considered here are not the only options 
available to governments (raising premiums and/or 
co-pays are examples of other available cost-shifting 
strategies), but rather are among the most potentially 
effective ones for addressing OPEB liability. Second, 
although the local governments sampled here can 
rightly be called most likely adopters, it is no doubt 
true that many other local governments have adopted 
OPEB reforms since 2007.

The list of most likely adopters culled from the 
2007 survey included 206 jurisdictions, some of which 
indicated a strong likelihood of adopting multiple 
OPEB strategies (e.g., establishing a dedicated trust 
and increasing years of service to qualify for retiree 
health care). The surveys asked jurisdictions the status 
of the specific OPEB strategy or strategies they previ-
ously indicated a high likelihood of adopting. This brief 
also reports factors perceived to impede OPEB strategy 
adoption in those jurisdictions that—despite having 
previously indicated a strong likelihood of doing so—
failed to adopt one or more OPEB strategies.

Note: To preserve respondents’ anonymity, quotes 
are unattributed.

*Jerrell D. Coggburn is chair of the Public Administration  
Department, School of Public and International Affairs, North Caro-
lina State University.
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Survey Methods
The online survey was administered between January 
and February 2010. Following Dillman’s (2000) tailored 
design method, respondents were sent an email pre-
survey notice followed by the actual survey, a reminder 
email message, and follow-up survey messages for non-
responders. Following three survey emails, responses 
were received from 112 jurisdictions, for an overall 
response rate of 54.4 percent of the targeted most  
likely adopters.

Survey Results
Adoption of Prefunding Mechanisms

In simple terms, the cost of post-employment benefits 
(B) is equal to annual contributions (C) from both the 
employer and its employ-
ees, plus investment 
returns (I), minus admin-
istrative expenses (E), 
or B = C + I—E. As the 
equation suggests, having 
more investment income 
(I) to pay benefits (B) 
reduces the amount plan 
sponsors and participants 
have to contribute (C) to 
meet their obligations. In 
the case of public pen-
sion plans, the accumula-
tion of significant assets 
means that many pension 
plans are relatively well 
funded (even if not fully 
prefunded). With OPEB, 
however, the predominate funding approach has been 
pay-as-you-go; hence there is no “I” in the OPEB equa-
tion for most jurisdictions—benefits are simply paid out 
of general operating funds on an annual basis.

As health care costs escalate, the proportion of bud-
get dollars required to meet annual benefit obligations 
increases. It is little surprise, then, that the Government 
Finance Officers Association (GFOA 2008) identifies 
financing OPEB as they are earned (i.e., prefunding 
OPEB) as a best practice that promotes intergenera-
tional equity and benefit sustainability. Indeed, there 
are a number of benefits to prefunding, including 
reducing the amount of unfunded liability reported in 
financial statements,2 earning investment returns on 

deposited assets, and ensuring benefit sustainability 
(see GAO 2009).

Adoption Status Among Most  
Likely Adopters

Table 1 (p. 5) shows the adoption status of pre- 
 funding mechanisms among most likely local  
government adopters.

Section 115 Trusts

Governments seeking to serve an essential governmen-
tal function, such as prefunding OPEB, can establish 
Section 115 (“governmental”) trusts. Contributions to 
these trusts are unlimited; their investment earnings 
are not taxed; and benefits received by participants and 
beneficiaries are normally tax free (GAO 2007). When 
established as an irrevocable trust for the sole benefit of 
participants and beneficiaries, these trusts meet GASB 
45 guidelines allowing government sponsors to reduce 

their reported OPEB 
liabilities (see Endnote 3).

In 2007, 54 juris-
dictions (4 percent) of 
jurisdictions surveyed 
indicated they had already 
established Section 115 
trusts to prefund OPEB. 
An additional 65 (5 
percent) indicated they 
were very likely to adopt a 
trust in the coming years. 
Together, those results 
made Section 115 trusts 
both the most frequently 
adopted and most likely to 
be adopted of the various 
prefunding vehicles.

As Table 1 (p. 5) shows, the current survey results 
suggest that the most likely adopters have largely 
replicated the prefunding preferences of jurisdictions in 
the 2007 survey: more jurisdictions report adopting (50 
percent) or being in the process (8 percent) of adopt-
ing Section 115 trusts than Section 401(h) or VEBA 
trusts. Of the remaining jurisdictions, almost one-third 
indicate they are still considering adopting a Section 
115 trust; only 11 percent report they are no longer 
considering adoption. In comparison to other prefund-
ing mechanisms, Section 115 trusts are thought to be 
simpler and more flexible (Ruggini 2008; GAO 2009); 
thus it is not surprising that governments continue to 
show a preference for them.

“Although we adopted a plan and 

set up a trust we are not making a 

significant annual contribution to the 

trust. We put in what we had saved 

prior to the new standard, which was 

only about 5% of the total unfunded 

liability. We continue to operate on a 

primarily pay-as-you-go basis.”
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401(h) Subaccounts

A second prefunding option, the 401(h) health ben-
efits subaccount, serves as an OPEB trust established 
as a separate subaccount within an existing qualified 
pension plan.3 The subaccount is separate from the 
pension fund for accounting 
purposes, but the assets from 
both can be commingled for 
investing purposes.

In 2007, 22 jurisdictions (2 
percent) of respondents offer-
ing RHC indicated they had 
already established a 401(h) 
subaccount to prefund OPEB. 
Another 15 jurisdictions 
responded that they were very 
likely to do so in the near 
term. Of the eight govern-
ments that responded to the current survey, two (25 
percent) indicated that they have now adopted a 
401(h) subaccount and one other is reportedly still 
considering adoption.

Section 501(c)(9) Trusts: Voluntary Employees’ 
Beneficiary Association (VEBA)

VEBAs, the third OPEB prefunding mechanism con-
sidered here, typically function as independent, tax-
exempt entities (trusts) existing for the benefit of a 
voluntary membership of active employees and retirees 
and their beneficiaries (GAO 2007). Contributions are 
made on a pre-tax basis and distributions for quali-
fied health care expenses are normally tax free. VEBAs 
allow for funding up to 100 percent of OPEB liability 
(Ruggini 2008). To be tax-exempt, VEBAs need to 
obtain a private qualification letter from the U.S. Inter-
nal Revenue Service.

In 2007, 56 jurisdictions (4 percent) indicated they 
had already established a VEBA, making it the second 
most popular prefunding arrangement at the time. Of 
the 19 jurisdictions reporting they were very likely to 
adopt a VEBA, 10 responded to the current survey. Of 

those, only one indicated that 
it has adopted a VEBA since 
2007; three are still consider-
ing doing so; and the other six 
have reportedly scrapped the 
option altogether.

Taken together, these 
results along with the 2007 
survey suggest that Section 
115 trusts are emerging as the 
preferred prefunding vehicle 
among local governments 
offering OPEB. In comparison 

to the tens of thousands of local governments in the 
U.S., the actual numbers reported in 2007 (with a low 
survey response rate of 27 percent) and here (with a 
restricted sample of the 2007 respondents) are small; 
still, the results indicate some movement at prefund-
ing. It appears that some local governments are tak-
ing heed of GFOA’s (2008) strong advisory statement 
recommending prefunding and that they are doing so 
by adopting the most flexible and simplest prefunding 
vehicle (GAO 2009; Ruggini 2008).

Prefunding Experience of Likely Adopters 
Establishing OPEB Trusts

For jurisdictions that indicated they have established 
a prefunding vehicle, the logical follow-up question 
is whether they have started to prefund their liabili-
ties by depositing funds into the trusts. Fully funding 
OPEB liabilities requires governments to contribute 

Table 1. Adoption Status of OPEB Prefunding Mechanisms Among Most Likely Adopters

Current adoption status of OPEB strategies among most 
likely adopters Adopted

In the 
Process of 
Adopting

Still 
Considering

Adoption
No Longer 

Considering

Section 115 Trust 
(n = 36 of 65 responded)

50% (18) 8% (3) 31% (11) 11% (4)

Medical Subaccount [401(h)] 
(n = 8 of 15 responded)

25% (2) 0% (0) 13% (1) 63% (5)

Voluntary Employee Benefit Association [501(c)(9)] 
( n = 10 of 19 responded)

10% (1) 0% (0) 30% (3) 60% (6)

Note: Rows may not sum to 100 percent due to rounding.

“The governing body adopted 

a plan to phase in the ARC 

over a five-year period. We 

are now slightly behind in 

that implementation.”
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the  actuarially determined annual required contribu-
tion (ARC). The ARC reflects funding that is sufficient 
to cover the current year’s 
OPEB costs (that is, the 
“normal cost”) and the 
accrued liability amortized 
over an extended period 
of time (no more than 30 
years). By including pay-
ment for the amortized 
unfunded liability, the ARC 
will likely be substantially 
higher in the near term—
perhaps as much as five or 
even 10 times higher (Mason 
et al. 2005)—than annual 
pay-as-you-go payments. 
Such short-term increases, 
however, should pay off 
in the long term because 
prefunding allows for the 
investment of trust assets. 
Investment earnings, in the 
long term, should reduce 
required contributions.4

Annual Required Contribution (ARC)

As reported in Table 2, over half the respondents that 
reported adopting an OPEB trust indicated that they 
have deposited at least some funds—over and beyond 
the current year costs—to prefund OPEB. This find-
ing corroborates results reported by the GAO (2009), 
in which some state and local governments responded 
that they fully funded the ARC, while others made par-
tial ARC payments based upon the availability of addi-
tional resources. Though this represents some progress 
in local governments addressing their OPEB obligations, 
there is also room for improvement.

At the conclusion of the survey online  instrument, 
respondents were asked an open-ended question 

 seeking any additional 
comments regarding RHC 
and OPEB. A few respon-
dents spoke directly to local 
governments’ experiences 
with prefunding. No claim 
is made that such comments 
are representative of all 
local governments, but they 
do offer insights as to the 
challenges they face in both 
establishing OPEB trusts and 
meeting the associated ARC.

These results seem to 
support the view that, of the 
governments that establish 
trusts to prefund OPEB, 
many will gradually work 
their way up to fully fund-
ing the ARC, given that such 
full funding likely requires 
substantially larger annual 

payments—at least initially—than the pay-as-you-go 
(PAYGO) approach (Mason et al. 2005; Coggburn & 
McCall 2009).

Effects on Unfunded Actuarially Accrued 
Liability (UAAL)

In establishing an irrevocable OPEB trust and funding 
(fully or partially) the ARC, GASB 45 permits jurisdic-
tions to use different actuarial assumptions (discount 
rates) in calculating their actuarially accrued unfunded 
liability (UAAL) than governments funding OPEB 
through PAYGO. Governments that have an irrevocable 
OPEB trust and fully fund the ARC can use the high-
est discount rates (often in the 7 to 9 percent range); 

Table 2. Annual Required Contribution (ARC) Funding Experience

If a prefunding vehicle has been adopted, what best 
describes your jurisdiction’s experience in meeting its 
actuarially-determined ARC for prefunding OPEB liabilities?

Fully Funded  
% (n)

Partially Funded 
% (n)

No Prefunding 
(PAYGO)  

% (n)

ARC status  
(n = 32)

28% (9) 38% (12) 34% (11)

Note: Respondents were provided the following descriptions for three categories: 1) “Fully funded”: Current year costs are paid and funds needed 
to meet future years’ liabilities are being deposited into the OPEB trust fund. 2) “Partially funded”: Current year costs are paid and some 
additional funds are being deposited into the OPEB trust fund. 3) “No prefunding is occurring”: Only current year costs are paid, no additional 
funds are being deposited into the OPEB trust fund.*
Note: Rows may not sum to 100 percent due to rounding.

“[We] created an OPEB trust 

several years ago after special 

legislation was approved by the 

legislature. The trust is not an 

irrevocable trust and needs to 

be converted to one. We have 

close to $2 million in the trust 

but our actuarial studies show 

the unfunded liability to be more 

than tenfold this amount.”



How Local Governments Are Addressing Retiree Health Care Funding 7

those with OPEB trusts and partially-funded ARC can 
use a blended discount rate (4 to 7 percent); and those 
financing OPEB on a PAYGO basis use a lower discount 
rate (4 percent or lower) consistent with expected 
returns on cash/liquid financial accounts (see Kearney 
et al. 2009, 40).

As shown in Table 3, respondents that have estab-
lished OPEB trusts report different impacts on their 
respective UAAL. About a quarter reported a substan-
tial reduction in UAAL and 
slightly more than one-third 
reported a small reduction, 
but a plurality (40 percent) 
reported no impact on 
UAAL. In addition to the 
effects of rising health care 
costs, such results likely 
reflect varying progress on 
jurisdictions’ funding the 
ARC. Such an interpretation 
is supported by a simple bivariate correlation between 
reported success in meeting ARC and the perceived 
effects of prefunding on UAAL. The statistically signifi-
cant positive relationship (r = .43, significant at the .01 
level) suggests that jurisdictions that have been meet-
ing their ARC are also more likely to report a reduction 
in UAAL. Such a finding makes sense in light of the 
preceding discussion regarding GASB 45’s requirements 
regarding the use of discount rates in calculating OPEB 
liabilities that reflect prefunding status.

Financing OPEB: OPEB Bonds

Given that fiscally-strapped governments may not have 
general budget funds available to prefund OPEB, some 
have considered the use of OPEB bonds as an alterna-
tive—albeit potentially risky (GFOA 2007)5—option for 
raising cash to prefund OPEB liabilities. Governments 
selling OPEB bonds (i.e., issuing debt) seek to invest 
the cash raised through the bond sale, with the goal of 
having investment earnings exceed debt service costs 

with the assets going to pay for OPEB. Some initially 
promising results in Gainesville, Florida, and Oakland 
County, Michigan, have generated interest in OPEB 
bonds (Coggburn and McCall 2009) among local gov-
ernments and potential OPEB bond underwriters.

The experiences of those two jurisdictions notwith-
standing, most local governments appear leery of OPEB 
bonds. In 2007, only two jurisdictions (or .1 percent)6 
indicated they had already utilized OPEB bonds to 

prefund their OPEB liabili-
ties; six others reported they 
were very likely to do so. Of 
those six most likely adopt-
ers, none responding to the 
current survey indicated 
adopting OPEB bonds in the 
last three years  
(Table 4, p. 8). Still, the 
fact that three reported 
their jurisdictions were still 

considering adoption (and only one other indicated 
abandoning the option altogether) suggests that OPEB 
bonds may retain some allure for  
local governments.

Changes to Retiree Health Care  
(RHC) Plans

Finally, jurisdictions may have made or be plan-
ning to make incremental adjustments to retiree (and 
employee) health care insurance co-payments, co-
insurance rates, and premium amounts. As reported 
in earlier SLGE issue briefs and other reports,7 such 
incremental adjustments are seemingly ubiquitous. 
And, importantly, these incremental increases can 
add up over time to substantial cost increases for plan 
participants and, perhaps, cost savings to plan spon-
sors. Of interest here, however, are potentially more 
sweeping changes to RHC plans, including changing 
vesting requirements, age eligibility requirements, and/
or eliminating RHC altogether. Such benefits changes 

Table 3. Perceived Effect of Prefunding Adoption on Unfunded OPEB Liability

If a prefunding vehicle has been adopted, what impact 
has it had on your actuarially accrued unfunded liability 
for OPEB? 

Substantially 
Reduced UAAL  

% (n)

Slightly Reduced 
UAAL 
% (n)

Had No Impact  
on UAAL  

% (n)

UAAL status 
(n = 25)

24% (6) 36% (9) 40% (10)

Note: Rows may not sum to 100 percent due to rounding.

“We have funds set aside for 

[OPEB] liability, however, with 

all the uncertainties have not 

commit[ed] to trust.”
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are possible because, unlike pensions, RHC benefits are 
usually not protected by state constitutions or state or 
local statute (Norfus 2008).

Increasing Years of Service for Vesting

To qualify for RHC, public employers normally require 
their employees to work a prescribed number of years. 
In some jurisdictions, such vesting requirements have 
been generous, requiring as few as five years for vest-
ing. By increasing the years of work required for vest-
ing, jurisdictions may be able to slow the growth in the 
number of employees eli-
gible for RHC, though doing 
so has no effect on benefits 
already promised.

In 2007, 102 jurisdic-
tions (8 percent) indicated 
they had already increased 
vesting requirements and 
another 85 jurisdictions (7 
percent) indicated that they 
were very likely to so. In the current survey, 40 of those 
most likely adopters responded. The results (Table 
5, p. 9) show that over one-third have either already 
increased their RHC vesting requirements (23 percent) 
or are in the process of doing so (13 percent). An 
additional 12 (30 percent) of the most likely adopters 
reported they are still considering adoption; the remain-
ing 14 (35 percent) are not.

Increasing Age for Retiree Health Care

Increasing the age at which employees become eligible 
for RHC is another structural change governments may 
consider. Most state and local governments shift retir-
ees to Medicare for primary coverage once they become 
eligible at age 65 (Kearney et al. 2009), leaving the state 
or local employer with reduced RHC costs (as the sec-
ondary payer providing Medicare supplements) through 
such coordination. In some instances, RHC benefits 
are eliminated once retirees attain Medicare eligibility. 

By increasing the age at which an employee becomes 
eligible for RHC, governments stand to decrease the 
number of years they serve as the primary payer for 
RHC for early (pre-Medicare eligible) retirees.
 In 2007, 52 jurisdictions (or about 3 percent) 
indicated they had already increased retirement age 
requirements for RHC qualification and another 33 
jurisdictions indicated that they were very likely to do 
so. Of those 33 most likely adopters, 18 responded to 
the current survey (Table 5, p. 9). In contrast to raising 
vesting requirements, the results for this OPEB strategy 

suggest that local govern-
ments may be reluctant to 
increase age requirements: 
only two reported adopt-
ing such increases; none 
reported that they currently 
adopting age increases; 
six are still considering 
adoption; and 10 reported 
that they are no longer 

considering adoption. Instead of merely raising age 
requirements, what may be occurring is that local gov-
ernments are looking at eligibility from the standpoint 
of both age and years of service.

Terminating Retiree Health Care for New Hires

More far-reaching than changing vesting or age 
requirements is the elimination of RHC plans. Fron-
stin (2010) suggests that GASB 45 is likely to trig-
ger changes in public sector RHC that mirror those 
adopted in the private sector since the 1990s, when a 
similar financial reporting standard8 requiring private 
employers to report their RHC liabilities was passed. 
Such changes would include  eliminating RHC for pub-
lic sector employees.

On this point, the 2007 SLGE survey found that 65 
jurisdictions (5 percent) had eliminated RHC coverage 
for new hires/future retirees and another 48 were very 
likely to adopt the strategy. Of those 48, 23 responded 

“We changed the required years 

of service from 10 to 20 years for 

future retirees to be eligible for 

retiree benefits.”

Table 4. Adoption Status of OPEB Bonds Among Most Likely Adopters

Current adoption status of OPEB strategy among most 
likely adopters

Adopted  
% (n)

In the  
Process of 
Adopting  

% (n)

Still  
Considering 

Adoption  
% (n)

No Longer 
Considering 

Adoption  
% (n)

OPEB Bonds  
(n = 4 of 6)

0% (0) 0% (0) 75% (3) 25% (1)

Note: Rows may not sum to 100 percent due to rounding.
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to the current survey (Table 5): eight (35 percent) have 
in fact terminated RHC; one more reported to be in 
the process of terminating RHC; nine others are still 
considering terminating RHC; and five are no longer 
considering termination. Though not widespread, these 
results do suggest a willing-
ness on the part of some 
jurisdictions to adopt this 
most aggressive of strategies 
for addressing OPEB costs.

Factors Impeding 
OPEB Strategy 
Adoption

Table 6 (p. 10) presents the 
results when the respon-
dents who had indicated  
a high likelihood of adopting 
an OPEB strategy, but did 
not, were asked for  
their reasons.

As the table shows, the main factors perceived to be 
impediments to OPEB strategy adoption are financial. 
First, 74 percent of those responding indicated that 
fiscal stress associated with the recession was a “major 
influence” impeding adoption of OPEB strategies. When 
combined with the additional 22 percent indicating that 
the recession was “influential,” there is near universal 
agreement (96 percent) that the fiscal strain on local 
governments produced by the Great Recession served 
as a major impediment to OPEB reform. No doubt 
reflecting such fiscal stress, 54 percent indicated that 
insufficient revenues were “very influential” in imped-
ing adoption, while the remaining respondents (46 
percent) rated this factor as “influential.”

Even in the best of fiscal times, local governments 
face difficult choices among competing budget priori-
ties; periods of fiscal stress and insufficient revenues 
only make those choices more difficult. Here, again, 
there is near unanimous agreement (96 percent) 

among respondents that 
competing budget priori-
ties serve as an important 
influence on preventing 
adoption of OPEB strate-
gies. This evidence, which 
corroborates the afore-
mentioned GAO (2009) 
report, underscores the 
trade-offs jurisdictions 
face. Miller (2009) refers 
to this as “budgetary tri-
age” (i.e., governments 
evaluating claims on limited 
resources), and speculates 
that many governments 

will likely prioritize other more pressing and required 
budget items over RHC. The results reported here tend 
to support that view.

Beyond financial challenges, lingering uncertainty 
over national health care policy was identified by a 
substantial percentage (46 percent) as an impediment 
to local governments’ action on OPEB. Recalling that 
the survey was taken just prior to passage of national 
health care reform legislation in March 2010—a time 
when the political winds suggested passage was 
unlikely—there was a considerable amount of uncer-
tainty over how such changes might affect state and 
local governments offering RHC. Given such uncer-
tainty, it is understandable why some would take a 
wait-and-see approach.9

Table 5. Adoption Status of RHC Plan Changes Among Most Likely Adopters

Current adoption status of OPEB strategies among most 
likely adopters

Adopted  
% (n)

In the 
Process of 
Adopting  

% (n)

Still  
Considering 

Adoption  
% (n)

No Longer 
Considering 

Adoption  
% (n)

Increasing Years of Service  
(n = 40 of 85)

23% (9) 13% (5) 30% (12) 35% (14)

Increasing Retirement Age  
(n = 18 of 33)

11% (2) 0% (0) 33% (6) 56% (10)

Eliminating Retiree Health Care for New Hires  
(n = 23 of 48)

35% (8) 4% (1) 39% (9) 22% (5)

Note: Rows may not sum to 100 percent due to rounding.

“The requirements for being 

eligible for retiree health care are 

based on years of service and 

age.  Prior to 2010, employees 

could retiree at rule of 70.  This 

has changed to rule of 80 for 

those hired after 2010.” 
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Also of note are factors not perceived to be particu-
larly influential in impeding the adoption OPEB strate-
gies, including public employee and union opposition. 
This is likely due to the fact that most adopted changes 
to RHC are made to apply only to new hires.

What Lies Ahead?

Six years have lapsed since GASB 45’s passage and 
three years since the standard went into effect for the 
states and largest local governments. Interest in the 
magnitude of governments’ OPEB liabilities and the 
measures they are adopting to meet them continues  
to mount.

In a final section of the survey, respondents were 
asked to indicate how likely they were to adopt other 
OPEB strategies (i.e., those they had not previously 
indicated a high likelihood of adopting). The section 
was included to account for the fact that what local 
governments believed to be true in 2007 could have 

“The City Council has directed staff to 

negotiate with bargaining units (when 

the collective bargaining agreements 

expire) a provision where the City will 

not offer a co-share of retiree health 

premium to new hires who subsequently 

retire from the City, after a date 

certain.  We have implemented this 

with the unrepresented [non-unionized] 

employees and the [unnamed] and 

Supervisory/Confidential units…”

Table 6. Impediments to OPEB Strategy Adoption

If an OPEB strategy was not adopted, how influential was 
each of the following factors in preventing adoption: 

Very  
Influential  

% (n) 
Influential  

% (n)
Not Influential 

% (n) 
Don’t Know 

% (n)

Fiscal stress associated with the economic recession  
(n = 27)

74% (20) 22% (6) 4% (1) 0% (0)

Insufficient revenues (n = 24) 54% (13) 46% (11) 0/0% (0) 0% (0)

Competing budget priorities (n = 23) 52% (12) 44% (10) 4% (1) 0% (0)

Uncertainty over national health care policy (n = 28) 21% (6) 25% (7) 50% (14) 4% (1)

No legal authority from the state to establish an OPEB 
fund (n = 26)

12% (3) 12% (3) 73% (19) 4% (1)

Public opposition (n = 26) 8% (2) 4% (1) 73% (19) 15% (4)

Uncertainty over how to establish the prefunding vehicle 
(n = 26)

11% (3) 11% (3) 74% (20) 0% (0)

Manager/Administrator opposition (n = 26) 8% (2) 30% (8) 62% (16) 0% (0)

Council/Commission opposition (n = 26) 8% (2) 23% (6) 69% (18) 0% (0)

Employee (non-union) resistance (n = 26) 4% (1) 0% (0) 92% (24) 4% (1)

Union resistance (n = 26) 4% (1) 0% (0) 89% (23) 8% (2)

Unfavorable bond market conditions (n = 3) 0% (0) 67% (2) 33% (1) 0% (0)

Note: Figures in the table represent the percentage (%) and number (n) indicating the respective levels of influence for each item. For clarity, 
items in the table have been arranged in descending order, from most to least influential (based upon percentage indicating items as being “very 
influential”). Rows may not sum to 100 percent due to rounding.
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turned out to be wrong in subsequent years. In other 
words, what they thought they were likely or unlikely 
to adopt back in 2007 may have not matched actual 
experience in the succeeding 
three years. This question 
was tailored for respondents 
so that the list of OPEB 
strategies presented omitted 
strategies that they had pre-
viously indicated they were 
very likely to adopt. 

Table 7 reveals a few 
interesting results:

First, a number of local 
governments ended up 
adopting OPEB strategies 
that they did not previously believe they were very 
likely to adopt. For instance, 10 jurisdictions adopted 
a Section 115 trust and 13 others reported eliminating 
RHC for new hires.

The results also suggest that local governments 
may opt for adjustments to vesting and retirement age 
requirements, with sizable percentages indicating they 
are either likely or very likely to adopt such changes to 
their RHC plans.

Coupled with the results reported in tables 1, 4, and 
5, which indicate continued consideration for OPEB 

strategy adoption among most likely adopters, the 
general thrust for local governments that are going to 
adopt changes to address OPEB is to adopt Section  

115 trusts and changes to 
RHC eligibility.

On the other hand, the 
figures that really stand out 
in Table 7 are under the 
column headings “Unlikely 
to Adopt” or “Very Unlikely 
to Adopt.” Across all seven 
OPEB strategies presented, 
local government respon-
dents continue to exhibit the 
general aversion to adop-
tion previously reported 

(Kearney et al. 2009). In some instances, it may be that 
a local government that did adopt a particular strat-
egy (e.g., a Section 115 trust) does not see the need to 
adopt additional OPEB strategies. Or, local governments 
may simply be contemplating changes not contained in 
the current survey. More likely, however, is the continu-
ation of the pervasive PAYGO approach to OPEB at the 
local level, something that would mirror widespread 
practice at the state government level (see Pew 2010). 
Maintaining such a posture may be politically expedient 
in the short term, but is unsustainable in the long run.

Table 7. Local Governments’ Likely Adoption of Other OPEB Strategies

In addition to the strategies your jurisdiction previously 
indicated a likelihood of adopting, how likely or unlikely 
are you to adopt any of the following other  
OPEB strategies? 

Already 
Adopted  

% (n)

Very Likely 
to Adopt  

% (n)

Likely to 
Adopt  
% (n)

Unlikely to 
Adopt  
% (n)

Very 
Unlikely to 

Adopt  
% (n)

Section 115 Trust (n = 58) 17% (10) 0% (0) 10% (6) 43% (25) 29% (17)

Medical Subaccount [401(h)] (n = 83) 6% (5) 2% (2) 8% (7) 55% (46) 28% (23)

Voluntary Employee Benefit Association [501(c)(9)]  
( n = 81)

7% (6) 1% (1) 10% (8) 54% (44) 27% (22)

OPEB Bonds ( n = 87) 1% (1) 0% (0) 1% (1) 47% (41) 51% (44)

Increasing Years of Service (n = 54) 11% (6) 9% (5) 24% (13) 32% (17) 24% (13)

Increasing Retirement Age (n = 71) 3% (2) 7% (5) 20% (14) 39% (28) 31% (22)

Eliminating Retiree Health Care for New Hires (n = 72) 18% (13) 6% (4) 8% (6) 40% (29) 28% (20)

Note: Rows may not sum to 100 percent due to rounding.

“Any contract negotiated within 

the past 2-3 years addressed 

this issue by eliminating post 

retirement health care for any 

new employees.”
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Endnotes
 1 The original survey is reported in Chapter 4 of the SLGE report, 

“At a Crossroads: The Financing and Future of Health Benefits for 
State and Local Government Retirees” (Kearney et al. 2009).

 2 Under GASB 45, jurisdictions establishing an irrevocable OPEB 
trust and making the annual required contributions (ARC) are 
allowed to use a different discount rate in estimating their actu-
arially accrued unfunded liabilities. Those establishing a trust but 
not making ARC are allowed to use a blended discount rate.

 3 There are some important limits on 401(h) subaccounts. Con-
tributions to them are subordinate to pension fund contributions, 
meaning that no more than 25 percent of the employers’ total 
annual contribution to the defined benefit pension plan can be 
allocated to the health benefit subaccount (GAO 2007). This 
might be an issue for well-funded pensions plans because  
the ARC for such plans would be small, hence the ability to 
address a large unfunded OPEB liability would be constrained 
(Ruggini 2008).

 4 It is worth noting that prefunding also promotes intergenerational 
equity because funds are set aside for benefits as they are earned 
even if those benefits are not payable for many years.

 5 The GFOA (2007) urges “considerable caution” for governments 
considering OPEB bonds because of a number of inherent risks, 
including the volatility of OPEB actuarial valuations (due to 
uncertain health care costs); the fact that health care benefits are 
not necessarily guaranteed benefits (hence they could be reduced 

or even eliminated); and uncertainty about federal health initia-
tives that could affect OPEB.

 6 The September 2009 issue brief, Prefunding Other Post Employ-
ment Benefits (OPEB) in State and Local Government, reported 
that only one jurisdiction had issued OPEB bonds; subsequently, 
it was found that a second jurisdiction that responded also had 
issued OPEB bonds. Aiming to present the most accurate picture 
possible, the updated figure is reported here.

 7 For example, see Kearney et al. (2009), Daley and Coggburn 
(2008), and a recent report by the Employee Benefit Research 
Institute (Fronstin 2010).

 8 In 1990, the Financial Accounting Standards Board (FASB) issued 
statement 106 which, similar to GASB 45 for state and local gov-
ernments, required private sector firms sponsoring RHC to report 
the financial liabilities in their annual reports (see Fronstin 2010).

 9 The Patient Protection and Affordable Care Act, as amended 
by the Health Care and Education Affordability Reconciliation 
Act, were passed by Congress and signed into law by President 
Obama in March 2010. The reform includes an Early Retiree Rein-
surance Program (ERRP) that intends to offer financial assistance 
(up to $5 billion before January 1, 2014) to providers—includ-
ing state and local governments—of RHC for retirees age 55 and 
older but not yet eligible for Medicare. See the White House’s 
ERRP fact sheet at: http://www.whitehouse.gov/the-press-office/
fact-sheet-early-retiree-reinsurance-program



14 How Local Governments Are Addressing Retiree Health Care Funding

Board Of Directors

Robert J. O’Neill, Chair
Executive Director, ICMA

Joan McCallen, Vice Chair
President and Chief Executive Officer, ICMA Retirement Corporation

The Honorable Ralph Becker
Mayor, Salt Lake City

The Honorable J. Kenneth Blackwell
Former mayor, Cincinnati; secretary of state, Ohio

Donald J. Borut
Executive Director, National League of Cities

Gail C. Christopher, D.N.
Vice President for Programs, W.K. Kellogg Foundation

Gregory J. Dyson
Senior Vice President and Chief Operations and Marketing Officer, ICMA Retirement Corporation

Jeffrey L. Esser
Executive Director, Government Finance Officers Association

Peter A. Harkness
Founder and Publisher Emeritus, Governing Magazine

George V. Pedraza
Senior Vice President, Public Finance, Wells Fargo;  

Chief Executive Officer, Academica Management SW, LLC

Raymond Scheppach, PhD
Executive Director, National Governors Association

SLGE Staff

Elizabeth K. Kellar
President and CEO

Joshua M. Franzel, PhD
Vice President, Research

Amy M. Mayers
Communications Manager

Bonnie J. Faulk
Program Assistant



About the Center for State and Local Government Excellence

The Center for State and Local Government Excellence helps state and local governments become knowledgeable and com-
petitive employers so they can attract and retain a talented and committed workforce. The Center identifies best practices 
and conducts research on competitive employment practices, workforce development, pensions, retiree health security, 
and financial planning. The Center also brings state and local leaders together with respected researchers and features the 
latest demographic data on the aging work force, research studies, and news on health care, recruitment, and succession 
planning on its web site, www.slge.org.
The Center’s five research priorities are:

• Retirement plans and savings

• Retiree health care

• Financial education for employees

• Talent strategies and innovative employment practices

• Workforce development

777 N. Capitol Street NE | Suite 500 | Washington DC 20002-4201 | 202 682 6100 | info@slge.org

11-023

Helping state and local governments become 
knowledgeable and competitive employers

http://www.slge.org
mailto:info@slge.org

