SACHEM CENTRAL SCHOOL DISTRICT

ANALYSIS OF OTHER POSTEMPLOYMENT BENEFITS (OPEB)
IN ACCORDANCE WITH GASB 45

EXECUTIVE SUMMARY

Actuarial Solutions has projected liabilities and costs for the Sachem Central School District’s
postemployment benefits other than pension (other postemployment benefits or OPEB) in
accordance with GASB Statement No. 45. Typically, the most costly of these benefits are
premiums paid for health (medical) insurance on behalf of retirees; OPEB also includes
reimbursed retiree premiums for additional coverages, such as dental insurance, life insurance

and vision care. Sachem subsidizes retiree premiums for health (medical) insurance only.

Qur report provides results that can be used by Sachem and its auditors in preparing financial
statements that comply with GASB 45. For this reason, the values calculated, and our report, are
quite technical in nature. The intent of this Executive Summary is to present the pertinent values
from our analysis in as non-technical a manner as possible. We have therefore taken some
liberties to simplify the explanation of certain terms. The report provides a more thorough
explanation of the results.

GASB 45 recognizes costs as they “accrue,” or are earmned. Under GASB 45, OPEB costs are
quantified for both current retirees and future retirees; future retirees are active employees who
have accrued years of service as District employees and (1) have either already earned the right to

receive OPEB or (2] may become vested for OPEB in the course of their future employment.

Shown in the table below are some of the key results from our analysis.

Sachem Central School District
Other Postemployment Benefits
Key Results® for Compliance with GASE 45

(in millions)
Present Value of Total Benefits
(FVTE| $437.3
Actuarial Accrued Liability (AAL) 322.0
Annual Required Contribution (ARC) 28.7

* Discounted at 4.0%
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The Present Value of Total Benefits (PVTB) can be defined as follows:
1) For Current Retirees — the expected cost to provide OPEB for the life of the current retirees
and their spouses, if applicable.
2) For Active Employees — the expected cost to provide OPEB for active employees (and their
spouses, if applicable) assuming they work at the District long enough to qualify for OPEB.
The difference between the PVTE and the Actuarial Accrued Liability (AAL) is in the derivation for
active employees. Current retired employees are considered to have already fully earned their
benefits, so the cost for current retirees is the same in both the PVTE and AAL. For active
employees, the AAL recognizes only the portion of the benefits that have already been eamned (at
1l the time of the evaluation).

For example, if an employee has 10 years of service as of the valuation date and will have 20 years
of service at retirement, the AAL (using the actuarial assumptions in our analysis) would recognize
roughly 50% (10 years/20 years) of the full liahility projected for this employee.

By way of further explanation, if the District wished to prefund the obligation associated with its
OPEE, it would need:
s An investrnent of $437.3 million earning 4.0% annually to fully fund all benefits to current

and future retirees. This anticipates future benefit accruals for active employees in
addition to benefits already earned and accrued for both actives and retirees.

s+ An investment of $322.0 million and earning 4.0% annually to fully fund only those
benefits that have been earned as of the valuation date.

The Annual Required Contribution (ARC) is the amount needed to pay 1) benefits earned for active
employees during the valuation year and 2) a specific portion of benefits earned prior to the

valuation date that have not previously been funded or paid (based on an amortization schedule).
The ARC for the 2007 /2008 fiscal year is projected to be significantly greater than the current level
of estimated benefit payments under the current pay-as-you-go system ($28.7 million vs.
$9.3 million).

GASE 45 does not require the entire annual OPEB cost to be contributed. Any shortfall between
the ARC and Sachem’s actual contribution will be recognized and carried forward to the next
financial statement; the cumulative amount of shortfall is called the Net OPEB Obligation.




SACHEM CENTRAL SCHOOL DISTRICT

ANALYSIS OF OTHER POSTEMPLOYMENT BENEFITS (OPEB)
IN ACCORDANCE WITH GASB 45

. INTRODUCTION

Actuarial & Technical Solutions, Inc. [Actuarial Solutions) was retained by the Sachem Central
School District (Sachem) to determine financial reporting disclosures associated with their
postemployment benefits other than pension (OPEB)], as defined in GASE Statement No. 45
(GASB 435).

A. GASB 45 General Information

Included below is information relevant to Sachem Central School District that has been excerpted
from the GASE 45 statement.

1. Improvement in Finandal Reporting

Fostemployment benefits are part of an exchange of salaries and benefits for employee services
rendered. Of the total benefits offered by employers to attract and retain qualified employees,
some benefits, including salaries and active-employee healthcare, are taken while the
employees are in active service, whereas other benefits, including postemployment healtheare
and other OPEB, are taken after the emplovees’ services have ended. Nevertheless, both types

of benefits constitute compensation for employee services.

From an accrual accounting perspective, the cost of OPEB, like the cost of pension benefits,
generally should be associated with the periods in which the exchange occurs, rather than
with the periods (often many vears later) when benefits are paid or provided. However, in
current practice, most OPEB plans are financed on a pay-as-you-go basis, and financial
statements generally do not report the financial effects of OPEB until the promised benefits are
paid. As a result, current financial reporting generally fails to:

. Remgmzc] ize the cost of benefits in periods when the related services are received by the

employer

* Provide information about the actuarial accrued liabilities for promised benefits
associated with past services and whether and to what extent those benefits have been
funded
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s Provide information useful in assessing potential demands on the employer's future
cash flows.

GASE Statement 45 improves the relevance and usefulness of financial reporting by
a) requiring systematic, accrual-basis measurement and recognition of OPEE cost (expense)
over a period that approximates employees’ years of service and b) providing information about
actuarial accrued liabilities associated with OPEB and whether and to what extent progress is
being made in funding the plan.

2. Paramneters for GASB 45 Valuations

Employers that participate in single-employer or agent multiple-employer defined benefit OPEB
plans (sole and agent employers] are required to measure and disclose an amount for annual
OPERB cost on the accrual basis of accounting. Annual OPEB cost is equal to the employer’s
annual required contribution to the plan (ARC), with certain adjustments if the employer has a
net OPEB obligation for past under or over contributions.

The ARC is defined as the employer’s required contribution for the vear, calculated in
accordance with certain parameters, and includes a) the normal cost for the year and bja
component for amortization of the total unfunded actuarial accrued ligbilities (or funding
excess) of the plan over a period not to exceed thirty vears. The parameters include
requirements for the frequency and timing of actuarial valuations as well as for the actuarial
methods and assumptions that are acceptable for financial reporting. If the methods and
assumptions used in determining a plan’s funding requirements meet the parameters, the
same methods and assumptions are required for financial reporting by both a plan and its
participating employer(s). However, if a plan's method of financing does not meet the
parameters (for example, the plan is financed on a pay-as-you-go basis), the parameters
nevertheless apply for financial reporting purposes.

For financial reporting purposes, an actuarial valuation is required at least biennially for OPEB
plans with a total membership (including employees in active service, terminated employees

who have accumulated benefits but are not yet receiving them, and retired employees and

beneficiaries currently receiving benefits) of 200 or more. The projection of benefits should
include all benefits covered by the current substantive plan (the plan as understood by the
employer and plan members) at the time of each valuation and should take into consideration
the pattern of sharing of benefit costs between the employer and plan members to that point,
as well as certain legal or contractual caps on benefits to be provided. The parameters require




that the selection of actuarial assumptions, including the healthcare cost trend rate for

postemployment healtheare plans, be guided by applicable actuarial standards.

3. Measurement of Net OPEB Obligation

An employer’s net OPEB obligation is defined as the cumulative difference between annual
OPEB cost and the employer’s contributions to a plan, including the OPEB liability or asset at
transition, if any. (Because retroactive application of the measurement requirements of this
Statement is not required, for most employers the OPEB liability at the beginning of the
transition year will be zero.) An employer with a net OPEB obligation is required to measure
annual OPEB cost equal to a) the ARC, b) one year's interest on the net OFEB obligation, and
c) an adjustment to the ARC to offset the effect of actuarial amortization of past under- or over

contributions.

4. Effective Dates and Transition

GASB 45 generally provides for prospective implementation - that is, that employers set the
beginning net OFEB obligation at zero as of the beginning of the initial year, Implementation is
required in three phases based on a government’s total annual revenues in the first fiscal year
ending after June 15, 1999, GASE 45 is effective for periods beginning after December
5, 2006, for phase 1 governments (those with total annual revenues of $100 millien or more);
after December 15, 2007, for phase 2 govemments (those with total annual revenues of
$10 million or more but less than $100 million); and after December 15, 2008, for phase 3
governments (those with total annual revenues of less than $10 million). Earlier
implementation is encouraged by GASE 45.

B. Information Concerning the Sachem Central School District

Sachem operates a single emplover defined benefit OPEB plan. Historically, we have assumed
funding for OPEB has been accomplished on a pay-as-you-go basis and that Sachem currently
has no assets set aside for the purpose of paying postemployment benefits. There are presently
almost 3,000 current and former employees participating in Sachem’s OPEB plan.

Sachem’s revenues for the fiscal vear ending in 1999 were in excess of $100 million. Therefore,
Sachem is considered a “Phase 1" employer and is required to comply with GASB 45 no later than
the first fiscal year starting after December 15, 2006; based on a July 1% to June 30% fiscal vear,
Sachem will need to comply with GASB 45 for the July 1, 2007 to June 30, 2008 fiscal period.
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C. Actuadal Valuation

Actuarial Solutions has performed an actuarial analysis for Sachem in order to provide the
reporting disclosures as required by GASB 45. A large part of the analysis includes collecting data
and information related to the OPEB plan. We have not audited the data and information provided
by Sachem but our analysis included such reviews as we deemed necessary to ascertain the
information’s reasonableness and applicability to the projection of OPER plan liabilities. Included
in this report is a section outlining the details of the substantive plan. Also included are
summaries of the data we received (and used in the analysis) which show distributions of the
OPEEB plan participants.

An estimate of the net OPEB obligation at the end of the transition year (June 30, 2008) has been
included as part of this analysis. The net OPEB obligation as of June 30, 2008 has been estimated
based on the following assumptions:

» Sachem does not change their method of funding OPEB (ie., pay-as-you-go funding

continues throughout the 2007 /2008 fiscal year) and additional contributions are not
made,

*= The provisions of the OFEB plan in effect on January 1, 2007 remain in effect throughout
the 2007 /2008 fiscal year.

= Sachem does not opt to comply with GASB 45 prior to the 2007 /2008 fiscal period; the
transition year is assumed to be 2007 /2008 and not 2006 /2007.

The actuarial valuation involves estimates and includes assumptions about mortality, future
employment, retirement age, and healthcare cost trend. Calculations are based on the types of
benefits provided under the terms of the substantive plan. The pattern of sharing costs between
the employer and OPEB plan participants is also considered. Plan eligibility and benefit provisions
in effect as of the valuation date are reflected; future changes in benefit levels or eligibility

requirements have not been considered.

The actuarial calculations included in this analysis reflect a long term perspective, so methods and
assumptions used include techniques that are designed to reduce short term volatility in OPEB
plan liabilities.
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II. SUMMARY OF SUBSTANTIVE PLAN

The terms of the OPEB plan, as understood by the employer and plan members, constitutes the
substantive plan. Plan provisions, as described below, were provided to us either verbally or by

written internal documentation.

A. Eligibility Requirements for Postemployment Health Insurance Benefits
1. Baste Mintmum Eligibility Requirement

All employees who retire with the Sachem Central School District will be eligible for
postemployment health insurance benefits once they have attained the age of 55 and have at

least 5 years of service with the District.

2. Vestees

Employees who terminate employment with Sachem prior to attaining the age of 55 and have
at least 5 years of service can begin receiving benefits at age 55 if they pay the full amount of
their insurance premium during the deferral period (the period between termination and the
date retirement benefits begin). The District has reported that this situation is very unlikely to

QCCUr.
B. Health Insurance Benefits Provided

Postemployment health benefits take the form of health insurance premiums paid by Sachem on
behalf of the retiree and/or spouse. A high percentage of the premium, or in some cases 100% of
the premium, charged by the insurance carrier is paid by Sachem. The vast majority of retirees
elect to receive coverage under the Empire Plan and therefore the Empire Plan is assumed to be

the insurance carrier in all cases.

The Empire Plan requires coordination with Medicare Part B for those retirees who reach Medicare
age eligibility. In these situations, Sachem reimburses 100% of the retiree’s Medicare Part B
premium in addition to the health insurance plan benefit. In cases where family coverage is
applicable, Sachem also reimburses 100% of the spouse’s Medicare Part B premium.

Within the Empire plan, family and individual options are available. For the surviving spouse of a
retiree electing a family coverage option, Sachem does not continue to pay for any portion of the
health insurance plan premium. However, in cases where a Medicare related option is applicable,




——

reimbursement for Medicare Part B premiums is continued at the level of 100% for surviving

spouses.
C. Current Total Monthly Premiums Charged by the Empire Plan

The premiums shown in Table 1 are the 2007 total monthly premiums charged by the Plan and
not necessarily the premium paid by Sachem on behalf of the retiree. For purposes of valuing the
District’s liabilities, a per enrollee administrative charge of $2.38 will be added to each of the
premiums outlined above.

Table 1
Empire Plan

Type of Medicare Total Monthly

i Coverage Coordination Premium*

ﬁ Individual No $564.84
Individual Yes 333.18

Family No 1,198.07
Family Yes — 1 Person 066,44
Family Yes — 2 Persons 734.81

Beginning in 2007, the Medicare Part B premium will vary depending on income. The basic
monthly charge is $93.50 per individual. We have utilized this premium in our calculations.

D. Benefit Levels,/Premiums Paid on Behalf of the District

The benefit provided by Sachem is consistent for all current retirees. Benefit levels have not
changed over time nor do they vary by years of service or employment category. The District has
informed us that in no circumstance do the levels of retiree benefits for current retirees vary from
those outlined below,

« 100% of the applicable individual coverage premium is paid by the District.

» When family coverage is elected, 80% of the difference between the applicable family
coverage premium and the applicable individual coverage premium is paid by the District

in addition to 100% of the applicable individual coverage premium.

The above benefit levels are also assumed to remain in effect for all future retirees of the District.




III. DATA

Data for all plan members (current retirees, surviving spouses and active employees) was provided

by Sachem. Some of the key information provided for each individual is:

* Date of Birth

= Gender!

« Date of Hire

e Date of Termination /Retirement

s Currently Elected Option (Family or Individual)

+ Employment Status (Teacher, Aide, Custodian, etc.)
e Payroll/Salary (Actives Only)

+ Enrollment Status (Actives Only = Enrolled or Opted Out)

Below are retiree and active employee counts based on data submitted to us at the end of 2006,

split between males and females, and their coverage status (individual or family).

Current Retirees ___ Current Active Employees
Total
Male Female A Male Female Taotal
396 721 1,117 531 1,302 1,833
* Includes thirty surviving spouses (beneficiaries).

More detailed summaries of participant counts for actives and retirees (showing breakdowns by

plan election and by employment category) are included in the appendices to this report. Also
included as appendices are summaries showing average ages, by category, for OPEB plan

participants.

Shown below is payroll information (i.e., covered payroll] for currently active OPEB plan
participants split between those electing family coverage and individual coverage and those who

have currently opted out of receiving health insurance benefits.

Covered Payroll
Actives Currently Electing Coverage $101,075,755 It
Actives Who Have Currently “Opted Out” 21,974,193
Total Actives: $123,049,948

Additional summaries of covered payroll for active emplovees by plan election and employment

category are included as part of the attached appendices.

1 Gender was provided for actives but was not included on the retiree data provided. For retirees,
gender was assigned based on a listing of names.
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Actuarial Solutions has not audited the data provided but our analysis included such reviews as

we deemed necessary to ascertain the information's reasonableness and applicability to OPEB

plan actuarial valuation,
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