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-AI T~NS/T Report No: 

Meeting Date: 

Alameda-Contra Costa Transit District 

STAFF REPORT 
TO: Finance and Audit Committee 

AC Transit Board of Directors 

FROM: Kathleen Kelly, Interim General Manager 

SUBJECT: Other Post Employment Benefits 

BRIEFING ITEM 

RECOMMENDED ACTION(S): 

Consider receiving report on Other Post Employment Benefits (OPEB). 

EXECUTIVE SUMMARY: 

15-121 

July 29, 2015 

This report provides an overview of the financial accountability of non-pension retirement 
benefits ("Other Post Employment Benefits," or OPEB's) offered by the District to its retirees. 
The District currently uses the Pay As You Go (PAYGO) method where the payment for premiums 
and benefits are provided with current revenues. 

The Governmental Accounting Standards Board (GASB) issued Statement No. 45 (GASB 45) which 
established standards for the measurement, recognition, and display of OPEB 
expense/expenditures and related liabilities (assets), note disclosures, and if applicable, Required 
Supplementary Information (RSI) in the financial reports of state and local government 
employers. The approach followed in GASB 45 is consistent with the approach adopted in GASB 
27, Accounting for Pensions by State and Local Government Employers, with modifications to 
reflect differences between pension benefits and OPEB. The District was required to implement 
GASB 45 beginning in Fiscal Year 2007-08. 

The purpose of GASB 45 was the requirement of accrual-basis measurement and recognition of 
OPEB costs (expense) and the provision of information about actuarial accrued liabilities 
associated with OPEB and whether and to what extent the plan is being funded. Governmental 
Agencies are not required to fully fund the actuarial liability, but they are required to reflect the 
actuarial liability in the financial statements. The District is in compliance with GASB 45 and has 
recorded the liabilities associated with the future obligations of the benefit plans. 

This is the first briefing to the Board. Staff will be providing a more in-depth discussion, including 
alternatives, at the next Board Retreat in September 2015. 

BUDGETARY /FISCAL IMPACT: 

This report is informational only. There is no budgetary or fiscal impact directly associated with 
this report. 



138

Report No. 15-121 
Page 2 of 5 

BACKGROUND/RATIONALE: 

Prior to GASB 45, virtually all government agencies financially recognized OPEB's under the pay
as-you-go (PAYGO) method or when the benefit was paid. For Government Agencies, the 
Governmental Accounting Standards Board issued Statement No. 45 (GASB 45) requiring 
governmental agencies to account for OPEB's using an accrual basis of accounting. 

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 benefit is earned by the employee, 
rather than with the periods (often many years later) when benefits are paid or provided. The 
purpose of GASB 45 was to improve the relevance and usefulness of financial reporting by (a) 
recognizing the value of retiree benefits for the current year, {b) the accrual based 
measurement and recognition of the value of retiree benefits promised to active employees 
that were earned in current and previous years and (c) provide information as to whether and 
what extent the OPEB accrued actuarial liabilities are being funded. 

Trust and Non-Trust Plans 
The District receives actuarial reports of OPEB liabilities for bargaining unit employees that 
belong to a Trust (See Attachment 1) and for Unrepresented employees that are considered 
Non-Trust (See Attachment 2). GASB 45 reporting requirements for the District applies to both 
the Trust and Non-Trust. 

The ATU Retiree Health and Welfare Trust was formed in 1998 between the District and 
members of the ATU. The Trust later included members of IBEW and AFSCME. The Trust is 
funded by contributions by the District based on a dollar rate per hour that is negotiated 
between the District and each Union. The rate varies by bargaining unit and the asset value of 
the Trust. 

The purpose of the Trust is to assist eligible retirees of the District with the cost of medical care 
by reimbursing a portion of the retiree's medical premiums. For Unrepresented employees, 
with less than ten years of service, the District pays a prorated premium of the lowest cost 
medical plan available for the retiree only. The District pays the full premium of the lowest cost 
medical plan available for Unrepresented employees who have more than ten years of service. 

Financial Statement Impact 
GASB 45 impacts both the income statement and balance sheet of Governmental Agencies. 
The necessary information for recording the expenses and liabilities (assets) is from the annual 
actuarial reports. Many assumptions impact the actuarial reports' liability but healthcare costs 
and age of the workforce are the most influential. 

Income Statement: The District records an OPEB expense each year based on the Annual 
Required Contribution (ARC). The ARC includes the amortization {thirty years) of the unfunded 
liability and the normal costs (current year's costs). The following table shows the historical 
and FY 2015-16 projected expense and the District's contribution. 
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Balance Sheet: The cumulative difference between the ARC and the contribution towards OPEB 
is referenced on the balance sheet as Net OPEB Obligation (NOO). At inception, most 
Governmental Agencies reported an NOO of zero. The following table shows the growth of the 
District's NOO, since the annual PAYGO contributions do not fully fund the ARC OPEB expense. 
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Unfunded Actuarial Liability {UAL): The UAL represents the actuarial liability offset by any 
assets in the Trust. The Non-Trust has no assets. It is the basis for the ARC and represents the 
liability the District will need to fund in the future/ assuming continuation of the Trust at 
current contribution levels. 
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Two of the more popular responses to GASB 45 by Governmental Agencies is to continue with 

PAYGO or begin pre-funding the liability with an irrevocable trust/ similar to pension. The pros 

and cons of these approaches as well as other alternatives will be discussed at the next Board 

Retreat. 

PA YGO Approach: 

• The State of California has an NOO on the balance sheet of $19.5 billion. In January/ 

Governor Brown proposed a long-term plan to cut costs by shifting from PAYGO to 

prefunding and also evaluating benefits. (See Attachment 3) 

• The City of Oakland has an NOO on the balance sheet of $235 million and has made an 

effort to contribute a higher percentage of the ARC. 

• Tri Met (Oregon) has an NOO of $430.9 million. 

Pre-Funding of Trust Approach: 

• The Golden Gate Transit Authority implemented a trust in 2008 as well as set policy to 

fully fund their annual OPEB expense each year. They currently have an NOO of $0. 
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• The Santa Clara County Transportation Authority implemented a trust in 2008 and since 

inception; they have over-funded their annual OPEB expense and currently have a NOO 

asset on the balance sheet of $20.7 million. 

ADVANTAGES/DISADVANTAGES: 

The purpose of this report is to inform the Board of the financial accountability of Other Post 
Employment Benefits. The advantage to the current system is that it lessens the impact on the 
District's operating budget. The disadvantage to the current system is that it increases the 
District's future liability and results in future budgets being impacted by these OPEB obligations. 

ALTERNATIVES ANALYSIS: 

Alternatives are currently being evaluated by Staff and will be presented to the Board at the 

next Board Retreat in September. 

PRIOR RELEVANT BOARD ACTIONS/POLICIES: 

None 

ATTACHMENTS: 

1. GASB 45 Valuation Report of the Non-Trust Plan, July 1, 2014 

2. GASB 45 Valuation Report ofthe Trust Plan, July 1, 2014 

3. Calpension Article Highlighting New Accounting Rules to Spotlight Hidden Retirement Debt 

Department Head Approval: 
Prepared By: 
Reviewed By: 

James D. Pachan, Interim Chief Financial Officer 
Donald Eckert, Director of Management and Budget 
Denise C. Standridge, General Counsel 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This page intentionally blank 

142



143

SR15-121 ATT.1 

Alameda Contra Costa Transit District 
Non-Trust Plan 

July 1, 2014 GASB 45 Valuation Report 
Postretirement Benefits Other Than 

Pensions 

buckconsu ltants 
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February 27, 2015 

Mr. Ralph Martini 
Controller 
Alameda-Contra Costa Transit District 
1600 Franklin Street 
Oakland, CA 94612 
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Brian J . Hlava, ASA, MAAA, FCA 
Director, Consulting Actuary 

Buck Consultants, LLC. 
500 Plaza Drive 
Secaucus, NJ 07096 
brian.hlava@xerox.com 
Tel 201.902.2962 
Fax 201 .902.2883 

RE: AC Transit District- GASB 45 FYE 6/30/2015 Results for the Non-Trust Plan 

Dear Mr. Martini: 

This letter presents the results of Buck Consultants' (Buck's) actuarial analysis of the current liability for the AC 
Transit District's (the District's) Non-Trust postretirement medical benefit program for the fiscal year ending June 
30, 2015. The goal of this analysis is to provide results for the District's financial reporting purposes under 
Governmental Accounting Standards Board Statement Number 45 (GASB 45). Use of this report for any other 
purposes or by anyone other than AC Transit and its auditors may not be appropriate and may result in mistaken 
conclusions because of failure to understand applicable assumptions, methods, or inapplicability of the report for 
that purpose. Because of the risk of misinterpretation of actuarial results, you should ask Buck to review any 
statement you wish to make on the results contained in this report. Buck will not accept any liability for any such 
statement made without review by Buck. The attached pages should not be provided without a copy of this cover 
letter. 

The valuation was based on census and cost data supplied by the District and our understanding of the benefit 
provisions. The calculations rely upon the accuracy of this information. The results of our calculations are 
provided in the following exhibits: 

• Exhibit 1 shows the current liability and the development of the Annual Required Contribution 
• Exhibit 2 shows the required schedules of previous results 

General Results 

Exhibit 1 provides the Actuarial Accrued Liability (AAL) as of July 1, 2014 for active employees and retirees in the 
program. The AAL is defined as the actuarial present value of benefits attributed to employee service rendered to 
a particular date. 

The exhibit also shows the normal cost, which is the value of the benefit to be earned by the active employees for 
service during fiscal year 2015. A discount rate of 4.00% is used throughout this analysis corresponding to pay
as-you-go funding of benefits, e.g. payable out of general District funds. The 4.0% is a reduction from the 4.50% 
discount rate assumed in the last valuation, to reflect a lowered expectation of real return on money market type 
funds, based on recent experience of the financial markets. GASB 45 allows for use of a discount rate based on 
expected earnings of set aside assets for funded plans which generally results in a higher discount rate and a 
lower liability amounts for a pre-funded plan. 

GASB 45 provides disclosure requirements for Other Postemployment Benefit (OPEB) plans effective as early as 
plan years beginning after December 15, 2006. GASB Statement 45 requires the calcu lation of an Annual 
Required Contribution (ARC) consisting of the Normal Cost and a not greater than 30 year amortization of the 
Unfunded Actuarial Accrued Liability (UAAL). There is no requirement for the AC Transit District to actually fund 
this amount. The UAAL is the Actuarial Accrued Liability (AAL) less any assets held for the plan. 
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Appendix A outlines the actuarial assumptions and methods used in these calculations. The assumptions and 
methods are the same as those used in the July 1, 2013 valuation except current per-capita medical costs were 
used, the discount rate was decreased from 4.5% to 4.0%, to reflect reduced expectations for real return on short 
term money market type investments, and the mortality assumption was updated to the RP-2014 headcount 
weighted blue 1 collar base table and the MP-2014 improvement scale to reflect recent research published by the 
Society of Actuaries. Both of these changes increased the AAL measured in the valuation, with the discount rate 
increasing the AAL by about 8% and the updated mortality assumption increasing the AAL by about 11%. The 
impact on the normal cost was about 14% for the discount rate change and 13% for the update to the mortality 
assumption. 

The plan sponsor selected the economic assumptions used for the results in this report with our concurrence. We 
believe that these assumptions are reasonable for financial accounting purposes. The demographic assumptions 
used represent a reasonable estimate of the future demographic experience of plan participants. Given the 
assumptions selected, the results presented in this letter have been prepared in accordance with our 
understanding of the requirements of GASB 45. 

Future actuarial measurements may differ significantly from the current measurements presented in this report 
due to such factors as the following: retiree group benefits program experience differing from that anticipated by 
the assumptions; changes in assumptions; increases or decreases expected as part of the natural operation of 
the methodology used for these measurements (such as the end of an amortization period); and changes in 
retiree group benefits program provisions or applicable law. Retiree group benefits models necessarily rely on the 
use of approximations and estimates, and are sensitive to changes in these approximations and estimates. Small 
variations in these approximations and estimates may lead to significant changes in actuarial measurements. 
Because of limited scope, Buck performed no analysis of the potential range of such future differences. 

The results provided in this report reflect the relevant provisions of the Patient Protection and Affordable Care Act 
and associated Health Care and Education Reconciliation Act (together known as Health Care Reform). 
Specifically, the valuation includes assumptions for the impact of the Excise Tax on High Cost Health Plans (aka 
Cadillac Tax) . The impact of the tax was 0.9% on AAL and 2.9% on normal cost. 

The liability amounts shown in Table 1 are normally made up of two components. The first is the value of the 
cash contributions that the District makes towards retiree coverage. The second is the value of any "rate cross 
subsidy" provided to retirees who enroll in the District's medical and dental plans. This "rate cross subsidy" 
occurs when the retiree rates are a blend of the active and retiree claim experience. In essence the active 
employees are subsidizing the retiree cost for this benefit plan. This subsidy is also a liability for the District under 
GASB 45 reporting requirements. We understand that early retiree (under age 65) premiums are not blended 
with the active rates. Premiums for retirees age 65 and over are also unblended. Therefore, there is no rate cross 
subsidy reflected in Table 1. However, results in Table 1 do reflect the value of any subsidy between covered 
retirees in reflecting different cost by age for Non-Represented retirees. 

As noted, the calculations here are not adjusted for the age of the covered participants for represented retirees. 
According to the Actuarial Standards of Practice (ASOP) currently effective, in certain circumstances 
measurement of retiree medical liabilities may be based on premiums without adjustment for age.2 However, the 

1 The blue collar table was used for the union participants and the white collar table was used for non
represented participants. 
2 See for example ASOP 6, Measuring Retiree Group Benefit Obligations, §3.4.5, which says "the actuary may 
use a single unadjusted premium rate applicable to both active employees and non-Medicare-eligible retirees if 
the actuary has determined that the insurer would offer the same premium rate if only non-Medicare-eligible 
retirees were covered." 
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ASOP applicable for measurements on or after March 31 , 2015, provides significant new guidance around 
premium rates for pooled arrangements. In particular, it indicates that unaged premium rates only should be used 
in very limited circumstances.3 The results in these calculations do not reflect this guidance. We anticipate that 
when the plan's arrangement is evaluated in light of this new guidance, there is a possibility that we may 
conclude that age adjustments will be necessary for represented retirees in future valuations. 

Substantive Plan 

Appendix B summarizes our understanding of the key plan provisions of the Non-Trust retiree medical program 
as of July 1, 2014. The eligibility requirements used in this valuation are different from the previous valuation due 
to a clarification from the District. For ATU employees, the requirement is age 55 with 8 years of service whereas 
in our previous valuation, it was age 55 with 10 years of service. For AFSCME employees, the requirement is 
age 55 with 10 years of service whereas in our previous valuation, it was age 50 with 10 years of service. For 
unrepresented employees, the requirement is age 50 with 5 years of service whereas in our previous valuation, it 
was age 50 with 10 years of service. These changes increased the AAL by about 6% and the normal cost by 
almost 19%. 

Participant Data 

The valuation was based on census data provided by the District for purposes of this valuation. Although we did 
not audit the data, we did check it for reasonableness and compared it to the data from last year. For active 
employees, the data included date of birth, date of hire, sex and bargaining unit. For retirees, the data included 
information on date of birth, sex, coverage information, and bargaining unit. Appendix C summarizes the 
demographics of active employees and retirees separately. 

Actuarial Certification 

The consulting actuary listed below is a member of the American Academy of Actuaries, and meets the 
Academy's Qualification Standards to issue this Statement of Actuarial Opinion. If you have any questions on this 
material, please do not hesitate to call. 

Sincerely, 
R1u~k r.nn!':lllt:::mt!': I I r. 

Brian J. Hlava, ASA, MAAA, FCA 
Director, Consulting Actuary 

cc: David Kershner 

3 ASOP 6, Measuring Retiree Group Benefits Obligations and Determining Retiree Group Benefits Program 
Periodic Costs or Actuarially Determined Contributions, §3.7.7.c 



147

EXHIBIT 1 
ALAMEDA CONTRA COST A TRANSIT DISTRICT 

July 1, 2014 GASB 45 Valuation Results 
Non-Trust Plan 

Discount Rate: 4.00% 

(A)- Summary of Postretirement Benefit Liabilities 

Actuarial Accrued Liability (AAL) at 7/1/2014 
Active Employees 
Retirees 
Total 

Assets at 7/1/2014 

Unfunded Actuarial Liability (UAL) at 7/1/2014 

(B) - Annual Required Contribution (ARC) 

Amortization of UAL 
Normal Cost 

TOTAL ARC for Fiscal 2015 

(C) - Balance Sheet Information 

Estimated Net OPEB Obligation (NOO)- 6/30/2014* 

Annual OPEB Cost (AOC) for FY 2015 
ARC 
Adjustment to ARC 
Interest on NOO at beg . of year 

TOTAL AOC for FY 2015 

Contributions 
Estimated pay-as-you-go costs 
Pre-funding 

TOTAL Contributions 

Estimated Net OPEB Obligation (NOO)- 6/30/2015* 
•ro be updated when actual contribution amounts become available. 

Alameda Contra Costa Transit District Non-Trust Plan 
July 1, 2014 Valuation Report 
2/27/2015 ACCTD Non-Trust FY15 GASB45 Results 

$21 ,490,838 
30,909,184 

$52,400,022 

$0 

$52,400,022 

$2,913,749 
1,497,483 

$4,411,232 

$ 3,204,268 

$4,411,232 
(185,303) 
128,171 

$4,354,100 

$1,838,000 
0 

$1,838,000 

$5,720,368 
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Development of Annual OPEB Cost (AOC) and Net OPEB Obligation (NOO) 

FY 2014 FY 2015 
a) NOO (beg. of fiscal year) $ 1,757,592 $ 3,204,268 
b) ARC 3,491,993 4,411,232 
c) Interest on NOO (4.50%) 102,447 128,171 
d) ARC Adjustment (139,764) (185,303) 
e) AOC (b + c + d) 3,454,676 4,354,100 
f) Contribution (estimated) 2,008,000 1,838,000 
g) NOO (estimated end of fiscal year) 3,204,268 5,720,368 

FY 2015 AOC is estimated and will vary depending upon actual FY14 contribution. 

Schedule of Contributions 

Fiscal Year Ended June Annual OPEB Annual Amount Percentage Net OPES 
30 Cost Contributed Contributed Obligation 

2011 $ 1,396,000 $ 1,305,000 93% $ 1,162,000 
2012 $ 1,551,000 $ 1,590,000 103% $ 1,123,000 
2013 $ 2,505,592 $ 1,871,000 75% $ 1,757,592 
2014 $ 3,454,676 $ 2,008,000 58% $ 3,204,268 
2015* $ 4,354,100 $ 1,838,000 42% $ 5,720,368 

* FY15 amount based on estimated contributions. 

Schedule of Funding Progress 

Unfunded 
Actuarial Value Actuarial Accrued Actuarial Accrued 

Actuarial Valuation Date of Assets Liability (AAL) Liability (UAAL) Funded Ratio 

7/1/2011** $ - $ 28,498,000 $ 28,498,000 0% 
7/1/2012** $ - $ 31,930,000 $ 31,930,000 0% 
7/1/2013 $ - $ 41,192,743 $ 41,192,743 0% 
7/1/2014 $ - $ 52,400,022 $ 52,400,022 0% 

**Amounts as shown in Required Supplementary Information section of June 30, 2014 Consolidated Annual 
Financial Report for AC Transit. July 1, 2011 valuation was described in CAFR as Actuarial Valuation Date 
of June 30, 2012. July 1, 2012 valuation was described as Actuarial Valuation Date of June 30, 2013. 

Alameda Contra Costa Transit District Non-Trust Plan 
July 1, 2014 Valuation Report 
2/27/2015 ACCTD Non-Trust FY15 GASB45 Results 

® 
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APPENDIX A 
Valuation Assumptions 

Discount Rate - 4.00%. 

Actuarial Cost Method - Projected unit credit with benefits attributed on a level basis from date of hire 
until full eligibility. 

Amortization Method - Level dollar, 30 year open period. 

Mortality Rates - RP-2014 headcount weighted Blue Collar Mortality Table with application of the MP-
2014 improvement scale on a fully generational basis is used for Union employees and retirees. RP-
2014 headcount weighted White Collar Mortality Table with application of the MP-2014 improvement 
scale on a fully generational basis is used for Unrepresented employees and retirees. 

Withdrawal Rates - Representative values are shown below 

Probability of Termination Probability of Termination 
Years During Year During Year 

Age of Service ATU/IBEW AFSCME/N2n_-Ref)~~ 
Any 0 

1 
2 
3 
4 

5-9 
10+ 

New Entrants - None Assumed. 

8.0% 
8.0% 
7.0% 
6.0% 
5.0% 
3.0% 
1.5% 

12.0% 
7.0% 
5.0% 
5.0% 
5.0% 
5.0% 
1.5% 

Participation Assumption - Plan elections were based on reported information for current retirees. The 
following table shows the percentage of future union retirees assumed to elect coverage upon retirement. 

~Mmrr;m lllfl!e@!EI.IQ~ 
70% 80% 90% 1 00% 

For Non-Represented retirees, we assume that 85% will elect medical coverage and 95% will elect dental 
coverage. 

Dependent Assumptions - Dependent coverage for current retirees was based on reported 
information. For Non-Represented participants, 60% of future retirees who were assumed to elect 
coverage were also assumed to cover a spouse at retirement. The percentage assumed for future 
Represented retirees was 40%. Wives are assumed to be three (3) years younger than their husbands. 

Administrative Costs -The cost of administering the benefits provided by the non-Trust program are 
assumed to be included in the premiums charged for various coverages. 

1 
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Health Care Cost Trend - A flat 3% annual trend was applied to the Non-Represented dental cost and 
the vision cost. Medical and dental costs for Union retirees are assumed to stay at the current dollar level. 
The following medical trend schedule was applied to the Non-Represented health costs. 

Fiscal Year Pre-65 Post-65 
2014-2015 9.5% 6.75% 
2015-2016 9.0% 6.50% 
2016-2017 8.5% 6.25% 
2017-2018 8.0% 6.00% 
2018-2019 7.5% 5.75% 
2019-2020 7.0% 5.50% 
2020-2021 6.5% 5.25% 
2021-2022 6.0% 5.00% 
2022-2023 5.5% 5.00% 

2023+ 5.0% 5.00% 

Retirement Rates 

Retirement Rate of Retirement Rate of Retirement 
Age ATU/IBEW AFSCME/Non-Rep 
50 - 3.0% 
51 - 3.0% 
51 - 3.0% 
53 - 3.0% 
54 - 3.0% 
55 11.7% 8.0% 
56 10.4% 8.0% 
57 9.1% 8.0% 
58 9.1% 8.0% 
59 7.8% 8.0% 
60 15.0% 15.0% 
61 15.0% 15.0% 
62 30.0% 15.0% 
63 15.0% 15.0% 
64 15.0% 15.0% 
65 54.0% 50.0% 
66 40.0% 26.3% 
67 40.0% 26.3% 
68 40.0% 26.3% 
69 40.0% 26.3% 

70+ 100.0% 100.0% 

2 
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Rates and Contributions -Monthly premium rates for the period 7/1/2014- 6/30/2015 are as follows: 

Under Age65 
A e 65 and over 

Non-Represented Medical $1,030.86 $377.48 
Non-Represented Dental 65.65 65.65 
Vision 13.40 13.40 
Life 14.18 14.18 

Based on information provided by the District, we understand that the Non-Represented retiree 
medical rates are insured and se lf-supporting. They are shown at the average age of the Non
Represented population. The Non-Represented Medical per capita costs above were age-adjusted 
to age 65 for use in our valuation programs. Those age-adjusted rates are $1,236 for under 65 and 
$333 for over 65. 

Morbidity - The cost of health benefits for Non-Represented retirees is assumed to increase with 
age as follows: 

Age Morbidity 
<40 0.0% 

40-44 2.5% 
45-49 2.6% 
50-54 3.2% 
55-59 3.4% 
60-64 3.7% 
65-69 3.2% 
70-74 2.4% 
75-79 1.8% 
80-84 1.3% 
85+ 0.0% 

Age related morbidity costs are not explicitly reflected for represented retirees. Employer subsidized 
benefits provided to represented retirees under this plan and under the Trust Plan are limited to 
negotiated dollar amounts, with amounts in excess of the dollar amounts directly required as contributions 
from the represented retirees. There are separate premiums for union retirees, which we understand are 
not blended with active costs. We have assumed that those premiums are suitable for purpose of 
measuring retiree costs and thus any difference in cost due to changes in the age composition of the 
covered population would be passed along as contributions. 

Excise Tax on High-Cost Employer Health Plans (aka Cadillac Tax)- We expect that the Cadillac Tax, 
which is effective in 2018, will increase the 7/1/2014 health liability by approximately 0.9% and the normal 
cost by 2.9%. The calculation reflects the value of the high cost plan excise tax only for the Non
Represented medical benefits. We assumed that the value of the tax will be passed back to the Plan in 
the form of higher premium rates or administrative costs. The tax is 40% of the excess of the projected 
cost of coverage over the statutory limits. We calculated the cost of coverage using the current premiums 
and projected those costs with the valuation trend assumption. The statutory limits are assumed to 
increase from 2018 to 2019 by 4.20% (CPI plus 1 %) and by 3.20% (CPI) thereafter. 

3 
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Eligible for retiree benefits with the following subsidies at age 55 with 8 years of service for ATU and 
at age 55 with 10 years of service for AFSCME/IBEW. 

Medical benefits before age 65 (HMO) - the District does not subsidize directly; retiree pays full 
premium via direct retiree contributions and via use of subsidy provided under Alameda Contra 
Costa Transit District Trust Plan ("Trust Plan"). The value of the Trust Plan subsidy is not reflected in 
this valuation. 

Medical benefits after age 65 (HMO) - the District subsidizes a fixed $40 per month for single 
coverage and $80 per month for dual coverage directly from District assets. This amount is in 
addition to subsidy provided under the Trust Plan. The Trust Plan subsidy is not reflected in this 
valuation. Subsidy of $150 per month for spouse continues after death of retirees for ATU. There is 
no surviving spouse subsidy for retirees in other unions. Subsidy is not available to spouse of 
employee who dies in active service after meeting eligibility requirements. 

Dental benefits- the District subsidizes a fixed $20 per month for single coverage only. No 
subsidized coverage available to surviving spouse 

Vision benefits - the District subsidizes the full cost (currently $13.40 per month) for single coverage 
only. No subsidized coverage available to surviving spouse. 

Life insurance benefits - the District subsidizes $14.18 per month for retiree only. We have not been 
provided with information regarding the face amount of life insurance actually provided. We have 
assumed that the $14.18 per month reflects the cost of the retiree coverage and that the $14.18 
amount was set based on retiree experience. Actual costs may increase as the population ages, 
even if that amount is currently appropriate. However, we do not feel this difference would have a 
material impact on the valuation, as the measured life insurance liability represents only 9% of the 
overall Actuarial Accrued Liability. 

For Non-Represented Participants: 
Eligible for retiree benefits with the following subsidies at age 50 with 5 years of service. 

Medical benefits before age 65 (HMO) - the District subsidizes a percentage of the lowest offered 
premium (currently $1,030.86 per month) for retiree based on the schedule below. Spouse also 
eligible for lowest offered premium, but spouse must contribute $1 oo per month (assumed to be fixed 
at current level). 

Medical benefits after age 65 (HMO) - the District subsidizes a percentage of the lowest offered 
premium (currently $377.48 per month) for retiree based on the schedule below. Spouse also eligible 
for lowest offered premium, but spouse must contribute $100 per month (assumed to be fixed at 
current level). 

Benefit Schedule 
Years of Service Percentag~ 

~ -

5 50% 
6 60% 
7 70% 
8 80% 
9 90% 

10+ 100% 

4 
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As the data did not include years of service for retirees, we conservatively assumed that all 
unrepresented retirees were not required to contribute for medical benefits. 

Subsidized spouse medical benefit coverage continues after the death of the retiree if the spouse 
continues to make the requisite $100 per month contribution . The spouse of an employee who dies 
in active service is not eligible for subsidized coverage. 

Dental benefits - the District subsidizes $65.65 per month for single coverage. No additional 
subsidy is assumed for dependent coverage. 

Vision benefits - the District Subsidizes $13.40 per month for single coverage. No additional 
subsidy is assumed for dependent coverage. 

Life insurance benefits - the District subsidizes $14.18 per month for sing le coverage. No 
additional subsidy is assumed for dependent coverage. 

5 
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APPENDIXD 
GLOSSARY OF TERMINOLOGY 

Actuarial Accrued Liability (AAL) - The actuarial present value of benefits attributed to employee 
service rendered to a particular date. 

Active Plan Participant - Any active employee who has rendered service during the credited service 
period and is expected to receive benefits, including benefits to or for any beneficiaries and covered 
dependents, under the postretirement benefit plan. 

Actuarial Present Value - The value, as of a specified date, of a future benefit cost or a series of benefit 
costs, with each amount adjusted to reflect (a) the time value of money (through discounts for interest and 
(b) the probability of payment (for example, by means of decrements for events such as death, disability, 
withdrawal or retirement) between the specified date and the expected date of payment. 

Amortization - Systematic reduction of the principal portion (only) of an asset or liability. 

Annual Required Contribution - Consists of the normal cost and a portion of the total unfunded 
actuarial accrued liability (UAAL). The normal cost and UAAL are derived from the actuarial present value 
of benefits, the actuarial cost method, and the plan assets. 

Discount Rate - The interest rate used in developing present values to reflect the time value of money. 

Health Care Cost Trend Rate - An assumption about the annual rate(s) of change in the cost of health 
care benefits currently provided by the postretirement benefit plan, due to factors other than changes in 
the composition of the plan population by age and dependency status, for each year from the 
measurement date until the end of the period in which benefits are expected to be paid. The Health Care 
Cost Trend Rate implicitly considers estimates of health care inflation, changes in health care utilization 
or delivery patterns, technological advances, and changes in the health status of plan participants. 
Differing types of service, such as hospital care and dental care, may have different trends. 

Normal Cost - The portion of the present value of future benefits attributed to employee service during a 
period. 

Substantive Plan - The terms of a postretirement benefit plan as understood by an employer that 
provides postretirement benefits and the employees who render services in exchange for those benefits. 
The substantive plan is the basis for the accounting for that exchange transaction. In some situations an 
employer's cost-sharing policy, as evidenced by past practice or by communication of intended changes 
to a plan's cost-sharing provisions, or a past practice of regular increases in certain monetary benefits 
may indicate that the substantive plan differs from the extant written plan. 

6 
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February 27, 2015 

Mr. Ralph Martini 
Controller 
Alameda-Contra Costa Transit District 
1600 Franklin Street 
Oakland, CA 94612 

RE: AC Transit District- GASB 45 FVE 6/30/2015 Results for the Trust Plan 

Dear Mr. Martini: 

xerox -~ r ~ ..... 

Brian Hlava, ASA, MAAA, FCA 
Director, Consulting Actuary 

Buck Consultants, LLC. 
500 Plaza Drive 
Secaucus, NJ 07096 

brian.hlava@xerox.com 
Tel 201.902.2962 
Fax 201 .902.2883 

This letter presents the result of Buck Consultants' (Buck's) actuarial analysis of the current liability for the AC 
Transit District's (the District's) Trust postretirement medical benefit program for the fiscal year ending June 30, 
2015. The goal of this analysis is to provide results for the District's financial reporting purposes under 
Governmental Accounting Standards Board Statement Number 45 (GASB 45). This valuation also presents 
information for the financial reporting of the Trust Plan under Governmental Accounting Standards Board 
Statement Number 43 (GASB 43). Use of this report for any other purposes or by anyone other than AC Transit 
and its auditors may not be appropriate and may result in mistaken conclusions because of failure to understand 
applicable assumptions, methods, or inapplicability of the report for that purpose. Because of the risk of 
misinterpretation of actuarial results, you should ask Buck to review any statement you wish to make on the 
results contained in this report. Buck will not accept any liability for any such statement made without review by 
Buck. The attached pages should not be provided without a copy of this cover letter. 

The valuation was based on asset, census and cost data supplied by the District and our understanding of the 
benefit provisions. The information is provided in the following exhibits: 

• Exhibit 1 shows the current liability and the development of the Annual Required Contribution 
• Exhibit 2 shows the required schedules of previous results 

General Results 

Exhibit 1 provides the Actuarial Accrued Liability (AAL) as of July 1, 2014 for active employees and retirees in the 
program. The AAL is defined as the actuarial present value of benefits attributed to employee service rendered to 
a particular date. 

The exhibit also shows the normal cost, which is the value of the benefit to be earned by the active employees for 
service during fiscal year 2015. A discount rate of 4.00% is used throughout this analysis. This is a reduction 
from the 4.50% discount rate assumed in the last valuation, to reflect a lowered expectation of real return on 
money market type funds, based on recent experience of the financial markets. The 4.00% discount rate is the 
same rate that is being used for the Non-Trust plan for this fiscal year, as the benefits for both plans are now 
generally expected to be paid out of District funds rather than out of set aside plan assets. 
Previous valuations had used an even higher discount rate than the 4.50% assumed last valuation, with the 
earlier valuations assuming that the Plan was partially funded. However, as part of our last valuation, analysis of 
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the assets and comparisons of recent contributions to expected cash benefit costs showed that the Plan is no 
longer significantly prefunded. GASB 45 allows for use of a discount rate based on expected earnings of set 
aside assets in a trust fund which is generally a higher discount rate than would be expected to be earned on 
general District funds. The use of a rate expected for trust fund assets generally results in lower liability amounts 
for a pre-funded plan. 

GASB 45 provides disclosure requirements for Other Postemployment Benefit (OPEB) plans effective as early as 
plan years beginning after December 15, 2006. GASB Statement 45 requires the calculation of an Annual 
Required Contribution (ARC) consisting of the Normal Cost and a not greater than 30 year amortization of the 
Unfunded Actuarial Accrued Liability (UAAL). There is no requirement for the AC Transit District to actually fund 
this amount. The UAAL is the Actuarial Accrued Liability (AAL) less any assets held for the plan. 

Actuarial Assumptions and Methods 

Appendix A outlines the actuarial assumptions and methods used in these calculations. The assumptions and 
methods are the same as those used in the July 1, 2013 valuation except the discount rate was decreased from 
4.5% to 4.0% to reflect reduced expectations for real return on short term money market type investments and 
the mortality was updated to the RP-2014 headcount weighted blue collar base table and the MP-2014 
improvement scale to reflect recent research published by the Society of Actuaries. Both of these changes 
increased the AAL measured in the valuation, with the discount rate increasing the AAL by about 6% and the 
updated mortality assumption increasing the AAL by about 2%. The impact on the normal cost was about 11% 
for the discount rate change and 1% for the update to the mortality assumption. 

The plan sponsor selected the economic assumptions used for the results in this report with our concurrence. We 
believe that these assumptions are reasonable for financial accounting purposes. The demographic assumptions 
used represent a reasonable estimate of future demographic experience of the plan participants. Given the 
assumptions selected, the results presented in this letter have been prepared in accordance with our 
understanding of the requirements of GASB 43 and 45. 

Future actuarial measurements may differ significantly from the current measurements presented in this report 
due to such factors as the following: retiree group benefits program experience differing from that anticipated by 
the assumptions; changes in assumptions; increases or decreases expected as part of the natural operation of 
the methodology used for these measurements (such as the end of an amortization period); and changes in 
retiree group benefits program provisions or applicable law. Retiree group benefits models necessarily rely on the 
use of approximations and estimates, and are sensitive to changes in these approximations and estimates. Small 
variations in these approximations and estimates may lead to significant changes in actuarial measurements. 
Because of limited scope, Buck performed no analysis of the potential range of such future differences. 

The provisions of the Patient Protection and Affordable Care Act and associated Health Care and Education 
Reconciliation Act (together known as Health Care Reform) were considered but deemed to not significantly 
impact the results. For example, since it is assumed that the amounts subsidized by the County would not 
increase in the future, the Excise Tax on High Cost Health Plans (aka Cadillac Tax) would have no impact. 

The liability amounts shown in Table 1 are normally made up of two components. The first is the value of the 
cash contributions that the District makes towards retiree coverage. The second is the value of any "rate cross 
subsidy" provided to retirees who enroll in the District's medical and dental plans. This "rate cross subsidy" 
occurs when the retiree rates are a blend of the active and retiree claim experience. In essence the active 
employees are subsidizing the retiree cost for this benefit plan. This subsidy is also a liability for the District under 
GASB 43 and 45 reporting requirements. We understand that early retiree (under age 65) premiums for benefits 
provided through the Trust Plan are not blended with the active rates. Premiums for retirees age 65 and over are 
also unblended. Therefore, there is no rate cross subsidy reflected in Table 1. As the District's contributions are 
limited to fixed dollar amounts under the substantive plan valued, and as premiums are set to represent only the 
cost of covered union retirees, we have not reflected any age related subsidy within premium class. 

Alameda Contra Costa Transit District Trust Plan 
July 1, 2014 Valuation Report 
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As noted, the District contributions valued here are not adjusted for the age of the covered participants. 
According to the Actuarial Standards of Practice (ASOP) currently effective, in certain circumstances 
measurement of retiree medical liabilities may be based on premiums without adjustment for age. 1 However, the 
ASOP applicable for measurements on or after March 31 , 2015, provides significant new guidance around 
premium rates for pooled arrangements. In particular, it indicates that unaged premium rates only should be used 
in very limited circumstances.2 The results in these calculations do not reflect this guidance. We anticipate that 
when the plan's arrangement is evaluated in light of this new guidance, there is a possibility that we may 
conclude that age adjustments will be necessary for future valuations. 

Substantive Plan 

Appendix B summarizes our understanding of the key plan provisions of the Trust retiree medical program as of 
July 1, 2014. The eligibility requirements used in this valuation are different from the previous valuation due to a 
clarification from the District. For ATU employees, the requirement is age 55 with 8 years of service whereas in 
our previous valuation, it was age 55 with 1 0 years of service. For AFSCME employees, the requirement is age 
55 with 10 years of service whereas in our previous valuation, it was age 50 with 10 years of service. These 
changes increased the AAL by about 1.4% and the normal cost by about 2.3%. 

Participant Data 

The valuation was based on census data provided by the District for purposes of this valuation. Although we did 
not audit the data, we did check it for reasonableness and compared it to the data from last year. The valuation 
relies on the accuracy of the data provided. For active employees, the data included date of birth, date of hire, 
sex and bargaining unit. For retirees, the data included information on date of birth, sex, coverage information, 
and bargaining unit. Appendix C summarizes the demographics of active employees and retirees separately. 

Actuarial Certification 

The consulting actuary listed below is a member of the American Academy of Actuaries, and meets the 
Academy's Qualification Standards to issue this Statement of Actuarial Opinion. 

If you have any questions on this material, please do not hesitate to call. 

Sincerely, 

Buck Consultants, LLC 

Brian J. Hlava, ASA, MAAA, FCA 
Director, Consulting Actuary 

cc: David Kershner 

1 See for example ASOP 6, Measuring Retiree Group Benefit Obligations, §3.4.5, which says "the actuary may 
use a single unadjusted premium rate applicable to both active employees and non-Medicare-eligible retirees if 
the actuary has determined that the insurer would offer the same premium rate if only non-Medicare-eligible 
retirees were covered." 

2 ASOP 6, Measuring Retiree Group Benefits Obligations and Determining Retiree Group Benefits Program 
Periodic Costs or Actuarially Determined Contributions, §3.7.7.c 

Alameda Contra Costa Transit District Trust Plan 
July 1, 2014 Valuation Report 
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EXHIBIT 1 
ALAMEDA CONTRA COSTA TRANSIT DISTRICT 

July 1, 2014 GASB 45 Valuation Results 
Trust Plan 

Discount Rate: 4.00% 

(A) - Summary of Postretirement Benefit Liabilities 

Actuarial Accrued Liability (AAL) at 7/1 /2014 
Active Employees 
Retirees 
Total 

Assets at 7/1/2014' 

Unfunded Actuarial Liability (UAL) at 7/1/2014 

(B) - Annual Required Contribution (ARC) 

Amortization of UAL 
Normal Cost 

TOTAL ARC for Fiscal 2015 

(C) - Balance Sheet Information 

Estimated Net OPEB Obligation (NOO) · 6/30/2014 

Annual OPES Cost (AOC) for FY 2015 
ARC 
Adjustment to ARC 
Interest on NOO at beg. of year 

TOTAL AOC for FY 2015 

Contributions 

Estimated Net OPEB Obligation (NOO)- 6/30/2015*' 

·Assets reflect accounts payable, accounts receivable, and current liabilities . 
.. To be updated when actual contribution amounts become available. 

Alameda Contra Costa Transit District Trust Plan 
July t, 20 t4 Valuation Report 
2/27/2015 ACCTD Trust FYI 5 GASB45 Results 

ATU 

$40,588,936 
48,770,174 

$89,359, 110 

$1,578,939 

$87,780,171 

$3,135,059 
1,909,008 

$5,044,067 

IBEW 

$609,004 
441,329 

$1,050,333 

$234,069 

$816,264 

$29,153 
29,829 

$58,982 

xerox ~ ~® ~~ 

AFSCME 

$4,321,257 
3,917,352 

$8,238,609 

$783,623 

$7,454,986 

$266,254 
190,923 

$457,1 77 

$ 

$ 

$ 

Total 

$45,519,197 
53,1 28,855 

$98,648,052 

$2,596,631 

$96,051,421 

$3,430,466 
2,129,760 

$5,560,226 

7,011 ,785 

$5,560,226 
(260,442) 
280,471 

$5,580,255 

2,500,000 

10,092,040 
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EXHIBIT 2 
Trust Plan 

Development of Annual OPEB Cost (AOC) and Net OPEB Obligation (NOO) 

FY 2014 FY 2015 
a) NOO (beg. of fiscal year) $ 4,618,758 $ 7,011,785 
b) ARC 5,164,501 5,560,226 
c) Interest on NOO 207,844 280,471 
d) ARC Adjustment (184,318} (260,442} 
e) AOC (b + c +d) 5,188,027 5,580,255 
f) Contribution (estimated) 2,795,000 2,500,000 
g) NOO (estimated end of fiscal year) 7,011 ,785 10,092,040 

FY 2015 AOC is estimated and will vary depending upon actual FY2015 contribution. 

Schedule of Contributions 

t-1sca1 Year t:noeo June Annual Ut-'t:t::S Annual Amount Percentage Net Ut-'t::l::i 
30 Cost Contributed Contributed Obligation 

2012 $ 4,561,000 $ 1,819,000 40% $ 1,404,000 
2013 $ 5,023,127 $ 1,808,369 36% $ 4,618,758 
2014 $ 5,188,027 $ 2,795,000 54% $ 7,011 ,785 
2015* $ 5 580,255 $ 2,500,000 45% $ 10,092,040 

"' FY15 amount based on estimated contributions. 

Schedule of Funding Progress 

unrunaea 
Actuarial Valuation Actuarial Value Actuarial Accrued Actuarial Accrued 

Date of Assets Liability (AAL) Liability (UAAL) Funded Ratio 
7/1/2010 $ 8,895,000 $ 70,574,000 $ 61,679,000 13% 

7/1/2011** $ 8,542,000 $ 80,381 ,000 $ 71,839,000 11% 
7/1/2012** $ 7,100,000 $ 78,305,000 $ 71,205,000 9% 
7/1/2013 $ 3,868,431 $ 88,290,514 $ 84,422,083 4% 
7/1/2014 $ 2 596 631 $ 98 648,052 $ 96 051 421 3% 

•• Amounts as shown in Required Supplementary Information section of June 30, 2014 Consolidated Annual 
Financial Report for AC Transit. July 1, 2011 valuation was described in CAFR as Actuarial Valuation Date of 
June 30, 2012. July 1, 201 2 valuation was described as Actuarial Valuation Date of June 30, 2013. 
Values shown for 7/1/12 val AVA was 6,237,000, AAL was 81,355,000 UAAL was 75,11 8,000 Funded ratio 8%. 

Alameda Contra Costa Transit District Trust Plan 
July 1, 2014 Valuation Report 
2/27/201 5 ACCTD Trust FY15 GASB45 Results.xlsx 
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APPENDIX A 

Valuation Assumptions 

Discount Rate - 4.00%. 

Overall Payroll Increase Rate - 3.50%. 

xerox ~ ® ~~ 

Actuarial Cost Method - Projected unit credit with benefits attributed on a level basis from date of hire until 
date of full eligibility. 

Amortization Method - Level percentage of pay, 30 year open period. 

Asset Valuation Method - Market value. Asset amounts are net of liabilities recorded on plan's financial 
statements and do not include assets held or receivable if specifically earmarked for dependent care 
benefits. 

Mortality Rates - RP-2014 headcount weighted Blue Collar Mortality Table with application of the MP-
2014 improvement scale on a fully generational basis 

Withdrawal Rates - Representative values are shown below 

Probability of Termination Probability of Termination 
Years During Year During Year 

Age of Service ATU/IBEW AFSCME 
Any_ 0 8.0% 12.0% 

1 8.0% 7.0% 
2 7.0% 5.0% 
3 6.0% 5.0% 
4 5.0% 5.0% 

5-9 3.0% 5.0% 
10+ 1.5% 1.5% 

New Entrants - None Assumed. 

Participation Assumption - Medical plan elections were based on reported information for current 
retirees. For future retirees, 87% are assumed to elect coverage upon retirement. 

Dependent Assumptions - Not applicable. 

Administrative Costs - The cost of administering the Trust is assumed to represent 3% of the cost of 
benefits provided based on actual costs. 

Alameda Contra Costa Transit District Trust Plan 
July 1, 2014 Valuation Report 
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Health Care Cost Trend - The following medical trend schedule was assumed. However, given that the 
District subsidizes medical benefits only up to specified amounts shown in Appendix B, and given that we 
assume that all participating retirees have costs in excess of these amounts, whether they take medical 
insurance through the District or otherwise; the trend rates do not have any direct impact on the results of the 
valuation. The calculations included in this report would not be appropriate for assessing the sufficiency of 
funding were the specified amounts shown in Appendix B to be increased by negotiation such that the plan 
continued the current percentage of cost subsidy into future periods. 

Fiscal Year Pre-65 Post-65 
2014-2015 9.5% 6.75% 
2015-2016 9.0% 6.50% 
2016-2017 8.5% 6.25% 
2017-2018 8.0% 6.00% 
2018-2019 7.5% 5.75% 
2019-2020 7.0% 5.50% 
2020-2021 6.5% 5.25% 
2021-2022 6.0% 5.00% 
2022-2023 5.5% 5.00% 

2023+ 5.0% 5.00% 

Retirement Rates 

Rate of Retirement Rate of Retirement 
Retirement Age ATU/IBEW AFSCME 

50 - 3.0% 
51 - 3.0% 
51 - 3.0% 
53 - 3.0% 
54 - 3.0% 
55 11 .7% 8.0% 
56 10.4% 8.0% 
57 9.1% 8.0% 
58 9.1% 8.0% 
59 7.8% 8.0% 
60 15.0% 15.0% 
61 15.0% 15.0% 
62 30.0% 15.0% 
63 15.0% 15.0% 
64 15.0% 15.0% 
65 54.0% 50.0% 
66 40.0% 26.3% 
67 40.0% 26.3% 
68 40.0% 26.3% 
69 40.0% 26.3% 
70+ 100.0% 100.0% 

Rates and Contributions - Retires are not required to contribute. The amounts subsidized by the Plan are 
shown in Appendix B. 

Alameda Contra Costa Transit District Trust Plan 
July 1, 2014 Valuation Report 
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Eligible for retiree benefits with the following subsidies at age 55 with 8 years of service for ATU and at 
age 55 with 10 years of service for AFSCME/IBEW. 

Medical benefits - the Trust subsidizes a portion of medical insurance premiums or reimburses eligible 
medical expenses in an amount not to exceed the following negotiated monthly amounts: 

Pre Age 65 Post Age 65 
ATU $691 $335 
IBEW $691 $335 
AFSCME $601 $282 

For purposes of this valuation, the above rates , without further increase are assumed to be the 
substantive plan to be measured. No subsidy is provided for spouse coverage. After the death of an 
ATU retiree, a subsidy of $150 per month is available for the life of the surviving spouse. 

Additional subsidy amounts are provided directly from the District for District sponsored coverage under 
the non-Trust Plan. 

Dental benefits - the Trust does not subsidize. 

Vision benefits - the Trust does not subsidize. 

Life insurance benefits - the Trust does not subsidize. 

Contribution Amounts-The District makes contributions to the Trust based on negotiated cents per 
hour amounts. The current contribution rates are: 

_ Bargaining Unit Contribution Rate 
ATU 

AFSCME 
IBEW 

$1 .10 per hour per employee (will increase to 
$1 .30 per hour if the Trust's fund falls below 
$2 million in assets.) 
No contribution 
$1 .04 er hour er em lo ee 

Alameda Contra Costa Transit District Trust Plan 
July 1, 2014 Valuation Report 
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APPENDIX C 
Trust Plan 

Summary of Census Data as of July 1, 2014 

Pre-65 Retirees Post-65 Retirees 
Average Average 

Union Heads Age Heads Age 
AFSCME 25 62.0 58 69.6 
ATU 254 61.5 694 73.8 
IBEW g 63.1 z 71.1 
Total 281 61.6 759 73.4 

Active Em~loyees 
Average 

Union Heads Age 
AFSCME 220 49.4 
ATU 1,562 48.4 
IBEW 24 49.0 
Total 1,806 48.6 

Alameda Contra Costa Transa District Trust Plan 
July 1, 2013 Valuation Report 
2/26/2015 ACCTD 2014 Trust Census Exhibit 

Average 
Service 

14.1 
13.4 
12.1 
13.5 

Grand Total 
Average 

Heads Age 

83 67.3 
948 70.5 

~ 69.3 
1,040 70.2 
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Glossary of Terminology 

Actuarial Accrued Liability (AAL) - The actuarial present value of benefits attributed to employee 
service rendered to a particular date. 

Active Plan Participant - Any active employee who has rendered service during the credited service 
period and is expected to receive benefits, including benefits to or for any beneficiaries and covered 
dependents, under the postretirement benefit plan. 

Actuarial Present Value - The value, as of a specified date, of a future benefit cost or a series of benefit 
costs, with each amount adjusted to reflect (a) the time value of money (through discounts for interest and 
(b) the probability of payment (for example, by means of decrements for events such as death, disability, 
withdrawal or retirement) between the specified date and the expected date of payment. 

Amortization - Systematic reduction of the principal portion (only) of an asset or liability. 

Annual Required Contribution - Consists of the normal cost and a portion of the total unfunded 
actuarial accrued liability (UAAL). The normal cost and UAAL are derived from the actuarial present value 
of benefits, the actuarial cost method, and the plan assets. 

Discount Rate - The interest rate used in developing present values to reflect the time value of money. 

Health Care Cost Trend Rate - An assumption about the annual rate(s) of change in the cost of health 
care benefits currently provided by the postretirement benefit plan, due to factors other than changes in 
the composition of the plan population by age and dependency status, for each year from the 
measurement date until the end of the period in which benefits are expected to be paid. The Health Care 
Cost Trend Rate implicitly considers estimates of health care inflation, changes in health care utilization 
or delivery patterns, technological advances, and changes in the health status of plan participants. 
Differing types of service, such as hospital care and dental care, may have different trends. 

Normal Cost - The portion of the present value of future benefits attributed to employee service during a 
period. 

Substantive Plan - The terms of a postretirement benefit plan as understood by an employer that 
provides postretirement benefits and the employees who render services in exchange for those benefits. 
The substantive plan is the basis for the accounting for that exchange transaction. In some situations an 
employer's cost-sharing policy, as evidenced by past practice or by communication of intended changes 
to a plan's cost-sharing provisions, or a past practice of regular increases in certain monetary benefits 
may indicate that the substantive plan differs from the extant written plan. 

Alameda Contra Costa Transit District Trust Plan 
July 1, 2014 Valuation Report 
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New rules try to spotlight hidden retirement debt 

An accounting board best known for requiring the calculation and reporting of the debt owe.d for 
retiree health care promised government workers, which often turned out to be shockingly large, 
is having another moment. 

This month the Governmental Accounting Standards Board applied new rules for reporting 
pension debt to retiree health care. It's a broader look, shows year-to-year changes, and requires 
local governments in state systems to report their share of debt. 

And the new numbers must be reported on the face page of financial documents, not buried deep 
in the notes of lengthy documents known only to those with green eyeshades. 

This month also is the end of the first fiscal year for which local governments are required to 
report their share of pension debt under the new rules. The two big state pension systems, 
CalPERS and CalSTRS, are helping local governments do the paperwork. 

The purpose of the new rules was briefly outlined last week by the accounting board chairman, 
David Vaudt, in an interview with CNBC about the change for retiree health care, often called in 
government Other Post-Employment Benefits. 

"Previously, what happened under current standards is that the pension and OPEB liabilities 
appeared in the footnotes of the financial statement, and regretfully that didn't get the attention 
of the policymakers, the mayors and councils, the governors and the legislators," Vaudt said. 

David Vaudt 

"So, what the new standards will do is they will elevate that pension liability, that OPEB liability 
to the face of the financial statement. And this will provide a much clearer picture, an enhanced 
picture, of what these promises actually are, what the magnitude of those promises are, and 
whether assets are being set aside to actually pay for those benefits in the future." 

Needless to say, public knowledge of a problem does not necessarily lead to a prompt political 
solution. 
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The first report of California state worker retiree health care debt, following the earlier GASB 
directive, was $47.8 billion in 2007. By last year the debt had grown to $72 billion, larger than 
the $50 billion debt or "unfunded liability" for state worker pensions. 

State worker retiree health care has been one of the fastest-growing state expenses: $1.9 billion 
next fiscal year, up fourfold from $458 million in 2001. It's also one of the most generous 
benefits, requiring no contribution from most state workers. 

The subsidy pays 100 percent of the average health care premium for retirees, 90 percent for 
their dependents. It's an incentive for early retirement at age 50 or 55, some argue, because the 
subsidy for active state workers is 80 to 85 percent of the premium. 

On becoming eligible for Medicare at age 65, retired state workers are expected to enroll and 
switch to a supplemental state health insurance plan for costs not covered by the federal plan. 

Last January Gov. Brown proposed a long-term plan to cut costs. State worker retiree health care 
would be shifted from "pay-as-you-go" funding, which only pays the health insurance premiums 
each year, to pension-like "prefunding" that invests additional money to earn interest. 

State workers would contribute half of the normal cost of the plan, work longer to qualify for full 
retiree health care, receive a subsidy no higher than active workers, have the option of a lower
cost health plan, and face tighter dependent eligibility and Medicare switch reviews. 

The plan must be bargained with unions. An incentive for unions might be that agreeing to the 
plan would strengthen the "vested right" to retiree health care, which some think may not have 
the legal protection currently given to pensions. 

A chart in the governor's revised budget proposal last month shows retiree health care costs 
rising for nearly three decades under the plan, as prefunding is added to pay-as-you-go costs, 
before dropping sharply to yield big savings. 
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One of the big criticisms of public pensions, that investment earnings are too optimistic and 
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conceal massive debt, surfaced in the Legislature in 2006, when the state Senate removed David 
Crane from the CalSTRS board. 

For almost a year, Crane had repeatedly questioned whether the CalSTRS earnings forecast was 
too high. His opponents reportedly said he was undermining support for public pensions, leading 
to a Senate vote not to confirm his appointment. 

How important are pension fund earnings? CalSTRS and CalPERS both expect a diversified 
portfolio of stocks, bonds and other investments to pay about two-thirds of future pension costs, 
with another third from employer-employee contributions. 

The current earnings forecast of the two big pension systems is 7.5 percent a year, down from 8 
percent a decade ago. What happens when the earnings forecast drops was shown in a well
publicized paper by Stanford graduate students in 2010. 

Using a risk-free bond rate recommended by some economists for pensions, 4.14 percent, the 
debt or "unfunded liability" for CalPERS, CalSTRS and UC Retirement ballooned from $55.4 
billion to $500 billion. 

A credit-rating firm, Moody's, began using a lower earnings forecast for pension debt in 2013. 
The stricter stance is costing Moody's business as some cities use other firms to get higher bond 
ratings, the Wall Street Journal reported this month. 

The new GASB rules, aiming for middle ground with a "blended" rate, allow a pension fund to 
use its earnings forecast. But if the projected assets fall short of covering future pension 
obligations, a lower bond earnings rate must be used for the shortfall. 

Two years ago CalSTRS feared its debt under the new rules would be the nation's largest, $167 
billion. But last year legislation raised employer-employee contributions $5 billion over seven 
years, dropping the debt to $58.4 billion. 

The part of CalSTRS debt school districts and other employers will report is based on their share 
of total contributions. The districts have the option of using financial data from last fiscal year or 
waiting until October for data from the cmTent year. 

The CalPERS debt for non-teaching school employees also will be based on the district's share 
of total contributions. CalPERS is preparing accounting valuation repotis for its state, local 
government and school plans, charging $850 or $2,500 per plan. 

In the early years of California pension funds, there was no controversy over earnings forecast 
and no ballooning debt. Public pension funds like CalPERS, formed in 1932, were only allowed 
to invest in bonds with a predictable yield. 

Then in 1966 voters approved Proposition 1 that allowed up to 25 percent of pension fund 
investments to be in large-company stock that paid dividends and met other safety tests. 
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Voters rejected a measure in 1982, Proposition 6, that would have allowed 60 percent of pension 
fund investments to be in stocks. But in 1984 voters approved Proposition 21 allowing any 
investment that followed the "prudent person" rule. 

The ballot pamphlet argument for Proposition 21 said pension board trustees would be 
"personally liable" if they fail to exercise the care of a "prudent person" knowledgeable in 
investment matters. 

Now CalPERS and CalSTRS purchase insurance to protect board members from being 
personally liable for bad investment decisions. There have been no lawsuits or legal claims 
alleging board members made imprudent decisions. 

Reporter Ed Mendel covered the Capitol in Sacramento for nearly three decades, most recently 
for the San Diego Union-Tribune. More stories are at Calpensions.com. Posted 29 Jun 15 



7/29/2015

1

Other Post Employment Benefits

Presentation to the Board of Directors
July 29, 2015

Presented by
Kathleen Kelly, Interim General Manager

James Pachan, Interim Chief Financial Officer
Donald Eckert, Director of Management & Budget

1OTHER POST EMPLOYMENT BENEFITS

GASB 45

• What is OPEB? Postemployment benefits 
other than Pension 

• Most government agencies reported their 
cash outlays for OPEB each year
– Didn’t represent the cost to the employer of 

OPEB earned by employees

• 2004 Governmental Accounting Standards 
Board (GASB) issued Statement 45
– Effective for the District in FY 2007/08

2OTHER POST EMPLOYMENT BENEFITS
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GASB 45
• Purpose of GASB 45 

– Accrue benefits earned by active employees 
throughout the year

– Provide information as to what extent accrued 
actuarial liabilities are being funded.

• Approach was similar to GASB 27, which 
addressed accounting for pensions
– District needed to hire actuary to compute liability

• GASB 45 does not provide rules for funding or 
managing the liability (i.e. no requirement to 
fund)
– The District, and most public agencies, continued with 

PAYGO funding
3OTHER POST EMPLOYMENT BENEFITS

WHAT ARE THE IMPORTANT 
NUMBERS

• Actuarial Liabilities
– Present Value of Benefits (PVB)

• Past and future service liability

• Actuarial Accrued Liability (AAL)
– Past service liability

• Normal Cost
– Liability for one year of benefit service

4OTHER POST EMPLOYMENT BENEFITS
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WHAT DOES IT ALL MEAN?

• Example:  A couple want their child to go to 
college and estimate tuition will be $180,000.  
They have not saved any money for this.  When 
the child turns 10:
– Past Service Liability = $100,000 which can be 

amortized

– Current Normal Costs = $10,000 

– Future Service Liability = $70,000

• Funding this on an annual basis would be a 
reasonable way of achieving the goal

5OTHER POST EMPLOYMENT BENEFITS

WHAT IMPACTS THE NUMBERS

• Assumptions (Similar to Pension)
– Rising Health Care Costs

• Cadillac Tax

– Rate of Return (Most recent is 4%)

– Mortality, Retirement, Turnover, Eligibility

– 30 Year Amortization Method

– Administrative Cost (Trust)

6OTHER POST EMPLOYMENT BENEFITS
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TRUST AND NON-TRUST

2010 2011 2012 2013 2014

13%

11%

9%

4%
3%

Funded Ratio of Trust • Accounting Treatment 
same for Trust and 
Non-Trust

• Unique for the District
• Includes all 

bargaining unit 
employees

• Contributions based 
on hours worked.

• Rates vary by 
bargaining unit and 
value of plan.

• Non-Trust includes all 
Unrepresented 
employees

FINANCIAL STATEMENT IMPACT

• Income Statement
– Annual Required Contribution (ARC)

• Must report normal costs plus amortization of 
unfunded liability

• Balance Sheet
– Net OPEB Obligation (NOO) = cumulative 

difference between ARC and contributions

– At inception, most employers reported an 
NOO of zero

8OTHER POST EMPLOYMENT BENEFITS
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THE DISTRICT’S FINANCIALS
Expense (Income Stmt.) 

vs. Funding NOO (Balance Sheet)

9
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$158.8M
• Difference 

between the 
actuarial accrued 
liability and value 
of assets 
accumulated to 
finance it

• The challenge is 
not just funding 
the annual 
expense but 
managing the 
liability
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WHAT ARE OTHERS DOING?

OTHER POST EMPLOYMENT BENEFITS 11

` METHOD
ANNUAL OPEB 

COSTS
% OPEB COST 
CONTRIBUTED NOO

AC TRANSIT PAYGO $10.7 58% $19.6

1 STATE OF CALIFORNIA PAYGO $5,129.0 37% $19,489.0

CITY OF OAKLAND PAYGO $40.5 51% $235.1

TRI MET PAYGO $91.2 18% $430.9

GOLDEN GATE PRE-FUND $11.3 100% $0.0

2 SANTA CLARA COUNTY PRE-FUND $14.1 100% ($20.7)
  TRANS. AUTHORITY

1.  Govenor Brown last January proposed a long-term plan to cut costs by shifting from PAYGO to Pre-funding

2.  NOO for Santa Clara is an asset.  The OPEB costs has been over-funded since GASB 45 inception.

SUMMARY

• The District is in compliance with GASB 45

• GASB 45 provides guidance for 
accounting of OPEB not a requirement to 
fund or manage the liability

• Staff will continue discussion at the Board 
Retreat in September
– Allows time for Actuary to cost out alternatives

12OTHER POST EMPLOYMENT BENEFITS
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Questions

13OTHER POST EMPLOYMENT BENEFITS




