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Senior Portfolio Manager, U.S. Bank

• Kate Cannie
Senior Manager – Public Agency Retirement Services (PARS)

• Dion Papafote
Senior Manager – Public Agency Retirement Services (PARS)



Roundtable Discussion

• Who is funding? Who is not? What do we know from reports/studies?

• Pay-as-you-go vs. prefunding; how do we analyze which is better for my 
agency?

• What are the impediments of moving from pay-go to trust funding?

• How much do we need to contribute? Where do the funds come from?

• What have local governments done recently to pay down OPEB liabilities?

• Is it the right time to become more aggressive or conservative with investments?

• Is your trust trustworthy (compliant)?



Part I: 
Baby Steps to Start Funding Your 

OPEB Trust



Current State of Retiree Healthcare - Nationally

Source: Public Plans Database

https://app.powerbi.com/groups/me/reports/6cc5e43d-ae8c-41d0-854c-71b18e8d5679/?pbi_source=PowerPoint


OPEB Funding Stats Nationwide

States 4.70%

Counties 4.90%

Cities 5.60%

School Districts 4.90%

Average across all Groups: 4.80%

According to The Center for Retirement Research at Boston College



OPEB Funding Stats

In 2013, the Pew Charitable Trusts analyzed pension and retiree healthcare liabilities in 61 cities. It found 
that only 6% of retiree healthcare liabilities had been funded compared to 74% for pension.  

A 2018 follow up report showed that of the 48 states that reported OPEB liabilities in 2016: 19 had not put 
aside any funds to pay for promised benefits; 10 had a funded ratio >10%; 11 had a funded ratio of 10-
29%; and only 8 had a funded ratio of 30% or more.
- Pew Charitable Trusts

Average funding ratio of the 15 largest cities in the U.S. is 13.1%.
- 2017 S&P Global Ratings’ survey, “Rising OPEB Liabilities for the 15 Largest U.S. Cities Could Strain Budgets and Pose Credit Risks”

State unfunded OPEB liabilities totaled $894 billion in 2017, an increase of $54 billion from the previous 
year. If this rate continues, unfunded OPEB liabilities will double every 11 years.
- American Legislative Exchange Council Report, 2018



Why Fund OPEB vs. Pay-Go?

1. Contributions are considered assets on financial statements

2. Assets in the trust can be diversified for a potentially greater rate of return

3. Actively addressing future obligations can favorably impact credit ratings

4. Prefunding can help hedge against health care inflation, longer life 
expectancies for retirees and the “baby boom” retirement surge

5. Prefunding now means that future taxpayers/employers will not bear a 
disproportionate burden of costs

6. Funds put into an OPEB Trust are dedicated for future OPEB costs and are 
protected from diversion for other uses

7. Prefunding helps to offset the financial impact of GASB 75



What are the Impediments to Prefunding?

1. Knowledge - Understanding what your OPEB liability is and what it means to “prefund”

2. Legislation - State regulations and statutes

3. Education - Decision makers need to be educated/influenced; often not aware of 
issues/prefunding options

4. Perceived Cost - Notion that adopting a trust and prefunding is too expensive

5. Lack of Money - Opinion that agency does not have enough assets to set aside

6. Long-Term/Future Issue - Other issues seen as more immediate and prioritized by decision 
makers

7. Trust Irrevocability - Concern that money is tied up solely for OPEB



United Government/Kansas City

• I know you haven’t set up a trust yet, but was has the process been to get near 

the point of funding?

• Why didn’t the United Government fund before and why are they funding now?

• How did you determine legality in Kansas?

• How did you decide how to select a provider/approach? 

• Did the City consider issuing an RFP? Did the in the end?



Trust vs. Reserve Account

Budget Reserve Account Trust

Fixed income investing only Fixed Income or diversified investing 
available

Investments not tailored for long term use Can be tailored for short- or long-term use

Revocable Irrevocable (for non-OPEB expenses)

Can be accessed for other uses Dedicated solely for retiree healthcare 
costs

Unprotected from creditors Exclusive benefit/protected from creditors

No corporate trustee Corporate trustee to mitigate fiduciary risk



Is Your Trust Trustworthy?

• Trustee and Trust Agreement/Documents are a must
• If no executed written document, then no trust exists
• Trust must comply with GASB, IRS, state and federal rules/laws

• Assets must be held separately from other city, town or district funds
• Exclusive benefit of employees, retirees, and beneficiaries
• GASB requires that OPEB Trust must be:

• Dedicated solely for retiree healthcare
• Irrevocable 
• Free from creditors

• Funds can revert back to employer only when no beneficiaries of the plan remain
• Can’t diversify investments without a proper trust



Part II: 
Big Steps to Maximize Your 

Existing Trust



Elements of an OPEB Investment Policy

1. Time horizon

2. Funded status

3. Funding plans

4. Risk tolerance

5. Goals

6. Structure

7. Oversight (Roles and responsibilities)



Market Overview

• Monetary – Accommodative to Restrictive
• U.S. Interest rates, which had been falling or stable at very low rates, are now rising.
• Tapering may accelerate – followed by asset sales.
• Bank of Japan and European Central Bank maintaining low rates and continuing asset purchase programs. China is 

slowing easing policy.
• Federal Reserve and Bank of England join many commodity producing countries in rate increases including: Brazil, 

Mexico, Norway and South Africa

• U.S. Fiscal agenda – Decreased Direct Stimulus
• Congressional leaders and President Biden restarting legislative discussion before August recess.
• Updates include energy policy and tax hikes on the wealthy.
• Large stimulus bills are in the rearview mirror.

• Fundamentals
• Slowing earnings growth and tougher year/year comparisons

• Russia/Ukraine conflict
• Risk of spillover / conflict enhancement. Risk of escalation. Risk of further sanction efforts.



Monetary: Rapid Interest Rate Hikes Expected

• Multiple rate hikes coming, speed and number depend first on inflation, then 
on market reaction

• 50bp expected in May, possible in June and July
• Labor market strong enough to be non-factor for now
• Wide range of potential outcomes

• QE ended, QT likely announced in May or June
• Halting purchases matters, allowing runoff matters more
• Fed must allow runoff if they want to hike 9 times this year
• QT pressures long-term yields higher unless risk-off sentiment 

incentivizes private demand

• Market pricing cuts before reaching Fed’s 2023 & 2024 dots
• Fed: Hike past neutral to fight inflation
• Market: 10-12 hikes will necessitate cuts soon after
• Status quo terminal rate would mean 10yr capped around 2.25-2.50% 

unless we delve into wage/price spiral

Quick Take: Expected to combat 
inflation by raising rates to ~2.5% 
plus QT this year. Russia-Ukraine 
conflict creates wider range of 
outcomes. 

Impact: Rate hikes and QT put 
upward pressure on yields, but little 
edge on expected vs. realized 
hikes.

Heightened volatility potential from 
worsening liquidity, tightening 
financial conditions, and 
geopolitical conflict limiting 
foresight.



Inflation’s Tailwinds May Shift in 2022

The driving force of inflation may shift from energy and durable goods to shelter. Home price increases are a 
leading indicator of higher shelter inflation, and shelter makes up about a third of the Consumer Price Index (CPI).

Source: U.S. Bank Asset Management Group analysis, Bloomberg data. Data period: February 28, 2020 – February 28, 2022.



Rates: Inflation and Fed policy remain key 
considerations for rate expectations

• Short term yields already price in aggressive rate hiking campaign
• Tighter financial conditions and slowing growth could prevent Fed from 

achieving goal
• Upside/downside risk via more/fewer actual and expected hikes

• Long-term yields have some upside but long run structural factors limit how 
high:

• Upside in 10yr fair value measures due to high inflation and QT
• Structural demand for high quality long duration assets (pension plan 

immunization, shortage of cash flow)
• Demographic trends (aging population, slowing population growth)
• R* has been in a decades-long downtrend, low labor force participation 

could amplify the drop
• Yield downside possible from Fed overtightening or tail risk hedging

Quick Take: Short-term rates 
already price in aggressive hiking 
campaign. Long-term rates 
depend on growth and inflation’s 
impact on the terminal rate and 
the term premium.

Impact: Rates should move 
modestly higher but ultimately 
capped by longer-term structural 
forces



What Investments are Typically Used?
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Create A Funding Strategy

Important to create an OPEB Funding Policy to manage long-term costs
• Can also help with discount rate and credit rating agencies

Funding options may include:

A. Put in full Actuarially Determined Contribution (ADC)

B. Put in full ADC, reimburse PAYGO at end of year

C. Put in difference between ADC and PAYGO costs

D. Put in lump sum amount and leave it to grow

E. Put in anything – something is better than nothing!

$1,000,000

?

$5,000,000

$500,000

$1,000,000 - $500,000



Trends in OPEB Funding

• Low-cost mutual fund investing rather than individual stocks and bonds since OPEB 
assets are smaller than pension

• Put in anything, just to get started

• Not funding the ADC (actuarially determined contribution)

• Running “pay-as-you-go” funding through the trust

• OPEB funding policies

• GASB 75  impetus for more funding 
• Penalizes pay-as-you-go (no trust) with higher liabilities
• Penalizes minimal funding in a trust with blended discount rate
• Low assets to fund, playing “catch-up”, don’t have economies of scale



How Do You Find the $$ to Fund A Trust?

• Line item in the operating budget

• Percentage of surplus funds at the end of the year

• Dedicate funds from a revenue source (e.g., meals tax)

• Surplus retiree healthcare costs at the end of the year

• Redirect pension allocation (either now or in the future) to the OPEB trust



Trends in OPEB Trusts

• Economies of scale, low fees, local control, ease of use
• Turn-key providers (as opposed to piecemealing services)

• Trust documents/management
• Corporate trustee/fiduciary
• Investment management
• Ongoing state/federal compliance monitoring

• Joining together with other regions/associations in multiple employer trust and 
investment pools
• Examples: RI, MA, VA, MD, SC, GA, FL, MN, CA

• Bundling with current pension or other financial providers, particularly for investment 
services

• Combo OPEB-pension trusts



IRS Approved Section 115 Trust

Subaccounts
Pension and OPEB assets are 
individually sub-accounted, and can 
be divided by dept., bargaining 
group, or cost center

Assets in the PARS Section 115 
Combination Trust can be used to 
address unfunded liabilities.

Financial Stability
Allows separate investment 
strategies for all pension and 
OPEB subaccounts.

Flexible Investing

Pension and OPEB assets are 
aggregated for fee purposes – saving 
money!

Economies-of-ScaleAnytime Access
Trust funds are available anytime; 
pension for pension and OPEB for 
OPEB.

No set-up costs, no minimum annual 
contribution amounts, and no fees until 
assets are added.

No Set Up Cost or Minimums

Retiree Medical Benefits

Prefund OPEB GASB 75

OPEB

Reimburse agency; or
Pay benefits provider

Pension Prefunding Trust Program

Prefund Pension GASB 68

Pension

Reimburse agency; or
Pay retirement system

Assets can be used to:Assets can be used to:

prefund
either or both

General Fund



Examples of Those That Have Funded

Philadelphia Parking 
Authority 

Rhode Island Interlocal 
Risk Management Trust



PPA OPEB Liability Composition
Total OPEB 

Liability (TOL)
Plan Fiduciary 
Net Position

Net OPEB 
Liability (NOL)

Beginning (March 31, 2020) $43,926,381 $24,579,553 $19,346,828

Service cost $1,525,431 -- $1,525,431

Interest $2,654,752 -- $2,654,752

Changes in assumptions ($163,463) -- ($163,463)

Difference between expected and 
actual experience -- -- --

Changes in benefit terms -- -- --

Employer contributions -- $2,411,889 ($2,411,889)

Net investment income -- $6,112,973 ($6,112,973)

Benefit payments ($2,411,889) ($2,411,889) --

Net changes ($1,931,757 ) $6,112,973 ($4,181,216)

Ending (March 31, 2021) $45,858,138 $30,692,526 $15,165,612



Discount Rate Assumptions

• Conservative Discount Rate chosen by PPA management was 
based on the economic forecast for market rates-of-returns over the 
next ten years and to ensure a cushion for any years of weaker 
stock market performance.

Typical Discount Rate used in major PA Municipal Trust Plans 7.00 – 7.75%

CalPERS Discount Rate 7.00%

PPA OPEB Trust Discount Rate 6.00%



Sensitivity Comparisons

Sensitivity of Authority’s Net OPEB Liability to Changes in the Discount Rate

1% Decrease
5.00%

Current
Discount Rate: 

6.00%

1% Increase
7.00%

Net OPEB liability $18,437,368 $15,165,6121 $12,234,006

Sensitivity of Authority’s Net OPEB Liability to Changes in Healthcare Cost Trend Rates

1% Decrease
5.00%

Current
Discount Rate: 

6.00%

1% Increase
7.00%

Net OPEB liability $11,469,469 $15,165,612 $19,409,735 



OPEB Funding History
Date Funded %

3/31/2018 0.00%
6/30/2018 34.75%
9/30/2018 55.13%

12/31/2018 55.89%
3/31/2019 61.43%
6/30/2019 62.74%
9/30/2019 105.10%
12/31/2019 103.47%
3/31/2020 55.96%
6/30/2020 61.61%
9/30/2020 64.12%

12/31/2020 68.85%
3/31/2021 66.93%
6/30/2021 69.70%
9/30/2021 69.25%

12/31/2021 71.90%

PPA OPEB FUNDING STATUS (%)
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Lessons Learned

• Get the Board on-board with the funding plan

• Multiple managers for multiple perspectives

• Keep the discount rate low so that your funding solution lasts

• Review benefit structure with HR for cost saving alternatives



Rhode Island OPEB Funding Program

• Program launched in June 2015 - Now 28 
members 

• Over $140 million in assets

• All-in fees for program members currently 
range from 0.26% - 0.32% of assets 
(depending on Member’s total assets & 
investment strategy selected)

• Minor adjustments made to investment 
strategies in January 2021 that allow greater 
flexibility; Minimal impact to overall objective 
and risk/return profile 

Annual Membership Growth

Year # of Members

6/30/15 5

6/30/16 18

6/30/17 22

6/30/18 25

6/30/19 25

6/30/20 25

6/30/21 25

3/31/22 28



Asset Growth Since Program Inception

$700,000 

$27 million

$59 million

$77 million

$90 million

$101 million

$133 million
140,000,000
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Questions??
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