OPEB Advance Funding Policy
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Agenda — Overview of Other Postemployment
Benefits (OPEB) Liability

I. District Liability
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lll. Components of the Change in Unfunded Liability
IV. District Funding Progress

Funded Ratio
($ thousands)
Funded Ratio
The Unfunded Liability represents the amount by which the Accrued Liability exceeds the value of the P!
Assets that have been placed in a trust and dedicated to providing benefits to retirees and their beneficiaries.
The Funded Ratio is the percentage of the Accrued Liability that is covered by the Plan A
The Funded Ratio = Plan Assets/Accrued Liability.

The following table summarizes the Funded Ratio as of mber 31, 2013 and two years prior:

December 31, 2013 December 31, 2011
Accrued ty $260,364
Retiree Healthcare Trust Assets $ 120,883
Unfunded Liability $ 139,481

Funded Ratio 46.4%
Unfunded Ratio 53.6%

PART 1: DECEMBER 31, 2013
ACTUARIAL VALUATION OF RETIREE
HEALTH CARE BENEFITS

Jill Stockard, FSA, Director
PricewaterhouseCoopers LLP

District Liability
($ thousands)

istr Other Postemployment Ben (OPEB)

The District's Other Postemployment Ber include retiree health care ber or qualifying employees and their
eligible spouses and dependents. These benefits include medical and prescription drug coverage only. No dental, life
or disability benefits are paid by the plan.
Accrued Liability

The present value of all postretirement benefits that is expected to be paid to plan members based on both past and
projected future service is known as the Present Value of Future Benefits (PVFB).

The portion of the PVFB that is attributable to past service is the Accrued Liability (AL).

The following table summarizes the Accrued Liability as of December 31, 2013 and two years prior:
December 31, 2013 December 31, 2011
Members}
Active members 1,893 1,875
Retirees and survivors 1,964
Dependent spouses 844
GASB 43 Discount Rate
Accrued Liability
Active members $104,689
Retirees, survivors, and dependents 155,675
Total $260,364

1,977
912
7.00% 7.00%

Components of the Change in Unfunded

Liability

($ thousands)

Reconciliation of the Changes in Unfunded Liability
Unfunded liability (UL) as of December 31, 2011 $ 339,680

Expected UL as of December 31, 2013 $ 314,214

Decrease in UL due to investment return greater than expected ($ 13,950)

Decrease in UL due changes in census. ($ 10,187)

Decrease in UL due to net claims lower than expected ($134,606)

Decrease in UL due to implementation of EGWP prescription drug
program effective January 1, 2014 ($_15.990)
Total increase/(decrease) in UL 74.733

Unfunded liability as of December 31, 2013 $ 139,481




District Funding Progress

District Funding Progress (contd)
($ thousands)

($ thousands)

Schedule of Employer Contributions Schedule of Funding Progress

Actuarial Unfunded/ AALasa
Accrued Overfunded ~ Funded Percentage of
Fiscal Year Ended  Actuarial Value  Liability (AAL) ~ AAL(UAAL)  Ratio Covered  Covered Payroll
December 31 of Assets (a) (b) (b)-(a) (a)/(b) Payroll (d [(b)

417,658 5.

440,023

478,585

503,526 . 172,273

339,680 i 162,853

321,947 : 158,995

139,481 164,005

Fiscal Year Annual Required Actual Percentage
December 31 Contributions __Contributions _Contributed
44,739.00 $ 37,334.00

44,739.00 $ 35816.00

39,847.00 $ 14,592.00

39,847.00 $ 15517.00
27,264.00 $ 18,020.00
27,264.00 $ 35,426.00
1321200 $ 3383500

(continued)
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Plan and Liability

Retiree Medical Plan

+ Self-funded medical plan paid from District’s General assets on a

PART 2: OPEB ADVANCE FUNDING POLICY pay-as-you-go basis.

For 2014, District pays 67.5% of retiree medical and prescription
drug coverage for retirees and their dependents.

Retiree pays 32.5% of cost. Will progress to 50% cost share by
2021.

1,875 active employees and 1,964 retirees were covered at
December 31, 2013.

Liability
+ Unfunded Liability at December 31, 2013 was $140 million.




Timeline
ACTION RESPONSE

1/2003

Reviewed cost
i strategies.

Began to review possibility of establishing
aVEBA or similar vehicle for funding plan.

Increased employee and retiree co-pays
for coverage and prescription drugs.

[ 1212005 |

[ Pretiminary GASB45 valuation completed. | | 6/2006 | [ Management response: Request funding of the labilty. |

[ Developed partal funding strategy. | | 7/2006 | [ oPEB Advance Funding Policy approved by BOC. |

[ statutory approval required to estabiish Trust. | | 2/2007 | [ Bilifled in Springfield. |

Public Act 095-0394 IL Code

70 ILCS 2605/9.6d.
‘ Developed Retiree Health Care

Pan and Trus documents. | | 12/2007
ished IRS
Initial funding of $25 milion
Code Section 115
approved by the BOC. 1272007 ntegral Trust.
Additional funding of $87.4 12/2014 50% Funding
million years 2008-2014 Goal Achieved.

13

8/2007

Current Advance Funding Policy

The District’s Board of Commissioners (“BOC”) established a partial funding
policy to advance fund retiree health care costs. The District believes that
advance funding will establish a reserve that will help ensure the financial
ability to provide health care coverage for District retirees and their
beneficiaries in the future. The Policy is as follows:

Target Funding Level:  50%

Funding Period: 50 years

Funding Amount: $10 million funding in each of the first five years
beginning in 2007. (The $50 million funding for the
first five years was reached by the end of 2011 in
compliance with the District's Funding Policy).

Basis for Funding: Percentage of Payroll for each year after first 5
years.

There is currently no legal requirement for the District to partially or fully fund
the Other Postemployment Benefits (‘OPEB”) Trust Fund and any funding is
on a voluntary basis.

Recommended Policy Change

« The OPEB Executive Committee recommends that the Advance
Funding Policy be amended to reflect a 100% funding goal to be
achieved within 12 years or by 2026. No further advance funding
contributions would be required after that date.

The District would then begin to withdraw funds from the Trust
beginning in 2027 to fund pay-as-you-go claims and insurance
premiums currently paid with operating funds and maintain a 100%
funding ratio of the OPEB liability.

Changing the Advance Funding Policy to increase the OPEB
liability funding percentage helps to solidify the District’s strategic
goal of having a solid financial foundation and makes the retiree
healthcare plan sustainable for the long-term.

Funding Benefits

« Make progress towards reducing large
unfunded liability.

Capture long-term investment returns by using
the Trust only as funding vehicle.

Reduce future GASB 45 expense and cash
funding requirements.

Rating agency guidance to the District has been
to “explore meaningful alternatives to reduce its
future OPEB liability in order to maintain its high
quality ratings.” A plan to fully fund the liability
in a short time frame will be viewed as a positive
rating factor for bond rating agencies.

GASB is proposing similar changes to OPEB
accounting (equivalent of 67/68) with effective
date of fiscal year 2017 for the District.

Current Funding Status

« The District’s goal of advance funding
50% of the OPEB liability by 2055 is
projected to be achieved early, by the
end of 2014.

The District's OPEB funding ratio
increased to 46.43% funded at
December 31, 2013.

The District achieved this funding
percentage earlier than anticipated due
to significant advance funding
contributions.

Suggested Advance FU‘nding Policy to be
Effective January 1, 2015

Target Funding Level: 100% (maximum funding level)
Funding Period: 12 years

Funding Amount: $5 million funding in each of the twelve years 2015
through 2026.

No further advance funding contributions will be required after
2026. Beginningin 2027, cash to be withdrawn from the Trust

to fund claims and insurance premiums will be determined by the
Plan’s actuary with the funding percentage to be maintained at
100% for all future years.

Benchmark: Progress toward the funding goal will be determined by an
actuarial projection to be performed by the Plan’s actuary every
two years. The funded ratio will be calculated as part of this
projection, and will serve as the benchmark to determine
progress toward the funding goal.

There is currently no legal requirement for the District to partially or fully fund the Other
Postemployment Benefits (‘OPEB”) Trust Fund and any funding s on a voluntary basis.




Exhibit

Recommendation

Metropolitan Water Reclamation District
CasivExpanse Projeciion

The Executive Director recommends the adoption of the MWRD
Advance Funding Policy as presented which is consistent with
the overall fiscal goals of the District.
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