
DEPARTMENT OF BUDGET AND FISCAL SERVICES

CITY AND COUNTY OF HONOLULU
530 SOUTH KING STREET, ROOM 208 • HONOLULU, HAWAII 96813

PHONE: (808) 758-3900 • FAX: (808) 768-3179 • INTERNET: wwwhonolulu.gov

MLIFI HANNEMANN
MAYOR

MARY PATRICIA WATERHOUSE
DIRECTOR

MARK K OTO
DEPUTY DIRECTOR

The Honorable Barbara Marshall, Chair
and Members

Honolulu City Council
530 South King Street, Room 202
Honolulu, Hawaii 96813

Dear Chair Marshall and Councilmembers:

Subject: Actuarial Valuation Study
Benefits Other Than Pensions

of Postemployment

rr

0
C., -~
—4 0

0

N)
cc

U.)
—4

0
C
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IIO~4CONSULTING

September19,2008

Ms. Maiy Patricia Waterhouse
Director, Budgetand Fiscal Services
City and County ofHonolulu
530 South King Street
Honolulu, Hawaii 96813

Re: GASB 43/45Actuarial Valuation Report

This report contains the results of the July 1, 2007 actuarialvaluation for the City and
County of Honolulu’s (Honolulu) Other Postemployment Benefits (OPEB) provided
through the Hawaii Employee-UnionTrust Fund’s (EIJTF).

The results areprepared in accordancewith GASB 43 and45, which address accounting
and financial reportingrequirements for OPEB plans andemployers. The purposeofthe
report is to:

• Determinethe actuarial obligationsfor ELJTF benefits under GASS43.

• Develop the Annual Required Contribution (ARC) and Annual OPFJ3 (‘ost

(AOC) for employers under GASB 45.

• Provide information needed by auditors for financial statement entries and
footnotedisclosuresin conformitywith the disclosure requirements tinder (,iASI3
StatementsNo.43and 45.

• Presentthe financial condition ofthe plan as measured for aecotlntin~purposc%

This report is prepared for the soleuseof the City and County of l’lonolulu andsupplin
information consistentwith the stated purposesof the report. It may not be appropriaic
to use this report for other businessapplications. Accordingly. additional discussion
may be helpful in understandingthe assumptions,methodologies,and limitationsapplied
in the report.

Aon Consulting is pleased to present this report and we look forward to discussing it
with you.

Respectfullysubmitted,

Bradley J. MAAA
Senior Vice President

):CiiencsVIanii%RetMed\2O07Mtcpons~CityLCountyIlonolultA2Hhi EI,rl’E Ret Mod ipt - City & County Honolulu. 2008M9-I9.doc

Mn Cons4Jltrg & lMuranc SeMces
707 WilshireBoulevard I 9u1te2600I Los Angeles. CASOO1T
t 213.630.2900I f: .213,996,1762
w: ~,aQn.com



Table of Contents

Exhibits Page

1. ExecutiveSummary it

2. ActuarialValuation Certificate 5

3. Plan Liabilities 7

4. Accounting Information 8

5. ProjectedBenefitPayments 11

6. Sensitivity Analysis 12

7. Participant Information 13

8. Summaryof PrincipalPlanProvisions 15

9. ActuarialMethodsandAssumptions 17

10. GASB OPEBSummary 25

II. Glossary 27

Appendix A — AlternativeCostMethods 15

City and County ofHonolulu
GASBOPEB

07/01/2007Actuarial ValuationStudy



1. Executive Summary

[For reference,a glossaryoftermsis providedinEx/iibiii]

Background

The Stateof Hawaii and its subdivisions(including the City and Countyof Honolulu) provide
healthcarebenefits to public employees, retirees, and their dependentsthrough the Hawaii
Employer-UnionHealth BenefitsTrust Fund (EUTF). As an agencyof the State, the EUTF
contractswith providersofmedical,dental,vision, andlife insuranceplans.

The provisions for coverageand eligibility of benefitsare set forth in Hawaii RevisedStatutes
(HRS) Chapter87A. Generally,retireesandtheir dependentsmayreceivehealthcarecoverageif
they are eligible for their employer’spublic pensionsystem. Employersmakecontributionsto
EUTF basedon an employee’shire dateand yearsof service. Retireespay the portion of the
premium not paid by the employer. These retiree healthcarebenefits constitutethe other
postemploymentbenefits(OPEB)discussedin this report.

GASB 43 and45

In 2004, theGovernmentalAccountingStandardsBoard (GASB) issued Statements43 and 45,
which addressaccountingand financial reporting for PostemploymentBenefits Other Than
Pensions. These statementsreplace and significantly modify prior guidance. GASB 43
addressesfinancial reporting for OPEB plans and is initially effectivefur EIJTF fur the 2006-
2007 fiscal year, assumingthe OPEB plan is administeredas a qualifying trust. GASH 45
addressesfinancial reportingfor employersof OPEBplans and is initially efThctive 1kw the City
and County of Honolulu for the2007-2008fiscal year. The plan’s liabilities and employercosts
for the retireebenefitsarecalculatedin this actuarialvaluationin accordancewith GASH 43 and
45.

It is important to note that only current active, deferredinactive and retired participantsarc
valued in this actuarialstudy. To betterunderstandGASB 45’s long term cOcci, the City and
Countyof Honolulumaywant to furtherstudy theimpactof future newentrantsor any projected
growth in theCity and/orCounty’semployeepopulation.

City and County of Honolulu
GASBOPEB
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1. Executive Summary (cont.)

ARC Development

GASB requiresthedevelopmentof an Annual RequiredContribution (J\RC) eachyear basedon
a plan’s assetsand liabilities. The ARC is the basisfor determiningthe Annual OPEB Cost
(AC C). which is theamountemployersrecognizeas annualexpense.

Although GA~~SBdoesnot actuallyrequirepre-funding,theportion of theARC that is not funded
eachyearaccumulatesas a liability on an employer’sfinancial statements.

can be developedunder a varietyof actuarialcostmethods. This reportshowsdetails
Entry Age Normal method and also comparesprincipal results to those under the
Unit Credit and Aggregate methods in Appendix A. We also show the ARC
usingdifferentamortizationperiodsand spreadas a level percentof payroll.

Summary of Results

Liabilities

There are a few terms to understandrelated to the Plan’s liabilities. The PresentValue of
Benefits(PVB) representsthe actuarialpresentvalueof all future benefitsexpectedto he paid to
currentactive, deferredinactiveand retired employees.The Actuarial Accruedliability (AAI,)
is the portion of the PVB attributableto past service. The Normal Cost is the portion of the
PVB that is allocatedto the currentfiscal yearfor active employees. Thecharl below shows the
relativeallocationof theseitems for this plan.

City andCounty ofhonolulu

GASBOPER
07/01/2007Actuarial ValuationStudy
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1. Executive Summary (cont.)

Eachliability is a presentvaluecalculatedby usinga selecteddiscountrate. As requestedby the
City andCountyof Honolulu, resultsin this reportare developedassumingobligationsare fully
prefunded. Accordingly, the table below summarizesthe liability results basedon an 8.0%
discountrateas of July 1, 2007:

Prefunding

PresentValueoh I3enehits( PVBI SI ,433,043,000
ActuarialAccruedLiability (AAL) $1,242,255,000
~4onnalCost $22,108,000

Note: The AAL and normalcostshown abovewere calculatedunderthe Entiy
AgeNormal costmethodby spreadingcostsasa level percentageof pay.

DiscountRateSelection

The discount rate canhavea considerableimpact on themagnitudeof the liabilities, with lower
discountrates resulting in higher liabilities. As guidancein selectingan appropriatediscount
rate, GASB statesthat the discountrateshould be basedon the long-termyield of investments
usedto financethebenefits.Thevaluationusesa baseassumptionof 5.0%and 8.0%for theno
prefundingandfull prefundingscenarios,respectively.

ConsideringtheCity and Countyof Honolulu’s intentions,the resultsin this report arc basedon
an 8.0%discountrate.

AnnualRequiredContributions(ARC)

The following table showstheARC for the fiscal yearendingJune30, 200~4under the scenano
whereobligationsarefully prefunded(8.0%):

Prcfunding -.

(8.0%)
Inuv ~\geNonrial NI ethod

30 yearamortization $101,404,000

TheARC canbe comparedto theestimatedpay-as-you-gofunding amountof $48,4I 7,000.

As discussedabove,the ARC can be developedusing variousmethodologiesand amortization
periods. AppendixA providesasummaryanalysisof ARC resultsunderthevariousoptions.

A City and County ofHonolulu
ON GASBOPEB
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1. Executive Summary (cont.)

Comparisonto Prior ValuationResults

A fundamentaldifferencefrom theprior valuationis thetypeof plantreatmentconsideredunder
GASB guidance. The 2006 valuationassumedEUTF satisfiedGASB’s requirementsof a cost
sharingmultiple employerplan and that eachemployer’sAOC should be determinedby the
ContractuallyRequiredContribution(CRC) assessedby theEUTF to theemployers.Subsequent
to the2006valuation,theEUTF andtheStatedeterminedtheplanshouldbeconsideredan agent
multiple employer plan under GASB rules and each employer’sAOC and ARC would be
dependenton the respectiveemployer’santicipatedfunding level.

The following table comparestotal planresults to theprior valuationresultsbasedon an 8.0%
discountrate:

July 1,2007 July 1,2006
Liabilities
~resentValueof Benefits(PVB) $1,433,043,000 $1,318,500,000

~ctuarialAccruedLiability (AAL) $1,242,255,000 $1,136,738,000
‘4ormal Cost $22,108,000 $20,878,000

~RC
EntryAgeNormal Method

30 yearamortization $101,404,000 $93,489,000

Theplan liabilities increasedfrom theprior year. Thefactorsimpacting resultsinclude;

• The AAL grows eachyear as active participantsearn additional benefitsunder the plim
eachyear. Also, liabilities increasedue to a decreasein the discountperiod Iku benefit
paymentsasparticipantsbecomecloserto receivingbenefits.

• Overall healthcare costsincreasedless than assumed,resulting in liability gains~ lh~s
includesthechangeto a self-fundedstructurein certainplans.

— The planchangedfrom a two-tier to three-tierrate structure. The assumptionsldr plan
electionswasadjustedaccordingly.

- Censusdatawasupdatedandadditional actualdatausedwhereavailable.

The ARC increaseddue to thegrowing liabilities and theadditional yearwith no prcfundingof
annualcosts.

* * *

Theremainderof thereport showsgreaterdetailsoftheaboveresults.

4ON
City andCountyofhonolulu

GASB OPEB
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2. Actuarial Valuation Certificate

This report presentsthe resultsof the actuarialvaluation, as of July I, 2007, for the City and
County of Honolulu’s Other PostemploymentBenefits(OPEB) provided through the State of
Hawaii Employer-Union Trust Fund (EUTF), in accordancewith GovernmentalAccounting
StandardsBoard(GASB) Statements43 andfor EmployersunderGASB 45.

This reportwaspreparedusinggenerallyacceptedactuarialpracticesandmethods.The actuarial
assumptionsusedin thecalculationsareindividually reasonableandreasonablein aggregate.

Aon Consultingdid not audit theemployeedataandfinancialinformationusedin this valuation.
On thebasisof our review of this data,we believethat the information is sufficiently complete
andreliable,andthat it is appropriatefor thepurposesintended.

Actuarial computationsunder GASB 43 and 45 are for purposesof fulfilling EUTF and
Employeraccountingrequirements,respectively. The calculationsreportedhereinhavebeen
made on a basis consistent with our understandingof these accounting standards.
Determinationsfor purposesother than meetingEUTF and Employer financial accounting
requirementsmay be different from these results. As required by GASB 43 and 45, this
valuationassumesthis will be an ongoingplan. However,this assumptiondoesnot imply any
obligationby theCity andCountyof Honoluluto continuetheplan.

This reportis intendedfor thesoleuseof theCity andCountyof Honolulu. It is intendedonly to
supply information to comply with the statedpurposeof thereport and may not he appropriate
for otherbusinesspurposes.Relianceon informationcontainedin this report by anyonefor other
thanthe intendedpurposes,puts therelyingentity at risk of beingmisled becauseof contusionot

fhi!urc to understandapplicable assumptions,methodologies,or limitations ol the reports
conclusions. Accordingly, no personor entity, including the City and County of I fonofulu,
should baseany representationsor warrantiesin any businessagreementon any statements
conclusionscontainedin this reportwithout thewritten consentof Aon Consulting.

~l’heactuaries whose signaturesappear below are Members of the American Acadcniv of
Actuaries(MAAA) andmeet theQualification Standardsof theAmericanAcademyof Actuai cs

to renderthe actuarialopinion containedherein. The actuariesare available to answet any
questionswith regardto themattersenumeratedin this report.

,I~
City and CountyofHonolulu

GASB OPEB
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2. Actuarial Valuation Certificate (cont.)

Aon’s relationshipwith the Plan and the Plan Sponsoris strictly professional. Therearc no
aspectsof therelationshipthat may impairor appearto impair theobjectivity ofourwork.

Respectfullysubmitted,

Aon Consulting,Inc.

ii 4

BradleyJ. A~(’MAAA TimothyN. Niinmër, FSA,MAAA

SeniorVice President SeniorVice President
213-996-1729 303-782-3397
bradau@aon.com timothy nimmer@aon.com

L ret
RichardJ.~ MAAA Daniel R. McLellari, ASA. MAAA

AssistantVice President Vice President
213-996-1736 808-540-2425
rich jaffke~aon.com danielmclellan®)aon.eom

September19, 2008

A City and County ofHonolulu
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3. Plan Liabilities

The liabilities shown in this exhibit were calculated asof the July I. 2007 valuation date. These
liabilities are utilized in the developmentof the Annual Required Contribution (ARC) under
variousalternativesshownin this report.

While GASB allows the developmentof the ARC undervarious funding cost methods,this
report showstheARC undertheEntryAge Normal costmethod,which is basedon theActuarial
AccruedLiability shownbelow. Othercostmethodsaresummarizedin theappendix.

The PresentValue of Benefits (PYB) representsthe actuarialpresentvalueof all benefitsever
to be paid to currentemployeesandretirees.

The Actuarial Accrued Liability (AAL) is a portion of the PVB attributableto past service.
For retirees and fully eligible active employees,the AAL is equal to the PVB. For other active
employees,the AAL is the portion of the PVB deemedto be accrued to date. The Normal Cost
is theportionof thePVB that is allocatedto thecurrentplanyearfor activeemployees.

The AAL in this report is basedon the Entry AgeNormal costmethodandhasbeendeveloped
by spreadingcostsas a level percentageofpayroll. Spreadingcosts as a level percentof payroll
resultsin lowerAAL (i.e. pastserviceliability) thanif costsarespreadas a level amount.

Thefollowing tablesshowresultsby retired,deferredvested,andactiveemployeegroups: -
Medical! Dental

I Vision / Life MedicarePartB lot I

Benefits(PVB)
$580,241,000

Inactives $28,973,000
$591,637,000

$104,484.000
$7,014000

$120 694 000

S6~I ‘ tHin
,9~ 000

s~I I 4)111)

- $1,200,851000

Liability (AAL)
$580,241,000
$28,973,000

$438 376,000

$1,047,590,000

$17,627,000

$232,192,000

$104,484,000
$7,014,000

$83,167,000

$194,665,000

$4,481,000

$1,4 04 00

SbS4, ‘5 0(H)

$35.987004)

$521 54 ‘,OOt)

$1,242,255,000

$22,108,000_

AON City and County ofblonolulu
GASB OPEB
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4. Accounting Information

The initial effectiveperiod for employer accountingunderGASB 45 is the fiscal year ending
June30, 2008. This sectionshowsthe Annual RequiredContribution (ARC), Annual OPEB
Cost (AOC), and projectedJune 30, 2008 Net OPEB Obligation (NOO) amountsbased on
adoptionof GASB 45 for thefiscal yearendingJune30, 2008.

AnnualRequiredContribution(ARC)

~l’hemethodfor determiningtheARC includesadditionof theNormalCostplus theamortization
of the UnfundedAAL over theselectedperiod. Thefollowing table showsthe developmentof
the ARC using a 30 year amortizationof the Unfunded AAL as a level percentof payroll
(increasing3.5%annually).

/ TotaI~

Actuarial AccruedLiability (AAL) $1,242,255,000
Assets $0
UnfundedAAL $1,242,255,000

Normal Costplus interest $23,878,000
Amortizationof UnfundedAAL $77,526,000
Total ARC $ 101 ,404,00()

% ofPayroll

Pleasenote that the normal cost is an actuarialliability and not the sameas the pay~as-vou-j~o
cost. TheARC canbecomparedto theestimatedpay-as-you-gofunding amountoiS4S~4I7000,

,L~,
City andCounty ofHonolulu

GASB OPEB
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4. Accounting Information (cont.)

Annual OPEB Cost (AOC)

If thereis no Net OPEB obligationon an employer’sfinancial statementsat transition,then the
AOC is equal to the ARC for the initial year of adoption. However, if there is an initial
obligation at transition,theAOC shouldreflectan adjustmentfor thetransitionobligation. Note
that, generally,GASB directsplansponsorsto set their Initial Net OPEB Obligationto zeroat
transition. However, this may result in inconsistent accountingresults. We recommend
employersdiscussthis issue with their auditors if an obligation is currently recordedon its
financial statements. Note that in the first year of implementationof GASB 45, there is no
adjustmentto theARC in determiningtheAOC. Thereafler,any cumulativeunpaidARC will
resultin an adjustmentto determinetheAOC.

Thefollowing sectionshowstheAOC basedon theEntry Age Normalactuarialcost methodand
30- yearamortizationof theunfundedAAL.

Annual RequiredContribution(ARC) $101,404,000

Intereston Net OPEBObligation(NOO) 0

Adjustment to Annual RequiredContribution 0

Total Annual OPEB Cost (AOC) $101,404,000

14oav City andCountyoJHonolulu
GASB OPEB
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4. Accounting Information (cont.)

Projected June 30,2008Net OPEB Obligation (NOO)

Basedon theAnnual OPEB Costdevelopedabove,thefollowing is theprojectedJune30, 2008
Net OPEBObligation(NOO):

Total

July 1 , 2007Net OPEBObligation(NOO) (initial assumed) $0

Plus: AnnualOPEBCost (AOC) $101,404,000

fless:EmployerContributions $101,404,000

Equals:ExpectedJune30, 2008 Net OPEBObligation (NOO) $0

OPEB Summary (After adoption,a3-yeardisplaywill be shown)

Fiscal Year
Ending

Annual

OPEB ~~ost

Percentageof Annual
OPEB Cost €~ontributed OPEB Obligalion

6/30/2008 Jj101,404,000 lOOM% $9

RequiredSupplementaryInformation

Below is thesampleoftheprojectedscheduleof fundingprogress,shownasof the valuation
(fate:

Valuation Actuarial Actuarial Unfunded Funded Covered **
Date Value of

Assets

(a)

Accrued
Liability

(b)

Actuarial
Accrued
Liability

(b)—Øt)

Ratio

(a)/(b)

Payroll Actus 1*1
MbI
r nuts ut

Cove nd a
(c) (b) (s)!(t)

7/1/2007 $0 $1,242,255000 $1,242,255,000 0% $524,258,000

A0N City and County ofHonolulu
GASB OPEB
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5. Projected Benefit Payments

The following table showsthe estimatedprojectednet employerbenefit paymentsbasedon the
currentplan provisions, current plan participants,and the valuation assumptionsused in this
report. Thepaymentswouldbe equivalentto fundingthe liabilities on a pay-as-you-gobasis.

Yea M~diat/ /

Ji T~IVision MeditateVt
June30 / Life —_____ B Total

2008 $42,998,000 $5,419,000 $48,417,000
2009 47,798,000 5,886,000 53,684,000
2010 52,584,000 6,621,000 59,205,000
2011 57,297,000 7,401,000 64,698,000
2012 61,673,000 8,223,000 69,896,000
2013 65,815,000 9,105,000 74,920,000
2014 69,871,000 10,006,000 79,877,000
2015 73,940,000 10,903,000 84,843,000
2016 78,097,000 11,885,000 89,982,000
2017 82,610,000 12,933,000 95.543,000
2018 87,118,000 14,053,000 101,17f,000
2019 91,710,000 15,235,000 106,945,000
2020 96,307,000 16,464,000 112,771,000
2021 101,188,000 17,744,000 118,932,000

2022 106,156,000 19,059,000 125,215,000

,I~,
City and County ofHonolulu

GASB OPEB
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6. Sensitivity Analysis

Impact of 1% Changeto Healthcare Trend Rates

Resultsin this report are sensitiveto the healthcaretrend assumptions. The following table
showstheimpactof a 1.0%increaseor decreasein thehealthcaretrendrateassumption.

Impact qf ii ~ E 1~ppaetk 109
8.0% Discount Jütre**e In tI* Decreas~mjh

/ Rate- Baseline flealth Trend UeaJtbTren~1/

_______________________________ Results Rate Rate
PresentValue of Benefits $1,433,043,000 $1,697,872,000 $1,226,015,000
Funded Status:

ActuarialAccruedLiability $1,242,255,000 $1,444,955,000 $1,080,180,000
Assets $0 $0 $0
UnfundedAAL $1,242,255,000 $1,444,955,000 $1,080,180,000

AnnualRequiredContribution
(ARC):

NormalCostplus interest $23,878,000 $30,764,000 $18,806,000
Amortizationof UnfundedAAL $77,526,000 $90,176,000 $67,411,000
Total ARC $101,404,000 $120,940,000 $86.217,000

A City andCountyofHonolulu
ON GASB
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7. Participant Information

Theseexhibit summariescontainparticipantdemographicinformation.

Active EmployeeAge/ServiceDistribution

\‘ears ofService
Age 0-4 5-9 10-14 15-19 20-24 25-29 30-34 35+ Total
<25 130 2 132

25-29 493 105 0 598

30-34 426 382 87 1 896
35-39 314 395 385 170 1 1,265
40-44 178 157 279 540 164 3 0 1,321
45-49 179 111 167 396 378 174 4 1,409
50-54 129 97 137 226 300 329 141 10 1,369
55-59 90 74 75 142 132 157 158 89 917
60-64 45 45 54 80 67 51 45 73 460
65-69 15 17 22 19 9 11 8 22 123
70-74 5 4 6 2 4 5 2 4 32
75-79 2 1 1 3 2 1 0 2 12
80+ 2 0 2 0 0 • 1 0 5

Total 2,008 1,390 1,215 1,579 1,057 731 359 200 8,539

Inactive Age Distribution

AON City and CountyofHonolulu
GASBOPEB

07/01/2007Actuarial Valuation Study

fleferred
Ag~ Inactives Retfrees Total
<35 17 8 25
35-39 50 6 56
40-44 75 13 88
45-49 108 53 161
50-54 103 246 349
55-59 43 691 734
60-64 23 1,059 1,082
65-69 0 1,009 1,009
70-74 3 853 856
75-79 0 832 832
80-84 761 761
85-89 445 445
90-94 168 168
95+ 43 43

Total 422 6,187 6,609

13



7. Participant Information (cont,)

Participant Statistics

Retirees

Numberofretirees(including survivingspouses)valued 6,187
Averageageof retirees 70.8

DeferredVested

Numberof deferredvestedvalued 422
Averageageof deferredvested 48.0

Actives
Numberof activesvalued 8,539
Averageageofactives 45.0
Averagepastservice 14.0

Participant Distribution Among Health Plans

Retirees
Single Two-Party Family Total

HMSA 2,292 1,864 - 440 4,596
Kaiser 781 591 130 1,502
HMA 1 5 1 7

Total Medical 6,105

Dental 3,035 2,433 542 6.010
Vision 3,044 2,466 570 6,080
Lift 5,482

/iCtil’CS

Single Two-Party Family Waived lotal

HMSA 2,587 817 2,131 n/a 5,535
Kaiser 694 243 522 n/a 1,459
HMA 21 5 14 n/a 40
Other 19 12 58 n/a 89
Waived n/a n/a n/a 1,416 1,416

TotalMedical 8,539

Dental 3,072 1,313 3,041 1,113 8,539
Vision 3,036 1,174 2,858 1,471 8,539

‘I~
City andCounty ofHonolulu

GASBOPEB
14 07/01/2007Actuarial Valuation Study



8. Summary of Principal Plan Provisions

Thefollowing planprovisionsarethebasisfor thecalculationsin this actuarialvaluation.

Benefit Eligibility

The following are eligible to enroll as EUTF retirees: a) a retired memberof the
employees’ retirementsystem, a county pensionsystem,or a police, firefighters, and
bandsmenpensionsystemofthe Stateor a county; b) thesurvivingspouseof aretiredor
deceasedmember; and c) the surviving child of sucha retired memberif the child is
unmarriedandunderagenineteen.

2. BenefitsPlansProvided

Medical — PPOthroughHMSA or HMA, or HMO throughKaiser
Dental— Hawaii DentalService
Vision — Vision ServicesPlan
Life Insurance— StandardInsuranceCompany
MedicarePartB premiumreimbursement

3. Monthly BaseContribution(EmployerCaps)

Effective July 1, 2004, a revisedmonthly basecontributionwas establishedto determine
theamounttheemployerspay to theEUTF on behalfof retirees. This amountis adjusted
annuallybythepercentagechangein theMedicarePart B premium.

4. EmployerContributions

Employers pay a percentageof the monthly base contribution that depends on a
participant’shire dateandyearsof service,asshownin thefollowing table:

1

Hire Date
Years of
Service

% of Base
Contribution

Pt—c—? I 10

10
50”
100%

Post-7/1/96 c 10 0%
(Post-7/l/01 10-14 50%
applied to self 15-24 75%
premium only) 25 100%

5. RetireeContributions

Retireesarerequiredto pay theportionof thepremiumratenot paidby theemployer.

6. DependentandSurvivor Coverage

Eligible dependentsand survivors may elect coverageunder the plansif they pay the
required employeecontribution.

,~, City andCountyofHonolulu
GASBOPEB
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8. Summary of Principal Plan Provisions (cont.)

7. Benefit Plan Design

Plan Provisions
HMSNHMA PPO

Participating Non Participating
HMSA liMO Kaiser (Comprehensive)’

Participating Non Participating
Kaiser (Basic)1 Kaiser Senior Advantage Plan

Participating Non Participating
Deductible Single

Family None
$100
$300 None None No benefit None None .No benefit

Office visit co~y/coinsurance 10% of eligible 30% of eligible $15 — $15 No benefit $25 10% of eligible No benefit
Routine physical exams No Charge No Charge $15 $15 No benefit $25 No Charge No benefit
Inpatient admission copay/coinsurance 10% of eligible 30% of eligible $15 $15 No benefit $25 10% of eligible No benefit

Emergency room copay/coinsurance 10% of eligible 10% of eligible

$25 (in-state
$25 bluecard)

0

(worldwide)

$25 -i- other
applicable plan

charges

20% of applicable
charges

20% of applicable
charges plus

0 er app ica e
plan charges

$50 + other
applicable plan

charges

$25 + other
applicable plan

charges

$25 + other
applicable plan

charges

Ambulance ccpay!coinsurance 10% of eligible 30% of eligible .20% of eligible No benefit 20% of applicable
charges

20% of applicable
charges for

Medicare-covered
ambulance service

20% of applicable
charges

Outpatient surgery copay/coinsurance 10% of eligible 30% of eligible $15 $15 No benefit $25 - 10% of eligible No benefit
Prescriptions_(30-day_supply)_non-mat_order

eneric

Preferred brand

Non-preferred brand

$5
$5 + charges in

excess of 80% of
eligible charges

$5 (in network)
$5 + charges in
excess of 80%

of eligible
charges

$15 No benefit $15 $5 No benefit

$15
$15-*chargesin
excess of 80% of
eligible charges

$15 (in
network)

e
15

h
‘~necce~s
80% of eligible

charges

$15 No benefit $15 SiS Ncben&it

530
530 + charges in
exces.s a’
ef~~it4ec.caraes

55 (in network)
5.5 + charges in
excess ot 80%

of eligible
charges

$15 No benefit $15 550 ba-/~

Prescriptions (90-day supply) mail order
Generic
Preferred brand
Non preferred brand

S S S 0 $30 No benefit $30 $10 S->:~
s~— S -~+~ $35 $30 No benefit $30 $35 S~

‘~s”~ SEc $30 No benefit $30 $60 Sc ‘~- ~

Out-of-pocket limit Single/Family S2.CKc~SC 0cC 5:00CC 550CC ( 5:500 $4500 $1500/$4500 No limit $1,500/$4500 $15001 54500 J Sc

‘Kaiser Group Plan only available to pre Meac~-e~naCCec City and CountyofHonolulu

GASB OPEl?
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9. Actuarial Methods and Assumptions

Where applicable, the Hawaii EmployeeRetirementSystem~ERS,)in/v 1, 2007 actuarial
valuation assumptionswereused.

Actuarial Valuation Date

July 1,2007

2. Actuarial Cost Method

The costs shown in the report were developed using the Entry Age Normal (EAN) cost
method. The EAN cost method spreads plan costs for each participant from entry date
(assuming the plan existed on the employee’s hire date) to the expectedretirementdate.
Under the EAN cost method, the plan’s normal cost is developedasa level percentageof
payroll spread over the participants’ working lifetime. TheAAL is thecumulativevalue,on
the valuation date, of prior service costs. For retirees, the AAL is the present value of all
projected benefits.

The ARCunder this method equals the normal cost plus theamortizationof the unfunded
AALbased on the following:

• 30-year amortization

• Level percentage of future payroll amounts.

ThePlancostsarederivedby makingcertainspecificassumptionsasto the ratesof interest.
mortality, turnover,and the like, which are assumedto hold for manyyears into the future.
Actual experiencemay differ somewhat from the assumptionsand the died of such

differencesis spreadover all periods. Dueto thesedifferences,the costsdeterminedby the
valuationmustbe regardedas estimatesof thetruePlancosts.

3. DiscountRate

5.0% - No Preflinding- This rateis basedon theassumptionthat benefitswill be paid 10111

general employer assets. 8.0% - Preffinding - This rate is basedon the assumptionthai

employerspre-fiandcontributions.

This valuationusesa discountrateof 8.0%,which is basedon the employer’santicipated

funding level.

4. Payroll Increases

3.5% - This is theannualrateat which total payrollis expectedto increaseandis usedin the
costmethodto calculatetheARC asa level percentof payroll. For purposesof reporting
currentcostsasa percentof pay, employerpayroll is estimatedat 8524.258million for the
2007/08fiscal year.

A City andCountyofHonolulu
ON GASB OPEB
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9. Actuarial Methods and Assumptions (cont.)

5. Mortality

Pre-retirement non-duty mortality: ERS mortality rates were used. Below arc sample
rates:

GeneralEmployees Teachers Police & Fire
Age Male Female Male Female Male Female
25 0.02% 0.01% 0.01% 0.01% 0.01% 0.00%
30 0.02% 0.01% 0.02% 0.01% 0.01% 0.00%
35 0.03% 0.02% 0.03% 0.02% 0.01% 0.01%
40 0.04% 0.03% 0.04% 0.02% 0.02% 0.01%
45 0.06% 0.05% 0.05% 0.04% 0.02% 0.02%
50 0.09% 0.07% 0.07% 0.06% 0.03% 0.03%
55 0.12% 0.10% 0.11% 0.09% 0.05% 0.04%
60 0.20% 0.16% 0.17% 0.14% 0.07% 0.06%
65 0.30% 0.23% 0.27% 0.20% 0.11% 0.09%

Pre-retirement duty mortality: ERS mortality rateswereused. Below are sample rates:

General Employees Teachers Police & Fire
Age Male Female Male Female Male Female
25 0.00% 0.00% 0.00% 0.00% 0.01% 0.01%
30 0.00% 0~00% 0.00% 0.00% 0.02% 0.01%
35 0.01% 0.00% 0.00% 0.00% 0.03% 0.02%
40 0.01% 0.01% 0.01% 0.00% 0.04% 0.02%
45 0.02% 0.01% 0.01% 0.01% 0.05% 0.04%
50 0.02% 0.02% 0.01% 0.01% 0.07% 0.06%
55 0.03% 0.03% 0.02% 0.01% 0.11% 0.00%
60 0.05% 0.04% 0.02% 0.02% 0.17% 0.14%
65 0.08% 0.06% 0.04% 0.03% 0.27% 0.20%

Post-retirementhealthy mortality: ERS mortality rates were used. I3eIow are sample
rates:

General Employees Teachers Police& Fire
Age Male Female Male Female Male Female
50 0.33% 0.18% 0.21% 0.10% 0.22% 0.12%
55 1.03% 0.47% 0.36% 0.24% 0.38% 0.20%
60 1.32% 0.83% 0.34% 0.31% 0.68% 0.38%
65 1.51% 0.84% 0.43% 0.28% 1.24% 0.73%
70 1.93% 0.86% 1.12% 0.58% 2.02% 1.17%
75 2.96% 1.39% 1.87% 0.92% 3.16% 1.93%
80 4.43% 2.40% 3.70% 2.06% 5.27% 3.35%
85 7.58% 4.58% 7.34% 4.81% 8.27% 5.76%
90 12.68% 10.26% 12.85% 9.01% 13.00% 9.88%

City and County ofHonolulu
GASBOPEB
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9. Actuarial Methods and Assumptions (cont.)

Post-retirement disabled mortality: ERS mortality rates were used. Below are sample
rates:

General Employees Teachers Police & Fire
Age Male Female Male Female Male Female
50 0.80% 0.51% 0.40% 0.26% 0.44% 0.23%
55 1.45% 0.97% 0.71% 0.51% 0.80% 0.44%
60 2.37% 1.50% 1.29% 0.97% 1.45% 0.86%
65 3.72% 2.53% 2.17% 1.50% 2.37% 1.37%
70 6.20% 4,40% 3.41% 2.53% 3.72% 2.27%.
75 9.72% 7.53% 5.59% 4.40% 6.20% 3.94%
80 15.29% 12.88% 8.96% 7.53% 9.72% 6.77%
85 23.36% 20.25% 13.95% 12.88% 15.29% 11.63%
90 31.72% 29.66% 21.57% 20.25% 23.36% 18.62%

6. Termination

ERSterminationrateswereusedin thevaluation.

Thefollowing ratesapply for employeeswith less than6 yearsof service,regardlessof age:

GeneralEmployees Teachers — Police& Fire
Years Male - Female Male Female Male Female

0 15.50% 18.50% 32.00% 28.00% 11.00% 11.00%
1 12.50% 16.50% 22.00% 22.00% 7.50% 7.50%
2 10.50% 12.50% 14.00% 15.00% 4.00% 400%
3 9.00% 10.00% 12.00% 14.00% 4.00% 4.00%
4 7.00% 8.00% 10.00% 11.00% 4.00% 4.00%
5 6.50% 7.00% 9.00% 8.00%

Thefollowing ratesapply for employeeswith 6 ormoreyearsof service:

GeneralEmployees Teachers Police&Fire
Age Male Female Male Female Male Femalc
25 6.50% 7.83% 4.98% 6.72% 1.91% 1.91%
30 5.46% 5.84% 4.12% 6.15% 2.53% 2.53%
35 4.40% 4.04% 3.95% 4.99% 2.75% 2.75%
40 3.60% 3.30% 3.60% 3.70% 2.01% 2.01%
45 3.02% 2.65% 2.88% 2.88% 1.18% 1.18%
50 2.54% 2.42% 2.34% 2.36% 0.79% 0.79%
55 3.16% 3.36% 3.62% 4.04% 0.24% 0.24%
60 4.33% 4.61% 5.86% 5.38% 0.00% 0.00%
65 1.53% 1.62% 2.18% 1.73% 0.00% 0.00%

,I~
City andCounty ofHonolulu
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9. Actuarial Methods and Assumptions (cont.)

7. Disability

Non-Duty Disability: ERS disability rateswereusedin thevaluation. Samplerates are as
follows:

General Employees - Teachers Police & Fire —

Age Male Female Male Female Male Female
25 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
30 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
35 0.01% 0.01% 0.00% 0.00% 0.01% 0.01%
40 0.04% 0.02% 0.01% 0.01% 0.02% 0.02%
45 0.10% 0.06% 0.03% 0.03% 0.04% 0.04%
50 0.22% 0.14% 0.06% 0.06% 0.10% 0.10%
55 0.30% 0.19% 0.08% 0.08% 0.14% 0.14%
60 0.32% 0.20% 0.08% 0.08% 0.15% 0.15%
65 0.57% 0.36% 0.15% 0.15% 0.27% 0.27%

Duty Disability: ERS disability rates were used in the valuation. Sample rates are as
follows:

General Employees Teachers — Police& Fire
Age Male Female Male Female Male Female
25 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
30 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
35 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
40 0.01% 0.00% 0.00% 0.00% 0.01% 0.01%
45 0.01% 0.00% 0.00% 0.00% 0.02% (L02%
50 0.03% 0.01% 0.01% 0.01% 0.05% 005%
55 0.04% 0.01% 0.01% 0.01% 0.07% 0,07%
60 0.04% 0.01% 0.01% 0.01% 0.07% ft07%
65 0.08% 0.02% 0.02% 0.02% 0.13% :]Y~*

A City andCountyofHonolulu
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9. Actuarial Methods and Assumptions (cont.)

8. RetirementAge

ERSretirementrateswereusedin thevaluation. Sampleratesare asfbllows:

For activeparticipantsin a contributorypensionplan

GeneralEmployees Teachers Police& Fire
Age Male Female Male Female Male Female
45 1.00% 0.00% 0.00% 0.00% 18.00% 18.00%
50 2.00% 1.00% 1.00% 0.00% 18.00% 18.00%
55 20.00% 20.00% 20.00% 22.00% 25.00% 25.00%
60 15.00% 12.00% 14.00% 18.00% 30.00% 30.00%
65 35.00% 45.00% 25.00% 25.00% 100.00% 100.00%
70 25.00% 25.00% 25.00% 25.00% 100.00% 100.00%
75 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

For activeparticipantsin a non-contributor,pensionplan

General Employees Teachers
Age Male Female Male Female
45 0.00% 0.00% 0.00% 0.00%

- 50 0.00% 0.00% 0.00% 0.00%
55 10.00% 10.00% 10.00% 13.00%
60 10.00% 15.00% 10.00% 18.00%
65 40.00% 30.00% 24.00% 30.00%
70 20.00% 25.00% 15.00% 25.00%
75 100.00% 100.00% 100.00% 100.00%

9. Annual Healthcare Inflation (“Trend”)

Annual healthcare costs were assumedto increaseasfollows:

Medical & Rx Medical & Rx [Yletlican,
Year Pre-65 — Post-65 Dental Vision Part B
2007 9.5% 10.0% 7.0% 5.0% 3.1%
2008 8.5 9.0 6.5 4.5 7.0
2009 7.5 8.0 6.0 4.0 6.5
2010 6.5 7.0 5.5 3.5 6.0
2011 6.0 6.0 5.0 3.0 5.5
2012 5.5 5.5 4.5 3.0 5.0

2013+ 5.0 5.0 4.0 3.0 5.0

,~ City and CountyofHonolulu
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9. Actuarial Methods and Assumptions (cont.)

10. HealthcarePremiums

Effective July 1, 2007, the total monthly premiumratesfor retireesare shownin the table
below:

Administrative Total Payment
Premium Fee Required

HMSA Non-Medicare
Single $396.62 $2.72 $399.34
Two-Party 793.24 5.42 798.66
Family 1,189.86 8.14 1,198.00

HMSAMedicare
Single 286.37 2.71 289.08
Two-Party 572.74 5:42 578.16
Family 859.11 8.15 867.26

Kaiser Non-Medicare
Single 458.08 2.72 460.80
Two-Party 916.88 5.42 922.30
Family 1,374.28 8.14 1,382.42

Kaiser Medicare
Single 213.04 2.72 215.76
two-Party 426.40 5.42 431.82
Family 639.16 8.14 647.30

HDS
Single 27.90 0.28 28,! 8
Two-Party 54.40 0.56 54.96

Family 66.62 0.84 67.46

VSP
Single 4.36 0.06 4.42
Two-Party 8.72 0.10 8.82
Family 11.70 0.14 11.84

The Medicare Part B monthly premiumfor 2007 is $93.50.

All amounts are assumed to increase at the same rate as healthcare trend.

11. Monthly Base Contribution (Employer Caps)

The monthly base contribution for the fiscal year beginning July 1, 2007 follows:

Single Two-Party — Family

Non-Medicare $625.44 $1,250.88 $1,876.32
Medicare 445.54 891.06 1,336.60

This base contribution is assumed to increase at the same rate as MedicarePartB trend.

A City and County ofHonoluluON GASBOPEB
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9. Actuarial Methods and Assumptions (cont.)

12. BaseYear Claims

The following table shows expectedannual per member claim costs Ebr the fiscal year
beginning July 1, 2007:

HMSA Kaiser
Age Medical Medical

40-44 $2,888 $3,016

45-49 3,331 3,520
50-54 3,934 4,207
55-59 4,609 4,978
60-64 5,514 6,010
65-69 3,141 2,090
70-74 3,559 2,398
75-79 3,948 2,687
80-84 4,247 2,908
85-89 4,405 3,025

Dental and vision costs are not assumed to vary by age. The annual expected claims are
$340 for dental and $55 for vision.

13. Life Insurance

The life insurance benefit amount effective on the valuation date is $2,372.

14. Retiree Contributions

Retirees are required to pay the portion of the premium ratenot paid by their emplo~c!

Futurepremiumratesareassumedto increaseby healthcaretrend.

15. PlanParticipation

The ratesat which future eligible retireesare assumedto elect coveragevary basedon the

employercontributionpercentage,asfollows:

Employer Medicare
Contribution Medical Dental/Vision Life PartB

0% 50% 70% 100% 99%
50% 50% 70% 100% 99%
75% 75% 85% 100% 99%

100% 99% 99% 100% 99%

City andCountyofHonolulu
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9. Actuarial Methods and Assumptions (cont.)

16. Plan Election

All active and retired participants are assumedto continuecoveragein the plan in which
they are currently enrolled. Currentaetiveswaiving coverageand deferredinactivesare
assumed to elect medical coverage at the rate of 82% HMSA/ 18% Kaiser, which is
approximately the same proportion as current retiredparticipants.

17. Plan Coverage

For current retirees, actual plan coverage (e.g., single, two-party and family) is used. Future
retirees are assumed to elect plan coverage in the same proportion as current retirees —

currently 51% single / 44%two-party / 5% family.

All participants are assumed to be eligible forMedicareuponattainmentof age65.

18. DependentAge

Actual spouses’datesofbirth areused,if available. Otherwise,malesareassumedto be4
yearsolder than their femalespouses.Certaindependentsunderage24 who are valuedare
assumedto be 25, 27,or 30 yearsyoungerthantheretiree.

19. Participants Valued

Only current retired, deferred inactives, and active participants are valued. No future
entrants are considered in this valuation.

20. Changes in Valuation Assumptions

The following assumptions were changed from the prior valuation:

IlealthcareTrend
lYledkare

Medical & Rx Dental Vision Part B
2007 2007

Year Pre-65 Post-65 2006 2007 2006 2007 2006 2007 2006
2006 11.0% 7.0% 3.0% - 5.6%
2007 9.5% 10.0% 10.0 7.0% 6.5 5.0% 3.0 3.1% 8.0
2008 8.5 9.0 9.0 6.5 6.0 4.5 3.0 7.0 7.5
2009 7.5 8.0 8.0 6.0 5.5 4.0 3.0 6.5 7.0
2010 6.5 7.0 7.0 5.5 5.0 3.5 3.0 6.0 6.5
2011 6.0 6.0 6.0 5.0 4.5 3.0 3.0 5.5 6.0
2012 5.5 5.5 5.0 4.5 4.0 3.0 3.0 5.0 5.5

2013+ 5.0 5.0 5.0 4.0 4.0 3.0 3.0 5.0 5.0

Plan CoverageAssumptionfor FutureRetirees
2007—51%single / 44%two-party / 5% family
2006—57%single / 43%family

Ilow City and County ofHonolulu
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10. GASB OPEB Summary

The GovernmentAccountingStandardsBoard(GASB) hasissuedStatementsNo. 43 and45 fbr
therecognitionanddisclosureforpublic entitiessponsoringother(than pensions)post-retirement
benefitplans.

This Exhibit summarizespertinent issuesfrom the above statementsand includes comments
aboutGASB’sOPEB standard.

Why Pay-As-You-GoAccountingWill Be Unacceptable

The GASB believes,like theFASB, that otherpost-retirementbenefits,like pensions,areaform
of deferredcompensation.Accordingly,GASB is sayingthesebenefitsshouldberecognized(in
an organization’s financial statement)when earnedby employees,ratherthanwhen paid out.
Under SFAS 106, pay-as-you-goaccountingis replacedwith accrual accountingfor these
benefits. This approachis similar to (although morerestrictive than) GASB‘s approach under
StatementsNo. 43 and45.

Allocating Costs(Attribution)

The FASB defines attribution as the process of assigning other post-retirement benefit cost to
periods of employee service. SFAS 106 specifies how (the attribution method) and over what
accounting periods (the attributionperiod) thepostretirementbenefitspromisemustbe allocated.

The attribution (actuarial cost) method specified by SFAS 106 is the “projected unit credit
actuarial cost method”. This method attributes an equal amount of’ the Iota! postretiremeni
benefit to eachyearofserviceduring the“attribution period’.

Theattributionperiodis theperiodover whichthetotal postretiremcntbenefit is earned. I Jalesa
theplanstatesthat post-retirementbenefitsarenot earneduntil a laterdate,the attributionperiod
is from the employee’shire dateuntil the employeeis first eligible for thebenefit, The G451?
Statementsdo not restrict entities to a single attribution method, bitt insteadallows sponsor.~
(and actuaries)to choose.from severalacceptablemethods(similar to GASB27L GASHa!low~

six funding methodsand also allows attribution to the expectedretirementagerather than the
earliesteligibility age.

Defining thePlan

SFAS 106 refers to the substantiveplan as thebasis for accounting. The substantiveplan may
differ from the written planin that it reflects the employer’scost sharingpolicy basedon past
practiceor communicationof intendedchanges,or a pastpracticeof cost increasesin monetary
benefits. UnderSFAS 106, thesubstantiveplan is thebasisfor allowing recognitionofpotential
future changesto the plan. GASBfollows FASB‘s lead on this issue, requiring entities to
recognizethe underlyingpromise,notjust thewritten plan.

,L~
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10. GASB OPEB Summary (cont.)

One GASB requirementrelatesto the implied subsidywhenretirees participatein the active
healthcareplan, but arechargeda ratebasedon compositeactiveand retireeexperience.Under
the GASB standard,evenif an organizationdoesnot otherwisesubsidizethe benefit, then the
organizationwill haveto recognizean OPEBobligationfor the implied subsidy.

ActuarialAssumptions

SFAS 106 saysactuarialassumptionsshouldbe explicit. This meanseachindividual assumption
should represent the actuary’s best estimate. GASB also, generally, requires explicit
assumptions.

GASB requiresthe discountratebe basedon the sourceof fundsusedto pay thebenefits. This
meansthe underlying expectedlong-term rate of return on plan assetsfor funded plans.
However,sincethesourceof fundsfor unfundedplansis usuallytheorganization’sgeneralfund,
andorganizationsareusuallyrestrictedby State law asto whatinvestmentstheycanhavein their
generalfund,unfundedplanswill needto usea relativelylow discountrate.

TransitionIssues

Becausehistorical annualrequiredcontribution information will rarely be available, GASBis
taking a prospectiveapproachon transition issues. This meanstherewill be no requirementfur
any initial transitionobligation.

EffectiveDates

The newstandardshavestaggeredeffectivedates,similar to GASB StatementNo. 34, as lollows:

Annual Revenue

Effective for l’iscal % ears Beginning Alter

GASB 43 GASB 45

Phase I

PhaseII

PhaseIII

~100million

> $10 million, but<$100million

<$10million

December 15, 2n05

December15, 2006

December15, 2007

Dccembc! 5. .‘NI

DecemberIS ‘(IN

DecemberIS. .‘un.~

A
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11. Glossary

Actuarial Accrued Liability (AAL)

As determinedby a particularActuarial CostMethod, theportionof theActuarial Present Value
of plan benefitsand expenseswhich is attributableto pastservice,and thus not providedfor by
futureNormalCosts.

ActuarialAssumptions

Assumptionsasto the occurrenceof future eventsaffectingbenefit costs, such as: mortality,
withdrawal, disablementand retirement; changesin compensationand employer provided
benefits;ratesof investmentearningsand assetappreciationor depreciation;proceduresusedto
determinetheActuarial Value of Assets;and otherrelevantitems. The Actuarial Assumptions
areusedin connectionwith theActuarial Cost Method to allocateplan costsover the working
lifetime ofplanparticipants.

ActuarialCostMethod -

A procedurefor determiningtheActuarial PresentValue of planbenefitsand expensesand for
developingan actuariallyequivalentallocationof such valueto time periods(e.g., pastservice,
future service),usuallyin theform ofaNormalCostandan ActuarialAccruedLiability.

Actuarial ExperienceGainor Loss

* A measure of the differencebetweenactualexperienceand that expectedbasedupon a set ofActuarial Assumptions,during theperiodbetweentwo Actuarial Valuation Dates,as detcniiined
• in accordancewith a particularActuarial CostMethod.

ActuarialPresentValue

The valueof an amountor seriesof amountspayableor receivableat various times, determined
as of a given dateby the applicationof a particularsetofActuarial Assumptions. For purposer~
of this standard,eachsuchamountor seriesof amountsis:

a. adjusted for the probable financial effect of certain intervening events (such as
changesin compensationlevels,Social Security,marital status,etc.).

b. multiplied by the probability of the occurrenceof an event (such assurvival, death
disability, terminationof employment,etc.)on which thepaymentis conditioned,and

c. discountedaccordingto an assumedrate(or rates)of return to reflect the time value
of money.

,~I
City and County ofHonolulu

GASB OPEB27 07/01/2007Actuarial Valuation Study



11. Glossary (cont.)

Actuarial PresentValue ofTotal Projected Benefits or PresentValue of Benefits (PVB)

Total projected benefits include all benefits estimated to be payable to plan members(retirees
and beneficiaries,terminatedemployeesentitled to benefitsbut not yet receiving them, and
currentactivemembers)as a result of their servicethroughthevaluationdateandtheir expected
future service. The actuarialpresentvalueof total projectedbenefitsas of thevaluationdateis
the presentvalue of the cost to finance benefitspayablein the future, discountedto reflect the
expectedeffectsof thetime value(presentvalue)of moneyand the probabilities of payment.
Expressedanotherway, it is theamount that would haveto be investedon thevaluationdateso
that the amount investedplus investmentearningswill provide sufficient assetsto pay total
projectedbenefitswhendue.

ActuarialValuation

The determination,as of a Valuation Date, of the Normal Cost, Actuarial Accrued Liability,
Actuarial Valueof Assets,andrelatedActuarialPresentValuesfor a benefitplan.

ActuarialValuationDate

Thedateasof which an actuarialvaluationis performed.

ActuarialValueof Assets

The valueof cash,investments,and otherpropertybelongingto a benefit plan, as usedby the
actuaryfor thepurposeofan ActuarialValuation.

AgentMultiple-EmployerPlan

An aggregation of single—employer plans, with pooled administrative and investmentfunction,;~
Separateaccountsaremaintainedfor eachemployerso that theemployer’scontributionsprovide
benefitsonly for theemployeesofthat employer. A separateactuarialvaluationis performedfir
each individual employer’s plan to determine the employer’speriodiccontributionrateand other
infonnation for the individual plan, basedon the benefitformula selectedby the employerand
the individual plan’s proportionateshareof the pooled assets. The resultsof the individual
valuationsareaggregatedattheadministrativelevel.

AggregateActuarialCostMethod

A methodunderwhich the excessof the Actuarial PresentValue of ProjectedBenefitsof the
group included in an Actuarial Valuation over the Actuarial Value of Assets is allocated on a
level basis over theearningsor serviceofthegroupbetweenthevaluationdateandassumedexit.
This allocation is performed for the group as a whole, not as a sum of individual allocations.
That portion of the Actuarial Present Value allocated to a valuation year is called the Normal
Cost. The Actuarial Accrued Liability is equal to the Actuarial Value of Assets.

City and County ofHonolulu
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11. Glossary (cont.)

Amortization (ofUnfunded Actuarial Accrued Liability)

The portion of benefit plan costs or contributions which is designed to pay oil principal and
interest on the Unfunded Actuarial Accrued Liability.

Annual OPEB Cost (AOC)

An accrual-basismeasureof theperiodic costof an employer’sparticipationin a definedbenefit
OPEBplan.

Annual Required Contributions of the Employer (ARC)

The employer’s periodic required contributions to a Defined Benefit OPEBPlan, which is the
basis for determining an employer’s Annual OPEBCost. For a Cost Sharing Multiple-Employer
Plan, the Contractually Required Contributions should be used to determine an employer’s
Annual OPEBCost.

Contractually Required Contributions (CRC)

The contributions assessed by a Cost Sharing Multiple-Employer Plan to the participating
employer for a period, without regard for the method used to determine the amounts.

CostSharing Multiple-Employer Plan

A single plan with pooling (cost-sharing) arrangements for the participating employers. All
risks, rewards, and costs, including benefit costs, are shared and arc not attributedindividually in

the employers. A single actuarialvaluation coversall plan members,and the samecunirihutun
rate(s) applies for each employer.

Covered Group

Planmembersincludedin an actuarialvaluation.

DeferredInactives

Former employees, not yet receiving retirement benefits, who are eligible for plan bcnclits ill (lie
future.

Defined Benefit OPEB Plan

An OPEBplan having terms that specif3’ the benefits to be provided at or after separation iI~oni
employment. The benefits may be specified in dollars (for example, a flat dollar payment or an
amount based on one or more factors such as age, years of service, and compensation), or as a
type or level of coverage (for example, prescription drugs or a percentage of healthcare insurance
premiums).

p~
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11. Glossary (cont.)

l)iscount Rate (Investment Return Assumption)

[he rate used to adjust a series of future payments to determine the present valueby reflecting
the time value of money.

Employer Contributions

(‘ontributions made in relation to the annual required contributions of the employer (ARC). An
employer has made a contribution in relation to the ARCif the employer has (a) made payments
uI benefits directly to or on behalf of a retiree or beneficiary, (b) made premium payments to an
insurer, or (c) irrevocably transferred assets to a trust, or equivalent arrangement, in which plan
assets are dedicated to providing benefits to retirees and their beneficiaries in accordance with the
terms of the plan and are legally protected from creditors of the employer(s) of plan
administrator.Employercontributionsgenerallydo not necessarilyequateto benefitspaid.

Entry AgeNormalActuarialCostMethod

A method under which the Actuarial PresentValueof theProjectedBenefitsof eachindividual
included in an Actuarial Valuation is allocated on a level basis over theearningsor serviceofthe
individual betweenentry age and assumedexit age(s). The portion of this Actuarial Present
Value allocated to a valuation year is called the Normal Cost. The portion of this Actuarial
PresentValue not provided for at a valuation date by the Actuarial PresentValue of future
Normal Costs is called the Actuarial Accrued Liability.

Funded Ratio

The actuarial value of assets expressed as a percentage of the Actuarial Accrued Liability.

Funding Excess

l’he excess of the Actuarial Value of Assets over the Actuarial Accrued Liability.

FundingPolicy

l’he program for the amounts and timing of contributions to be made by plan neIIIbcrs~
employer(s),andothercontributingentitiesto providethebenefitsspecifiedby an OPLI3 plan.

HealthcareCostTrend Rate

The rate of change in per capita health claims costs over time as a result of factors such as
medical inflation, utilization of healtheare services, plan design, and technological developments.

Implicit Rate Subsidy

The differential between utilizing a blend of active and non-Medicare retiree experience for cost
of benefits, and utilizing solely the expected retiree experience. Blending a lower cost active
cohort with retirees results in an implicit rate subsidy for the retirees of the entire group.

,L~,
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11. Glossary (cont.)

Inactives

Certain former employeeswith a minimum amount of years of creditable service who have
benefits payable from the retirement system.

I evel Percentageof ProjectedPayrollAmortizationMethod

Amortization payments are calculated so that they are a constant percentage of the projected
payroll of active plan members over a given number of years. The dollar amountofthepayments
generally will increase over time as payroll increases (e.g., dueto inflation); in dollars adjusted
fir inflation, thepaymentscanbe expectedto remainlevel.

Market-Related Value of Plan Assets

A term used with reference to the actuarial value of assets. A market related value may be fair
value, market value (or estimated market value), or a calculated value that recognizes changes in
fair or market value over a period of~for example,threeto five years.

Net OPEB Obligation (NOO)

The cumulative difference since the effective date of this Statement between Annual OPEBCost
and the employer’s contributions to the plan, including the OPEBliability (asset) at transition, if
any, and excluding (a) short-term differences and (b) unpaid contributions that have been
converted to OPEB-related debt.

Nornial Cost

INc portion of the Actuarial PresentValue of planbenefitsand expenses that isillocatcd t a

valuation year by the Actuarial Cost Method.

OPEBAssets

the amount recognized by an employer for contributions to an OPEBplan gi-caici ttuui I )t’t H

expense.

OPEB Expenditures

Theamount recognizedby an employerin eachaccountingperiod for contributions to an UI 1 I

planon themodifiedaccrualbasisofaccounting.

OPEB Expense

The amount recognizedby an employer in eachaccountingperiod for contributionsto an OPEB
planon the accrualbasisofaccounting.
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11. Glossary (cont.)

OPEB Liabilities

The amount reco~ized by an employer for contributions to an OPEBplan less than OPEB
expense/expenditures.

Oihcr PostemploymentBenefits (OPEB)

Postcmploymentbenefitsotherthan pensionbenefits. Other postemploymentbenefits(OPEB)
include postemploymenthealthcarebenefits,regardlessof the type of planthat providesthem,
and all postemploymentbenefitsprovided separatelyfrom a pensionplan, excluding benefits
definedasterminationoffers andbenefits.

Pay-As-You-Go

A methodof financing a plan under which the contributionsto theplan are generallymadeat
aboutthesametime and in aboutthe sameamountas benefitpaymentsand expensesbecoming
due.

Plan Assets

Resources,usuallyin theform ofstocks,bonds,and otherclassesof investments,that havebeen
segregatedand restricted in a trust, or equivalent arrangement,in which (a) employer
contributionsto theplan areirrevocable,(b) assetsare dedicatedto providingbenefitsto retirees
and their beneficiaries, (e) assets are legally protected from creditors of the employers or plan
administrator,for thepaymentof benefitsin accordancewith theterms of the plan.

Plan Members

The individuals covered by the terms of an OPEBplan. The plan membership generally iicIudc~
employees in active service, terminated employees who have accumulated benefits but arc 1101 vet

receivingthem,andretiredemployeesandbeneficiariescurrentlyreceivingbenctits.

Postemployment

The period betweentermination of employment and retirement as well as the period aitci

retirement.

PostemploymentHcalthcare Benefits

Medical, dental, vision, and other health-relatedbenefits provided to terminatedor retired

employeesandtheirdependentsandbeneficiaries.
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11. Glossary (cont.)

Postretirement Benefit Increase

An increasein the benefits of retirees or beneficiaries granted to compensate thr the effects of
inflation (cost-of-living adjustment) or for other reasons. Ad hoc increasesmay be granted

periodically by a decisionof the board oftrustees,legislature, or other authoritative body; both
if ic decisionto grant an increase and the amount of the increase are discretionary. Automatic
increasesare periodic increasesspecified in the tenns of the plan; they are nondiscretionary
exceptto the extentthat the plan termscanbe changed,

Projected Benefits

Those plan benefit amounts which are expected to be paid at various future times under a
particular set of Actuarial Assumptions, taking into account such items as the effect of
advancement in age and past and anticipated future compensationand service credits. That
portion of an individual’s Projected Benefit allocated to service to date, determined in
accordancewith the tennsofaplan and basedon future compensationas projectedto retirement,
is calledthe Credited Projected Benefit.

ProjectedUnit Credit Actuarial CostMethod

A method under which the benefits (projected or unprojected) of each individual included in an
Actuarial Valuation are allocated by a consistentformula to valuation years. The Actuarial
PresentValue ofbenefitsallocated to a valuation year is calledthe Normal Cost. The Actuarial
Present Value of benefits allocatedto all periods prior to a valuation year is called the Actuarial
Accrued Liability.

I linler this method, the Actuarial Gains (or Losses),as they occur, generally reduce (iii iifttc;Icr)

the tin Ilinded Actuarial Accrued Liability.

I hider this method, benefits are projected to all future points in time tinder the id ins it ih1’ i’l.iii
and actuarial assumptions (for example, health trends). Retirees arc coi,sidcreil is iii itilit
attributed in theirbenefits. For actives,attribution is to expectedretirement age: iliius, iscinlil’. ii

each future point in time areallocatedto past servicebasedon a proration oFservice it’ .h;itc .~‘i

total projected service.

Required Supplementary Infonnation (R.SI)

Schedules,statistical data, and other information that are an essentialpart of financial rcporl iuij.~
and should be presented with, but are not part of, the basic financial statements oF a

governmental entity.

Single-EmployerPlan

A plan that covers the current and former employees, including beneficiaries, of only one
employer.
‘~, City andCountyofHonolulu
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11. Glossary (cont.)

Sponsor

The entity that establishedthe plan. The sponsor generally is the employeror one of the
employersthat participatein theplan to providebenefitsfor theiremployeesand employeesof
t~iher employers.

SubstantivePlan

‘Ihe termsofan OPEB plan asunderstoodby theemployer(s)andplanmembers.

‘I’ransition Year

The fiscal year in which this Statement is first implemented.

Unfunded ActuarialAccrued Liability (UnfundedActuarial Liability)

The excessofthe Actuarial Accrued Liability over the Actuarial ValueofAssets.
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Appendix A — Alternative Cost Methods and Alternative
Discount Rate Results

GASH allows plansponsorsto useone of six actuarial cost methods, The tablesbelow showthe

prmciple valuation results under three of the methods and based on the no prelinding (5.0%) and
ftilly prefunding scenarios (8.0%). The other three methods producc the same results in the
initial year as one of the methods shown. For all cost methods, differences lie in the manner in
which liabilities are spread. It is importantto note that the Hawaii ERS valuationresults are
hased on the Entry Age Normal cost method, which is also the most commonmethod used in the
public sector. FASB rules, which are followed by non-public sector entities, require the use of
the Projected Unit Credit cost method.

I. AssumingNo Prefunding of Obligations (5.0%)

Entry Age Projected Unit
Normal Credit

$2,090,887,000
Aggregate

Liability - AAL / PVB $1,952,317,000 $2,555,603,000
Assets $0 $0 $0
UnfundedAAL / PVB $1,952,317,000 $2,090,887,000 $2,555,603,000
Normal Cost plus interest $58,840,000 $51,854,000 n/a

Total ARC -30 Year Amortization $142,374,000 $141,317,000 n/a
Total ARC -20 Year Amortization $175,946,000 $177,272,000 n/a
Total ARC - 10 Year Amortization $277,359,000 8285.883,000 - n/a
Total ARC - FutureWorking Lifetime nta n/a $250,115,000

ii. AssumingPrefundingofObligations(8.0%)

Entry Age Projected Unit
____________________ Normal Credit Aggregate

liability — AAL/ PVB $1,242,255,000 81,252.418.000 ~l H
/\ssets $0

ntbnded AAL / PVB $1,242,255,000 $1,252.41 8j)tX) ~ I H I

Normal Cost plus interest $23,878,000 $22,863,000

Total ARC - 30 Year Amortization $101,404,000 $101,023,000
Total ARC -20Year Amortization $121,421,000 $121,204,000
Total ARC - 10 Year Amortization $185,154,000 $185,459,000
Total ARC - futureWorking Lifetime n/a n/a ‘~i6’~0/j

Amortizationof unfundedliabilities Theresults shownare developedby amortizing unilnided
liabilities as a level percentof payroll, as comparedto a level dollar amount. Funding as a
percentof payroll reducescunentcosts but increases future costs as employerpayroll increases.
It should also be noted that GASB allows amortizationof the unfundedliabilities for up to 30
years. Further,an Openor ClosedAmortization Periodcan be used,as describedin the Glossary.
Fundingover a longerperiodreducesannualcosts butextends thefundingperiod.
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