
 
 

Pension and OPEB Study Commission 
January 27, 2014 

Minutes of the Meeting 
 
 

A Study Commission meeting was held in the Senate Lounge of the State House, 82 Smith Street, 
Providence, Rhode Island on Monday, January 27, 2014. 

Rosemary Booth Gallogly, Director of Revenue and Chairperson of the Pension and OPEB Study 
Commission called the meeting to order at 10:10 AM. 

Commission members present:  Rosemary Booth Gallogly, Jean Bouchard, Allan Fung, Dennis 
Hoyle, Allison Rogers representing Richard Licht, Antonio Pires, Joseph Polisena, Andrew Marcaccio 
representing Gina Raimondo, John Simmons, Steven St. Pierre 

Members absent:   Paul Doughty, J. Michael Lenihan, Angel Taveras, and there is a vacancy due to 
the retirement of the Jamestown Town Administrator. 

Others present:  Susanne Greschner, Chief of the Division of Municipal Finance, Daniel Sherman, 
Actuary for the Pension and OPEB Study Commission and members of the public 

Agenda Item #1 – Approval of Minutes from October 21, 2013 and November 25, 2013 

For the first item on the agenda, Chairperson Booth Gallogly asked if the Commission members had 
any corrections, adjustments or additions to the draft minutes provided from the Study Commission 
meetings held on October 21, 2013 and November 25, 2013.  There were none.  Mayor Polisena from 
the Town of Johnston made a motion to accept the minutes as written.  The motion was seconded by 
Mayor Fung from the City of Cranston.  The motion passed all in favor. 
 
Agenda Item #2a – OPEB Trust Fund Survey – Overview of Massachusetts municipalities – 
Attachment B 

Next on the agenda, Chairperson Booth Gallogly referred to the Other Post Employment Benefits 
(OPEB) and its significant liability and she thought it would be helpful to provide the Commission 
with an OPEB summary from the State of Massachusetts.   

Dan Sherman, Actuary for the Pension and OPEB Study Commission referred to the OPEB Trust Fund 
Survey that was conducted by the Massachusetts Municipal Association (MMA).  He explained that 
the MMA performed a spot survey of 80 plan sponsors (out of approximately 450) of the OPEB plans.  
The communities had determined how much money they could afford to transfer into a reserve 
account, and then began the process of educating the public, selectmen and working it through their 
budgets.  Every community will be different depending on their own situation.   

Mayor Polisena commented on how the State of Massachusetts has similar significant funding 
liabilities as Rhode Island.  Mr. Sherman pointed out that approximately 50% in Massachusetts are 
actually contributing to a trust fund.  Mayor Fung inquired if the report included the schools.  Mr. 
Sherman indicated that both the teachers and other school employees are included in the report.  As in 
Rhode Island, the teachers pensions are handled by the State, however the OPEB for the teachers are 
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local.  Dennis Hoyle, Rhode Island Auditor General inquired if the asset allocation was the same for 
the funds that go into the Pension Reserves Investment Trust (PRIT) for OPEB as compared to the 
pensions.  Mr. Sherman explained that in the PRIT there is a core fund that is similar to a mutual fund 
where everyone is in the same position.   

The Chair indicated that it is important to consider the entire “retirement package” and be mindful of 
the cost of providing that package.  She said that if the liability is not funded, it will continue to grow 
3-5% per year.  In addition, she said that the Commission needs to figure out how to help 
municipalities with their OPEB issues, and to determine if there is a better structure that could lead 
them towards a gradual funding of their liability. The Chair mentioned that an interesting topic for 
discussion at the next meeting would be to learn how Massachusetts municipalities can opt into PRIT, 
the state administered investment body.   

Antonio Pires, Director of Administration for the City of Pawtucket, asked if a community could 
access funds from a trust fund.  Mr. Sherman indicated that funds are not accessible from a trust unless 
there is no longer an OPEB obligation, and that some may simply be restricted accounts, not trusts.  
The Chair referred to the funds that are invested by PRIT, and the OPEB obligations that have a 
different cash flow or liability stream then the pension; and she inquired if Massachusetts was looking 
at matching up the liabilities with types of investments.  Mr. Sherman said they had not since it is in its 
infancy.  He said that most communities are continuing to budget pay go funding as a line item, and 
any additional monies are put into the trust fund.  Mr. Sherman said that PRIT is invested heavily into 
many equities that have different risk factors, which are relatively low.  The Chair referred to the 
source of funding listed on the report, and she notice that many of the communities in Massachusetts 
had indicated Part D reimbursements.  Mr. Sherman explained that there is a partial reimbursement for 
the drug coverage from the federal government and it is being put into the trust fund.  The Chair 
indicated that she would like to review the reimbursements further. 

 Agenda Item #2b – OPEB Trusts – Experience from municipalities in Rhode Island – Town of  
Charlestown and City of Newport – Attachment C 

The Chair introduced Patricia Anderson, Finance Director for the Town of Charlestown and 
congratulated her on the town’s OPEB funded status of 33.5%.   

Ms. Anderson said that the Town of Charlestown is very proud of their commitment to the OPEB 
funding.  Charlestown is a smaller community and the school and library are separate from the town 
which has only 60 employees.  The only employees who receive health insurance benefits at retirement 
are 20 police officers and 3 department heads that were hired prior to 1996.  In 2006, the town had 
recognized its obligation to pay for part or all of the obligations to those employees.  Initially, the town 
had determined their OPEB obligation and then hired the actuarial firm of Milliman, who had 
determined that the accrued liability was $3,391,000 and the annual required contribution (ARC) was 
$385,000.  

Ms. Anderson noted that the town looked at the Town of Bristol as a model, who had established a 
trust using Attorney Sandra Mack Matrone of the Law Firm Hinkley, Allen and Synder, LLP.  It was 
then determined  that no other trust in Rhode Island had gotten a ruling from the Internal Revenue 
Service (IRS); therefore Attorney Matrone worked with the IRS to achieve a ruling.  Since it is a 
government entity, and the monies that are invested are used strictly for paying for benefits of those 
retirees, the ruling was that there would be no tax liabilities.  That ruling was favorable for both the 
town and the retirees.  The investment income would then be rolled back into paying for those benefits.  
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This ruling was strictly for the Town of Bristol, but the implications was that other municipalities that 
set up their trust in a similar fashion would receive the same type of ruling.  

The Town of Charlestown had set up their trust in the same fashion and requested an RFP for a trust 
management, and Citizens Bank was the lowest bidder.  The town has a committee that consists of the 
administrator, treasurer, a budget commission member and a member of the council that reviews the 
trust which meets with Citizens Bank semi-annually.  To date, the town has contributed $2,218,000 
towards their ARC, and their current balance as of December 31, 2013 is $3,071,000.  During contract 
negotiations, the police officers have agreed to contribute 20% towards their health insurance and to 
increase their co-pays.  The Chair inquired if premiums are paid out of the trust fund.  Ms. Anderson 
said it is a pay go.   

The Chair introduced Laura Sitrin, Finance Director for the City of Newport.  The city’s OPEB trust is 
approximately 19.4% funded.  The city looked at early implementation in 2006, and set up a 
Government trust under IRC Section 115.  They wanted to be able to assume as the investment rate of 
return which is 7½%. There were three mechanisms for establishing the trust, and they are:  a 
voluntary employee benefit association (VEBA), 401(h) trust and government trust under IRC Section 
115.  An IRS determination letter was needed for creation on the VEBA and the 401(h) trust.  The 
oversight committee is the City’s Trust and Investment Commission.  The only expenses that are paid 
out of the trust at this time are for the money managers, and the assets are invested in the same manner 
as the pension assets.  Ms. Sitrin indicated that the city’s current liability is approximately 
$119,000,000 and the assets are almost $30,000,000 leaving an unfunded liability of around 
$90,000,000.  The liability is being amortized over a 30 year period, and there are 24 years remaining.   

Ms. Sitrin said that the city is working diligently with the unions and the non-unionized employees to 
attempt to reduce the cost of health care and the long term liability.  Mr. Pires asked what the city’s 
pensions funded ratio is based on their last valuation.  Ms. Sitrin said they were probably 58% for 
police and probably 40% for fire, which are locally administered.  Ms. Sitrin indicated that the City of 
Newport is very proud of their approach relating to their OPEB liability. 

Agenda Item #3 – Correspondence with the Town of Coventry regarding School Pension Plan, 
Attachment D 

Next item on the agenda, the Chair shared with the Commission some communication between the 
Department of Revenue and the Town of Coventry.  A conference call had been held to discuss the FY 
2014 municipal incentive aid with the town.  The Chair had sent a letter to Coventry to congratulate 
them on the efforts that they had made on two of their pension plans, but to inform them that they 
would not be eligible for that aid since the responsibility of the third plan (SRP) had still not been 
resolved. The Director of Revenue was hoping that the town could come to a positive conclusion in 
order to receive the municipal incentive aid by the state.  The incentive aid was a specific new portion 
of money to be distributed to the communities who had achieved the benchmarks that had been 
established with a goal of having sustainable pension plans that are funded.  The Chair indicated that 
the Commission has been quite clear that the community must have a funding improvement plan (FIP) 
that the local governing body approves.  Next year, the Governor has included $5,000,000 in his 
budget, and the funds would be afforded to those communities who have implemented a FIP that meets 
the guidelines.  The Chair indicated that she had offered in the letter sent January 15, 2014 that 
possibly she could seek a modification in the municipal incentive aid statute to give them more time to 
become compliant. 
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If conversations that the town was having with all the parties involved in the SRP pension issue were 
leading to a resolution, then the Commission might suggest to the General Assembly that they put the 
town’s current year’s money in escrow so that they would not lose it all together.  A copy of Mr. 
Hoover’s responding letter is attached, in which he indicates that the Town of Coventry should not 
have the money withheld since the town is not responsible for the school plan.    

Mr. Pires noted for the record, the Pension Study Commission acts in an advisory capacity, and at the 
end of the day the General Assembly makes the final decision.  He hopes that the Town of Coventry 
will be able to work together to resolve this issue.  The Chair indicated that the Department of Revenue 
has offered their assistance in any way that they can, and hopes that this will get resolved in a positive 
way so that the Town of Coventry can receive the municipal aid funds.   

Agenda Item #4 – Municipal Incentive Aid - Governor’s proposed FY 2015 Budget, Article 2, 
Attachment E 

Chairperson Booth Gallogly indicated that the Municipal Incentive Aid is funded in the Governor’s 
budget at $5,000,000 for fiscal year 2015, and she hopes that the General Assembly views it positively 
so that money can continue to go to the communities. Under current law, the monies that a community 
does not receive would be reallocated to the other communities with a May 2014 deadline. 

Agenda Item #5 – Public comments 

Thomas Hoover, Town Manager of the Town of Coventry, said that he and the Department of Revenue 
had a very basic disagreement in that the town believes that they are not responsible for the school and 
the school committee has taken the position that they are also not responsible.  The school plan was set 
up in 1977, and the teacher’s union was very much involved with it at that time.  The town has had 
several meetings between the town council, school committee, non-teaching employees of the school 
department that the plan covers and the teacher’s union.  He indicated that another meeting is 
scheduled within 10 days.  Coventry is in critical status for their non-uniform and uniform pension 
plans.  Funding improvement plans (FIPs) were submitted, and the town has set up their annual 
requirement contributions (ARC), and are meeting that requirement.  Through negotiations with the 
town’s non-uniform employees, the employees agreed to an increase in the employee contribution 
towards their pension plan to the degree that it is more than what they asked for in wage increases.  In 
the town’s most recent actuarial valuation performed by Steve Lemanski from Milliman, the non-
uniform employees ARC has gone down.  The town is awaiting a very critical arbitration ruling on 
their police contract where the town side has asked for many concessions.  This ruling is due in March, 
and if the town prevails, even slightly, it will have a major influence on the ARC for the police plan.  
Mr. Hoover stated that the town is meeting their FIPs, and meeting it to the letter of the law.  From the 
Town of Coventry’s standpoint, they believe it is unfair to withhold the municipal incentive aid that 
was set up to be given as an incentive to all cities and towns.  In addition, Mr. Hoover said it is very 
curious to the town that the Town of Coventry is the “only one” in the State of Rhode Island that this 
has been withheld from.  He said the town is working on this issue; however he can not say that the 
town is at a conclusion on their discussions, but they are continuing to talk.  Mr. Hoover said as you 
can see from his letter, he is hopeful that the Department of Revenue and the Governor changes their 
position on the municipal aid since the town is adamantly against the action that was taken, and he said 
“it not only is it unfair, but the town believes it is unlawful.”   

Mayor Fung mentioned that he had read Mr. Hoover’s letter, and he knows that as a last resort that 
there is a possibility of declaratory judgment in a superior court action to make a determination of 
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who's responsible for the school plan. The Mayor asked if the town has moved along that direction. 
Mr. Hoover indicated that it had been discussed. The town is represented by Attorney Vincent 
Ragosta, trustees by Attorney Guerra and the school committee has an in-house solicitor that 
represents them. The town felt that it was worthwhile to have a fact-finder help them in their 
discussions so that they could reduce the issues, if in fact it had to go to that type of declaratory 
judgment. However, to assume that the Town of Coventry would acquire a $24,000,000 liability on 
top of a better than $70,000,000 liability that they currently already have for uniform and non-uniform 
employees, and make the taxpayers of the community be responsible for that is locally unheard of and 
unacceptable; therefore the town is very firm on their position. Chairperson Booth Gallogly, Susanne 
Greschner, Chief of the Division of Municipal Finance, Town Council President and himself have had 
discussions on the matter, and continue to disagree and he guesses from the standpoint of the 
Commission that they do not have any legal authority to do anything. However, Mr. Hoover said that 
he had to state his case on the matter and he will continue to work with the State in trying to resolve it, 
as the town is trying to resolve it locally. 

Second public comment was from Barry Eyre of KPT Advisors who help plan sponsors reduce the cost 
of retiree healthcare. He believes it is very valuable to set up an OPEB trust and start to pre-fund it, 
but one effect on that is the ability to change the discount rate that is being used on the OPEB liability. 
Mr. Eyre said that starting a trust fund and numerically funding it and then significantly increasing the 
discount rate that is being used to calculate the liability actually does nothing to reduce the cost of 
providing those benefits to the retirees. He said it is a financial instrument and it makes it appear that 
things are better than they actually are. In addition, he said that initially there can be a huge reduction 
in the OPEB liability just from switching the discount rate and that can give a false sense of security of 
being on the right track. He suggested that if one is doing that, they need to look at bending their cost 
trend and he believes there are strategies available to municipalities such as maximizing the subsidies 
under Medicare and to reduce the cost of providing these benefits, which are real, and have an 
economic impact. Another critical component he noted is reducing competition into the procurement 
process for purchasing these benefits. He said there are a lot of municipalities that are not aware that 
because Medicare is a federal program, that there are insurance companies all across the U.S. that can 
bid on providing healthcare to the retirees, which are much more effective. 

Agenda Item #6 - Adjourn 

The Chair indicated that for the next meeting on February 24, 2014, a representative from the State of 
Massachusetts will be addressing the Commission on the process for inviting communities into a unit 
trust relating to OPEB, similar to the Municipal Employees Retirement Systems (MERS). Also, he 
will discuss how Massachusetts communities can participate in group health plans that are 
consolidated at the State level. 

Mayor Polisena made a motion to adjourn which was seconded by Mayor Fung. The meeting 
adjourned at 11:16 AM. 

Ch~ 
PSC/sm 
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Massachusetts Municipal Association
OPEB Trust Fund Survey ‐ Spring 2013

Municipality OPEB Trust 
Fund

OPEB 
Stabilization 
Fund

Locally 
Administered 
or State

 How much is in 
fund? 

 Liability  regular schedule source of OPEB fundings plans to 
establish in 
next year?

separate line item for retiree 
health insurance

AMHERST Yes have applied 
to move to 
PRIT

 $            1,018,650   $94 million  some of both. Regular for 
water and sewer enterprise 
funds, as we are able for 
general fund

Medicare D, health holiday (skipped April 
2013 contribution to health trust fund 
due to large balance, and excess state aid 
for FY13 budget ‐ we passed a budget 
before getting notice of increased aid for 
FY13)

no, it is part of health 
insurance

ANDOVER Yes local but 
looking into 
PRIT

 $            1,006,248   $    215,000,000  trying to fund $400,000 per 
year

general appropriation no

AVON yes local  $               187,000  part of budget appropriation yes
BARNSTABLE Yes local  $            1,046,466   $    160,000,000  both. Annual appropriation 

($250,000 proposed in FY14) 
increasing $100,000 per year 
and plans to add to the 
appropriation any 
unexpected health insurance 
appropriation from the 
previous year closed out to 
fund balance

general appropriation and insurance 
reserve

yes

BELMONT yes local  $            1,570,564  $194,828,649 as 
of 7/1/12 

yes 5% of free cash/excess reserve level of 
10% total

yes

BILLERICA yes no  $               555,000   $    276,000,000  as monies come available initial from municipal health insurance 
reform, pension savings

no

BLACKSTONE unknown unknown unknown
BOXFORD yes PRIT  $               522,000   $      16,000,000  as available general appropriation and Medicare D 

reimbursement
yes

BRAINTREE yes local, but 
working to put 
funds in PRIT

 $            1,956,740   $    170,000,000   Regular schedule FY2014 
$580,000 increasing annually 

Funding source is general appropriation 
$145,000 in FY2012 increasing by 
$145,000 per year.  In FY33 pension 

no‐ We have one line item 
titled Group Life and Medical 
Insurance. It includes funds  

BROCKTON no no the retiree health insurance 
has a separately budgeted 
calculation but the 
appropriated budget is for all  
costs.  The backout shows 
retiree component

BROOKLINE yes local  $         20,600,000   $    189,000,000  regular and increasing property tax, medicare part D, special 
revenue and enterprise, non contribuion 
retirement run off

yes

CANTON Yes local  $               150,000  $131,000,000 as 
of 1/1/2011 

regular operating budget as 
of FY13

general appropriation for OPEB was made 
possible due to savings from health 
insurance reform and new revenue from 
local option meals and hotel tax

set up last 
year

retiree health insurance on a 
pay as you go basis is included 
in the total health insurance 
budget but we have added 
OPEB as a fixeed cost budget 
item

CHARLTON yes none  $                          ‐     $        2,000,000  no monies are available no, included with group 
health

CHILMARK yes a pooled 
county trust

 $               410,000   $        2,500,000  regularly scheduled general appropriation no

Attachment B
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Municipality OPEB Trust 
Fund

OPEB 
Stabilization 
Fund

Locally 
Administered 
or State

 How much is in 
fund? 

 Liability  regular schedule source of OPEB fundings plans to 
establish in 
next year?

separate line item for retiree 
health insurance

DARTMOUTH yes local but 
looking to go 
to PRIT

 $            1,100,000   $      53,000,000  regularley scheduled general appropriation, previously free 
cash

yes

DEDHAM yes local  $            3,180,875   $      10,319,915  part of regular budget municipal health insurance reform no combined amount for all 
health

DOVER yes local  $            2,925,000   $        6,025,000  regular general appropriation no
EAST 

BRIDGEWATER
yes local  $                 10,000   $      32,000,000  yes general appropriation no

EASTHAM no no no
EGREMONT yes 6ASB  $                 50,000  yes
ERVING yes local  $            1,300,000  regularly scheduled $290,000 

‐ $300,000
general appropriation yes

ESSEX yes local  $                 15,000  regularly $15,000 budgeted annually no
FAIRHAVEN yes local  $                 50,000  as monies become available general appropriation
FALL RIVER no hopefully no
FITCHBURG no yes no

FOXBOROUGH yes local  $            2,898,945   $      52,323,236  an increasing amount 
annually.  Just voted to add 
$564,069 in FY14 as last 
nights annual town meeting.  
Looking to add at least 
another 100K to our annual 
commitment so ultimately 
get to the ARC

meals tax recipts as per BOS policy and 
Water and Sewer Enterprise recipts for 
those employee's respective shares

No, we fund OPEB via its own 
warrant article.  Current retire 
health insurance costs are 
calculated separately but 
voted as part of the overall 
health insurance budget.

FRANKLIN no, 
stablization 
fund

OPEB 
stabilization 
fund (no 
trust)

looking at PRIT  $               600,000   $      84,000,000  both budget and savings no

FREETOWN yes local  $                          ‐    as monies come in no
GROVELAND no  $                          ‐     $        2,700,000  no no
HAMILTON yes other  $               100,000  annually based on annual 

review
appropriation

HARVARD yes PRIT  $               250,000   $      23,000,000  we plan to fund annually with 
additional added funds if 
extra funds become available

general appropriation no, its already included with 
active

HINGHAM yes PRIT  $            3,970,574   $      57,600,000  regularly scheduled amount general appropriation yes
HOLBROOK yes no  $                 20,000   $      32,000,000  general appropriation no
HOLDEN yes local  $               500,000  as available general appropriation no
IPSWICH yes moving to PRIT 

as of July 2013
 $            1,317,184   gen fund 

$26,755,662, 
total town 
$29,719,285 

as money becomes available general appropriation, medicare part D, 
free cash

no‐ have line item for active 
employees and retirees

LEE yes local  $               200,000   $      19,000,000  medicare D reimbursements, etc no
LEOMINSTER yes local‐ do not 

agree with 
their City 
Council 
approval 
requirments

 $            5,000,000  4.25% unfunded 
rate‐ 
$212,007,537 
and 7.5% fully 
funded rate‐ 
$133,404,332 

general fund, Water fund and 
Sewer fund

General fund appropriation, medicare 
Part D, Water rates, Sewer rates

yes

LONGMEADOW yes local  $               413,000   $      38,000,000  just started regular 
contribution in fy14 budget

municipal health insurance reform, 
medicare D general appropriation

no
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Municipality OPEB Trust 
Fund

OPEB 
Stabilization 
Fund

Locally 
Administered 
or State

 How much is in 
fund? 

 Liability  regular schedule source of OPEB fundings plans to 
establish in 
next year?

separate line item for retiree 
health insurance

MARLBOROUGH yes local  $            5,000,000   $      63,000,000  as monies become available  general medicare D yes
MARSHFIELD yes local  $                 60,979   $      82,600,000  funding 10k annually until 

additional funds become 
available

free vash, other unused articles, tax levy no

MEDFIELD no, 
stablization 
fund

no, it has an 
OPEB 
stabilization 
fund

local  $               303,748   at a 4.25% 
discount rate, 
$39,800,000 

county retirement system early payment 
discount and general appropriation

no yes

MEDWAY yes local  $                 50,000   $      30,000,000  developing an OPEB funding 
plan for presentation to BOS

have been prepaying the retirement and 
allocating the savings to OPEB trust

no

MIDDLETON yes local  $               425,000   not sure  as come available
MILFORD yes local  $               700,000   $      58,000,000  yes, FY14 budget $700,000 general appropriation and $21‐23 health 

insurance changes
no‐ yes for OPEB 
appropriation

NEEDHAM yes in the process 
of transfering 
to PRIT

 $         10,100,000   $52,698,563 as 
of June 30,2011 

per funding schedule annual budget appropriation yes

NEW 
MARLBOROUGH

no no no

NEWBURY yes local  $                 75,000   $        4,300,000  regularly scheduled general appropriation no
NEWTON yes transfering to 

PRIT
 $               482,810  $601,000,000 as 

of 6/30/2012 
employer contribution of 
2.5% of payroll for new 
health plan particpants

annual  appropriation yes

NORFOLK no  $        3,042,152  no plans at 
this time

no

NORTH ANDOVER yes local  have not started 
funding yet 

$118,600,000 of 
July 2010 

NORTHBOROUGH yes not yet funded  $                          ‐     $      28,000,000  no

NORTON yes local  $                 41,000   $      70,000,000  as available‐ typically of 
medicare subsidy recipts

medicare D reimbursements no

ORLEANS no, 
stablization 
fund

no, 
stabilization 
fund

no  $               300,000   $      28,000,000  2 years at 150k, hope to 
continue annually

general appropriation waiting for 
IGR and 
A&F 
reports

no

PETERSHAM no no no
READING yes currently local, 

but intend on 
investing in 
PRIT

 $            1,364,301   $      82,667,461  each year a figure is funded 
in the budget for OPEB that is 
uaully less than the ARC

gen appropriation and health insurance 
budget savings

no

ROWLEY yes local  $               250,000  trying to be regularly no
SEEKONK yes no  $                 10,088   $      30,623,140  monies come available, 

looking to transfer old health 
insurance trust to OPEB trust 
w/ town meeting approval

general appropriation no, but can account for all 
retiree insurance in separate 
spreadsheet

SHARON no yes no
SHEFFIELD no no no
SHERBORN yes yes 0 in trust, 

$400,749 in OPEB 
stabilizationfund

 $8,000,000‐ 
local region 
another 8? 

 moving towards regularly 
scheduled 

this year appropriated at TM, prior free 
cash and transfers

this year
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Municipality OPEB Trust 
Fund

OPEB 
Stabilization 
Fund

Locally 
Administered 
or State

 How much is in 
fund? 

 Liability  regular schedule source of OPEB fundings plans to 
establish in 
next year?

separate line item for retiree 
health insurance

SOUTHBOROUGH yes local  $                 50,000   $      28,194,476  available general appropriation no

SOUTHBRIDGE no yes no
SOUTHWICK yes local  $                 20,000  annually
STOCKBRIDGE no yes no
TOPSFIELD yes local  $               230,000   $      21,000,000  when available general fund, water enterprise no
TRURO yes local  $                 50,000   $      25,261,128  as funds become available free cash no, retiree benefits are 

combined with active 
employee benefits in a single 
line item in annual omnibus 
budget

WARE yes local  $                          ‐    just set up and still deciding yes
WELLESLEY yes local  $         27,400,000   $      98,900,000  regularly scheduled amount, 

the ARC
general appropriation and override no‐ all health insurance goes 

as a single appopriation
WELLFLEET yes local  $               250,000  yes annually yes

WEST TISBURY yes local‐ Dukes 
county pooled 
OPEB trust 
authorized by 
special 
legislation

 $               881,377   $        6,727,895  $175,000/year until FY14 it has been an appropriatio 
from free cash at annual town meeting; 
beginning FY14 it is part of the annual 
health insurance budget

beginning FY14 for tracking 
purposes, but appropriation is 
still combined

WESTWOOD yes local  $            1,400,000   $      59,000,000  approx $500k per year now a 
regular amount

money saved from health insurance 
reform

no

WEYMOUTH yes local  $            1,000,000   $    236,000,000  as monies come available free cash, unexpected health insurance 
line item

no

WILBRAHAM no local  $               221,793   $      24,603,681  as monies become available general fund appropriations yes no
WINTHROP no PRIT
WRENTHAM yes  none  no medicare D reimbursements 

recommended
no
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City of Newport OPEB Trust

 A trust is required with provisions that the assets are 
used for the exclusive use of OPEB, and related 
expenses

 IRS rules include 3 mechanisms for establishing trusts 
on a tax advantaged basis

– Voluntary Employee Benefit Association 
(VEBA)

– 401(h) trust

– Government trust under IRC Section 115

Types of Trusts



Governmental Trust is a trust that qualifies for exemption from Federal income tax       
under Section 115.

Established only for essential government function and
the income earned on the trust’s investments have to accrue
to the state or local government’s benefit

A disadvantage to a governmental trust is that there is no
explicit legal authority that addresses the use of the fund for
the retiree health care obligation

However, Treasury Regulation 301.7701‐1(a)(3) and several
IRS Private Letter Rulings are favorable to using a Section
115 master trust to pre‐fund OPEB obligations. 

Section 115 Trust

 IRS approval is not required. However, an IRS private 
letter ruling (PLR) is recommended for a prototype 
plan document used by multiple employers. 

 Plan sponsor’s governing body (City Council) is 
responsible for the Trust; an independent governance 
structure is not required.

 Should establish an oversight committee

Section 115 Trusts



 The City of Newport established a Section 115 Trust on 
June 30, 2006 for the purpose of pre‐funding OPEB

 The City Council is the Trustee and the oversight 
committee is the City’s Trust and Investment 
Commission established by City Charter

City of Newport

 City has an annual actuarial valuation and has fully 
funded the ARC in the last few years through a 
combination of pay‐as‐you‐go and transfers into the 
Trust.  This is a Council priority.

 Benefits will not be paid from Trust until such time as 
City administration feels assets are sufficient to 
support benefit payments.  Trust expenses are paid 
from Trust including money manager fees.

City Policies



 Assets are invested in the same manner as pension 
assets.

 OPEB liability fluctuated a lot during the first three or 
four years but has stabilized in the last couple of 
years.  City works constantly on changing promises in 
order to reduce the liability and any future liabilities.

City of Newport

Annual Required Contribution Valuation Results As of July 1 
2013  2012 

1. Actuarial Accrued Liability  119,400,005  119,342,233 

2. Assets as of 06/30  29,027,818  23,113,176 

3. Unfunded Actuarial Accrued Liability (2. – 3.)  90,372,187  96,229,057 

4. Normal Cost  1,961,338  2,115,049 

5. Unfunded Actuarial Accrued Liability  $90,372,187  $96,229,057 

6. Amortization Cost 5,240,639  5,429,568 

Annual OPEB Contribution 
8. Normal Cost  $1,961,338  $2,115,049 
9. Amortization Cost  5,240,639  5,429,568 
10. Total ARC  7,201,977  7,544,617 
11. Interest on unfunded (overfunded) ARC  453,362  575,863 
12. ARC adjustment  (350,536)  (433,228) 
13. Total (11.) + (12.) + (13.)  7,304,803  7,687,252 

Assumptions 
Discount Rate  7.50%  7.50% 

Ultimate Healthcare Cost Trend Rate  3.80%  3.80% 
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