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Rising U.S. State Post-Employment Benefit
Liabilities Signal An Unsustainable Trend

Total unfunded state other postemployment (OPEB) liabilities have increased, according to S&P Global Ratings' latest

survey of U.S. states. For states that have completed new OPEB actuarial studies since our last survey (which used

2013 or prior studies), total liabilities increased $59.4 billion, or 12% over a span of two years. This reverses a trend of

stable to declining liabilities found in our 2014 and 2013 surveys. However, looking at recent growth in total liabilities

alone would ignore that many states have taken measures to curb their liabilities, with 17 of the 41 states reporting

new data showing a decline in liabilities. Also, several states, such as Alaska, have made significant contributions or

changes to plans yet to be reflected in new actuarial data. Nevertheless, the growth in total state OPEB liabilities

underscores the magnitude of liability growth states can experience over a short period of time absent fully funding

actuarially required contributions (ARC) or implementing reforms.

Many states have favored underfunding OPEB ARC as a trade-off to address more immediate rising costs amid a slow

revenue growth environment, a practice that we do not view as sustainable. A trend of underfunding and potential

changes to actuarial assumptions suggests that OPEB liabilities and annual costs will continue to rise. Given the lean

margins we see across many states, fully funding ARC, or even growth in pay-as-you-go expenses, could tip states into

budgetary imbalance. While we view efforts to better align OPEB funding with actuarial costs as favorable, increased

payments might come at the cost of other areas of budget management.

Treatment of OPEB liabilities varies widely across states, and as such, our analysis studies a variety of ratios, plan

offerings, and flexibility to adjust benefits. We also recognize that changes to plan offerings and increases in funding

could mitigate OPEB challenges, noting that often OPEB reform efforts produce material improvement in key metrics

only as a result of sustained commitment on the part of policymakers and sometimes over many years.

Overview

• While overall unfunded state OPEB liabilities have increased, many states have taken action to mitigate rising

costs.

• Liabilities measured on a per capita basis remain low for most states, with several notable exceptions.

• OPEB expenditures make up a small share of overall general spending, but a significant share of liabilities, and

these costs could pressure state budgets if fully funded.

• Analysis of OPEB pressure requires a variety of measures.

• Despite many states' ability to change OPEB benefits, thus reducing liabilities, OPEB ratios still matter to credit

quality.

Changes In OPEB Liabilities Diverge Greatly Across States

Growth in liabilities since our last survey is largely due to underfunding of ARC rather than significant changes to

OPEB plans or updates to actuarial studies. Also, not all states with established trust funds made contributions over the
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past two years. Should the current trend of underfunding for these states continue, we expect that liabilities will

continue to rise.

Table 1

Change In Unfunded OPEB Liability, 2014 To 2015

Mil. $ %

Washington 1,567 42.3

Texas 18,070 29.5

New Jersey 17,495 26.2

Nevada 246 20.8

Pennsylvania 3,250 18.7

Idaho 14 18.6

Maryland 1,247 15.4

New York 9,641 14.1

Vermont 255 13.9

California 8,140 12.3

New Hampshire 250 9.8

Florida 1,443 9.3

West Virginia 227 8.5

Mississippi 42 6.1

Alabama 631 5.7

Indiana 16 5.0

Montana 20 4.5

Delaware 243 4.2

North Carolina 1,057 4.1

Ohio 582 4.0

Massachusetts 515 3.3

Maine 45 2.5

Missouri 60 2.2

Minnesota 15 2.2

Colorado 8 0.6

Hawaii - 0.0

Connecticut (1) (0.0)

Wisconsin (0) (0.0)

Wyoming (0) (0.1)

Virginia (57) (1.1)

Rhode Island (8) (1.2)

Oklahoma (0) (3.7)

South Carolina (390) (4.0)

Illinois (1,437) (4.2)

Kentucky (233) (4.8)

Iowa (15) (6.5)

Michigan (673) (6.6)

Louisiana (402) (7.3)
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Table 1

Change In Unfunded OPEB Liability, 2014 To 2015 (cont.)

Mil. $ %

Arkansas (159) (7.8)

New Mexico (325) (8.8)

Alaska (1,175) (14.9)

Kansas (96) (18.2)

Georgia (3,088) (21.7)

Arizona (99) (21.9)

Tennessee (635) (30.6)

Utah (83) (31.0)

Oregon (150) (38.4)

North Dakota (50) (42.0)

South Dakota (68) (100.0)

* This table reflects the change in liabilities as of states' most recent actuarial studies compared to our survey published Nov. 17, 2014. States that

have not reported new data have been omitted.

Notably, New Jersey did update its actuarial assumptions since our last survey, and its large increase in liabilities is

attributable to changes in mortality assumptions and an increase prescription drug trend. Increases in life expectancy

and prescription drug costs are not unique to New Jersey. Georgia, for example, has proactively modified plan benefits

and created reserves in OPEB trust funds, contributing to a decline in liabilities as of our current survey. However,

Georgia's actuarial valuation dated June 30, 2015 shows higher OPEB liabilities than its valuation dated June 30, 2014

due to changes in actuarial assumptions following a new experience study. Our survey shows Illinois' unfunded liability

as decreasing 4.2%, but the state reports an estimated 5.2% increase in its succeeding year's valuation. This suggests

that as other states implement similar changes to actuarial assumptions following experience studies, we would see

future growth in liabilities.

Several states have taken action that will likely contribute to a sustained reduction in OPEB liabilities. South Dakota

had an implicit OPEB liability, which it eliminated altogether in the spring of 2014 by adjusting the health plan

premiums for eligible retirees to be fully supportive the higher costs of their participation in the state plan. Kentucky,

while underfunding its pension plans, has made improvements to its OPEB liabilities, creating a trust fund and

contributing above ARC for both OPEB plans. Oregon has taken measures to fully fund its ARC and is expecting to

amortize its explicit subsidy over a 10 year period.

Multiple states have introduced reforms that have occurred but have not yet been reflected in most recent actuarial

studies. Alaska has reported that favorable health care cost trends combined with the effect of large contributions have

achieved it virtually full funding (99%) based on fiscal 2015 estimates that are not yet depicted as of actuarial reports.

In table 1, for Hawaii only its 2013 actuarial valuation was available, but we understand that in 2013 it enacted

legislation (Act 268), which initiated a schedule for prefunding the state's retiree health care benefit liability. Under the

legislation, the state's prefunding of the OPEB liability would ramp up to 100% of the annual required contribution

(ARC) by fiscal 2019 from 20% of the ARC in fiscal 2015. However, the administration has accelerated the escalating

contributions so that, according to the governor's proposal, the state would contribute the full ARC in fiscal 2018, one

year ahead of the law's schedule. This had the effect of lowering the state's estimated unfunded OPEB liability,
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estimated at $9.1 billion in fiscal 2015, or 33% less than the liability as of fiscal 2013 when Act 268 was signed into law.

Similarly, we lacked new actuarial data for Tennessee, but on May 18, 2015, the governor signed HB 648 into law,

effectively eliminating OPEB benefits for new hires, which should contribute to lower liabilities over time.

Given these mixed trends, it is difficult to predict the extent to which OPEB liabilities will grow in future surveys. Since

the introduction of GASB 45, which provided greater disclosure and measurement of these liabilities, we have seen a

wave of reforms and increased attention to these liabilities. It is possible that the implementation of GASB 74 and 75

reporting could lead to further action. Also, should states continue to face the modest growth in revenues that we have

seen over the past several fiscal years, coupled with rising fixed costs, we would anticipate that they would act to

lower annual growth in OPEB costs. However, OPEB reforms are not easily implementable, and to the extent that

budgets remain constrained, increases to OPEB contributions above pay-as-you-go levels may prove challenging.

Therefore, it is most likely that we will continue to see diverging trends across states.

Per Capita Liabilities Are Manageable For Most – Not All – States

As measured on a per capita basis, it appears that the central U.S. carries a far lower OPEB burden than the eastern

states and Alaska and Hawaii. The larger share across the eastern U.S. relates in part to the strong presence of unions

in these states, while Alaska and Hawaii have overall larger state expenditures relative to their population size.

The map also illustrates that while OPEB liabilities remain a credit challenge for states on the aggregate, liabilities

aren't evenly distributed. Only five states have a per capita liability greater than $5,000 while 16 states have per capita

liabilities of less than $100, including Nebraska and South Dakota which do not currently offer OPEB benefits.
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OPEB Is A Small Share Of General Spending, But A Big Share Of Liabilities

As of our last survey, unfunded pensions accounted for 46.8% of states' overall liability while unfunded OPEB and debt

accounted for 27.7% and 25.5%, respectively. The decrease in pensions as a percent of total liabilities is largely due to

using only the states' share of net pension liability (NPL) as a component rather than total pension system unfunded

actuarial accrued liability (UAAL). With new GASB standards for OPEB, we will likely see some decline in reported

OPEB liabilities as new disclosure will report the state share of liabilities.
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Chart 2

Given the relative size of OPEB liabilities in comparison to debt, one would expect that annual OPEB contributions

would be greater or more comparable. However, annual OPEB contributions are less than debt service, thus looking at

annual OPEB costs as a percent of general spending alone understates the true size of these liabilities. But many states

manage OPEB expenditures on a pay-as-you-go basis, rather than on an amortized actuarial basis, which partly

contributes to the lower annual payments. On average, states funded 58.7% of ARC in fiscal 2015, but even at full

ARC, annual OPEB costs would in most cases be less than debt service. Debt overall is amortized on a shorter time

horizon than OPEB liabilities, which contributes to the higher overall spending compared with the budget.
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Still, even at full funding, OPEB costs remain a small portion of general spending. We believe they should not be

evaluated alone but rather in conjunction with rising costs of pension contributions, infrastructure needs, education,

Medicaid, and other social services. This it because to the extent that annual OPEB costs grow, they could crowd out

other investments or contribute to overall budgetary pressures. Given the lean margins we see across states, growth in

OPEB payments could tip states into imbalance absent other adjustments.
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Analysis Of OPEB Pressure Requires A Variety Of Measures

Our analysis of OPEB liabilities encompasses a holistic view of OPEB measures rather than tying our assessment to a

few specific ratios. As depicted in chart 5, a low funded ratio does not correlate highly with large annual spending

pressures or a larger per capita liability. Likewise, Alaska maintains an above average funded ratio, yet its per capita

liabilities and annual pension costs are greater than most states. This is due to a number of reasons, including the level

of benefits offered (whether it is implicit or explicit subsidy), actual annual contributions compared to actuarially

required contributions (ARC), and historical contributions to trust funds that may or may not recur on a routine basis.

To make sense of this data, S&P Global Ratings focuses on the type of benefits offered, the size of the liability, pay-go

costs in comparison to ARC, and discretion to change benefits.
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OPEB Is Important To Credit Quality

While our criteria highlight the legal and practical flexibility to adjust OPEB liabilities for most states, that flexibility

remains an important factor in our analysis of a state's overall debt and liability profile. We have seen many states

reduce their OPEB liabilities, but in practical terms, alterations to benefits are not always straightforward. OPEB

benefits can be subject to union negotiations, and plans to reduce these benefits have been met with resistance. Other
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reforms, such as Illinois' attempt to modify its OPEB obligations, faced legal challenges, and were ultimately ruled

unconstitutional. Also, state governments have managed a longstanding tradeoff between lower wages than many

private sector positions, but stronger benefits. A reduction in benefits while maintaining lower wages could make it

more difficult for states to retain skilled workers. For these reasons, many states have not taken further action to

reduce OPEB liabilities to date, and it is unlikely that these operational constraints will subside in the near future.

Nevertheless, many states have reduced benefits, and we expect this trend will continue.

Even at the status quo of pay-as-you-go funding, increases in annual OPEB costs, albeit likely still to remain small as a

percent of total spending, could pressure state budgets given the current environment of modest revenue growth and

rising fixed costs for Medicaid and pensions. Such increases in pay-as-you go costs are likely in our view, particularly

now that states are facing a wave of retirees. The annual rate of rising medical costs has somewhat slowed in recent

years, but it still outpaces inflation and natural state revenue growth. Given that most OPEB plans are poorly funded,

unlike pensions, states have minimal investment returns to rely on to shoulder these increasing costs.

In addition to growth in pay-as-you-go funding, many states will likely see ARC rise. Without action to either increase

annual contributions to levels closer to ARC or reductions in benefits, OPEB liabilities have potential to escalate,

leading to higher ARC payments. Also, small changes to actuarial assumptions can have exponential effects on liability

measures. Similar to pensions, recent trends in low investment returns suggest that we may see downward revisions in

assumed rates of return. With new GASB rules that that will provide specific methodology for discount rates, we could

see reported liabilities rise. Upward revisions in assumed medical costs or life expectancy could also increase liabilities

across states. Therefore, it is likely that most states offering OPEB benefits will see some level of cost increase over the

next few years.

With increased disclosure and rising costs, we have seen a wave of OPEB reforms that is likely to continue. However,

as previously stated, adjustments to plan contributions and plan benefits are not simple, and as such, we continue to

view OPEB liabilities as a significant measure of a state's overall liability profile.

Survey Methodology

Our calculation of OPEB liabilities was derived from the most recent state CAFR and benefit plan actuarial reports

currently available to us. We have combined multiple OPEB plans for each state into one combined funded figure. Our

survey includes those OPEB plans that states disclose as a state obligation, although we use the combined OPEB for

multi-employer plans when both state and local governments participate in the OPEB plan. Some states provide a

state general fund contribution to local teacher OPEB plans, and for these we have also included teacher OPEB. In

most cases, OPEBs of public university systems are not included, unless a state considers these a direct state

responsibility or if they are not reported separately from the states' cost-sharing, multi-employer plan. Some states do

not perform annual actuarial valuations and some states do not perform OPEB actuarial valuations as often as they

perform pension system valuations. We have used the most recent OPEB valuations available; in most cases these will

be for 2015 and 2014 but for a few we have used 2013. In this survey, with the following exceptions, we have used the

same state OPEB plans that we included in our 2014 survey, validating comparisons we made with the OPEB amounts

in that report.
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Table 2

U.S. States' OPEB Liabilities And Ratios

State

Unfunded

state

OPEB (mil.

$)

Total

OPEB

liability

(mil. $)

Combined

funded

ratio all

OPEB funds

(%)

Unfunded

OPEB per

capita ($)

Combined

actuarial

annual

OPEB cost

(mil. $)

Combined

actual

annual

payment

(mil. $)

% of

annual

actuarial

cost paid

Actual

annual

payment /

total govt

funds exp

(%) Valuation

Alabama 11,639 12,990 10.4 2,395 896 405 45.2 3.6 9/30/2014

Alaska 6,710 15,895 57.8 9,086 1,105 504 45.6 3.8 6/30/2014

Arizona 354 2,427 85.4 52 116 107 92.7 0.4 6/30/2014

Arkansas 1,897 1,897 0.0 637 174 52 30.1 0.6 6/30/2015

California 74,103 75,610 2.0 1,893 5,157 2,028 39.3 1.8 6/30/2015

Colorado 1,271 1,556 18.4 233 86 78 91.0 0.6 12/31/2015

Connecticut 21,965 22,109 0.7 6,116 1,659 563 34.0 3.2 6/30/2013

Delaware 6,009 6,321 4.9 6,351 404 226 55.9 4.2 6/30/2015

Florida§ 17,023 17,074 0.3 840 872 105 12.1 0.3 6/30/2015

Georgia 13,940 14,041 0.7 1,365 158 130 82.3 0.7 6/30/2015

Hawaii 8,530 8,530 (0.0) 5,958 676 352 52.1 5.6 7/1/2013

Idaho 87 87 0.0 52 9 6 63.1 0.1 7/1/2014

Illinois 33,051 33,051 0.0 2,570 2,293 810 35.3 1.7 6/30/2014

Indiana 331 439 24.7 50 34 32 94.4 0.2 6/30/2015

Iowa 218 218 0.0 70 22 11 48.0 0.1 7/1/2014

Kansas 432 472 8.4 148 80 75 94.2 0.7 6/30/2015

Kentucky 4,612 6,756 31.7 1,042 262 332 126.6 1.4 6/30/2015

Louisiana 5,093 5,092 (0.0) 1,090 342 190 55.6 1.5 7/1/2014

Maine 1,864 2,127 12.3 1,402 123 102 82.4 2.2 6/30/2014

Maryland 9,368 9,644 2.9 1,559 608 450 74.0 1.8 6/30/2015

Massachusetts 15,892 16,505 3.7 2,339 1,410 637 45.2 1.6 1/1/2015

Michigan 9,451 10,611 10.9 952 794 793 99.9 1.5 9/30/2014

Minnesota 667 667 0.0 121 72 32 45.0 0.1 7/1/2014

Mississippi 732 732 0.0 245 50 32 64.8 0.4 6/30/2015

Missouri 2,731 2,838 3.8 449 193 94 48.8 0.7 6/30/2015

Montana 467 467 0.0 452 48 14 28.9 0.5 12/31/2013

Nebraska¶ N/A N/A 0.0 N/A N/A N/A N/A N/A N/A

Nevada 1,427 1,428 0.1 494 142 61 42.9 0.8 7/1/2014

New

Hampshire

2,795 2,814 0.7 2,100 204 101 49.3 2.9 12/31/2014

New Jersey 84,300 84,300 0.0 9,409 6,045 2,042 33.8 5.7 7/1/2014

New Mexico 3,363 3,740 10.1 1,613 293 149 51.0 2.0 6/30/2014

New York 77,853 77,853 0.0 3,932 3,213 1,522 47.4 1.7 4/1/2014

North Carolina 26,667 28,066 5.0 2,655 2,286 864 37.8 3.3 12/31/2014

North Dakota 69 163 57.6 91 10 12 121.5 0.2 6/30/2015

Ohio 15,221 32,282 52.8 1,310 154 5 3.2 0.0 12/31/2014

Oklahoma* 5 5 0.0 1 50 50 N/A 0.5 7/1/2015

Oregon 241 644 62.6 60 28 23 83.0 0.2 12/31/2014
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Table 2

U.S. States' OPEB Liabilities And Ratios (cont.)

State

Unfunded

state

OPEB (mil.

$)

Total

OPEB

liability

(mil. $)

Combined

funded

ratio all

OPEB funds

(%)

Unfunded

OPEB per

capita ($)

Combined

actuarial

annual

OPEB cost

(mil. $)

Combined

actual

annual

payment

(mil. $)

% of

annual

actuarial

cost paid

Actual

annual

payment /

total govt

funds exp

(%) Valuation

Pennsylvania 20,589 20,814 1.1 1,608 1,485 925 62.3 2.6 1/1/2015

Rhode Island 666 723 7.8 630 72 72 100.0 1.6 6/30/2013

South Carolina 9,334 10,156 8.1 1,906 758 579 76.3 4.6 6/30/2014

South Dakota¶ N/A N/A 0.0 N/A N/A N/A N/A N/A N/A

Tennessee 1,442 1,442 0.0 218 137 77 55.8 0.8 7/1/2013

Texas 79,248 80,221 1.2 2,884 5,516 2,325 42.1 2.4 8/31/2015

Utah 185 399 53.7 62 32 32 100.1 0.1 12/31/2014

Vermont 2,096 2,106 0.5 3,348 112 44 38.8 1.2 6/30/2015

Virginia 5,301 6,842 22.5 96 396 193 48.6 0.7 6/30/2014

Washington 5,274 5,274 0.0 95 502 74 14.7 0.2 1/1/2015

West Virginia 2,900 3,585 19.1 52 298 153 51.3 2.3 6/30/2015

Wisconsin 893 893 0.0 16 71 42 59.3 1.0 1/1/2013

Wyoming 244 244 0.0 4 19 11 56.9 0.0 7/1/2013

Total 588,548 630,279

Median 3,132 3,663 0.0 896 199 103 51.3 0.7

Average 12,261 13,170 0.0 1,668 822 365 58.8 1.0

*Oklahoma does not report implicit subsidy of its retirement plan death and disability benefits as a separate unfunded OPEB. ¶Nebraska and

South Dakota do not offer other OPEBs. §Florida also reports its state share of liabilities, but for consistency with other states, we have included

the sum of total plans.

Only a rating committee may determine a rating action and this report does not constitute a rating action.
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