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This document reflects the result of analyses, discussions and review by UCOP staff and PricewaterhouseCoopers 
(PwC) to date. The document is subject to change pending additional discussions with PwC; however, it 
represents the best information available to date. 
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Financial Reporting Approach for the Financial Statements of the Consolidated 
University, the Separately Audited “Carve Out” Segments, the National Laboratories 
(only LBNL subsequent to September 30, 2007) and The Hastings College of the Law 
 
 
Define Issues 
 
Other Postemployment Benefits (OPEB) includes postemployment healthcare, as well as other 
forms of postemployment benefits when provided separately from a pension plan. This Issues 
Resolution Memo (IRM) outlines the University’s approach to implementing the GASB’s 
financial reporting requirements for the cost of providing other postemployment benefits in the 
financial statements of the consolidated University, the separately audited “carve out” 
segments, the national laboratories and the Hastings College of the Law.   
 
Governmental Accounting Standards Board (GASB) Statement No. 45 requires the effect of 
OPEB to be reported for any reporting segment or entity that has audited financial statements.  
The University’s consolidated financial statements as well as the “carve out” financial 
statements of each medical center (MC), UC Press, Continuing Education of the Bar (CEB), 
Associated Students – UCLA (ASUCLA), national laboratories (NL) and Hastings College of 
Law (HCL) are audited by certified public accountants.  For management purposes, it may also 
be necessary to identify the cost of OPEB to certain University business and reporting 
segments such as the campuses, Office of the President (UCOP), and the Division of 
Agriculture and Natural Resources (DANR).  Therefore, the University must determine 
whether the OPEB financial information required by GASB Statement No. 45 must be 
developed and maintained at a level below that of systemwide or individual campuses; and the 
basis upon which the OPEB information must be recorded. 
 
The University must formulate and implement the process to identify and report the OPEB 
accumulated accrued liability at June 30, 2007 (transition liability) and at each year-end 
thereafter, and the annual OPEB costs and the employer’s contributions to the plan at the 
desired level of detail to meet the requirements of the GASB and the University management.  
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Background 
 
In June 2004, the GASB published Statement No. 45, Accounting and Financial Reporting by 
Employers for Postemployment Benefits Other Than Pensions.   The statement outlines 
changes to the information that the University is required to record in its financial statements 
and report in its footnotes regarding post employment benefits other than pensions.  OPEB 
generally includes medical, dental, and vision insurance and other healthcare benefits.  These 
changes are required for the fiscal year 2007-08.   
 
The GASB has taken the position that pension benefits including OPEB are a part of the 
compensation that employees earn each year, even though these benefits are not received until 
after employment has ended. The University currently provides medical and dental benefits to 
its retirees, and shares in its cost. In addition, it makes available to retirees vision, legal and 
wellness program benefits at the retiree’s expense. Therefore, to the extent the University 
shares in the cost of OPEB, the cost of these future benefits is a part of the cost of providing 
services today. Among other matters, the statement requires the University to record as an 
operating expense the actuarially-determined, accrued annual cost of providing OPEB to its 
employees.  It will also require the University to record and report the accrued liability of its 
OPEB program.  To comply with these requirements, the University must identify the annual 
OPEB costs and the outstanding obligations for the University as a whole and develop a 
financial reporting approach for each separate reporting segment and affiliated entity that 
participate in the University’s OPEB programs.  
 
It is clear that the OPEB financial reporting requirements fully apply to the University’s 
consolidated financial statements.  Financial reporting requirements must also be established 
for the DOE laboratory(ies) with a direct contract with the University (only LBNL subsequent 
to September 30, 2007) and the separately audited “carve out” financial statements.  In order to 
develop a financial reporting approach for the “carve out” situations, it is necessary to assert 
that the University has an OPEB Plan and qualifying trust where all facets of the University 
community, including the Hastings College of the Law1  but excluding the national 
laboratories2, share the risks, rewards and costs of the plan. National laboratories do not 
participate in the trust.    
 
Authoritative Guidance 
 
For the consolidated financial statements of the University of California, the relevant 
authoritative guidance is as follows: 
 

 Paragraph 26 of GASB Statement No. 35 permits the University to report as special 
purpose governments engaged in business-type activities (BTA’s). 

                                                           
1 The Hastings College of the Law is affiliated with the University of California, but is a separate legal entity.  
The OPEB costs and liability specific to Hastings must be identified. 
 
2 Only LBNL is presently part of the University of California. As of June 1, 2006, the LANL contract was 
terminated and as of October 1, 2007, the LLNL contract was terminated. The contract between UC and the DOE 
require that the OPEB costs and liability be identified specific to LBNL. 
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 Paragraph 138 of GASB Statement No. 34 states that governments engaged only in 

business-type activities should present only the financial statements required for 
enterprise funds. 

 
 Paragraph 63b of GASB Statement No. 34 includes enterprise funds under proprietary 

funds. 
 

 Paragraph 11 of GASB Statement No. 45…“For employers with single-employer or 
agent multiple-employer (agent) plans (sole and agent employers), annual OPEB costs 
should be equal to the annual required contributions of the employer (ARC) to the plan 
for that year, calculated in accordance with paragraphs 12 and 13 (the parameters), 
unless the employer has a net OPEB obligation to the plan at the beginning of the year. 
…For purposes of this Statement, a plan’s total membership is the sum of its employees 
in active service, terminated employees who have accumulated benefits but are not yet 
receiving them, and retired employees and beneficiaries currently receiving benefits.” 

 
 Paragraph 20 of GASB Statement No. 45…“OPEB expense of proprietary and 

fiduciary funds should be recognized on the accrual basis in fund financial statements.  
The employer should report OPEB expense for the year in relation to the ARC equal to 
annual OPEB cost.  The net OPEB obligation should be adjusted for any difference 
between OPEB expense in relation to the ARC and contributions made in relation to the 
ARC (including short-term differences incurred), based on the criteria for contributions 
stated in paragraph 13g.  A positive (negative) year-end balance in the net OPEB 
obligation should be recognized as the year-end liability (asset) in relation to the 
ARC.”… 

 
For the University’s separately audited “carve out” entities, the relevant authoritative 
guidance follows: 
 
The GASB generally avoids any conclusions on “carve out” financial statements; therefore, the 
following information is relevant in documenting an approach that complies with the GASB 
requirements.  
 

 Paragraph 22 of GASB Statement No. 45…“Employers that participate in cost-sharing 
multiple-employer plans (cost-sharing employers) should apply the following 
accounting and financial reporting requirements of this Statement: 

 
a. Employers should apply the requirements of this Statement applicable to cost-

sharing employers if the plan is administered as a formal trust, or as an equivalent 
arrangement, in which all of the following conditions are met: 

 
1) Employer contributions to the plan are irrevocable. 
2) Plan assets are dedicated to providing benefits to retirees and their beneficiaries 

in accordance with the terms of the plan. 
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3) Plan assets are legally protected from creditors of the employers or plan 
administrator. 

 
b. If a multiple-employer plan is not administered as a formal trust, or as an equivalent 

arrangement, in which all of the preceding conditions are met, that plan should be 
classified as an agent multiple-employer plan for financial reporting purposes, and 
employers should apply the requirements of the Statement applicable to agent 
employers.” 

 
 Paragraph 23 of GASB Statement No.  45…“Cost-sharing employers in plans that meet 

the conditions of paragraph 22a should recognize annual OPEB expense/expenditures 
for their contractually required contributions to the plan in fund financial statements on 
the accrual basis or the modified accrual basis, whichever applies to the fund(s) used to 
report the employer’s contributions.  Modified accrual recognition should be in 
accordance with the criteria stated in the second sentence of paragraph 19.  Recognition 
of expense in government-wide financial statements should be on the accrual basis.  
OPEB liabilities and assets result from the difference between contributions required 
and contributions made.  OPEB liabilities and assets to different plans should not be 
offset in the financial statements.” 

 
 Paragraph 144 of GASB Statement No. 45...“Similar to Statement 27, this Statement 

requires cost-sharing employers to measure their OPEB expense/expenditures based on 
their contractually required contributions to the plan, rather than requiring a measure 
of annual OPEB cost derived from the application of the parameters.  The obligations 
of employers participating in cost-sharing plans differ significantly from those 
participating in single-employer or agent plans.  For sole and agent employers, the cost 
of each employer’s commitment to provide benefits is directly attributable to that 
employer.  An actuarial valuation is performed for each employer, and each employer’s 
contribution rate is based on the projected benefits of that employer’s employees.  
Because the cost of future benefits is attributable to each employer, this Statement 
requires all sole and agent employers to measure and report that cost in accordance with 
the parameters and related provisions of this Statement. Those measurement 
requirements apply, even if the contributions assessed by the plan differ from the ARC 
and are legally required.” 

 
 Paragraph 145 of GASB Statement No. 45…“In contrast, in a cost-sharing plan, all 

assets and benefit obligations are pooled, all risks and costs are shared, one actuarial 
valuation is performed, and the same contribution rate(s) applies to all participating 
employers.  The contribution rate or amount charged to an individual employer may be 
higher or lower than the amounts that would result from a calculation based upon the 
projected benefits of only that employer’s employees.  Moreover, the obligation or 
commitment for benefits is not directly attributable to any individual participating 
employer.  For these reasons, the obligation of cost-sharing employers generally is 
limited to payment of their contractually required contributions, and the employers 
have little or no control over the amount of required contributions or how they are 
determined.” 
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 Paragraph 146 of GASB Statement No. 45…“The Board has concluded that allocation 

of any differences between the ARC and the sum of the required contributions assessed 
to participating employers would be arbitrary and inconsistent with the nature of a cost-
sharing plan and of the employer’s obligations, and that resulting liabilities or assets 
would not provide useful information for users of the employer’s financial statements.  
Therefore, this Statement requires cost-sharing employers to recognize OPEB 
expense/expenditures equal to their contractually required contributions and a liability 
to the plan for contributions due and unpaid.” 

 
Finally, due to the lack of guidance by the GASB on “carve out” financial statements, there is 
guidance from the Securities and Exchange Commission (SEC) that is not binding, but 
relevant: 

From SEC 4220.43 – Corporate-Overhead-Allocations...“Regardless of a 
consolidated entity's organizational structure (which may comprise subsidiaries, 
divisions or other operating units), it is not unusual for certain services benefiting 
multiple units within the entity to be performed by the parent company or 
"corporate headquarters" group.  Such services could include, for example, 
accounting, legal, insurance, advertising and tax services, centralized purchasing 
and marketing functions and executive management.  In addition, certain costs 
such as pension, OPEB, and other employee benefit costs which pertain to all 
operating units of the entity may be recorded on the parent company or 
headquarters level.  Although such services and costs are common to many entities, 
the internal methods of allocating such costs vary widely.  For example, some 
entities do not allocate any of the corporate costs incurred, others allocate on a 
percentage of revenue or other basis deemed to be "reasonable," while others 
allocate on a specific identification basis.  

Generally, although each situation is unique and requires separate consideration 
based on its particular facts and circumstances, carve-outs should reflect a 
"reasonable" basis of allocation of corporate overhead costs from the parent or 
other unit within the organization providing the services.  In such situations, SEC 
staff has required an explanation in the footnotes of the allocation method used, 
together with management's assertion that the method used is reasonable and 
management's estimate of what the expenses would have been on a stand-alone 
basis, if materially different.  In the staff's view, this allocation would be necessary 
in Generally Accepted Accounting Principles (GAAP) financial statements used in 
initial public offerings regardless of whether the allocation had been made on an 
historical basis.  Staff Accounting Bulletin (SAB) Topic 1-B emphasizes the 
importance of presenting operating results that reflect all of the "costs of doing 
business," notwithstanding that some of the costs may not have historically been 
allocated to the carve-out entity.  What constitutes "reasonable" is, in part, a matter 
of judgment.  However, the allocation should reflect consideration by management 
of incremental overhead costs incurred as a result of servicing the carve-out.  If 
material amounts of allocable costs are not reflected in the carve-out financial 
statements, it is doubtful that such financial statements could purport to fairly 
present financial position and results of operations in accordance with GAAP.  A 
non-GAAP audit report would be unacceptable.” 
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For LBNL that is included in the University’s reporting entity, the relevant authoritative 
guidance follows: 
 
Paragraph 32 of GASB Statement No. 45…”Some governmental entities are legally 
responsible for contributions to OPEB plans that cover the employees of another governmental 
entity or entities. For example, a state government may be legally responsible for the annual 
“employer” contributions to an OPEB plan that covers employees of school districts within the 
state. In those cases, the entity that is legally responsible for the contributions should comply 
with all applicable provisions of this Statement for measurement and recognition of 
expense/expenditures, liabilities, assets, note disclosures, and RSI. If the plan is a defined 
benefit OPEB plan and the entity with legal responsibility for contributions is the only 
contributing entity, the requirements of this Statement for sole employers apply, regardless of 
the number of entities whose employees are covered by the plan.”  
 
Recommended Approach 
 
See Attachment I for a pictorial overview of the University’s approach at the Plan level, the 
UC consolidated financial statement level and the separately audited financial statement level.   
 
For the consolidated financial statements of the University of California:  
 
Based upon paragraph 11 of GASB Statement No. 45, the University is considered to be a sole 
and agent employer; therefore the University of California’s consolidated financial statements 
must record the Annual OPEB cost3 and the net OPEB obligation4.  
 

                                                           
3 Annual OPEB cost:  An accrual-basis measure of the periodic cost of an employer’s participation in a defined 
benefit OPEB plan.  It is equal to: 
 (a) the employer’s Annual Required Contributions (ARC),  
 (b) one year’s interest on the beginning net OPEB obligation at the rate of return that was assumed when 

determining the ARC for the current year, and  
 (c) an adjustment to the ARC to offset the effect of actuarial amortization of past under- or overcontributions, 

calculated by dividing the beginning net OPEB obligation by an amortization factor designed to offset, 
approximately, the actuary’s amortization of the net experience losses from past contribution deficiencies in 
relation to the ARC.   

The ARC is equal to the employer’s periodic required contributions to a defined benefit OPEB plan, calculated in 
accordance with the parameters, and includes: 
 (a) the normal cost for the year and  
 (b) a component for amortization of the total unfunded actuarial accrued liabilities (or funding excess) of the 

plan over a period of time not to exceed thirty years.   
Normal Cost is equal to the Actuarial Present Value of the OPEB plan benefits and expenses which is allocated to 
a valuation year by the Actuarial Cost Method.  Any payment in respect of an Unfunded Actuarial Accrued 
Liability is not part of Normal Cost. 
 
4 Net OPEB obligation:  The cumulative difference since the effective date of the Statement between annual 
OPEB cost and the employer’s contributions to the plan, including the OPEB liability (asset) at transition, if any, 
and excluding:  
 (a) short-term differences and  
 (b) unpaid contributions that have been converted to OPEB-related debt. 
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The elements of the ARC reported as an operating expense, “retiree health care benefit costs,” 
in the SRECNA and the related net OPEB liability would encompass all of the University, 
including campuses, medical centers, UC Press, CEB, ASUCLA, with the exception of the 
national laboratories. While national laboratories with direct contracts with the DOE are 
included in the University’s reporting entity because the employees at the laboratories are 
University employees under the terms of the University’s contracts with the DOE (only LBNL 
as of October 1, 2007), the DOE is financially responsible for the retiree health costs of this 
employee population and reimburses the University for the cost. As a result, similar to all 
salary-related and other LBNL expenses, the ARC related to LBNL is reported as a “DOE 
Laboratory Expense” and is included in the University’s net OPEB liability.  The ARC and net 
OPEB liability would exclude Hastings College of the Law because their employees are not 
University of California employees.  
 
See IRM 45.5 that discusses the recording of a receivable from the DOE for any net OPEB 
liability related to the national laboratories if the University’s contract is directly with the 
DOE.  
 
For the separately audited financial statements of “carve out” entities: 
 
While the University is considered to be a sole and agent employer as discussed above, we will 
consider the separate “carve out” entities fall within the spirit of “cost sharing employers” who 
participate in “cost sharing multiple-employer plans,” therefore the annual expense on their 
SRECNA will be the based upon the common contractually required assessment rate and there 
will not be any net OPEB liability or asset on the SNA. The ARC and net OPEB liability will 
not be “pushed down” to the separately audited financial statements.  Separate actuarial 
valuations will not be necessary for these “carve out” entities. 
 
The common contractually required assessment rate (funding level) will be established 
annually by UC management, with consideration given to the actuarially determined ARC and 
the availability of funds. 
 
For the national laboratories: 
 
The DOE contracts directly with the University require the University to prepare separate 
actuarial valuations for each laboratory so they may comply with the FAFASB accounting 
standards that require them to apply the provisions of FAS Statement 106 in their separate 
financial statements and financial reporting to the DOE. If the University participates in a joint 
venture where the employees are not University employees (such as LANS and LLNS), the 
University does not have any OPEB liability and does not have a requirement to prepare any 
actuarial valuation related to OPEB liabilities. 
 
Note however that the DOE contracts that are directly with the University (LBNL) require 
postemployment actuarial valuations using FASB standards, not GASB standards. The OPEB 
actuarial calculations for the University will be done using GASB standards, if different from 
the FASB standards.  Therefore, for LBNL, there will be a need for the University’s actuaries 
to prepare two separate actuarial valuations for each laboratory (if the contract is directly with 
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the University), one under FASB for the DOE financial reporting and one under GASB 
standards for the University’s financial reporting. 
 
For the Hastings College of the Law:  
 
Hastings College of the Law is an affiliate of the University but is not included in the 
university’s reporting entity. They are not UC employees. Therefore the postemployment ARC 
and net OPEB liability associated with this group will be excluded from the University’s 
financial statements and actuarial calculations.  However, a separate actuarial valuation will be 
performed for Hastings College of the Law in order for them to comply with the GASB’s 
OPEB disclosure in their financial statements. 
 
Note: Hastings College of the Law has determined they will effectively become a “cost sharing 
employer” as discussed above by contributing common “contractual” assessments to the OPEB 
Plan on the same basis as other University entities and share in the risks, rewards and costs of 
the OPEB Plan.  
 
For the University’s OPEB Plan: 
 
In order to implement the financial reporting approach as outlined above, the OPEB Plan must 
be a separate trust, or equivalent arrangement, as discussed in paragraph 22 of the GASB 
Statement No. 45. Therefore, the University has established a retiree health benefit trust as a 
separate legal entity, effective July 1, 2007. The trust and the administration agreement with 
the University are shown in Appendix 1.  
 
 
Next Steps—Required Actions 
 

Responsibility 
 

Required 
Completion 

Date 
Action Item/Task 

OP Apr-04 Discuss proposed approach with PwC. 
OP May-07 Discuss UC’s approach to recording a receivable from the DOE for 

LBNL portion of the ARC and net OPEB liability 
UCLA & OP May-05 Finalize the understanding of the arrangement with ASUCLA in 

terms of being a cost sharing employer and paying the contractual 
assessment rate as opposed to the actual annuitant cost. 

OP, HRB  2007 Coordinate implementation of the OPEB Trust for discussion at the 
January, 2007 Regents meeting with approval at the March 2007 
meeting  

OP, FM & 
HR&B 

March-May 
2007 

Work with HR&B to establish a trust arrangement for the OPEB 
Plan effective July 1, 2007.   
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Attachment I: Other Postemployment Benefits (OPEB) - Financial Reporting by UC (not the Plan) 
Defined Benefit OPEB Plan
24-Jul-08

Plan Financial Statement  Level 

LANL LLNL LBNL Campuses ASUCLA Med Cntrs UC Press CEB Hastings

  Shared risks, rewards and costs? No No No

  Separate actuarial valuations? Yes, separate No, common No, common No, common No, common No, common Yes, due to
contribution assessment assessment assessment assessment assessment separate

rate rate rate rate rate rate legal entity

  Actual/common assessment rate?

  Separate fiduciary plan?

  UC employees? No No No

UC Financial Statement Level

  Included in UC statements? No, because No, because Yes, UC Yes, UC Yes, blended Yes, UC Yes, UC Yes, UC No, not UC
they are former they are former employees via employees component employees employees employees employees
UC employees UC employees DOE contract unit (GASB 14)

  Include ARC and NOO in UC statements? No No

  Record a receivable from the DOE
    to offset the ARC?

Separate Financial Statements (MC's, CEB, etc.) 

  Record ARC and net OPEB liability?   N/A N/A

(¶ 20 and 144)

DOE Laboratories UC Carve Outs

N/A - no 
continuing 

liability.

Agent Plan "Employers" (¶ 11) Cost Sharing Plan "Employers" (¶ 22)

Yes, also see ¶'s 144-148

Yes, FASB for 
DOE; GASB for 

UC 

No, only record "contractual" assessment as an expense

Not applicable

Contributions are 
actual cost, not 

assessment rate

N/A - no 
continuing 

liability.

No separate 
trust, only a fund 

within UC 

N/A - no 
continuing 

liability.

N/A - no 
continuing 

liability.

Yes

N/A - no 
continuing 

liability.

N/A - no 
continuing 

liability.

N/A - no 
continuing 

liability.

N/A - no 
continuing 

liability.

Common "contractual" assessment rate applied to all (¶ 22 and 23)

Yes, a trust with pooled investments. Separate audit required. (¶ 143) 

Yes, UC ARC as UC Expense; NOO includes LBNL. (¶ 20, and ¶32 for LBNL)
Yes, record ARC 
as DOE Lab Exp  
¶32 

Yes, record as 
DOE Lab 

Revenue.¶32 

Do not "push down" ARC and liability (¶ 23)

OPEB - IRM No. 45.1
07/24/08
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APPENDIX 1—THE UNIVERSITY OF CALIFORNIA RETIREE HEALTH BENEFIT TRUST 
 
Provided on the following pages. 
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