MEMORANDUM

June 13, 2007

TO: Management and Fiscal Policy Committee
FROM: Multi-Agency OPEB Work Group

SUBJECT:  Update for June 25, 2007 MFP Committee Meeting

The purpose of this memorandum is to provide an update, from our March
19" meeting with the Management and Fiscal Policy (MFP) Committee, on County
agencies’ activities related to implementation of Governmental Accounting Standards
Board (GASB) Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other than Pensions (OPEB). As previously noted, tax-
supported agencies impacted by GASB45 and represented on this work group include:
the County, Montgomery County Public Schools (MCPS), Montgomery College
(College), and the Montgomery County portion of the Maryland-National Capital Park
- and Planning Commission (M-NCPPC); the Washington Suburban Sanitary Commission
(WSSC) is the only non tax-supported agency participating in the work group.

At the request of Steve Farber, Council Staff Director, the focus of this
status update is on the following five areas:
Status of OPEB trusts;
Status of communication plans;
Status of review of options for limiting liability;
Projected schedule for future actuarial valuations; and
Lessons to date from the experience of other jurisdictions.

Nk v

The current status, including progress since the March 19™ meeting, is
presented below for each area.

Status Report
1. Status of OPEB Trusts

Attachment A provides an update for each agency on the work related to
establishing OPEB trust. As of the date of this report, MCPS, M-NCPPC, and
WSSC have established OPEB trusts; the County and College trust work is in
process. Where possible, Attachment A also addresses the question of
composition of the trusts’ boards, which was raised at the March meeting.
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2. Status of Communication Plans

Since the March meeting, the following communication activities have occurred:

One or more agencies have either included articles on OPEB in their
employee newsletters, or interested parties such as retirees have published
such articles. As an example, MCPS included an OPERB article in its most
recent active employees ' newsletter, which can be found at
http:/rwww.meps.kl 2 md us/departments/ersc/docs/FYB Summer 07.pdf, and
in a newsletter to retirees, which can be found at
htip:/"www.meps.kl2 md.us/departments/ersc/docs/RETIRING TIMES OPEN
ENROLLMENT 2007.pdf. The MCPS retirees’ association also included an
OPERB article in their most recent newsletter.

The communications subgroup has met several times with the agencies’ public
information officers and AON Consulting’s communications consultant to
address draft communications, including further development and review of
frequently asked questions for website posting. The frequently asked
questions are in the final stages of review.

The County has developed a website that includes information on actuarial
valuation(s), fiscal analysis, multi-agency reports to the MFP Committee, and
Council/Committee packets. As soon as the frequently asked questions
referred to above are finalized, the website will be placed into production;
this approach is being taken as a result of recommendations made by several
public information officers and the AON communications consultant. It is
anticipated that each agency will create an OPEB presence on its own
government's website, and may link to the County website for common
documents, such as Council/Committee packets and multi-agency reports to
the MFP Committee. The agencies may wait for reaction to the County's
website content before posting their own 50 as to incorporate any lessons
learned. Attachment B provides some most recent extracts from the website
under development.
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3. Status of Review of Options for Limiting Liability

Attachment A provides an update for each agency on the work related to
exploring options for limiting liability, which for most agencies has not
significantly changed since the March 19" meeting. At this time, the County
agencies are jointly bidding their health and prescription drug plans, and will be
working with vendors to discuss alternatives that may positively impact retiree
costs in light of the OPEB requirements.

At the March meeting, the Council requested that the County provide any analysis
performed on options for changes to plan design and cost impacts of such options.
Attachment C is a listing of scenarios that could potentially reduce the County's
OPERB liability, developed by the County during its work on the topic in 2006.

The County engaged its actuarial firm, AON Consulting, to perform an analysis of
certain scenarios in preparing for labor negotiations. Preparations for
negotiations are continuing due to re-openers negotiated in the areas of employee
benefits.

4. Projected Schedule for Future Actuarial Valuations

GASB Statement No. 45 requires that a government the size of the County obtain
an actuarial valuation at least once every two years. From a prudent fiscal
management perspective, and because of the historic volatility of healthcare
costs, the County and all members of the Work Group at this time intend to
obtain actuarial valuations on an annual basis. Such work would typically be
performed during the late summer/fall timeframe, in conjunction with the health
benefits rate setting process, and in time to provide disclosure information, as
required, for financial reporting purposes.

At the March 19" meeting, the MFP Committee requested to be provided with any
analysis that may have been performed on the increase in the results of the
actuarial valuations from 2003 to 2006. Attachment D provides a high level
analysis prepared by AON Consulting for the County when the initial 2006
valuation results were received. The analysis compares the 2006 projected
amounts (Actuarial Accrued Liability [AAL] and Annual Required Contribution
[ARC}/Annual OPEB Cost {AOC]) from the 2003 valuation 6 year projections; to
the results of the 2006 valuation, noting the major reasons for the differences.
This analysis was prepared for both the full funding and no funding assumptions,
which were the two assumptions reported on in both actuarial valuations.
Representatives of AON Consulting will be present at the June 25" MFP
Committee meeting to respond to any questions relating to the information in
Attachment D.
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5. Lessons to Date from the Experience of Other Jurisdictions

The members of the multi-agency OPEB work group gather information about the
status and progress of other jurisdictions from a variety of sources, such as
personal contacts, professional organizations such as GFOA and NACO,
technical resources such as GASB, consultants such as the actuarial firms under
contract, external auditors, technical materials and articles, and through training
sessions and seminars. As a result of these communications, our observations are
as follows:

Trust — Our understanding is that most governments have already, or are
planning to, create an OPEB trust. Qur sense is that we are generally ahead
of many governments in the creation of trusts, especially in those cases where
a trust can be established by management or executive board action. The
exception to this relates to the County, where a trust is required to be
established by legislation. The County has been coordinating with GASB, our
auditors, and others, over the last several months, to address complex
reporting and accounting issues associated with cost-sharing multiple
employer plans. In our technical discussions with GASB, of which there have
been many, our understanding is that we are raising issues that others have
not yet even identified, and therefore the clarifying technical guidance is
being developed as a result of our inquiries. In this situation, there has been
limited opportunity to learn from the lessons of other jurisdictions, and it is
more likely that they will learn from us. :

" Communications — Qur understanding from conversations with other

governments and external consultants is that generally we are ahead of other
governments in developing a communications plan, and in developing a
website dedicated to OPEB information that will publicly communicate, in
one location, information such as valuations, fiscal analysis, and executive
and legislative branch reports. Our observations as they relate to
communication of potential plan design changes are addressed below.

Plan Design and Limitations of Liabilities — As was noted in previous MFP
Committee meetings, there are other jurisdictions, such as Anne Arundel
County and Howard County, that have approached this topic a little
differently than we have. For example, these are work groups that have
identified and analyzed a large number of possible plan changes, and then
made those reports publicly available, for example on their web sites. Our
understanding from those organizations, or from consultants who work with
them, is that a significant amount of time or money may be spent on analyzing
many options that will never be implemented, and that an alternative
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approach may have been to focus more on analyzing a limited number of
options,

The most significant factor in implementing any changes appears to be
whether the government agency operales in a union versus non-union
environment. Those agencies without a union are able to more quickly adopt
and implement changes than those with a union. In either case, agencies are
slow to make the changes, perhaps waiting to see what other jurisdictions are
doing. We have generally not observed others taking actions other than
identifving possible plan changes to limit the liabilities. We have also learned
in our survey of other AAA rated and selected other regional counties that
there are generally only a few other counties with an unfunded liability the
size of the County’s. This appears to result from plan design, rather than
from the other jurisdictions having large liabilities that are funded.

Legal — Our observation is that we are ahead of many other governments
Jrom a perspective of researching the legal ramifications, constraints, etc of
implementing the OPEB standards. This has been determined through
discussions with external law firms, and in-house counsel and financial
personnel from other governments. We continue to receive calls from external
law firms and consultants, and in-house counsel, often at the request of their
Sfinancial managers, seeking input on legal issues that we have researched, but
they are only beginning to address. In our discussions with external legal
counsel, they have affirmed the issues we have raised as the right issues, and
they have consistency concurred with in-house legal counsel’s perspective on,
and solutions to, those issues.

Accounting and Reporting — We have learned in our communications with
various constituencies noted above that, due to the cost-sharing nature of our
self-insured plan, we are dealing with extremely complex accounting and
reporting issues, often involving interpretation of the technical literature and
areas where GASB is trying to craft its own position on the issue. Other
Phase I governments have been seeking advice from us on accounting and
reporting issues. We continue to work with GASB, our external auditors,
GFOA and others as appropriate on such topics.

The Work Group appreciates this opportunity to keep the MFP Committee

apprised of agency progress towards OPEB implementation. Representatives from each
agency and several of the actuarial firms will be present at the June 25, 2007 MFP
Committee meeting to answer questions about the material provided.

Attachments
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Attachment C

POST RETIREMENT GROUP INSURANCE
Generic Scenarios to Reduce OPEB Liability

Premise

Reducing the future costs of providing post retirement group insurance will reduce the
overall liability to an organization and therefore reduce the amount of that liability to be
funded. Many organizational factors will influence which options will be considered and
which will not. The template below is only an attempt to identify various factors that
influence group insurance costs.

Affected Groups

o (Current Retirees
o Medicare
o Non-Medicare

e Current Actives
o Retirement eligible
o Not retirement eligible

e Future New hires

Factors influencing post retirement group insurance costs and related action
considerations for addressing costs

« Eligibility for post retirement group insurance
Considerations —

o More rigorous age and service requirements for employees

o Availability to dependents
* Health coverage not available to dependents
= Health coverage not available to dependents if eligible for

coverage elsewhere
o Not eligible for post retirement medical or prescription when Medicare
becomes primary

* Employer contribution towards post retirement group insurance
Considerations —
o Reducing contribution amounts overall
o Weighting rates based on years of service
o Percent of contribution based on lowest cost plans with retiree paying the
rate differential for more costly plans



Attachment C

o Contribution towards retiree group insurance only, with retiree paying rate
differential for dependents

o Contributions based on flat dollar amounts versus percent of premium
{could be incorporated via a Health Savings Account in a Consumer
Directed Health Plan)

o Determining the effect of active-retiree subsidy practices on post
retirement costs

Funding
Considerations —
o Potential advantages of moving to fully insured Medicare supplement
plans
o Active employees pre-funding a portion of their post retirement benefit
cost.

Benefit delivery mechanisms

Considerations —
o Mandatory generic drugs where available
o Mandatory use of mail order for certain maintenance drugs
o Use of certain pharmacies for specialty drugs

Plan design changes
Considerations —
o Deductible amounts
Co-pay amounts
Co-insurance levels
Mandatory prescription formularies
Annual out-of-pocket and lifetime maximums
Post retirement life insurance amounts

00 Q0O0C0

Items covered
Considerations —
o Exclude certain items currently covered for medical, dental and
prescription

Plan elimination
Considerations —
o Not offering certain benefits post retirement, such as dental
o Offering discount programs versus full coverage, e.g., for dental
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GMCPS MONTGOMERY COUNTY PUBLIC SCHOOLS

www.montgomeryschoolsmd.org MARYLAND

April 20, 2007

The Honorable Marilyn J. Praisner
President, Montgomery County Council
100 Maryland Avenue, 6™ floor
Rockville, Maryland 20850

Dear Mrs. Praisner:

This letter is in response to your questions at the March 19, 2007, Management and Fiscal Policy
Committee meeting regarding the trust established by the Board of Education. The enclosed
memorandum clarifies the legal issues raised at that meeting and the opinion provided to the
Board of Education by its legal counsel as staff explored the issues raised.

If you have additional questions, please contact me at 301-279-3626.

Sincerely,
ot Ny
Larry A. Bowers ;“
Chief Operating Officer G
[ ]
LAB:vnb ST
' =
Enclosure ",
o
Copy to: e
Dr. Weast
Members of the Board of Education
Ms. DeGraba
Dr. Spatz
Mr. Girling

Office of the Chief Operating Officer
850 Hungerford Drive, Room 149 ¢ Rockville, Maryland 20850 ¢ 301-279-3626
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Office of the Superintendent of Schools
MONTGOMERY COUNTY PUBLIC SCHOOLS
Rockville, Maryland
April 20, 2007

MEMORANDUM

To: Members of the Board of Education
From: Jerry D. Weast, Superintendent of

Subject: Other Post-Employment Benefits Trust

On March 13, 2007, the Board of Education approved a resolution to amend the Montgomery
County Public Schools (MCPS) Employees Retirement and Pension Trust Agreement to create a
Master Trust Agreement that contains two component trusts—one for the pension plan obligation
and one for the funding of Other Post-Employment Benefit (OPEB) expenses—in response to
the Governmental Accounting Standards Board Statement 45 (GASB 45) issued in June 2004,

On March 19, 2007, MCPS staff joined other Montgomery County agencies’ staff at a meeting
with the Montgomery County Council’s Management and Fiscal Policy (MFP) Committee to
brief the committee members on the status of agency efforts to comply with GASB 45.

At that meeting, Council President Marilyn Praisner objected to the Board of Education’s
decision to create a Master Trust and suggested that a separate trust that has no employee or
retiree representatives serving as trustees should have been created. It is her opinion that it was
inappropriate for an employee or retiree representative to serve as a trustee overseeing the
investments of the OPEB trust ‘account since there would be no “employee” money in the
account. Currently, both an employee and a retiree representative serve as trustees.

Mrs. Praisner also expressed concern that trust fund assets might not be sufficiently protected,
and that pension and OPEB funds might be commingled under this arrangement. Staff assured
her that the trust had been set up to ensure that each account would be used for its intended
purpose and there would be no commingling of funds.

The other MFP Committee members agreed with Mrs. Praisner’s objection to the Board’s
decision to create the trust in this fashion, and directed staff to communicate their reservations to

the Board of Education.

Mrs. Praisner’s concems were shared with counsel, who was asked for a reaction to her
objections. In the attached letter, Mark Muedeking, Esq., of DLA Piper, concludes that the
structure of the OPEB trust established by the Board of Education does not violate any legal
restrictions and meets the legal requirements of GASB 45. A copy of his letter has been
forwarded to the County Council.



Members of the Board of Education 2 April 20, 2007

Following the March 19 MFP Committee meeting, Dr. Kenneth Muir, president of the MCPS
Retiree Association and current trustee of the Board of Investment Trustees, expressed his
- concerns to Mrs. Praisner regarding the discussion at the MFP Committee meeting. His letter

and Ms. Praisner’s response are attached to this memorandum.

I do not believe any additional action is necessary at this time. If you have any questions, please
contact Mr. Larry A. Bowers, chief operating officer, at 301-279-3626.

JDW:vnb

Attachments

Copy to:
Executive Staff

Mrs. DeGraba
Mr. Girling



DLA Piper US LLP

The Marbury Building

6225 Smith Avenue

Baltimore, Maryland 21209-3800
www. dlapiper.com

_ Mark Muedeking
mark.muedeking@dlapiper.com
T 202.861.6258
F 410.580.3220

April 13, 2007

Mr. G, Wesley Girling

Director, Benefits Strategy and Vendor Relations
Montgomery County Public Schools

7361 Calhoun Place

Suite 401

Rockville, MD 208355

Dear Mr. Girling:

You asked us to respond o an issue raised at the County Council Management and Fiscal Policy
Committee meeting a few weeks ago regarding the proposed trust arrangement to fund retiree health
obligations of Montgomery County Public Schools ("MCPS"} (the "OPEB Trust"). In particular, the
Council President suggested that it may be inappropriate and/or illegal for trustees of the OPEB Trust to

be employees of the sponsor andfor beneficiaries of the plan when the OPEB Trust holds only assets .

derived from empioyer contributions.

As you know, the decision to structure the OPEB Trust in the same way as the pension trust was the
result of a careful, deliberative process. We befieve that the decision to have the OPEB Trust operate in
the same manner as the pension trust, with the same trustees and under the same terms, was a
reasonable alternative designed to maximize efficiency and accomplish MCPS's goals of prefunding
OPEB obligations. While sharing the same structure and trust document as the pension trust, the OPEB
Trust is a separate trust that is operated and maintained for the exclusive purpose of pre-funding retiree
health benefits for participants-and beneficiaries who are eligible to receive those benefits. As a result,
although the OPEB Trust and pension trust share a trust document, have the same trustees and may
make side-by-side or co-investments under certain circumstances, the assets of the OPEB Trust are
separately accounted for and, from a legal standpoint, cannot be used under any circumstances to pay
pension benefits, or any expense not related to the OPEB Trust.

Although the assets of the OPEB Trust will be derived solely from employer contributions, once those
contributions are received by the OPEB Trust, they are no longer MCPS assets and are trust assets that
are held for the exclusive benefit of retirees and their beneficiaries. The trustees must manage all trust
assets in the same way, regardiess of source. From a legal standpoint, there is no distinction between
trust assets based on whether they were contributed by the sponsor or participants. The trustees have a
fiduciary responsibility to the participants and beneficiaries, not to MCPS. Section 6.2 of the trust
agreement expressly states that trust assets must be used for the exclusive benefit of participants in the
retiree medicai plan and/or their beneficiaries.

It is not unusual for employer-sponsored benefit plans to have a committee of trustees, some or all of
whom are employees of the plan sponsor. In fact, Section 408(c)(3) of the Employee Retirement Income
Security Act of 1874 ("ERISA") specifically provides that nothing prohibits a fiduciary from "serving as a
fiduciary in addition to being an officer, employee, agent, or other representative of a party in interest.”
Similarly, Section 408(c)(1) of ERISA provides that nothing prchibits a fiduciary from receiving a benefit
under a plan as a participant or beneficiary in the plan as iong as the benefit is computed and paid

BALT14327789.1 4/13/07
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consistent with the terms of the plan as applied to all participants and beneficiaries. Although the OPEB
Trust is not subject to ERISA because MCPS is a governmental entity, the statutory provisions of ERISA
were based on the common law of trusts, which does govern the OPEB Trust.

Furthermore, there is nothing in Maryland state law that would prohibit an employee of the plan sponsor
from serving as a trustee for an employer-sponsored benefit plan. This is true regardless of whether the
assets of the trust result from employer contributions, employee contributions or a combination of the two.
Similarly, the trust requirernents enumerated in GASB 45 that must be met in order to be able to offset
OPEB liabilities with the prefunded amounts do not impose any restrictions on who may serve as a
trustee. GASB 45 simply requires that employer contributions to the trust must be irrevocable, that assets
must be dedicated to providing benefits to retirees and beneficiaries in accordance with the terms of the
plan and that assets must be legally protected from creditors of the employer or plan administrator. We
believe that the OPEB Trust meets these requirements,

The trustees of the OPEB Trust include various officers of MCPS who serve by virtue of their position of
empioyment, as well as other appointed trustees, which currently include an employeefretiree
representative. We are aware of no facts that would indicate that allowing these individuals to serve as

- ——--—{fustees - is--inappropriate or otherwise involves -a structural conflict of interest. that would _be.in. ...

contravention of their fiduciary responsibilities or be considered illegal in any way. Moreover, during the
roughly 15 years that | have provided legal counsel to MCPS in connection with matters involving the
operation of the pension trust, it has been my experience that the employeé and non-employee trustees
have comported themselves with the highest standards of fiduciary care, and | have not observed any
conduct that would iead me to believe that they were not acting consistent with their legal duties or not
serving the best interests of MCPS and the participants and beneficiaries of the pension plan.

For these reasons, we believe that the structure of the OPEB Trust would not violate any legal restrictions
or otherwise be inappropriate under the circumstances.

We hope that this letter is helpful and responsive to your request. Should you have any: questions or
would iike to discuss, please do not hesitate to contact me.

Very truly yours,

BALT1M327788.1 4/13/07



Kenneth K. Muir, EdD, APR
14955 Waterway Drive
Rockville, MD 20853-5618.
301-460-9585 kkmuir@aol.com

April 4, 2007

The Honorable Marilyn Praisner, President
Montgomery County Council

100 Maryland Avenus

Rockville, MD 20850

Dear Marilyn:

I’'m writing to express concern over your comment, at the MFP Committee meeting on March
19, that the Retiree Health Benefits Trust, to be established by the Montgomery County Board of
--Education, should be “employer-run.”

The implication I took from that comment was that the non-MCPS employees on the MCPS
Retirement and Pension System’s Board of Investment Trustees (Board) would not be able to
make good management decisions if that Board also had responsibility for a Health Benefits
Trust.

The Board of Investment Trustees has nine members appointed by the Board of Education to
three-year terms. Five members are MCPS administrators who serve as a result of their
positions. The remaining four are community members, three of whom are investment

professionals. I serve as a retiree member.

The Board has four regular meetings each year and, in addition, has special meetings when
necessary to interview investment managers or fulfill other responsibilities. The Board is
advised by representatives from Ennis Knupp + Associates, one of the major public pension plan
advisors in the U.S. Currently, the Board oversees the investment of nearly $900 million in
pension assets for MCPS employees and retirees. I cannot recall more than one or two instances
in the past five years when an action of the Board was other than unanimous.

My understanding is that the Board of Education has proposed setting up a Health Benefits Trust
to be completely separate from the Pension and Retirement Trust, but managed by the same
Board of Investment Trustees. - I favor that arrangement for the following reasons.

Trustees’ Knowledge and Experience. When I was first appointed to the Board five years ago,
I described myself as the “newest and dumbest” trustee, even after attending a three-day



workshop for trustees put on by the plan’s previous pension plan advisor. There is a tremendous
amount to learn about being a good fiduciary and competent trustee,

The current Board has that knowledge and experience. It is augmented by the fact that the three
community trustee representatlves are investment professionals, serving in various capacities for

investment companies.

Competent Money-managing Experlence Working with Ennis Knupp, the Board has engaged
12 different professional money managers with whom to invest the MCPS assets. Our choices of
those managers are based on our asset allocation policy as well as the managers’ track records in
producing significant eamings with reasonable management fees. -

Best Return on the Dollar Invested. If it were necessary to create another Board of Investment
Trustees, it would have to hire an administrator, a plan advisor, take the time to develop
investment policies, and hire good money managers—all things that have a]ready been done by

the existing Board.

I believe it would be far less expensive for the current Board to administer Health Benefit Trust
funds separately from Pension and Retirement Trust funds, but with the current group of
experienced and proven advisers and managers. .

Sincerely,

Kenneth X. Muir



Message received on April 4, 2007 at 6:59 pan. from Praisner's Office, Councilmember
[Councilmember. Praisner@montgomerveountymd.gov]

Ken, I received you letter regarding my comments during the MFP Committee meeting on
March 19% about the retiree health benefits trust. I certainly appreciate the fine work being done
by the MCPS trust and my comments were not intended to imply any questions about the work
of the Trust. I anticipate that the same school system positions/firms who are working on the
current trust would be involved in ensuring that the new account would be equally well
managed. However, that is not the issue with this new responsibility. We are in unchartered
waters when it comes to this new obligation and I believe we should proceed very cautiously.
Unlike the other trust funds, there will be no employee or retiree personal contributions to this
account -- only government funds. Assumptions about investment and return will be a
government obligation that may have an impact on the future structure of health benefits. I can
envision a situation where the government representatives will have one view and the retirees
will have another and, in my view, it would be best that we not complicate it further. It may not
be necessary to set up a separate trust just a modified management structure for these funds
only. At least. I would like that option on the table.

Marilyn Praisner
Councilmember - District 4



Retiree Open Enrollment Announcement

he Montgomery County Public

Schools {MCPS) will conduct the
annual retiree benefit plan open
enrollment beginning Monday,
April 30, and continuing through
Friday, May 18, 2007.

During open enrollment, MCPS

retirees will have the opportunity to

make changes to their medical, dental,
vision, and prescription plan options; to

drop coverage; or, under certain circum-

stances, add coverage that was previ-
ously dropped.

In mid-April the Employee and
Retiree Service Center (ERSC) will for-
ward detailed information to all retirees

Please check the ERSC Web site tor up-to-date open enrollment information.

UnitedHealthcare

From time to time, retirees contact
the Employee and Retiree Service Cen-
ter (ERSC) expressing concerns about
their health plans. Questions can range
from access to in-network providers

to a belief that benefit levels have been
changed without providing proper
notice to our retirees. MCPS reviews
each question on a case-by-case basis,
and we are proactive in our efforts to
resolve all health plan issues. We
sometimes find issues that reflect a
misunderstanding of how our health
plans work.

ACCESS TO DOCTORS AND
HOSPITALS

MCPS expects all the health plans
offered to retirees to provide sufficient
access to doctors and hospitals. Our
plans are sound, with well-thought-out
processes for ensuring network sufh-
ciency, and we are satisfied that United-
Healthcare (UHC) is following the

outline for services contracted by MCPS.
From time to time, doctors leave plans,
and there are instances of providers leav-
ing networks; but there is not a mass
defection of doctors from the UHC plan.
Ofien, doctors who leave the plan cannot
reach agreement with the insurance com-
pany on compensation. On other occa-
sions, doctors leave the managed care
networks altogether, retire, or pass away.
MCPS often hears that retirees who
participate in a UHC plan and reside
outside of Marviand/DC are not able to
obtain benefits or access to participat-
ing plan providers. Under most cir-
cumstances, benefits are available to
retirees. Retirees may be enrolled in
one of our four different UHC plans.

IN-NETWORK VS, OUT-OF-
NETWORK BENEFITS

MCPS retirees may choose from a
variety of medical plans. Health Main-
tenance Organizations (HMOs), includ-

participating in MCPS benefits. If you
currently have benefits from MCPS and
do not receive an enrollment booklet in
the mail, please call ERSC at 301-517-8100.

'The mailing will include benefit com-
parison charts, rate information, and an
enrollment form, if you want to make
changes to your current level of benefits.

MCPS retirees will have the opportu-
nity to meet with benefit program ven-
dors and ERSC staff to discuss open
enrollment options at three health fairs
to be held during the month of May.
Representatives from ERSC and benefit
plan vendors will be available to answer
retiree questions. w

ing Optimum Choice, CareFirst
BlueChoice, or Kaiser Permanente.
Each of the HMOs requires partici-
pants to obtain benefits from in-net-
work providers. The two Point-of-
Service (POS) plans administered by
UHC require a participant to visit a
participating provider to obtain in-net-
work benefits. POS plans also allow
participants to see a provider that does
not participate in network and retirees
will still receive out-of-network bene-
fits. The UHC indemnity plan allows a
participant to see the provider of his/
continued on page 2
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Governmental Accounting Standards Board (GASB) Update

or nearly 40 years, the Montgomery

County Public Schools (MCPS) has
recognized and funded the cost of pen-
sion benefits during the vears employees
earned retirement credit. Today, the
MCPS Employees Retirement and Pen-
sion System trust fund has assets in
excess of $900 million set aside exclu-
sively to pay retiremnent benefits to
MCPS retirees.

Until recently, MCPS was not
required to recognize and fund the cost
of the health and life insurance benefits
provided to retirees. The costs were
managed on a pay-as-you-go basis.

However, in June 2004 the Governmen-
tal Accounting Standards Board (GASB)
issued Statement No. 45 (GASB 45) that
addressed Accounting and Financial

Reporting for Postemployment Benefits
Other Than Pensions. These non-pension
benefits are commonly referred to as other
post-employment benefits (OPEB) and
include health and life insurance offered
to retirees. GASB 45 now requires similar
accounting for OPEB in place for pensions,
beginning July 1, 2007.

In response to the new GASB require-
ment, MCPS has asked our actuarial con-
sultant to complete an analysis of the
OPEB liability. Our consultant has deter-
mined that MCPS must include more than
$1 billion on our financial statements for
OPEB, beginning July 1, 2007.

While GASB does not require MCPS to
fund the accrued expenses, credit rating
agencies have signaled AA A-rated juris-
dictions such as Montgomery County to

fund the obligation if they expect to
maintain their AAA Bond rating, Asa
result, MCPS has been working with the-
Montgomery County Council, the county
government, and other county-funded
agencies on a Joint Agency Workgroup
on OPEB to develop a plan to fund the
obligation to ensure money is available
to cover the cost of providing health and
life insurance benefits to retirees in the
future.

The Joint Agency Work Group on
OPEB has recommended a five-year
phase-in strategy to fund OPEB, and the
Board of Education has included an addi-
tional $16 million in the FY 2008 budget
as the first installment toward full
funding. The contribution amount is
expected to increase by an additional

UnitedHealtheare, continued from puge 1

her choice. Benefits are subject to co-
pays and deductibles. Nonparticipating
doctors may require payment up front
and the member must seek reimburse-
ment for services rendered by the

UHC doctor. Any cost that exceeds the
reasonable and customary fee is the
responsibility of the member.

LABORATORY SERVICES

On January 1, 2007, UHC entered into a
national contract with LabCorp. At that
time, LabCorp became UHC’s primary
in-network laboratory for all of its
health plans. At the same time, UHC
terminated its agreement with Quest
Labs. LabCorp is among the largest
clinical laborateries in the world, with
more than 1,300 patient service centers
in the United States. Quest Labs is still
available to retirees covered under
Medicare, and on an out-of-network
basis for POS and indemnity plan par-
ticipants.

MEDICARE SUPPLEMENT PLAN
Nearly 80 percent of MCPS plan partici-
pants enrolled in the UHC plan are in the
Medicare Supplement plan. For retirees
who participate in the Medicare supple-
ment plan, Medicare is your primary
insurance. There are no in-network
restrictions for the Medicare supplement
plan, and participants may see any doctor
who participates in Medicare. The bene-
fits are the same for all plan participants
anywhere in the United $tates. There is
no UHC provider network for Medicare
retirees. "the Medicare supplement plan
offered to MCPS retirees is a fee-for-ser-
vice indemnity plan.

CLAIMS PAYMENT CONCERNS

MCPS also has been told on several
occasions that “UHC takes too long to
pay a claim, or denies claims for no
reason at all.” Please recognize that
UHC is not perfect, and sometimes will
make mistakes with claim payments.

When this occurs, MCPS holds
UHC accountable for the mistake, with
the expectation that the error will be
resolved immediately. Years of experi-
ence dealing with complaints has dem-
onstrated that the problem does not
always rest with the insurance com-
pany. UHC will not pay a claim if the
claim is submitted with incorrect pro-
cedure codes or insufficient informa-
tion. Doctors’ offices can also make
mistakes when filing claims.

MCPS expects UHC to be precise
when paying claims on its behalf, and
when a claim takes longer to process
due to incorrect information or a doc-
tor providing inaccurate or incomplete
information, UHC is doing what it has
been instructed to do. UHC was hired
by MCPS to provide health insurance
to our retirees according to our plan
provisions. These procedures help keep
down costs to retirees by paying prop-
erly documented claims only. =



$16 million for each of the next four
years, until $80 million is reached in
FY 2012

As part of its funding plan, on
March 13, 2007, the Board of Educa-
tion amended the existing pension
plan trust to create an umbreila trust
with two accounts—one account for
the pension plan assets and one
account to oversee the OPEB assets.
‘The money set aside in the OPEB trust
account may only be used for the -
exclusive benefit of plan participants
and to pay the cost of OPEB expenses.

Over the next few weeks, the Mont-

gomery County Council will be consid-
ering whether to approve the funding
of the OPEB contribution for the five
county-funded agencies. The com-
bined FY 2008 OPEB cost for the five

-county-funded agencies is approxi-

mately $32 million—a number that
will spark debate about the county’s
ability to sustain the level of health
and life insurance benefits provided to
retirees. Indeed, the County Council
Management and Fiscal Policy Com-
mittee has asked all county agencies to
assess the full range of options for lim-
iting their OPEB liability, and these

options include evaluating the level of
benefits provided, the employer/retiree
cost-sharing arrangements, rules for
determining eligibility for coverage, etc.

The Board of Education remains
committed to providing retirees with
competitive benefit options, and will
continue our efforts to ofter benefit pro-
grams that are affordable to both retir-
ees and Montgomery County taxpayers.
Look for updates on OPEB-related
developments in future editions of
Retiring Times. w




Plan Bids
This summer, The Montgomery
County Public Schools (MCPS) plans
to join with the county government,
Montgomery College, Maryland-
National Capital Park and Planning
Commission and the Washington Sub-
urban Sanitary Commission (county
agencies) to bid medical and prescrip-
tion drug plans for agency employees
and retirees. By joining together in a
bid process, the five county agencies
hope to achieve favorable pricing for
health care and prescription drug cov-
erage offered to their active and retiree
plan participants.

The bid will ask vendors to duplicate
the existing plan designs, with no
expected changes to existing benefit

levels. The agencies will evaluate medi-
cal and prescription drug vendors from
a variety of perspectives, including the
adequacy of provider networks, cus-
tomer service, claims processing, com-
petitive pricing, and system and
reporting capabilities. It is anticipated
that any changes that result from the
bid process will be implemented
January 1, 2008, for active employees
and on july 1, 2008, for retirees (unless
it would make sense to make the
change sooner).

MCPS will keep the employee bar-
gaining units and the MCPS Retiree
Association involved through partici-
pation on the Joint Employee Benefit
Committee.
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