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INVESTMENT OF POSTEMPLOYMENT BENEFITS RESERVES
A Recommendation
1.
Division and Department:  Finance and Administration, Controller’s Office
2.
Introduction:  Oakland University (University) provides a postemployment benefit (OPEB) via medical insurance access to certain retirees with varying degrees of subsidies.  These subsidies result in a liability to the University.  Commencing with the fiscal year ending June 30, 2008, the University is required to account for and report the OPEB liability under Statement No. 45 of the Governmental Accounting Standards Board, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions (GASB 45).
The University is not required to fund this liability, however, calculation of this liability includes many factors, one of which is the expected rate of return on investments used to fund these postemployment benefits.  The University has been contributing annually to a reserve with the intent that over time the reserve would assist in covering the cost of paying for the postemployment benefits.  This reserve, currently valued at $6.6M, is accounted for in the Retirement and Insurance Fund and is invested according to the University’s Pooled Cash Investment Policy with primarily a short-term to intermediate-term investment strategy.  The most effective management of this reserve would be to invest it as a long-term asset.  The recommendation for Board of Trustee (Board) consideration is to transfer the reserve into a quasi-endowment fund, invested in the endowment pool.
The University will continue to contribute budgeted funds to the quasi-endowment fund to cover current costs and offset future liabilities.  On an annual basis, budgeted funds will be distributed from the quasi-endowment to the Retirement and Insurance Fund to fund actual postemployment benefit expenditures.
3.
Previous Board Action:  None.  
4.
Budget Implications:  The annual cost of providing the postemployment benefit is currently budgeted.  Investment income on the endowed reserve is expected to exceed current earnings, thereby lowering the cost of funding the benefit.
5.
Educational Implications:  None.
6. Personnel Implications:  None.
7. University Reviews/Approvals:  This recommendation was developed by the Assistant Vice President and Controller and thoroughly reviewed by the Treasury Management Department, Budget and Financial Planning Office, University Human Resources, Vice President for Finance and Administration, Mercer Human Resource Consulting, and the Board’s external audit firm Andrews Hooper and Pavlik, PLC.

8. Recommendation:  

WHEREAS, the University’s reserve for postemployment benefits is currently invested according to the University’s Pooled Cash Investment Policy with primarily a short-term to intermediate-term investment strategy; and

WHEREAS, the University’s reserve for postemployment benefits is an asset used to fund a long-term liability, and therefore should be invested as a long-term asset; now, therefore be it

RESOLVED, that the Board of Trustees authorizes the Vice President for Finance and Administration to transfer the reserve for postemployment benefits into a quasi-endowment fund to be invested with the endowment funds with an appropriate long-term focus; and, be it further

          RESOLVED, that the University will annually contribute budgeted funds to the quasi-endowment fund to be invested and to cover current year costs, and on an annual basis, funds will be distributed from the quasi-endowment to the Retirement and Insurance Fund to fund actual postemployment benefit expenditures.  

9.
Attachments:  None. 
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