
Overview
States paid $18.4 billion in 2013 for worker retirement benefits other than pensions, which are known as other 
post-employment benefits (OPEB). Almost all of this total was spent on retiree health care.1 The payments 
covered the cost of current-year benefits and, in some states, included funding to address OPEB liabilities—the 
cost in today’s dollars of benefits to be paid in future years. These liabilities for covered workers totaled $627 
billion in 2013. 

On aggregate, states had enough assets set aside to fund 6 percent of these liabilities, although there are large 
variations in both funded status and liabilities. Setting funds aside for future benefits can both make costs more 
predictable for taxpayers and make benefits more secure for retirees. This may be particularly important for 
states with higher levels of benefits and liabilities. The aggregate OPEB liabilities reported by states nationwide 
declined by 10 percent between 2010 and 2013, adjusted for inflation. 

This brief provides an analysis by The Pew Charitable Trusts indicating that changes in state health plan 
provisions and funding policies, along with lower than expected health care inflation, drove this reduction in 
liabilities. It also includes an examination of state OPEB assets and liabilities. 

The research is part of a larger look at how states handle OPEB costs. State Retiree Health Spending: An 
Examination of Funding Trends and Plan Provisions, a joint report released by Pew’s State Health Care Spending 
and Public Sector Retirement Systems projects, explores the issues more broadly. Future analyses will provide 
recommendations on pre-funding strategies, consider the current and projected costs of workers’ benefits, and 
examine the goal of ensuring that the cost of benefits is sustainable over the long term.
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OPEB funded ratios
In 2013, states had $40 billion in assets in trusts to meet OPEB liabilities, with the level of assets on hand in 
proportion to OPEB costs—the funded ratio—at 6 percent. Each figure represents a small increase over the 
$35 billion in assets and 5 percent funded ratio reported for 2010. The aggregate ratios for each year are small 
because most states pay for retiree health care benefits on a pay-as-you-go, or pay-go, basis. These states 
appropriate revenue annually to pay that year’s retiree health care costs, in contrast to pre-funding liabilities by 
setting aside assets to cover a state’s share of future retiree health benefit costs.

State OPEB funded ratios vary widely, from less than 1 percent in 22 states to 73 percent in Arizona.2 As Figure 
1 shows, Arizona is one of only seven states with funded ratios over 30 percent; the others are Alaska, North 
Dakota, Ohio, Oregon, Utah, and Wisconsin. These states typically follow explicit pre-funding policies written in 
state law. Many of these states also leverage the expertise of personnel from the state pension system to invest 
and manage plan assets.
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Figure 1

State OPEB Funded Ratios, 2013

Source: Comprehensive Annual Financial Reports, actuarial reports and valuations, other public documents, or as provided by plan officials
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Variation in OPEB liabilities
Pew compared states’ 2013 OPEB liabilities to 2013 state personal income to show these liabilities in relation to 
the potential resources states have on hand to pay for these costs. Although the research indicates significant 
overall reported OPEB liabilities, the relative size varies widely among states (Figure 2). OPEB liabilities range 
from zero percent of personal income in Oklahoma and Nebraska to 22 percent in Hawaii and 47 percent in 
Alaska. Figure 2 also shows the assets set aside to pay for these liabilities and the remaining unfunded liability, 
each as a share of personal income.

While some of this variation in the funded ratio can be attributed to the number of retirees, most of the 
difference appears to be the result of the level of benefits provided.3 State retiree health care benefits vary 
widely. Some states provide contributions equal to a flat percentage of the premium for eligible retirees. 
Massachusetts, for example, pays 80 percent of the health premium for those who retired after Oct. 1, 2009, but 
other states prorate their contributions, often by years of service. Other states, such as Arizona and Colorado, 
provide a fixed-dollar contribution (that can be prorated) and is typically lower than the benefit provided by 
states that contribute a percentage of premiums. Still others, such as Nebraska and Montana, offer access to 
health care coverage to retirees but do not contribute toward the cost. Age and years-of-service requirements 
for retiree health coverage also vary. 

Changes to liabilities over time
Since 2010 some states have made changes to health plan provisions and funding policies. These changes, along 
with lower rates of growth in health care costs, have resulted in a 10 percent decrease in states’ aggregate OPEB 
liabilities from 2010, to $627 billion in 2013, adjusting for inflation. (See Appendix C.) A wide variety of factors 
affect whether states’ reported OPEB liabilities rise or fall, including health care inflation, changes to retiree 
health plan design and eligibility criteria, and changes to actuarial assumptions.

Impact of changes to eligibility and contribution policies
Several states changed the criteria for eligibility and premium contributions for retiree health plan coverage and 
saw subsequent reductions in OPEB liabilities. For example, in 2012, Ohio raised the minimum years of service 
required to become eligible for benefits from 10 to 20, starting in December 2014, and reduced the state’s 
future premium contributions. Ohio also has increased pre-funding efforts.4 In 2011, Maryland decreased its 
liabilities, in part by moving to end Medicare prescription drug coverage for retirees in 2020.5 In 2011, West 
Virginia capped the growth of the per-retiree employer contribution for health premiums at 3 percent for eligible 
retirees, lowering its liabilities by $2.6 billion.6 If health care costs grow faster, retirees there will have to pick up 
the difference. In addition, many states adopted changes in recent years that primarily affect new hires and will 
result in lower retiree health care costs and OPEB liabilities over time.
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Figure 2

State Liabilities as a Percentage of Personal Income by Contribution 
Policy, 2013
(includes teachers and local employees)
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Source: Analysis of data from states' Comprehensive Annual Financial Reports, actuarial reports and valuations, or other public documents, or 
as provided by plan officials; personal income data are from the U.S. Bureau of Economic Analysis
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Impact of retiree health plan design changes
Some states also reduced their liabilities as a result of changes to their retiree prescription drug benefits. Before 
the Patient Protection and Affordable Care Act went into effect, many employers, including governments, 
used the federal Retiree Drug Subsidy (RDS) program—which provides incentives for employers to continue 
prescription drug coverage—to support retirees. However, the enactment of the Affordable Care Act in 2010 
made the Employer Group Waiver Plan (EGWP) a more attractive choice for many employers by providing 
greater subsidies and more favorable accounting treatment in calculating OPEB liabilities. 

Under Governmental Accounting Standards Board (GASB) accounting rules, receipts from RDS programs are 
considered general revenue to the state or city government and therefore cannot be used to reduce future costs 
when calculating the OPEB liability. By contrast, those accounting rules allow the direct cost savings expected in 
the future from the EGWP to factor into OPEB liability calculations. 

In 2012, New Jersey switched to an EGWP and reduced its reported liabilities by $11 billion.7 Louisiana also saw 
liability reductions totaling $2 billion as a result of adopting a group waiver plan in 2012.8 In 2011, Connecticut 
made changes to its plan design and funding policy that included new eligibility requirements and adoption of an 
EGWP. These steps cut Connecticut’s total retiree health care liability by $4.9 billion.9 

Change in health care cost trends 
States’ health care cost inflation in recent years proved lower than expected, which contributed to reduced 
liabilities. In financial reports for the years leading up to 2013, most states projected near-term annual health care 
cost inflation averaging about 7 to 8 percent a year when calculating OPEB liabilities.10 However, U.S. health care 
per capita spending grew by less than 2 percent a year between 2010 and 2013,11 so states typically paid out less 
in benefits in 2013 than they had projected in 2010. Lower actual costs then provide a lower starting point for 
the longer-term cost projections used to calculate OPEB liabilities. Indeed, in recent valuation reports, California, 
Georgia, and Massachusetts all cite lower than expected health care claims costs12 as a reason that their reported 
OPEB liabilities were reduced or grew at less than the rate of inflation. 

Moody’s Investors Service projects future increases in health care inflation rates,13 and state actuaries are 
projecting that future growth in health care inflation costs will be higher than in recent years. In 2013 reporting, 
Hawaii projected near-term health inflation growth of 9 percent for one plan, California projected near-term 
inflation of 7 to 8.5 percent, Louisiana projected growth of 5 to 8 percent, Connecticut and Georgia projected 
growth of 5 to 7 percent, and Massachusetts projected growth rates of 5 to 6 percent. All of these states 
projected that the rate of growth would be 4.5 or 5 percent by 2030.14 If health care inflation falls below the 
assumed amounts, liabilities will drop again; if it is higher, however, liabilities will increase. 

Changes to actuarial assumptions
Even small changes to actuarial assumptions can have a significant impact on reported liabilities. One relevant 
actuarial assumption is the discount rate, which is used to convert future benefit payments into current dollars 
when calculating the OPEB liability. When states pre-fund benefits, they can generally increase their discount 
rates. Higher discount rates can significantly reduce liabilities. 

For example, Michigan began pre-funding in fiscal 2012 and raised the discount rate for large plans from 4 to 8 
percent,15 which contributed to the state’s overall 46 percent drop in reported liabilities from 2010 to 2013. West 
Virginia dedicated $30 million annually for 20 years to OPEB, starting in fiscal 2016.16 The state also increased 
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Pay-Go or Pre-Funding?

While most states pay for retiree health care on a pay-as-you-go, or pay-go, basis, some set 
aside assets to pre-fund these costs. Pre-funding requires additional resources in the near term 
but can lower long-term costs by generating investment returns on the money set aside.

State and local governments calculate other post-employment benefits (OPEB) liabilities using 
their own accounting assumptions when pre-funding these liabilities. States that pre-fund can use 
a higher discount rate—a measure used to convert future benefit payments into current dollars—
than states with pay-go policies. As a result, governments that adopt pre-funding policies can 
expect decreases in their reported OPEB liabilities. Despite these benefits, some states indicated 
they may shy away from pre-funding to avoid recognizing the OPEB liability,* on the assumption 
that creating a trust might limit the state’s flexibility to change benefits in the future. 

* Laura Porter et al., “U.S. State OPEB Liabilities: Liability Limited for Most; Uncertain Assumptions Drive 
Calculations,” Fitch Ratings Special Report (June 11, 2014), 8.

the discount rate from 3.56 to 6.10 percent, a step that was estimated to reduce liabilities by $1.3 billion.17 The 
discount rate used by West Virginia increased again in 2013 to 6.7 percent.18 Hawaii began pre-funding its OPEB 
obligations in fiscal 2014.19

Still, most states continue to pay for OPEB benefits on a pay-as-you-go basis, and many lowered their discount 
rates slightly to reflect changes in market interest rates. Based on available data, the discount rate for state 
plans in aggregate increased only slightly over this period—from an average of 4.75 percent in 2010 to 4.82 
percent in 2013. This small net change indicates that adjustments to assumptions attributed to pre-funding 
are not the main factor in reducing liabilities. Changes in actuarial assumptions, such as life expectancy and 
retirement ages, also would affect future reported unfunded liabilities.

Conclusion
Many states have taken actions that have helped reduce their reported liabilities by changing their benefits and 
plan design, or by pre-funding their OPEB costs. These changes, combined with lower than expected health care 
inflation, led to a drop in liabilities from 2010 to 2013. Still, for many states, the gap remains significant between 
the health care benefits that state governments have promised workers and the funding to pay for them. 
Multiple factors could affect reported liabilities moving forward, including future benefit changes or changes in 
funding policies, and health care inflation or demographic changes that differ from current expectations.
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Appendix A: Methodology

Data sources
The main data source for this analysis was the Comprehensive Annual Financial Report produced by each state 
for fiscal 2008 through 2013. Each CAFR details a state’s financial situation and key data. The independent 
Governmental Accounting Standards Board stipulates that the CAFR should include certain disclosures 
regarding OPEB finances. Because the financial reports contain standard information in a consistent format, 
they are a valuable source of data on state-run retirement systems. In addition, many states separately release 
the actuarial valuation for their OPEB plans.20 In many cases, Pew found the actuarial valuations offered more 
detailed data than did the state CAFRs and used the valuations when available.

States primarily report retiree health insurance benefit costs in the OPEB statements but may also include 
financial data on nonhealth benefits such as life and disability insurance. Structures for managing state and 
local government health care and OPEB liabilities vary from state to state. State CAFRs report OPEB liabilities 
for health care plans that are run, managed, or financed by the state, which may or may not include local 
government retiree health care benefits.21

Accuracy and comprehensiveness
To ensure the accuracy of the information presented in this report, Pew used numerous quality control 
measures. Researchers identified and double-checked all instances where data changed significantly over time 
in the OPEB finance documents. Retirement and finance officials in each state were given the opportunity to 
review OPEB data for accuracy and in many cases offered useful feedback that was then incorporated into the 
analysis. This combined approach ensures this research is based on vetted, accurate numbers.

Data analyses 
Pew collected data on 167 OPEB plans, including multiple plans in many states. But each state’s plans were 
aggregated to provide one set of OPEB numbers. That means Massachusetts, which runs one OPEB plan, can be 
easily compared with Arkansas, which runs 22 plans. As a result, the analysis was able to show broad national 
trends. When making comparisons across years, data were adjusted for inflation using the gross domestic 
product (GDP) deflator.22

Funded ratios by state 
Pew aggregated data to get one value for each state’s OPEB liabilities and assets. By dividing the value of plan 
assets by the total liability, Pew arrived at each state’s OPEB funded ratio.

OPEB liabilities to personal income 
To calculate each state’s aggregate OPEB liabilities as a percentage of state personal income, Pew compared 
the total actuarial accrued liabilities for all of a state’s OPEB plans in fiscal 2013 to the personal income data 
available online through the U.S. Bureau of Economic Analysis, adjusted to match each state’s fiscal year.
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Percentage of annual required contribution paid 
Pew used states’ aggregate actual expenditures to OPEB and the annual required contributions to OPEB reported 
in state and plan documents to calculate each state’s actual expenditures as a percentage of the annual required 
contribution. 

Appendix B: GASB update on standards
Starting with fiscal years beginning after June 15, 2016, the Governmental Accounting Standards Board will 
implement new requirements for reporting on the financial standing of state OPEB programs.23 The changes will 
make comparative analysis of plans more feasible, improve transparency surrounding liabilities, and better public 
officials’ understanding of the financial health of OPEB plans. These new requirements include: 

 • Greater uniformity in actuarial assumptions. New standards will increase comparability across states’ 
financial statements by requiring actuaries to use standard actuarial methodologies when projecting costs 
and calculating liabilities. For instance, the new rules require all states to use a standard method of calculating 
the present value of benefits. Today, states use a variety of methods. That can result in difficulties comparing 
states’ liabilities and funded ratios. The discount rate, one of the most important economic assumptions used 
in the valuation, will now be determined by reference to a specific methodology, improving comparability.

 • New disclosures on OPEB investment trust practices and governance. States will be required to report 
descriptive information on OPEB plan governance (including the composition of the boards that oversee the 
plans), the types of state retirees covered by each plan, and the benefits provided by each. States also will 
be required to disclose OPEB plan investments, their rate of return, and the state policies governing those 
investments. 

 • Additional financial statements. GASB will require state governments to publish additional financial 
statements in the state Comprehensive Annual Financial Report to more closely align with industry-accepted 
reporting standards for pension plans and to provide researchers with better OPEB plan data. This will include 
detailed OPEB financial data as well as investment gains and losses for the 10 most recent fiscal years. That 
will allow researchers to have longitudinal data in one place to better study trends.
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Appendix C: State OPEB liabilities and funded ratios, 2010-13

2013 2010 ARC

State
2013 

liability 
(in millions)

2013 assets  
(in millions)

2013 
funded ratio

2010 
liability* 

(in millions)

2010 assets  
(in millions)

2010 
funded ratio

2013 
ARC† 

(in millions)

2013 % of 
ARC paid

Alabama $12,460 $1,218 10% $15,747 $848 5% $1,055 43%

Alaska $17,404 $7,520 43% $12,420 $6,206 50% $950 56%

Arizona $2,202 $1,610 73% $2,284 $1,570 69% $156 100%

Arkansas $2,149 $0 0% $1,858 $0 0% $228 26%

California $80,312 $85 0% $78,358 $89 0% $6,658 33%

Colorado $2,136 $309 14% $2,014 $302 15% $149 64%

Connecticut $22,725 $144 1% $26,698 $0 0% $1,452 39%

Delaware $5,988 $222 4% $5,884 $104 2% $484 43%

Florida $7,488 $0 0% $4,546 $0 0% $453 28%

Georgia $19,264 $1,113 6% $19,845 $837 4% $1,683 37%

Hawaii $13,672 $0 0% $15,857 $0 0% $995 28%

Idaho $135 $28 21% $156 $19 12% $13 81%

Illinois $56,330 -$93 0% $43,950 $56 0% $4,003 21%

Indiana $388 $73 19% $525 $0 0% $32 60%

Iowa $526 $0 0% $538 $0 0% $57 46%

Kansas $547 $19 3% $562 $13 2% $87 76%

Kentucky $6,429 $1,584 25% $8,755 $1,303 15% $529 73%

Louisiana $8,543 $0 0% $11,528 $0 0% $584 46%

Maine $2,054 $226 11% $2,625 $154 6% $149 68%

Maryland $9,014 $223 2% $16,530 $183 1% $705 58%

Massachusetts $15,784 $407 3% $15,166 $310 2% $1,251 47%

Michigan $24,555 $2,780 11% $45,476 $1,015 2% $2,271 78%

Minnesota $1,011 $0 0% $1,217 $0 0% $117 52%

Mississippi $690 $0 0% $728 $0 0% $45 66%

Missouri $3,303 $135 4% $3,180 $110 3% $267 40%

Montana $447 $0 0% $541 $0 0% $45 0%
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2013 2010 ARC

State
2013 

liability 
(in millions)

2013 assets  
(in millions)

2013 
funded ratio

2010 
liability* 

(in millions)

2010 assets  
(in millions)

2010 
funded ratio

2013 
ARC† 

(in millions)

2013 % of 
ARC paid

Nebraska N/A N/A N/A N/A N/A N/A N/A N/A

Nevada $1,272 $1 0% $1,707 $30 2% $141 42%

New Hampshire $2,589 $22 1% $3,292 $58 2% $182 56%

New Jersey $66,805 $0 0% $71,372 $0 0% $6,351 29%

New Mexico $3,915 $227 6% $3,524 $177 5% $354 38%

New York $69,514 $0 0% $56,826 $0 0% $3,399 43%

North Carolina $26,943 $1,333 5% $33,993 $1,033 3% $2,085 44%

North Dakota $154 $66 43% $162 $49 30% $16 84%

Ohio $24,887 $15,605 63% $39,569 $15,533 39% $1,724 19%

Oklahoma $5 $0 0% $3 $0 0% $0 57%

Oregon $640 $359 56% $769 $238 31% $73 84%

Pennsylvania $18,875 $252 1% $17,466 $205 1% $1,281 65%

Rhode Island $778 $64 8% $833 $0 0% $58 100%

South Carolina $10,101 $704 7% $9,658 $520 5% $828 50%

South Dakota $68 $0 0% $71 $0 0% $8 47%

Tennessee $1,442 $0 0% $1,561 $0 0% $152 46%

Texas $61,729 $551 1% $55,949 $815 1% $4,640 27%

Utah $429 $161 37% $511 $111 22% $40 102%

Vermont $1,661 $16 1% $1,629 $8 0% $113 23%

Virginia $6,539 $1,345 21% $6,528 $1,510 23% $593 64%

Washington $7,381 $0 0% $7,618 $0 0% $684 20%

West Virginia $3,263 $590 18% $7,410 $423 6% $290 59%

Wisconsin $2,242 $1,163 52% $2,493 $986 40% $190 50%

Wyoming $243 $0 0% $247 $0 0% $19 47%

Total $627,029 $40,061 6% $660,176 $34,816 5% $47,638 39%

Note: Data may not match Figure 1 because of rounding.

* The total liabilities are $697 billion in fiscal 2013 dollars, adjusted using the GDP deflator.

† The annual required contribution (ARC) consists of the cost of benefits earned in the current year plus an additional amount to fully fund 
the state’s OPEB liability over time. The ARC is an accounting metric and disclosure requirement defined by GASB, calculated by each 
state’s actuary.

Source: Comprehensive Annual Financial Reports, actuarial reports and valuations, or other public documents, or as provided by plan officials

© 2016 The Pew Charitable Trusts
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Endnotes
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2 Data may not match Appendix C because of rounding.
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netspar.nl/files/Evenementen/2014-01-29%20tm%2031%20IPW/papers/045%20sheiner.pdf. 

4 Ohio Public Employees Retirement System, “OPERS Health Care Preservation Plan” (January 2015), https://www.opers.org/pubs-archive/
news/HCPP%20Summary%2012%2013.pdf; “Ohio PERS News” (Spring 2006), 7, https://www.opers.org/pubs-archive/members/
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