
This methodology enables the town to use 
a 7.0% discount rate for their Fiscal Year 
2020 GASB 74/75 valuation rather than 
the 4.5% discount rate they would have if 
they continued funding modestly with no 
plans to reallocate pension funding. If the 
Town continued their annual $1 million 
contribution with no pension reallocation, 
their current liability would increase from 
$116 million to $156 million. 

As there are no expected rates of returns on 
assets, unfunded liabilities for GASB 74/75 
are discounted only using the yield for a 20-
year tax free municpal bond index rated AA/
Aa (or equivalent) or higher. As of December 
31, 2020, the S&P municipal bond 20-year 
high grade index had a yield of 1.93%. If the 
Town was not funding at all, their liabilities 
would further increase to $216 million based 
on the unfunded discount rate of 2.00%. 

This funding method allows the use of a 
much higher discount rate, which decreases 
disclosed plan liabilities while requiring 
relatively small amounts of funding in the 
early years. 
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What discount rate can they use 
and why does it matter?

Under GASB 74 and 75, the discount rate used to 
determine disclosed liabilities is based on a combi-
nation of a twenty-year municipal bond index and 
the rate of return expected on plan assets. These 
rates are blended based on the value of trust assets 
and trust contributions compared to expected ben-
efit payments. 

The town has current assets of $13 million and cur-
rent Total OPEB Liability of $116 million. They have 
elected to fund an OPEB trust using the deferred 
pension funding method. They are funding $1 mil-
lion in Fiscal 2020 and annually thereafter until 
pension funding is complete. In 2030, the Town’s 
pension is expected to be fully funded, so begin-
ning in 2031, $10.5 million will be relocated to fund 
OPEB benefits over the next eight years, until the 
OPEB plan is funded as well. 

Would you like to see what a deferred 
pension funding scenario might look 
like for your OPEB plan?

Contact an Odyssey Advisor and we can put 
together a schedule to show you.

This case study looks at a town which has adopted a deferred pension funding policy. This funding policy allocates a 
modest funding amount towards OPEB until the town’s pension becomes fully funded. After this point, higher payments are 
allocated to the OPEB plan based on the cash flow freed up from the completion of pension funding.

http://www.odysseyadvisors.com/contact/
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Funding - 7.00% Discount Rate

2020 115,605,054 12,771,139 102,833,915 11.05% 2,269,137 5,879,795 1,481,902 7,361,697 5,879,795 0 1,481,902

2021 118,916,939 14,906,408 104,010,531 12.54% 2,365,595 6,138,484 1,200,000 7,338,484 6,138,484 0 1,200,000

2022 122,787,303 17,191,146 105,596,157 14.00% 2,461,592 6,407,189 1,200,000 7,607,189 6,407,189 0 1,200,000

2023 126,646,026 19,635,816 107,010,210 15.50% 2,563,274 6,815,760 1,200,000 8,015,760 6,815,760 0 1,200,000

2024 130,549,982 22,251,613 108,298,369 17.04% 2,665,336 7,155,241 1,200,000 8,355,241 7,155,241 0 1,200,000

2025 134,446,366 25,050,516 109,395,850 18.63% 2,777,002 7,561,250 1,200,000 8,761,250 7,561,250 0 1,200,000

2026 138,365,981 28,045,342 110,320,639 20.27% 2,884,660 7,951,302 1,200,000 9,151,302 7,951,302 0 1,200,000

2027 118,916,939 31,249,806 111,114,422 21.95% 3,002,523 8,275,267 1,200,000 9,475,267 8,275,267 0 1,200,000

2028 122,787,303 34,678,582 111,647,647 23.70% 3,119,348 8,688,597 1,200,000 9,888,597 8,688,597 0 1,200,000

2029 126,646,026 38,347,372 111,983,007 25.51% 3,248,852 9,094,386 1,200,000 10,294,386 9,094,386 0 1,200,000

2030 130,549,982 42,272,978 112,171,647 27.37% 3,363,042 9,314,334 1,200,000 10,514,334 9,314,334 0 1,200,000

2031 134,446,366 56,083,702 102,361,184 35.40% 3,459,892 9,743,838 10,490,653 20,234,491 9,743,838 0 10,490,653

2032 138,365,981 70,861,177 91,724,062 43.58% 3,630,329 10,120,329 10,490,653 20,610,982 10,120,329 0 10,490,653

2033 142,364,228 86,673,075 80,184,235 51.94% 3,773,307 10,406,541 10,490,653 20,897,194 10,406,541 0 10,490,653

2034 146,326,229 103,591,806 67,398,525 60.58% 3,931,681 10,764,892 10,490,653 21,255,545 10,764,892 0 10,490,653

2035 150,330,379 121,694,848 53,979,095 69.27% 4,086,641 10,990,638 10,490,653 21,481,291 10,990,638 0 10,490,653

2036 154,444,625 141,065,103 39,418,560 78.16% 4,265,738 11,235,813 10,490,653 21,726,466 11,235,813 0 10,490,653

2037 158,444,886 161,791,276 23,584,156 87.28% 4,438,090 11,511,854 10,490,653 22,002,507 11,511,854 0 10,490,653

2038 162,585,239 183,968,281 6,484,058 96.60% 4,619,507 11,820,667 10,490,653 22,311,320 11,820,667 0 10,490,653

2039 166,857,310 207,697,677 (11,711,220) 105.98% 4,816,872 12,026,233 10,490,653 22,516,886 12,026,233 0 10,490,653

2040 170,990,331 214,719,517 (12,766,981) 106.32% 5,016,903 12,283,859 (7,266,956) 5,016,903 12,283,859 0 (7,266,956)

2041 175,673,943 222,010,064 (14,144,084) 106.80% 5,235,453 12,717,819 (7,482,366) 5,235,453 12,717,819 0 (7,482,366)

2042 180,483,663 229,717,825 (15,327,860) 107.15% 5,461,891 13,034,283 (7,572,392) 5,461,891 13,034,283 0 (7,572,392)

2043 185,375,432 237,789,146 (16,729,197) 107.57% 5,704,798 13,447,320 (7,742,522) 5,704,798 13,447,320 0 (7,742,522)

2044 190,452,339 246,093,509 (17,932,775) 107.86% 5,955,761 14,019,191 (8,063,430) 5,955,761 14,019,191 0 (8,063,430)

2045 195,986,457 254,968,882 (19,312,412) 108.20% 6,231,123 14,304,506 (8,073,383) 6,231,123 14,304,506 0 (8,073,383)

2046 201,952,536 264,468,088 (20,758,212) 108.52% 6,518,759 14,589,670 (8,070,911) 6,518,759 14,589,670 0 (8,070,911)

2047 207,865,980 274,551,273 (22,399,209) 108.88% 6,815,274 14,964,458 (8,149,184) 6,815,274 14,964,458 0 (8,149,184)

2048 214,389,965 285,244,389 (23,997,796) 109.19% 7,131,367 15,373,253 (8,241,886) 7,131,367 15,373,253 0 (8,241,886)

2049 221,059,949 296,897,087 (25,903,095) 109.56% 7,466,556 15,504,399 (8,037,843) 7,466,556 15,504,399 0 (8,037,843)

2050 228,160,734 309,293,321 (27,803,171) 109.88% 7,800,865 15,908,461 (8,107,596) 7,800,865 15,908,461 0 (8,107,596)

2051 235,656,470 322,321,518 (29,868,872) 110.21% 8,174,529 16,510,055 (8,335,526) 8,174,529 16,510,055 0 (8,335,526)

2052 243,709,876 336,238,735 (32,013,997) 110.52% 8,563,987 16,921,704 (8,357,717) 8,563,987 16,921,704 0 (8,357,717)

2053 252,152,064 351,028,117 (34,327,349) 110.84% 8,974,091 17,430,454 (8,456,363) 8,974,091 17,430,454 0 (8,456,363)

2054 261,246,593 366,553,549 (36,618,661) 111.10% 9,401,397 18,147,014 (8,745,617) 9,401,397 18,147,014 0 (8,745,617)

2055 270,993,992 382,947,530 (38,944,986) 111.32% 9,857,565 18,814,154 (8,956,589) 9,857,565 18,814,154 0 (8,956,589)
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