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INDEPENDENT AUDITOR’S REPORT

The Honorable President

Members of the Board of Trustees
Retiree Health Insurance Trust Fund
City of Aurora, Hiinois

We have audited the basic financial statements of the Retiree Health Insurance Trust Fund, a
blended component unit of the City of Aurora, Iliinois, as of and for the year ended

December 31, 2007, as listed in the accompanying table of contents. These basic financial
staternents are the responsibility of the Retiree Heaith Insurance Trust Fund’s management. Our
responsibility is to express an opinion on these basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
Qtates of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the basic financial statements are free of material
rmisstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the basic financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our

opinion.

As discussed ﬁj Note 1-A, these financial statements present only the Retiree Health [nsurance
Trust Fund and are not intended to present fairly the financial position and changes in financial
position of the City of Aurora, [llinois, in conformity with accounting principles generally
accepted in the United States of America.

The Retiree Health Insurance Trust Fund of the City of Aurora, Tilinois, has not presented a
Management’s Discussion and Analysis as required suppiementary information that the
Govemmental Accounting Standards Board has determined is necessary to supplement, although
not required to be part of, the basic financial statements.

In our opinion, the basic financial statements referred to above present fairly; in all material
respects, the plan net assets of the Retiree Health Insurance Trust Fund of the City of Aurora,
Illinois, as of December 31, 2007, and the changes in plan net assets for the year then ended 111
conformity with accounting principles generally accepted in the United States of America.




The required supplementary informetion listed in the table of contents is not a required part of

the basic financial statements but is supplementary information required by the Governmental

Accounting Standards Board. We have applied certain limited procedures, which consisted

~ principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information. However, we did not audit the information and

express no opinion on it.

Ovur audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information listed in the table of contents is presented for
purposes of additional analysis and is not a required part of the basic financial statements of the
Retirec Health Insurance Trust Fund of the City of Aurora, [llinois. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly stated in all material respects in relation to the basic financial statements

taken as a whole. W LQD

Aurora, Hlinois
May 2, 2008
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CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
STATEMENT OF PLAN NET ASSETS

December 31, 2007 |

ASSETS
Cash and Short-Term Investments $ 24,700
Investments, at Fair Value
Money Market Muteal Funds 561,896
U.S. Agency Securities 15,220,031
Total Assets ;15,806,627
/
LIABILITIES
Accounts Payable 1,173
Claims Payable 196,946

Total Liabilities 188,119

NET PLAN ASSETS HELD IN TRUST FOR
OPEB BENEFITS (A Schedule of Funding
Progress is Presented on Page 13) § 15,608,508

See accompanying notes to financial statements.
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CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
STATEMENT OF CHANGES IN PLAN NET ASSETS

For the Year Ended December 31, 2007

ADDITIONS
Contributions
Employer Coniributions
Retiree Contributions
Total Contributions
Investment Income
Net Appreciation in Fair Value
of Investments

Interest and Dividends

Total Investment Income
Less Investment Expense

Net Investment Income
Total Additions
DEDUCTIGNS
Health Insurance Benefits
Administrative Expenses
Total Deductions

NET INCREASE

NET PLAN ASSETS HELD IN TRUST
FOR OPEB BENEFITS

January |

December 31

See accompanying notes to financial statements.
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3 17,790,881
952,788

18,743,669

693,609

693,609

693,605

19,437,278

3,828,770

15,608,508

$ 15,608,508




CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
NOTES TO FINANCIAL STATEMENTS

December 31, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the Retiree Health Insurance Trust I'und of the City of
Aurora, [llinois (the Fund), have been prepared in conformity with accounting principles
generally accepted in the United States of America, as applied to government units
(hereinafter referred to as generally accepted accounting principles (GAAP)). The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body
for establishing governmental accounting and financial reporting principles. The more
significant of the Plan’s accounting policies are described below.

Al

Reporting Entity

The Fund is a blended component unit of the City of Aurora, ilinois (the City)
pursuant to GASB Statement No. 14.

Fund Accounting

The Plan uses funds to report on its net assets and the changes in its net assets. Fuad
accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain governmental functions or
activities. A fund is a separate accounting entity with a self-halancing set of
ag/coums. The Plan’s fund is classified into the fiduciary category.

Fiduciary funds are used to account for assets held on behalf of outside parties,
including other governments, or on behalf of other funds within the govenunent.
When pension plan assets are held under the terms of a formal trust agreement, a
pension trust fund is used.

Basis of Accounting

The pension trust fund is accounted for with a flow of economic resources
measurement focus. With this measurement focus, all assets and &l liabilities
associated with the operation of this fund are included on the statement of plan net
assets. The Fund’s operating statements present increases (e.g., additions) and
decreases {e.g., deductions) in plan net assets.

The accrual basis of accounting is utilized by the Fund. Under this method, additions
are recorded when earned and deductions are recorded at the fime hiabilities are
incurred.




CITY OF AURORA, [LLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
NOTES TO FINANCIAL STATEMENTS (Confinued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D2 Invest_ments

[nvestments are stated at fair value as of December 31, 2007 {or both reporting and
actuarial purposes. Securities traded on national exchanges are valued at the last
reported sale price.

E. Budgets

An annual budget is adopted for the Fund by the City Council of the City. The
budget is adopted on a basis consistent with generally accepted accounting
principles. The budget, which may not be legally exceeded at the fund lével, lapses
at the end of the fiscal year. Once adopted, the budget may be amended by the City
Council.

2. DEPOSITS AND INVESTMENTS
The deposits and investments of the Fund are held separately from those of the City.
Retiree Health Insurance Trust I'und Deposits with Financial Institutions

Permitted Deposits and Investments - The Retiree Health Insurance Trust Agreement
authorizes the Fund to invest and reinvest the principal and income of the Fund and keep
the Fund invested, without distinction between principal and income, 1n such securities or
in such property, tangible and intangible, as the Trustees deem advisable, inciuding but not
fimited to insurance poi1c1es stocks, common or preferred, trust and participation
certificates, interests in investment companies whether so-called “open-end mutual funds”
or “closed-end mutual funds,” leaseholds, bonds, or notes and mortgages, and other
evidence of indebtedness or ownership, Treasury Bills and other forms of United States
government obligations, and federally insured savings accounts or certificates of deposit in
banks or savings and loan associations bearing a reasonable rate of interest, irrespective of
whether such securities or such property shall be of the character authorized by Illinois law
from time to time for trust investments.

Custodial credit risk for deposits with financial institutions is the risk that in the event of a
bank’s failure, the Fund’s deposits may not be returned to them. The Fund does not require
pledging of collateral for ail bank balances in excess of federal depository insurance, since
flow-through FDIC insurance is available for the Fund’s deposits with financial
institutions.




CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
NOTES TO FINANCIAL STATEMENTS (Continued)

2. DEPOSITS AND INVESTMENTS (Continued)
Retiree Health Insurance Trust Fund Investments

The following table presents the investments and maturities of the Fund’s debt securities as
of December 31, 2007:

Investment Maturities (in Years)

Investment Type Fair Value Less than 1 1-3 6-10 Greater than 10
U.S. Agency Obligations $ 15220,031 § 15220,031 § - 5 - 8

Money Market Mutval Funds - 361,896 561,896 - -

TOTAL $ 15,781,927 § 15781927 § - ¥ - 3

The Fund limits its exposure to interest rate risk by structuring the portfolio to provide
liquidity for operating funds and maximizing yields for funds not needed for expected
current cash flows. The Fund does not have an investment policy and thus does not it
the maximum maturity length of investments in the Fund.

The Fund limits its exposure to credit risk, the risk that the issuer.of a debt security will not
pay its par value upon maturity, by primarily investing in obligations guaranteed by the
United States Government or securities issued by agencies of the United States
Government that are explicitly or implicitly guaranteed by the United States Governnent. '
The U.S. agency obligations and money market mutual funds are rated AAA by Standard

and Poor’s.

Custadfél credit risk for investments is the risk that, in the event of the failure of the
counterparty to the mvestment, the Fund will not be able to recover the value of its
investments that are in possession of an outside party. To limit its exposure, the Fund
requires all security transactions that are exposed to custodial eredit risk to be processed on
a delivery versus payment (DVP) basis with the underlying investments held by a third
party acting as the Fund’s agent separate from where the investment was purchased in the
Fund’s name. There is no investment policy limiting exposure to custodial credit risk. The
money market mutual funds are not subject to custodial credit risk.




CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
NOTES TO FINANCIAL STATEMENTS (Continued)

Lad

RETIREE HEALTH INSURANCE TRUST FUND
Plan Description

In addition to providing the pension benefits described, the City provides post-employment
health care and life insurance benefits (OPEB) for retired employees through a single-
employer defined benefit plan. The benefits, benefit levels, employee contributions and
employer contributions are governed by the City and can be amended by the City through
its personnel manual and union contracts. The activity of the plan is reported in the City’s
Retiree Health Insurance Trust Fund.

Benefits Provided .'
/

The City provides OPEB fto its retirees. To be eligible for benefits, an employee must
qualify for retirement under one of the City’s retirement plans. Elected officials are
eligible for benefits if they qualify for retirement through the Illinois Municipal Retirement
Fund.

All health care benefits are provided through the City’s self-insured health plan. The
benefit levels are the same as those afforded to active employees. Benefits include general
inpatient and outpatient medical services; mental, nervous and substance abuse care; vision
care; dental care; and prescriptions. Upon a retiree reaching age 65 years of age, Medicare
becomes the primary insurer and the City’s plan becomes secondary. Until a retiree
reaches age 65, $5,000 of life insurance coverage is provided at no cost.

Membership
At December 31, 2007, membership consisted oft
Retirees and Beneficiaries Currently Receiving
Benefits ' 327

Terminated Employees Entitled _ _
to Benefits but not yet Receiving Them -

Active Employees 985
TOTAL 1312
Participating Employers 7 ' 1

-0 -




CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
NOTES TO FINANCIAL STATEMENTS (Continued)

RETIREE HEALTH INSURANCE TRUST FUND {Continued)

L

Funding Policy

The City negotiates the contribution percentages between the City and employees through
the union contracts and personnel policy. All retirees contribute 20%-29% of the
actuarially determined premium to the plan and the City contributes the remainder to cover
the cost of providing the benefits to the retirees via the seli-insured plan. Since the City is
self-insured, this amount fluctuates on an annual basis. For the fiscal year ended
December 31, 2007, retirees contributed $952,788 and the City contributed $17,790,881
(including an initial contribution of $11,689,389 which represents the net assets placed in
trust on January 1, 2007). Active employees do not contribute to the plan until retirement.

Annual OPEB Costs and Net OPEB Obligation

The City first had an actuarial valuation performed for the plan as of December 31, 2003 to
determine the funded status of the plan as of that date as well as the employer’s annual
required contribution (ARC) for the fiscal year ended December 31, 2004. The City’s
annual OPEB cost (expense) of $14,494,224 was equal to the ARC for the fiscal year, as
the transition liability was set at zero as of December 31, 2003. The City’s annual OPEB
cost, the percentage of annual OPER cost contributed to the plan and the net OPERB
obligation for 2005, 2006 and 2007 were as follows:

Fiscal Annual Percentage of

Year OPEB Employer Annual OPEB Cost Net OPEB

Ended Cost Contributions Confributed Obligation
December 31,2005 § 15,382,900 3 2,960,320 19.24% $ 12,422,580
December 31, 2006 15,799,266 3,958,503 ' 25.05% 11,840,763
December 31, 2007 17,653,132 17,790,881 100.80% (137,749)

The net OPEB obli gation (NOPEBQ) as December 31, 2007, was calculated as follows:

Annual Required Contribution $ 16,764,385
Interest on Net OPER Obligation 2,508,377
Adiustment to Annual Required Contribution (1,615,630)
Annual OPEB Cost ' 17,653,132
Coniributions Made 17,790,881
Increase (Decrease) in Net OPEB Obligation (137,749}
Net OPEB Obligation Beginning of Year : 35,833,961
NET OPEB OBLIGATION END OF YEAR $ 35,696,212

- 11 -




CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
NOTES TO FINANCIAL STATEMENTS {Continued)

2

RETIREE HEALTH INSURANCE TRUST FUND (Continued)
Annual OPEB Costs and Net OPEB Obligation (Continued)

Funded Status and Funding Progress. The funded status of the plan as of December 31,
2007, was as follows: '

Actuarial Accrued Liability (AAL) 5 155,475,378
Actuarial Value of Plan Assets 15,608,508
Unfunded Actuarial Accrued Liability (UAAL) 139,866,870
Funded Ratio (Actuarial Value of Plan Assets/AAL) 10.04%
Covered Payroll (Active Plan Members) b 06,557,105
UAAL as a Percentage of Covered Payroll _ /o 210.15%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts
and assumptions about the probability of occurrence of evenis far into the future.

Examples include assumptions about future employment, mortality, and the healthcare cost
trend. Amounts determined regarding the funded status of the plan and the ARC of the
employer are subject to continual revision as actual results are compared with past
expectations and new estimates are made about the future. The schedule of funding
progress, presented as required supplementary information following the notes to the
financial statements, presents multi-year frend information that shows whether the actuarial
value of plan assets is increasing or decreasing over time relative to the actuarial accrued
liabilities for benefits.

Actuarial Methods and Assumptions. Projections of benefits for financial reporting
purposes are based on the substantive plan (the plan as undesstood by the employer and
plan members) and include the types of benefits provided at the time of each valuation and

* the historical pattern of sharing of benefit costs between the employer and plan members to
that point. The actuarial methods and assumptionsused include techniques that are
designed to reduce shori-term volatifity in actuarial accrued liabilities and the actuarial
value of assets, consistent with the long-term perspective of the calculations.

In the December 31, 2007 actuarial valuation the entry-age actuarial cost method was used.
The actuarial assumptions included 7.00% investment rate of return (net of administrative
expenses) and an initial annual healthcare cost trend rate of 8% reduced by 0.25% each
year to arrive at an ultimate healthcare cost trend rate of 6.0%. Both rates include a 3.0%
inflation assumption. The actuarial value of assets was $15,608,508. The plan’s unfunded
actuarial accrued liability is being amortized as a level percentage of projected payroll on a
closed basis. The remaining amortization period at December 31, 2007, was 27 years.

-172 -




—

REQUIRED SUPPLEMENTARY INF ORMATION




CITY OF AURCRA, ILLINOGIS
RETIREE HEALTH INSURANCE TRUST FUND
SCHEDULE OF FUNDING PROGRESS
OTHER POST-EMPLOYMENT BENEFIT PLAN

December 31, 2007

(2) 4
Actuarial Unfunded UAAL
Accrued Actuarial asa
Actuarial (1) Liability (3} Accrued Percentage
Valuation Actuarial (AAL} Funded Liability - (5) of Covered .
Date Value of Entry-Age Ratio (UAAL) Covered Payroll
December 31, Assets Normal M@ () - (1) Payroll 4/ (5
2003 3 - 3 154,661,055 0.00% $§ 154,661,055 § 64,638,660};‘ 239.27%
2004 - 164,101,880 0.00% - 164,101,880 67,870,593 241.79%
2003 - 177,104,904 0.00% 177,104,904 64,185,595 275.93%
2006 - 183,577,501 0.00% 183,577,501 68,183,368 268.24%
2007 15,608,508 155,475,378 10.04% 139,866,870 66,557,103 21_0.15%

The City implemented GASB Statement No. 45 for the fiscal year ended December 3 1, 2004, Information for prior
vears is not available.

{See independent auditor’s report. )
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CITY Of AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND
SCHEDULE OF EMPLOYER CONTRIBUTIONS
OTHER POST-EMPLOYMENT BENEFIT PLAN

December 31, 2607

Annual
Reguired

Year Ended ' Employer Contribution - Percentage
December 31, Contributions (ARC) Contributed
2004 § 2,923,606 $ 14,494,224 20.17%
2005 | 2,560,320 15,529,826 19.06%
2006 3,958,503 15,233,312 25.99%
2007 17,790,881 16,764,385 106.12%

The City implemented GASB Statement No. 45 for the fiscal year ended December 31, 2004,
Information for prior years is not available,

{See independent auditor’s report.)
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CITY OF AURORA, ILLINOIS
RETIREE HEALTH INSURANCE TRUST FUND

SCHEDULE OF CHANGES IN PLAN NET ASSETS -
BUDGET AND ACTUAL

For the Year Ended December 31, 2007

Original Final
Budget Budget Actual
ADDITIONS
Contributions : -
Employer Contributions § 5,420,767 $ 5,420,767 § 17,790,381
Retiree Contributions 1,078,977 1,078,977 952,788
j_f'
Total Coniributions 6,499 744 6,499 744 18,743,669
[nvestment Income
Net Appreciation in Fair Value
of Investments - : - -
Interest and Dividends 104,000 100,040 693,609
Total Investment Income 106,000 100,000 693,609
Less Investment Expense - - -
Net Investment [ncome 100,000 160,000 693,609
,:"i Total Additions 6,599,744 6,599,744 19,437,278
DEDUCTIONS
Health Insurance Benefits 4,531,753 4,531,753 3,827,347
Administrative Expenses - - 1,423
Total Deductions 4,531,753 4,531,753 3,828,770
NET INCREASE $ 2,067,991 § 2,067,991 15,608,508
NET PLAN ASSETS HELD IN TRUST
FOR OPEB BENEFITS
January 1 .
December 31 3 15,608,508

(See independent auditor’s report. )
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