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UNITED STATES BANKRUPTCY COURT 

EASTERN DISTRICT OF MICHIGAN 
SOUTHERN DIVISION 

 
         Chapter 9 
In re:         Case No. 13-53846 
City of Detroit, Michigan, Debtor    Hon. Steven W. Rhodes 
___________________________________/ 

 
REPORT OF SUZANNE TARANTO 

 
 Pursuant to Federal Rule of Civil Procedure 26(a)(2)(B), made applicable to 
this proceeding by Federal Rule of Bankruptcy Procedure 7026, debtor the City of 
Detroit (“City”) submits this report with respect to the expected expert testimony 
of Suzanne Taranto.  
 
I. Introduction 

 Suzanne Taranto is a Principal and Consulting Actuary at Milliman.  It is the 
City’s intention to call Ms. Taranto to testify about matters pertaining to other 
postemployment benefits (“OPEB”) called for in the Plan of Adjustment of the 
Debts of the City of Detroit (“POA”).       
 
II. Opinions:   

Ms. Taranto will offer the following opinions: 

 The EPBO of the Retiree Health Plans provided by the City prior to 
its Chapter 9 filing; 

 The projected annual cash obligations of the Retiree Health Plans 
provided by the City prior to its Chapter 9 filing; and   

 The range of possible discount rates to calculate the OPEB claim.   

III. Basis and Reasons for Opinions 

A. Background 

In June 2012, Jack Martin, the then Chief Financial Officer for the City of 
Detroit (the “City”), formally engaged Milliman to provide health and pension 
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consulting support to the City.  Ms. Taranto took the lead for the Milliman team in 
connection with analyzing the health insurance arrangements provided by the City 
to its retired employees and participated in a process to design new retiree health 
insurance arrangements that would comport with the City’s limited cash 
availability.  

B. The City’s Pre-Filing Health Care Benefit Plans 

1. The Actuarial Value of the Pre-Filing Retiree Health Plans 

 In 2013, the City contracted for, or self-insured, approximately 24 different 
retiree health plan programs for its retired population (10 of the plans were for 
Medicare-eligible retirees; 14 were for non-Medicare-eligible retirees) (“2013 
Retiree Health Plan”).  The 2013 Retiree Health Plan was  similar in design to the 
retiree health plans for prior years.  The City provided benefits under the 2013 
Retiree Health Plan to approximately 17,000 retirees (and with the retirees’ 
spouses and other dependents, approximately 25,400 individuals in total).  Of these 
17,000 retirees, approximately 11,000 retirees are eligible for Medicare; 
approximately 6,000 are not eligible for Medicare (“non-Medicare”).  Among the 
dependents of City retirees, approximately 2,700 are eligible for Medicare; 
approximately 5,700 are not.  The City has not pre-funded any of its retiree health 
obligations.  Accordingly, the City’s liabilities for benefits under the 2013 Retiree 
Health Plan were unfunded liabilities.   
 
 In evaluating a health care program, one important measure is its “actuarial 
value.”  The actuarial value of health insurance coverage represents the portion of 
total projected health care claims costs that are paid, on average, by the health care 
program directly or by insurance carrier, compared to the portion paid, on average, 
by the retiree through out-of-pocket deductibles, coinsurance and other cost 
sharing features. Actuarial value assessments do not reflect how much a participant 
pays monthly to participate in the plan, but rather the relative value of the plan 
design.  At the request of the City, Ms. Taranto determined the actuarial value of 
the 2013 Plan.  It did so using Milliman’s Health Cost GuidelinesTM, a proprietary 
pricing and analytical tool relied on by over 100 risk-bearing entities.  Ms. Taranto 
determined that each one of the City’s retiree health programs for Medicare-
eligible retirees that were included in the 2013 Retiree Health Plan had an actuarial 
value (including Medicare) in excess of 90%.  That is, on average, 90% of the 
health care claims are covered by the City’s supplemental retiree health benefit 
programs and Medicare, and the participant contributes 10% through cost sharing. 
Ms. Taranto determined that the City’s retiree health programs for non-Medicare-
eligible retirees had actuarial values that ranged from 83% to 90%. In Ms. 
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Taranto’s opinion, these retiree health benefit program options were very generous 
to retirees, and extremely expensive for the City, even when compared to other 
collectively bargained retiree health programs negotiated by employers and unions.         
 

2. The Present Value of the  Pre-Filing Retiree Health Plans 

 Ms. Taranto also determined the present value of the City’s retiree medical 
obligations.  Ms. Taranto did so in several steps.  First, she replicated the City’s 
retiree health liability as of July 1, 2011 – under the retiree health plan as of that 
date – which liability amount had been previously calculated by the Retirement 
System’s actuary, Gabriel Roeder Smith & Company (“Gabriel Roeder”).  In 
performing the replication, Ms. Taranto used July 1, 2011 census data provided by 
Gabriel Roeder, and the same assumptions and benefit design provisions outlined 
in Gabriel Roeder’s City of Detroit Retiree Health Care Plan Actuarial Report as of 
July 1, 2011.  See POA00606243-302.  Ms. Taranto was able to independently 
replicate the total present value of future benefits (Expected Postretirement Benefit 
Obligation or EPBO) to within 1% of the Gabriel Roeder Actuarial Report EPBO, 
and the expected net 2011-12 cash benefit payments to within 2.5% of Gabriel 
Roeder Smith’s projected payments. See POA00260853-856.   
 
 Second, Ms. Taranto undertook and completed an independent valuation of 
the City’s liabilities as of July 1, 2012, using July 1, 2012 valuation data and 
actuarial assumptions, as well as 2013 Retiree Health Plan provisions as outlined in 
Appendix A, including a 4% discount rate.  Ms. Taranto projected that as of July 1, 
2012, the then-existing retiree health plan would have a total present value, or 
EPBO, of approximately $6.5 billion. This EPBO liability includes $3.2 billion for 
then-current retirees, and $3.3 billion for future retirees. The $6.5 billion liability 
represented the present value of all future benefits to be paid under the retiree 
health plan based on both the current retirees (and their covered dependents) and 
the benefits payable in retirement for all active employees then employed by the 
City; individuals hired by the City after July 1, 2012 were not included in this 
figure.  
 
 The 4% discount rate that Ms. Taranto employed in calculating the July 1, 
2012 EPBO was derived from the Citigroup yield curve, as a proxy for a bond 
matched portfolio. Ms. Taranto selected a 4% discount rate because she was 
seeking to value the liabilities, and she believed that measuring unfunded liabilities 
by reference to a high quality corporate bond portfolio as of June 30, 2012 was a 
reasonable measure by which to assess such unfunded liability.  Use of high 
quality corporate bonds was not the only reasonable measure by which to assess 
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the City’s unfunded retiree health plan liabilities.  Liabilities can be assessed using 
an expectation of the investment return assumption for the assets used to pay 
benefits, which would vary based on the portfolio strategy selected by the payor.  
For example, a strategy used by an employer to settle the liabilities primarily 
through an annuity purchase from an insurance company during 2014 would 
probably reflect an effective discount rate lower than 4%, although there are very 
few insurance or annuity products available to permanently settle retiree health 
liabilities.     
 
  3. The Projected Cash Obligations of the Pre-Filing Retiree  
   Health Plans.   
  
 Ms. Taranto also modeled the projected retiree health cash costs for the City 
for the next several fiscal years, assuming that the 2013 Retiree Health Plan had 
continued in effect.  For the fiscal year ending June 30, 2014, Ms. Taranto 
projected that such 2013 Retiree Health Plan would cost the City $164.5 million in 
cash to provide the promised health coverage. The projected cash payout 
obligations of the City for each of the fiscal years from July 1, 2013 through June 
30, 2023 are as follows (in millions): 
 

Fiscal Year Ending Expected Net City Payment 

2014 $164.5 
2015 $173.6 
2016 $179.4 
2017 $187.6 
2018 $195.5 

2019-2023 $1,145.5 
 

C. Cost of Post-Filing, 2014 Health Care Benefit Plan 

 Effective March 1, 2014, the City significantly modified its retiree health 
program (“2014 Retiree Health Plan”), and Ms. Taranto modeled the cash cost of 
the 2014 Program for current retirees (for both Medicare Advantage Plans and 
non-Medicare payments), and determined that it cost approximately $3.00 million 
per month.  These estimates are based on the participant data, assumptions and 
methods described in the attached Appendices, and excludes any claims associated 
with the 2013 Retiree Health Plan that will be paid by the City during calendar 
2014. 
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 Ms. Taranto also calculated the present value of benefits associated with the 
new 2014 Retiree Health Plan.  Using the same assumptions as were used to 
calculate the July 1, 2012 EPBO, including continued use of the 4% discount rate, 
the present value of benefits for retirees as of July 1, 2012 was $751 million.  
These estimates are based on the participant data, assumptions and methods 
described in the attached Appendices.   
 

D. Calculation of OPEB Claim in Bankruptcy. 

 In connection with the City’s negotiations with the Retiree Committee to 
settle the OPEB claim (Class 12 in the POA), Ms. Taranto was asked to model the 
present value of the City’s liabilities to current retirees under a variety of different 
discount rates.  
 
 In undertaking this analysis, Ms. Taranto was asked to include in the present 
value calculation two additional categories of retirees who had either not 
previously been included in the prior EPBO analyses, or who were included with a 
limited liability. 
 
 First, Ms. Taranto was asked to include  not only those retirees then enrolled 
and receiving medical benefits, but also to include the approximately 1,000 retirees 
and 440 dependents in the July 1, 2012 valuation data who had elected only dental 
and vision coverage as of that date, but who were not then electing medical 
coverage.         
 
 Second, Ms. Taranto also was asked to include current retirees who were 
eligible to receive retiree health benefits from the City, but who had opted out of 
receiving any City sponsored retiree health benefits.  Ms. Taranto was advised that 
under the terms of the 2013 Retiree Health Plan, as well as the retiree health plans 
that preceded it, retirees who were receiving pensions but who had chosen to opt 
out of retiree health had a contractual right on an annual basis to opt back in and 
receive retiree health benefits for themselves and for their dependents. There were 
1,829 retirees who were eligible for and had not elected any health benefits under 
the 2013 Retiree Health Plan.   
 
 The present value using  July 1, 2012  census data of health benefits for  
retirees under the 2013 Retiree Health Plan, including the adjustments discussed 
above for dental and vision only participants and retirees who had opted out, varied 
as follows (in billions):  
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Discount Rate Present Value of Benefits 
4.5% $3.59 
4.0% $3.71 
3.5% $4.00 

3.47% for first 20 years, 3.64% thereafter $4.00 
2.60% for first 20 years. 3.43% thereafter $4.49 
 
 Ms. Taranto will testify that the discount rate option of 3.47% for the first 20 
years of liability and 3.64% thereafter is the discount rate that the Pension Benefit 
Guaranty Corporation (“PBGC”) used to value long term pension liabilities for 
pension plans that terminated during the second quarter of 2014, and that the rate 
of 2.60% for the first 20 years and 3.43% thereafter is the discount rate that the 
PBGC used to value long term pension liabilities on pension plans that terminated 
as of July 1, 2013, and as of the date of the Chapter 9 filing in this case 
(collectively, the “PBGC Rates”).  She also will testify that these PBGC Rates 
generally reflect the results of a survey of insurance companies regarding the cost 
to issue immediate and deferred annuities at a range of ages, net of administrative 
expenses.  In that regard, Ms. Taranto will testify that there are a range of potential 
discount rates that one could use to value retiree health liabilities reasonably, 
depending upon the situation for which liabilities are being valued.  In a situation 
where an employer wishes to defease those liabilities and turn over to retirees a 
sum of money sufficient to pay the promised health benefits for the retirees’ lives, 
it is reasonable to expect that the retirees would assess the liabilities – and thus 
seek a sum of money to pay the promised benefits – assuming the assets they 
received were held in a very low risk portfolio.  The discount rate would be set 
based on the investment return that such low risk assets would expect to earn, and 
is likely to be based on a mix of high quality corporate bonds  and risk-free 
Treasury instruments, such as Treasury strips.  Ms. Taranto will testify that while 
such a discount rate is difficult to predict with precision, rates over the past six 
months suggest the rate to be around 3% or lower.     
   
IV. Materials Considered in Reaching Opinions  

 Documents and other materials supporting Ms. Taranto’s opinions have been 
produced by the City. 
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V. Qualifications   

 Ms. Taranto is an Enrolled Actuary and a Member of the American 
Academy of Actuaries.  She is also a Fellow of the Conference of Consulting 
Actuaries.  Ms. Taranto has expertise in the area of health benefit plans.  Her job is 
to provide advice on the design and delivery of health and benefit plans, and she 
has significant experience in the area of accounting for postemployment benefits, 
with particular expertise in the area of retiree health benefits.  Ms. Taranto has also 
advised unions with respect to establishing Voluntary Employee Benefit 
Association (“VEBAs”).   
 
 In the past five years, Ms. Taranto has been a featured speaker on the topic 
of employer active and retiree health benefits at, among others, the June 2014 
Society of Actuaries Health Section Meeting, the 2012 and 2010 Conference of 
Consulting Actuaries Annual Meeting, the Financial Executives International (FEI) 
Committee on Benefits Finance (Fall 2012), the 2013 Teamster Service Center 
Annual Summit, and the 2009 International Foundation of Employee Benefit Plans 
Annual Meeting.   
 
 Her biography is attached. 
 
VI. Prior Expert Testimony 

 Ms. Taranto has offered expert testimony in the following matters:   
 

 International Union, United Automobile, Aerospace, and Agricultural 
Implement Workers of America (UAW) v. Ford Motor Company, Case No. 
05-74730 (E.D. Mich. July 13, 2006); 

 International Union, United Automobile, Aerospace, and Agricultural 
Implement Workers of America v. General Motors Company, Case No: 05-
73991 (E.D. Mich. Dec. 22, 2005);  

 Rachilla et al. v. Mack Trucks Inc et al., Case No. 07-03737 (E.D. Pa. May 
12, 2011); and  

 In re Dana Corporation, et al., Case No. 06-10354 (Bankr. S.D.N.Y. Dec. 
15, 2011).  
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VII. Compensation 

 Ms. Taranto is not being compensated individually for this expert report.  
Rather, her compensation is part of Milliman’s engagement with the City.  Her 
billable rate is $615 per hour.     
  
 
 
 
July 8, 2014 

Respectfully Submitted, 
 
 
 

Suzanne Taranto, E.A., MA.A.A. 
Principal and Consulting Actuary 
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Professional Designations

■ Enrolled Actuary
■ Member, American Academy of Actuaries

Education

■ BA (magna cum laude), Biology and Mathematics, Stonehill College

Current Responsibility
Sue is a principal and consulting actuary with the NY Region of Milliman. She joined the firm in 2005 and leads the NY 
Region Employer Health Practice.

Experience
Sue has more than 25 years of employee benefits consulting experience. She provides advice in the design and delivery of 
comprehensive health welfare plans to both corporate and union plans. Sue is an expert in the areas of accounting for 
postemployment benefits and specializes in financial analysis and benchmarking of health plans. She is responsible for 
negotiating and supporting a number of retiree medical VEBA trusts, and she has significant healthcare bargaining and 
design experience. She has done extensive analysis on the impact of the Affordable Care Act on employer-sponsored 
plans.

Sue has experience as a consulting actuary in a major consulting firm. She has also held senior positions leading 
compensation and benefits units of major (Fortune 500) U.S. companies.

Recent presentations

■ Conference of Consulting Actuaries Annual Meeting (Actuarial Assumptions under Health Care 
Reform)

■ CFO Rising Conference (Employer Issues under Health Care Reform)

■ TSC Health and Benefits Expo (Plan Sponsor Exchange Considerations)
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