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GASB 68 and CalPERS

Mary Beth ReddingMary Beth Redding
Deanna Van Valer
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Deanna Van Valer

GASB 68 B iGASB 68 Basics

 Unf nded liabilit on balance sheet Unfunded liability on balance sheet

 For some may exceed net position

 Significant additional disclosure

 Si ifi t dditi l dit ff t Significant additional audit effort

 NO CHANGE TO REQUIRED CASH 
CONTRIBUTIONS
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GASB 68 P i EGASB 68 Pension Expense
 Year to year change in unfunded liabilityy g y

 Some changes are deferred 

R i d h i d Recognized over short periods

 Pension expense ≠ cash contributions
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GASB 68 B iGASB 68 Basics

We think these liabilities are not ne s to bondWe think these liabilities are not news to bond 
analysts

M b f i C il d May be more of a surprise to Councils and taxpayers
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Wh t I C lPERS D iWhat Is CalPERS Doing

 Separate GASB 68 reports Separate GASB 68 reports

 Contain almost all information needed

 Agent Plans: Reports published in July

 Risk Pool (“Cost sharing”) plans reports published Risk Pool ( Cost-sharing ) plans reports published 
early September

 C d t fil l il bl Census data files also available now
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Wh t I C lPERS D iWhat Is CalPERS Doing

 Agent plans (non Risk Pool): Agent plans (non-Risk Pool):

 Net pension liability based on City’s pension 
bli i &obligation & assets

 Cost sharing (Risk Pool):

 City’s net pension liability based on allocation of total 
plan’s liability

 Allocation is complex
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Wh t C A t N t D ?What Can an Actuary Not Do?
 Prepare GASB 68 valuation for CalPERS planp p

 Estimates won’t match CalPERS actual results

 For Cost sharing plans need to value entire risk pool and For Cost-sharing plans, need to value entire risk pool and 
then allocate

 No audit assurance unless GASB 68 valuation purchased No audit assurance unless GASB 68 valuation purchased 
from CalPERS
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Wh t C A t D T H l ?What Can an Actuary Do To Help?
 Prepare GASB 68 valuation for non-CalPERS planp p

 Estimate the effect of data discrepancies

 O i i t f ti Opine on appropriateness of assumptions

 Projections

 Other, not strictly actuarial assistance
 Reconcile census data

 Adjust for additional trust assets

 Consolidate more than one plan
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p

 Allocation to funds/units



Strategies for Unfunded 
Pension LiabilitiesPension Liabilities
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O tiOptions

 Pension Obligation Bonds (POBs) Pension Obligation Bonds (POBs)

 Shorter amortization period

 Other

 Irrevocable Supplemental (§115) Trust Irrevocable Supplemental (§115) Trust
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Sh t A ti ti P i dShorter Amortization Period

 Discuss alternate amortizations with your Discuss alternate amortizations with your 
CalPERS actuary

 E l i l ti t Examples in your valuation report

 Less interest and lower long term total payments

 Higher short term payments become “required”

 N i di t ff t GASB 68 t i No immediate effect on GASB 68 net pension 
liability
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Oth IdOther Ideas

 Council resolution to use one time money to Council resolution to use one time money to 
reduce unfunded liability

 C il it t t f d th i d Council commitment to fund more than required 
contribution for a period of time

 Discuss with your auditor/CalPERS actuary in 
advance
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Irrevocable Supplemental (§115) 
T tTrust

 Emplo er creates a separate legal Tr st to f nd Employer creates a separate legal Trust to fund 
CalPERS benefits

 Can only be used to :
 Reimburse for CalPERS contributions

 Make payments directly to CalPERS

 Assets can not be used by Council for other y
purposes
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Irrevocable Supplemental (§115) 
T tTrust

 Could be used for rate stabilization Could be used for rate stabilization

 Reduces GASB 68 Net Pension Liability

 GASB 68 disclosures and accounting adjusted

 Investments significantly less restricted than City Investments significantly less restricted than City 
assets.  Typically:
 Designed for long term returnsDesigned for long term returns

 Likely much higher investment returns than City funds

 Often less volatile investments than CalPERS
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C lPERS d D Ri kiCalPERS and De-Risking

 De-Risking via glide paths De Risking via glide paths

 Reduce volatility as assets & liabilities grow 
l ti t llrelative to payroll

We believe this will 

 Increase contribution rates

 D GASB 68 di t t i t Decrease GASB 68 discount rate → increase net 
pension liability
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Upcoming Accounting 
ChangesChanges
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3 N GASB St t t3 New GASB Statements
 73:  Unfunded pension plansp p

 CalPERS Replacement Benefit Fund 

 FY beginning after 6/15/16 FY beginning after 6/15/16

 74:  Accounting by OPEB Plans

 FY beginning after 6/15/16 

 75:  Employer accounting for OPEB Plansp y g

 FY beginning after 6/15/17 
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3 N GASB St t t3 New GASB Statements
 All follow GASB Statements 67 and 68 very y

closely

 Unfunded plans measured using AA municipal Unfunded plans measured using AA municipal 
bond rate → volatile

 Unfunded liabilities on the balance sheet Unfunded liabilities on the balance sheet
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GASB 75GASB 75
 Net OPEB liabilities may be similar in size to net y

pension liabilities

 Since pre-funding is not commonSince pre funding is not common

We think these liabilities are not news to bond 
analystsanalysts

 May be more of a surprise to Councils and taxpayers

2110/2/15

Audit Firm Responsibilities

Ken Al-Imam
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A dit Fi R ibilitiAudit Firm Responsibilities
 The AICPA has divided up the audit work that needs p

to be performed by assigning portions of that audit 
work to each of the following parties:
 The audit firm for the plan

 The audit firm for the employer

 The division of the audit work depends on the type of 
plan (agent or cost-sharing)

 The AICPA tried to be as practical as possible in 
deciding what each of these two firms must do with 
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respect to this new pension standard

Cost Sharing Plans (Risk Pools)
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C t Sh i Pl Pl A ditCost-Sharing Plans – Plan Auditor

Most of the a dit ork m st be performed b theMost of the audit work must be performed by the 
plan’s audit firm:

 Test controls over the census data held by the plan (for 
active members, inactive members, and retirees)

 Compare the census data applicable to active 
employees to the personnel records of the employer 
(for selected employers)(for selected employers)
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C t Sh i Pl Pl A ditCost-Sharing Plans – Plan Auditor

 Since the pools ha e j st one act arial al ation Since the pools have just one actuarial valuation 
that covers several employers, CalPERS must also 
engage their auditors (MGO) to opine on aengage their auditors (MGO) to opine on a 
schedule that breaks out by employer all of the 
relevant pension information applicable to thatrelevant pension information applicable to that 
pool
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C t Sh i R t (A dit d)Cost-Sharing Report (Audited)
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Cost-Sharing Plans – Employer’s 
A ditAuditor

 Read the a dit report iss ed b the plan’s a dit Read the audit report issued by the plan’s audit 
firm (MGO)

 Check that the proper percentage was used for the 
pension amounts applicable to that employer

 Document the competence and independence of 
the plan’s audit firmp
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Agent Plans

2910/2/15

A t Pl Pl A ditAgent Plans – Plan Auditor

 T o reports m st be iss ed (and related a dit Two reports must be issued (and related audit 
work performed):

 Issue a report on the completeness and accuracy of the 
census data that was obtained and held by CalPERS 
(using one of two reporting formats permitted by the(using one of two reporting formats permitted by the 
AICPA)

 Issue a report on the trust assets (“fiduciary net Issue a report on the trust assets ( fiduciary net 
position”) that are held for each agent employer (using 
one of two reporting formats permitted by the AICPA)
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Excerpts of MGO Census Report

“…census data used by the System’s in‐house y y
actuaries as of June 30, 2013 is complete and accurate 
based on the accumulation of census data reported by 
the Systemthe System……

In our opinion, management’s assertions referred to 
above are fairly stated in all material respects basedabove are fairly stated, in all material respects, based 
on the California Public Employees’ Retirement Law 
and the respective employer contracts.” 
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Trust Assets (Fiduciary Net Position) 
RReport
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A t Pl E l ’ A ditAgent Plans – Employer’s Auditor

 Compare “emplo er contrib tions” in the Compare “employer contributions” in the 
preceding schedule to amounts reflected in the 
employer’s accounting recordsemployer s accounting records

 Ascertain whether the amount of “net investment 
income” reflected in the preceding schedule is 
reasonable in light of the “fiduciary net position” 
f th t t f d f thi lof the trust fund for this employer
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A t Pl E l ’ A ditAgent Plans – Employer’s Auditor
 Evaluate the reasonableness of the assumptions used in p

the actuarial valuation that formed the basis for 
determining the net pension liability

 Document the competence and independence of the 
actuary and the plan’s audit firm

 Obt i f th d t th t id d b th Obtain a copy of the census data that was provided by the 
employer to CalPERS and compare that data to the 
personnel records of the employerp p y

 Inquire about significant changes in key totals for census 
data from the previous actuarial valuation to that used for 
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the current audit period



A di CAppendix C
35

Appendix CAppendix C
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Non-CalPERS Plans
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Primary Pension Plans Other Than 
C lPERSCalPERS 

 Some cities ha e their o n primar pension plan Some cities have their own primary pension plan 

 If these plans are defined benefit plans, those 
cities must engage their own actuaries to provide 
the information required by GASB 68 to 
determine the net pension liability, related 
amounts, and all required disclosures (including 

i d l t i f ti )required supplementary information)

3710/2/15

Supplemental Retirement Benefit 
PlPlans 

 Some cities ha e s pplemental retirement benefit Some cities have supplemental retirement benefit 
programs
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Supplemental Retirement Benefit 
Pl D fi d C t ib ti PlPlans – Defined Contribution Plans

 Many supplemental plans are defined contribution:y pp p
 Amounts paid out to each retiree are limited to amounts 

contributed into that employee’s account (plus investment 
i )earnings)

 Virtually no change in accounting for such plans from 
current practicecurrent practice

 The only liability recognized for these plans is the 
amount of any unpaid required employeramount of any unpaid required employer 
contributions (that had not yet been remitted to the 
plan as of the end of the fiscal year)

3910/2/15

p y )

 A liability for total future benefits is not recognized

Supplemental Retirement Benefit 
Pl D fi d B fit (DB) PlPlans – Defined Benefit (DB) Plans

 Some supplemental benefit programs are in the form pp p g
of a defined benefit plan:

 Amounts paid out to retirees are defined as a function of 
years of service or some other measure other than 
accumulated contributions into an employee specific 
accountaccount

 Those cities must engage their own actuaries to 
provide the information required by GASB 68 toprovide the information required by GASB 68 to 
determine the net pension liability, related amounts, 
and all required disclosures (including required 
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q ( g q
supplementary information)



Audit Challenges for Supplemental
DB PlansDB Plans

M f h l “ i l l ” l Many of these plans are “single employer” plans or 
“agent” plans

 Census testing must be performed by both the 
employer and the employer’s audit firm

 Trust assets must be audited

4110/2/15

Audit Challenges for Supplemental
DB PlansDB Plans

 In some cases, trust assets are pooled for 
investment purposes but separate accounts are 
maintained for each individual employer so that 

h l ’ h f h l d ieach employer’s share of the pooled assets is 
legally available to pay the benefits of only its 
employeesemployees

 In these cases, separate audited information must 
be provided for each employer’s “account” in this 
investment pool
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Allocation Issues

4310/2/15

Allocation Issues

 The net pension liability (and other related amounts) 
will need to be allocated to each fund or componentwill need to be allocated to each fund or component 
unit that follows the accrual basis of accounting:

 Enterprise funds Enterprise funds

 Internal service funds

 Private purpose trust funds

 Component units that follow the accrual basis of accountingp g

 Allocations will need be made to each of the above, 
only if the amounts are material
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only if the amounts are material



All ti IAllocation Issues
45

 How should materiality be determined How should materiality be determined 

 This is a judgment call by your audit firm

Many firms consider 1% of total assets or total 
revenues to be material

 Assessed separately for the government-wide financial 
statements and each major fundstatements and each major fund

4510/2/15

All ti IAllocation Issues
46

 What should be the basis for the allocation?

 GASB 68 leaves this to the professional judgment of the 
reporting government

 GASB Cod. 1500.102 says that liabilities should be 
allocated to proprietary funds to the extent that they are:
 Directly related to the fund, and are

 Expected to be liquidated by the resources of that fund

Many local governments are basing the allocation on the 
percentage of current year (2015) pension contributions 
that were paid by that fund

4610/2/15

that were paid by that fund



All ti IAllocation Issues
 What if there is something skewed or unusual about the 

2015 distribution of the pension contribution to the 
various funds.

 For example, what if a fund had an unusual assignment of 
PERSable salaries because of an unusually high number 
of projects requiring direct labor dollars in 2015of projects requiring direct labor dollars in 2015

 For these situations (which typically won’t be material or 
common) you will want to adjust for such distortionscommon), you will want to adjust for such distortions –
maybe use a recent year for which that fund’s 
contribution toward the annual payment to the pension 
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trust is more typical

Employer Responsibilities and 
Other ConsiderationsOther Considerations

D i K ffDennis Kauffman
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Employer Responsibilities:
A t PlAgent Plans

 General principle the local go ernment General principle – the local government 
(“employer”) is responsible for the amounts 
presented in its financial statementspresented in its financial statements

 The AICPA white paper very precisely defines 
the measures that the employer must take to fulfill 
those responsibilities 

 Verify the accuracy of all amounts in the audit 
reports that pertain to that employer
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Employer Responsibilities:
A t PlAgent Plans

 Management should obtain on an annual basis the census Management should obtain on an annual basis the census 
data file submitted by the plan to the actuary and 
determine whether the census data is complete and p
accurate. 

 In evaluating the census data file, the employer should g , p y
compare the information to underlying payroll records 
and the prior year census data file. 

 The employer should prepare a roll forward of the census 
data from one year to the next and review a reconciliation 
f i ifi t diff
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for any significant differences. 



Employer Responsibilities:
A t PlAgent Plans

 Cit of Sacramento e perience City of Sacramento experience

 Data request process

 Data

 Preliminary tests and conclusionsPreliminary tests and conclusions

 City of Riverside experience

 Data request process

 Preliminary tests and conclusions
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Employer Responsibilities:
A t PlAgent Plans

 Communicate to the auditors your view regarding the 
bl f th f ll i ti th t fl t dreasonableness of the following assumptions that are reflected 

in your CalPERS actuarial valuation:
 Long-term investment rate of return
 Future salary increases
 Future medical cost increases
 Mortality ratesy
 Inflation

 If you disagree with any of the assumptions, and the impacts 
t i l t fi i l t t t illare material to your financial statements, your agency will 

need to independently engage an actuarial firm to re-perform 
the actuarial valuation (in order to receive an unmodified 
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Employer Responsibilities:
A t PlAgent Plans

 Agree ith the “emplo er contrib tions” amo nt Agree with the “employer contributions” amount 
that is presented in that employer’s column in the 
multi columnar “Schedule of Changes inmulti-columnar Schedule of Changes in 
Fiduciary Net Position by Employer” that 
CalPERS will be providingCalPERS will be providing
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Employer Responsibilities:
C t Sh i PlCost-Sharing Plans

 Verif and recalc late amo nts in the a dited Verify and recalculate amounts in the audited 
allocation schedules, including:

 That the employer’s contribution amount that was used 
in the allocation agrees with the employer’s records

 Recalculate the percentage used in these schedules for 
that employer

 Recalculate the application of that percentage to the 
various amounts in the schedules
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GASB 68 Implementation 
Whit PWhite Paper

 California Committee on M nicipal Acco nting California Committee on Municipal Accounting 

 California Society of Certified Public Accountants 

 League of California Cities 

WhitepapersWhitepapers 

 California-specific accounting and financial reporting 
issuesissues 

 http://blogs.calcpa.org/buzz/files/2015/05/GASB-68-
White Paper pdf
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White-Paper.pdf 

O t h t St k h ldOutreach to Stakeholders

 Identif and inform stakeholders Identify and inform stakeholders

 City Council

 Labor groups

 Rating AgenciesRating Agencies

 Public
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GASB 68 T lki P i tGASB 68 Talking Points

 Acco nting and Financial Reporting change Accounting and Financial Reporting change

 Not a cash flow change

 Not a budgeting change

 New measure of pension liability New measure of pension liability

 Different amounts than funding actuarial valuation

 More volatility due to faster recognition of investment 
gains and losses
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M GASB 68 T lki P i tMore GASB 68 Talking Points

 Ne terminolog New terminology

 Net pension liability

 Actuarially determined contribution

 New transparency in financial statements New transparency in financial statements

 Formerly note disclosure only

 Total net position or unrestricted net position may be 
negative
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E M GASB 68 T lki P i tEven More GASB 68 Talking Points

 Financial statement data is one ear in arrears Financial statement data is one year in arrears

 Annual pension expense is no longer tied to cash-
basis contribution required by CalPERS

 Two sets of CalPERS reports – funding and Two sets of CalPERS reports funding and 
accounting
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P i Obli ti B dPension Obligation Bonds

 GFOA Ad isor appro ed b GFOA's E ec ti e GFOA Advisory approved by GFOA's Executive 
Board in January 2015 recommends that state and 
local governments do not issue POBs for thelocal governments do not issue POBs for the 
following reasons:

Th i t d POB d i ht f il t The invested POB proceeds might fail to earn more 
than the interest rate owed over the term of the bonds, 
leading to increased overall liabilitiesleading to increased overall liabilities 

 Complex instruments that carry considerable risk. 
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P i Obli ti B d ( t )Pension Obligation Bonds (cont.)

 Issuing taxable debt to fund the pension liability Issuing taxable debt to fund the pension liability 
increases bonded debt burden and potentially uses up 
debt capacity that could be used for other purposes.p y p p

 Frequently extends repayment over a period longer 
than the actuarial amortization period, thereby p , y
increasing the overall costs. 

 Rating agencies may not view the proposed issuance of g g y p p
POBs as credit positive, particularly if the issuance is 
not part of a more comprehensive plan to address 

i f di h tf ll
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pension funding shortfalls. 

Questions?Questions?
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