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Assuming a basic understanding of GASB 68’s primary 

requirements, this session will:

 Focus on implementation related issues that practitioners will 

encounter

 Explain the differences between the funding and the GASB 68 

valuations

 Discuss the detailed journal entries that will be 

required to:

 Record the initial Net Pension Liability as a Prior Period Adjustment

 Record the ongoing journal entries to properly state pension 

expense in the government wide and proprietary funds
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Session Objectives



Navigating GASB 68 and the 
Implementation Guide
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GASB 27 was 35 authoritative paragraphs vs. the 134 of 

GASB 68.

 Some of the increase is due to greater complexity and precision

 The majority however is due to the decision that guidance for 

each plan type will be “stand alone”

This results in a series of standards within a standard
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A Change in Philosophy



Para. No.

Overview-Types and number of plans, definition of Special 
Funding situations

4-19

Single and agent employer accounting and disclosures 20-47

Cost-sharing employers accounting and disclosures 48-82

Special funding situations 83-117

Non-employer contributor but not a special funding situation 118-122

Defined contribution pensions 123-135

Effective date and transition 136-137
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Organizational Structure 
of GASB 68



Ques. No.

Scope, applicability and definition of trust arrangement 1-11

Types of pensions 12-15

Types and numbers of defined benefit pension plans 16-24

Special funding situations - defined 25-32

Reporting by primary government and component units 33-35

Single and agent employer 36-120

Cost-sharing employers 121-217

Special funding situations 218-262

Non-special funding situations 263-264

Defined contribution 265

Effective date and transition 267-272
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Organizational Structure 
of the Implementation Guide



Requirement to defer contributions after the 

measurement date:

 Single employer & agent-paragraph 34

 Cost-sharing-paragraph 57

 Special Funding-paragraph 93

 Implementation Guide defining covered payroll

 Single employer & agent-question 106

 Cost-sharing-question 210
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Examples



Best possible format for those with only one plan type as 

everything in that section is relevant to you

There is significant repetition throughout the standard as 

the same guidance is provided for different plan types

Do not assume that the guidance or required disclosures 

are the same for every plan type

Care should be taken to make sure guidance is not 

followed for the wrong plan type
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Implications



For those with only one plan type-X out the sections of 

the standard that do not apply to you

For employers with more than one plan type-consider 

writing the plan type on the margin of the page so you 

will not get lost
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Implications



Financial Statement Display

Comparative Financial Statements

Notes

 Intra-Government Allocations of the NPL

 Idiosyncrasies Hiding in the RSI

Volatility of the Pension Numbers

Explaining the Differences Between GASB 68 and 

Funding
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Implementation Issues



 Many employers will have more than one defined benefit plan. 

GASB encourages aggregation and elimination of duplicate 

disclosures whenever possible but certain rules apply:

 Net pension Liabilities of various plans can be aggregated but a Net 

Pension Liability cannot be netted against a Net Pension Asset.

 Deferred Outflows from experience or assumption changes can be 

aggregated with other deferred outflows across years and plans.

 Deferred Inflows from experience or assumption changes can be 

aggregated with other deferred inflows.

 Deferred inflows from a different period cannot be netted against a 

deferred outflow even if they are from the same source.

 The one exception to displaying inflows and outflows separately is 

investment return where deferred inflows and outflows should be netted.
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Financial Statement Display



Comparative financial statements can be handled in one 

of three ways:

 If actuarial information is available, restate both years

• This is ideal but plan may not be willing to provide the previous 

year’s information

• The previous year becomes the year of implementation with PPA 

applied to beginning balances

• The actual year of implementation is treated as the second year 

with layered amortization etc.

 Don’t restate prior year but that will require both GASB 27 and 

GASB 68 disclosures which will be both extensive and confusing

 Elect to not provide comparatives for the year of implementation
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Comparative Financial Statements



 GASB 68 represents a significant increase in required notes 
with new disclosures including:

 Under description, the number of participants by status (active, 
inactive, retired)

 Information on the NPL including assumptions

 Information on discount rate used including whether SBR and 
sensitivity analysis 

 Changes in the NPL (not required for cost-sharing employers)

 Discussion of proportionate share and how determined (Cost-
sharing and SFS non employer contributors only)

 Existence of a Special funding situation

 Pension expense if not separately disclosed in the statements

 Information on deferred inflows and outflows including amounts to 
be recognized in future periods
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Note Disclosures



GASB 68 is silent regarding the allocation of the NPL 

between funds but the IG questions 36 & 122 does cite 

NCGA 1 as encouragement for allocations:

 With the exception of Internal Service Funds, pension amounts 

should generally be allocated to any fund that has employees 

and makes pension contributions on their behalf. 

 Internal Service Funds will be absorbed into either the 

governmental or business-type activities column at the 

government-wide making the cost/benefit of allocations 

questionable.

14

Intra-Governmental 
Allocation of the NPL



 Special consideration should be given to those funds that 

have revenue supported debt as some might argue that the 

liabilities of the fund are understated without an allocation 

being recorded.

 The most conceptually pure method to allocate pension 

amounts between funds is to follow the guidance provided for 

cost-sharing plans in paragraphs 48-82 of GASB 68.

 Auditors should consider this the default approach.

 If their client desires to use the simplified alternative discussed on 

the next slide, auditors should request analysis from their clients 

demonstrating that the simplified alternative will not produce a 

material misstatement.
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Intra-Governmental 
Allocation of the NPL



A viable simplification if the proportions between funds is 

stable from year to year is to allocate based on 

contributions made during the measurement year and 

elect not record DOR/DIR related to changes in 

proportion or difference between contributions and 

proportionate share of contributions. These amounts if 

proven immaterial could add unnecessary complexity.

This approach has the advantage of only one “master” 

GAAP conversion worksheet for the primary government 

that gets carried forward each year.

16

Intra-Governmental 
Allocation of the NPL



 If changes in proportion or actual vs. proportionate share 

of contributions are tracked and deferred, care should be 

taken to maintain detailed GAAP conversion worksheets 

for each affected fund that can be carried forward from 

year to year.

The simplified approach should generally not be 

used in the case of component units participating in the 

same plan.

Component Units that issue separate stand alone 

financial statements are required by paragraph 18 of 

GASB 68 to follow the full cost-sharing methodology.
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Intra-Governmental 
Allocation of the NPL



 Pension expense will likely be very volatile due to 
the following:

 Market based asset measurement-Fiduciary Net Position

 Extremely short amortization periods of gains and losses

 Immediate recognition of gains and losses from plan changes

 Extremely short (five years) amortization of investment gains 
and losses

 Synchronized volatility of blended rate 

 The size of the NPL will not matter as the expense number for 
well funded plans can be more volatile than poorly funded 
plans
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Volatility of Pension Expense



Pension income is not outside the realm of possibility

An extremely high expense number is also possible

The biggest issue that must be considered is the impact 

on coverage ratios for those funds that have revenue 

backed debt including possible triggering of material 

events disclosure
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Implications of Volatility



Covered Payroll. GASB 27 definition was pensionable 

income. GASB 68 definition is total income even if 

certain types of compensation do not affect the annuity.

 For the RSI on NPL covered payroll is on a measurement 

year basis

 For RSI on contributions, covered payroll is on a fiscal year basis

Contributions. 

 On a measurement year basis for the Schedule of Changes 

in NPL

 On a fiscal year basis for schedule of contributions.

20

Idiosyncrasies Hiding in the RSI



Idiosyncrasies Hiding in the RSI

Notes to the RSI.

 Significant methods and 

assumptions used in 

calculating the actuarially 

determined contribution 

(ADC)

 Information about factors 

that significantly affect 

trends
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 In most circumstances, Plans will provide the first year of 
actuarial related RSI so governments will be starting with 
a single year of RSI and will build up to the required ten 
years over time representing a significant loss of trend 
information from previous years:

 Governments should consider presenting ten years of 
similar actuarial data from its funding valuation as 
either supplemental information or as a statistical 
table

 Governments should consider presenting actuarially 
determined contributions required and made for all 
ten years given the availability of the information
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Other RSI Notes



 Even when the plan utilizes Entry Age and has taken other 
steps to minimize the methodology differences between 
GASB 68 and the funding valuation, several will remain:

 Timing. The funding valuation must be completed prior to the 
start of the fiscal year. Measurement Date must be within the 
fiscal year or one day before. Unless the same year end as the 
plan, contributions for a fiscal year will come from two different 
valuations. GASB 68 expense is always from one valuation.

 Assuming the same valuation date, the UAAL for funding could 
be very close to the NPL for reporting with the following 
differences:

• Smoothed value of assets

• Substantively automatic COLAs 

• Single blended rate.
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Explaining GASB 68 vs. 
Funding Valuation



 Timing. Expense based on a single measurement year that overlaps 
with the fiscal year. ADC based on one or more valuations that 
preceded the current fiscal year.

 Smoothing. Expense is based on market value of assets. ADC uses 
actuarial value of assets with 10 year smoothing.

 Asset Gains or Losses. Expense-amortized over five years straight 
line. ADC amortized for up to 30 years on a level percent of payroll 
basis.

 Liability Gains or Losses. Expense amortized over remaining 
service life (often< ten years) on a straight line basis vs. up to 30 years 
on level percent of payroll.

 Ad hoc COLAs. Expense-ad hoc COLAs may be built in to projections. 
ADC-ad hoc COLA not built in to projections.

 Discount Rate. Expense may be based on single blended rate. ADC 
based on long term rate of return.
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Explaining GASB 68 Expense vs. 
Actuarially Determined Contributions



Measurement Date Considerations 
& Required Journal Entries 

Case Study-City of Sunny Side
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The City of Sunny Side provides pension benefits to all its 
employees through a single employer plan, The City is a 
September year end. The plan, a December year end has decided 
the following:

 A December 31st measurement date will be used for reporting 
pension amounts.

 The plan has chosen not to provide any beginning deferred inflows 
or outflows of resources

 Actuarial related pension numbers will be provided through the 
consulting actuary except for contributions which will be determined 
by the employer.

 The consulting actuary has determined that Sunny Side’s remaining 
service for all plan participants was 7 years in FY 2013 and 6 years 
in FY 2014. 
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Background



You are Sunny Side’s finance director and you have the 

responsibility for making the journal entries necessary for 

properly recording the NPL and related pension amounts 

as of 9/30/15. You have also been asked by a council 

member to explain what a measurement date is and why 

the PERS chose December 31st. Just as in life, some of 

the information you are given may be unnecessary.

EXPLAIN THE MEASUREMENT DATE & 

MAKE THOSE ENTRIES!!
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Background (continued)



1. GASB 67 requires the actuarial valuation to be performed at 
the PERS fiscal year end i.e. December 31st.

2. If possible, it makes the most sense to use the same 
valuation & measurement date as it avoids or minimizes roll 
forward procedures.

3. The frequency of valuation (annual vs. biennial) will not 
necessarily affect the measurement date but it can impact 
whether the measurement date numbers are the valuation 
itself or rolled forward.

4. The Plan utilizes annual valuations and has chosen a 12/31 
measurement date for all participating cities coinciding with 
its GASB 67 effective date.
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Notes on Measurement 
and Valuation Date
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Sunny Side Measurement Date

Measurement Year

Current year deferral 

of contributions after 

measurement date

Dec 31, 2013 Sept 30, 2014 Dec 31, 2014 Sept 30, 2015

Plan Prior 

Year-End 

Employer Prior 

Year-End

Measurement 

Date

Plan Current 

Year-End
Fiscal Year-End

Earliest Possible 

Valuation Date

March 31, 2013

GASB 71 PPA Deferral



ASOPs do not require a standard format for the actuarial 

certification letter

Actuarial certifications can vary in form and in terms 

used between firms and even between actuaries and 

offices of the same firm

The certification letter may not spell out the pension 

expense for the year as actuary’s may not want to 

provide and maintain the layered amortization schedules 

from prior year’s deferred inflow and outflows
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Notes on Actuarial Certification Letter



 Employer’s and their auditors will need to know which 

numbers they need from the certification, which numbers they 

don’t need and who will be tracking the layers of amortization 

necessary to determine expense and remaining balances.

 Generally the employer and their auditor should expect:

 The letter to be addressed to the employer rather than the plan.

 An affirmative statement that the numbers provided comply with the 

parameters of GASB 68

 Statements on reasonableness of assumptions and whether 

prescribed

 Statement regarding the underlying data

 Signed by an ASA or FSA 
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Notes on Actuarial Certification Letter



The following applies to the City of Sunny Side

Net Pension Liability 12/31/13 $5,000,000

Net Pension Liability 12/31/14 6,000,000

Actuarial gains for period 12/31/13 700,000

Actuarial losses for period 12/31/14 600,000

Investment earnings over expectation 12/31/13 2,000,000

Investment earnings over expectation 12/31/14 1,000,000

Sunny Side contributions for FYE September 2014 4,000,000

Sunny Side Contributions for FYE September 2015 4,400,000

Sunny Side contributions made 1/1/14 to 9/30/14 3,000,000

Sunny Side contributions made 1/1/15 to 9/30/15 3,300,000

Actuarial loss due to Ad Hoc COLA 1/1/15 800,000

Net Pension Obligation at 9/30/14 from not paying the full ARC 2,500,000
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Selected Pension Numbers
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Sunny Side Measurement Date
Measurement Year

Current year deferral 

of contributions after 

measurement date

Dec 31, 2013 Sept 30, 2014 Dec 31, 2014 Sept 30, 2015

Plan Prior 

Year-End 

Employer Prior 

Year-End

Plan Current 

Year-End 
(Measurement Date)

Fiscal Year-End
Earliest Possible 

Valuation Date

March 31, 2013

GASB 71 PPA Deferral

NPL 

$5,000,000

NPL 

$6,000,000

Actuarial gains $700,000

Invest Earnings over 

expectation $2,000,000

Actuarial losses $600,000

Invest Earnings over 

expectation $1,000,000

Fiscal Year Contributions $4,400,000Fiscal Year Contributions $4,000,000

$3,300,000$3,000,000

Actuarial loss 

$800,000

NPO from not 

paying full ARC 

$2,500,000



1. Par. 137 requires the beginning NPL to be recorded as an adjustment of prior 
periods.

2. Par. 137 takes an “all or nothing” approach to beginning deferred inflows and 
outflows. Since Sunny Side and their plan elected not to show beginning 
deferrals, the 2013 actuarial losses and excess earnings were not needed. If 
beginning deferrals were shown, Sunny Side would have needed to go back 5 
years in order to capture all unamortized deferrals.

3. The purpose of GASB 71 is to avoid an understatement of pension expense in 
the first year. If Sunny Side MD and FYE were the same there would be no 
need for this deferral.

4. Deferred outflow for contributions is the one deferred outflow that is not 
amortized. The previous years deferral simply flows through in the current year 
(aka reversing journal entry) with a new deferral being made for the current 
year. The annual entry shows this impact at net and the reconciliation of 
pension expense shows the individual entries separate from each other.
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Notes-Beginning of Year PPA
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Initial Entries

To record the beginning NPL as an adjustment to prior periods 
per GASB 68 par. 137

Net Position 5,000,000

Net Pension Liability 5,000,000

To record beginning deferred outflow for contributions made 
after the MD per GASB 71

Deferred Outflow of Resources-Contributions 3,000,000

Net Position 3,000,000

To Eliminate the GASB 27 NPO now superseded by GASB 68 requirements

Net Pension Obligation 2,500,000

Net Position 2,500,000



Deferred Outflow-contributions after MD 3,000,000

Net Pension Obligation 2,500,000

Net Pension Liability 5,000,000

Net Position 500,000
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Alternative Initial Entry



1. While not an element of pension expense, contributions must be 
included as part of calculation because the ending NPL is net of the 
current year’s contributions so in order to determine the real 
change in the NPL, contributions must be added back.

2. GASB 68 requires that first year’s amortization be taken in the 
same year. Therefore only 5/6th of the actuarial losses and 4/5th of 
the excess earnings were deferred. Although not specifically 
required, as a practical matter amortization will be straight line.

3. There was no need to adjust for the ad hoc COLA as it was already 
reflected in the 12/31/14 NPL and GASB 68 does not allow 
deferrals of benefit changes.

4. Note that if the actuary had chosen to use the same valuation for 
both the beginning balances and then roll forward balances to the 
measurement date, there would not be differences between actual 
and assumptions.
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2015 Notes
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Annual Entry for 2015

Pension Expense 5,400,000

Deferred Outflow- contributions 300,000

Deferred Outflow –actuarial losses 500,000

Net Pension Liability 1,000,000

Deferred Inflow-Excess Earnings 800,000

Pension contributions/expenditures 4,400,000
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Reconciliation of Pension Expense 

Change in Net Pension Liability $1,000,000

Deferral of 2015 Actuarial Losses (500,000)

Deferral of 2015 earnings over expectation 800,000

Flow through of 2014 contributions after MD 3,000,000

Deferral of 2015 contributions after MD (3,300,000)

Employer contributions 4,400,000

2015 Pension Expense $5,400,000
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Pension Amounts on 
Statement of Net Position

Deferred Outflow-Contributions 3,300,000

Deferred Outflow –Actuarial Losses 500,000

Deferred Inflow-Excess Earnings 800,000

Net Pension Liability 6,000,000



1. Amortization periods will change each year.

2. GASB 68 requires “layered amortization” so once the 
amortization schedule is determined in the year of 
deferral, it must be followed until the deferral is fully 
amortized.

3. Deferred actuarial losses or gains can be aggregated 
across years for disclosure purposes but gains cannot 
be netted with losses.

4. Investment earnings over expectation or under 
expectation can be netted together across years for 
disclosure purposes.
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2016 Notes



The annual entry for 2016 will look similar to 2015 except that 

there will now be existing deferred balances that need to be 

amortized. The entries to record the amortization for the 2015 

deferred amounts are:
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2016 Amortization 
of Deferred Amounts

Pension Expense 100,000

Deferred Outflow-Actuarial losses 100,000

Deferred Inflow-Excess Earnings 200,000

Pension Expense 200,000



The sample journal entries are equally applicable across 
all fund types with one key distinction due to the Cost-
Sharing Whitepaper:

 Single employer and agent plans in most cases will not have the 
exact expense number calculated so the entries solve forward to 
pension expense

 The CS best practice that the plan will determine pension 
amounts for all participants means that the entries will be solving 
backwards from pension expense.

 Inconsistent contribution records between the plan and 
their participants will result in pension expense per the 
plan not matching pension expense per the adjusting 
entries.
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Applicability Across Plan Types



GASB 67 paragraph 16 requires that amounts 

recognized as receivables for contributions must be 

pursuant to legal requirements.

Employers normally accrue contributions in both the 

governmental (modified accrual) and proprietary fund 

types thus creating the potential for non-symmetrical 

treatment and differing amounts shown for measurement 

year contributions. 

These differences will normally not be material but 

should be planned for if they do occur.
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Plan vs. Employer Contributions



Q and A from Implementation Guide

45



Question 36

46

What guidance does Statement 68 provide regarding a

portion of the net pension liability in fund financial

statements if a portion of net pension liability of a single or

agent employer will be paid from an enterprise, internal

service, or fiduciary fund?



Answer 36

47

Except for blended component units, Statement 68 does

not establish specific requirements for allocation of the net

pension liability or other pension-related measures to

individual funds. However, for proprietary and fiduciary

funds, consideration should be given to National Council of

Governmental Accounting (NCGA) Statement 1, paragraph

42, as amended, which requires that long-term liabilities

that are “directly related to and expected to be paid from”

those funds be reported in the statement of net position or

statement of fiduciary net position, respectively.



Question 54

48

A defined benefit pension plan’s enabling statute provides

for a cost-of-living adjustment (COLA) if the investment

earnings rate for the plan’s fiscal year exceeds the

actuarially assumed rate. Should this COLA be treated as

an automatic COLA?



Answer 54
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Yes. Paragraph 24 of Statement 68 requires that the

effects of any COLAs that are embedded in the benefit

terms and for which there is no discretion as to timing or

amount be included in the projection of future benefit

payments. In this example, although a certain economic

condition is required to be met for the COLA to be effective,

if that condition is met, there is no discretion regarding

whether the COLA will be granted.



Question 93

50

If, at the measurement date, the pension plan’s fiduciary

net position is sufficient to make benefit payments that are

due and payable, should any portion of the single or agent

employer’s net pension liability be recognized in financial

statements using the current financial resources

measurement focus and modified accrual basis of

accounting?



Answer 93
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No. In (this circumstance)…no portion of the net pension

liability should be recognized in financial statements



Implementation Guidance from the 
AICPA
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 Implementation Issues for Cost-Sharing Employers: 

Calculating a change in proportion and audit evidence on 

beginning net pension liability

Effect of employer-paid member contributions on plan 

and employers;

Additional illustrative schedule of pension amounts by 

employer for cost-sharing plans

Employer’s presentation of net position
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Implementation Issues Addressed in 
the Article



Calculating a Change in Proportion in the 

Implementation Year

 Covered by paragraph 54, not paragraph 137

 Effect of the change should be deferred over a closed period 

(average service life).

Audit Evidence on Beginning Net Pension Liability

 Recommended that plans prepare additional schedule of 

employer allocations and a schedule of net pension 

liabilities as of the plan’s prior year end.

 Can ignore deferred inflow, outflows and pension expense 

on that prior year schedule.
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Implementation Issues for Cost-
Sharing Employers



These are payments made by an employer to satisfy 

member contribution requirements to a plan (employer 

pick-ups)

Two recognition alternatives

 Salary expense

 Other than salary expense (employer must elect IRC section 

414.h.2, Employer “Pick-Up” Contributions to Benefit Plans.

Determines whether the plan recognizes as member 

contributions (excluded from pension expense) or 

employer contributions (included in pension expense).
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Effect of Employer-Paid Member 
Contributions on Plans and Employers



Appendix B of Chapter 13 of the AICPA State and Local 

Governments Guide displays two parts:

 Proportionate share of pension expense

 Net recognition (amortization) of deferred amounts from change 

in proportion and differences between employer contributions 

and proportionate share of contributions

Now an additional illustrative guide called “Illustrative 

Schedule of Pension Amounts by Employer: Revised for 

Employer-Specific Situations”
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Additional Illustrative Schedule of 
Pension Amounts by Employer for 

Cost-Sharing Plans



Many governments are reporting a negative unrestricted 

net position due to a relatively large net pension liability.

Can we display a separate pension component of 

unrestricted net position (deficit)?

No – unrestricted net position is a residual balance and 

cannot be attributed to any one individual liability or 

expense.

However, additional details of unrestricted net position 

may be disclosed in the notes (see Q&A 7.23.10 of GASB’s 

Comprehensive Implementation Guide).
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Employer’s Presentation of Net 
Position



Risk of Material Misstatement

This Is Not Your Father’s 
Pension Standard

58



GASB 27 GASB 68

Primary number reported ARC/pension expense Net Pension Liability

Flexibility in reporting Significant, amount could 
be much higher or lower 
and still be within range of 
acceptable alternatives.

Strictly Prescribed

Size Typically a fraction of 
payroll

Potential to be quite large

Volatility Smoothed number with 
little volatility

Market based number that 
can be very volatile

Single blended rate N/A If required to be used will 
only increase volatility
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GASB 27 vs. GASB 68



What is the correct answer for the following situation?

 Two cities with single employer plans, similar operations, similar 

financial position and materiality considerations:

• City A has a net pension liability of $45 million

• City B has a net pension liability of $5 million

 Which city has the most significant risk for material misstatement 

of their respective NPLs?

• City A

• City B

• Don’t know/could be either
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Question



C. because risk of misstatement is more a function of the 

two components of the net pension liability; total pension 

liability and fiduciary net position than it is the NPL itself.

For example, if City A had a $50 million TPL and a $5 

million FNP but City B had a $500 million TPL and a 

$495 million FNP then a glitch in the actuary’s software 

that resulted in a 1% understatement of the TPL would 

result in materially different misstatements
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Answer



What’s under the water is probably even more important 

than what’s above it.
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As the Titanic discovered…

Total Pension Liability

(the entire iceberg)

NN
Net Pension Liability

(the part that shows-

the tip)

Fiduciary Net Position

(the ocean)



Risk Assessment and Audit Planning

63



 Assertions have three categories: period, period end and 
presentation and disclosure

 Relevant assertions are assertions that have a reasonable 
possibility of containing a misstatement(s) that would cause 
the Financial Statements to be materially misstated

 Although all three categories apply to pensions, my opinion is 
that period end (aka measurement date) have the most 
significant relevant assertions:

 Existence

 Rights and Obligations

 Completeness

 Valuation and allocation
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AU-C§315 Risk Assessment 
and Response



Given the established nature of pensions both under 

state law and through individual plan and trust 

documents this assertion although relevant has less risk

Non Employer Contributors and especially Special 

Funding Situations NEC might be an exception

The year of a significant plan change may also be an 

exception

Outstanding litigation challenging benefit changes

 Non-bankruptcy

 Bankruptcy
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Existence



Rights and Obligations

 Trust vs. non-trust criteria i.e. 

GASB 68 vs. GASB 73 

 Are the they the government’s 

assets?

 Does the government record 

the TPL vs. the NPL?

 The employer side of a SFS

 Is the liability that of the 

employer or the special 

funding entity?
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Eligibility criteria

 Are all eligible employees properly enrolled?

• part-time employees exceeding a certain threshold of hours

• Contract workers that may meet the definition of employee

Pensionable income

 Has all income that is includable in the base for determining the 

annuity been included?

 Are there any current disputes or challenges regarding 

compensation that could ultimately impact the total pension 

liability?
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Completeness



 General

 Is there an employer or Plan financial reporting bias related to 
pensions?

• Overstatement bias

• Understatement bias

 Knowledge and due diligence of the employer

 Fiduciary Net Position

 Impact of portfolio allocation and investment types on risk of 
misstatement

 Plans for early implementation of GASB 72-Fair Value 
Measurement and Application

 Plan type considerations i.e. agent FNP must be allocated to 
individual employers
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Valuation and Allocation



Total Pension Liability 

 Reliance on the Plan Actuary as a Management Specialist

• Qualifications, experience, objectivity

• Addressing of the certification letter

 Complexity of the plan and key assumptions

• Long Term Rate of Return

• Mortality Assumptions including use of generational mortality

• New benefit provisions that do not have actual experience 

supporting the related assumptions

• Participation rates in optional programs (i.e. DROP programs)
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Valuation and Allocation



Total Pension Liability (continued)

 Assumptions and methods for cash flow projections related 
to SBR

• Existence and past adherence to funding policy

• Significant NPL combined with long or open amortization periods 
and yet no crossover point

• Inconsistencies between SBR results, sensitivity analysis or plan 
demographics

 Allocations

• Agent-allocation of FNP, tracking and allocation for individuals who 
have vested rights with multiple participating employers

• Cost-sharing, SFS and separately reporting Component Units

• Intra-entity allocations
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Valuation and Allocation



Employer Due Diligence

Turning Theory into Reality
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The official position of the AICPA pension whitepapers 

and now the pension chapter of the AAG is that the 

employer is responsible for the fair statement of 

everything in the FS including the pension numbers.

The reality is that most employers have simply accepted 

everything received from the plan at face value and have 

little in-depth knowledge of the plan provisions, plan 

demographics and census data or how those things 

impact the recorded pension numbers.
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If Only It Were So…



Employer auditors should clearly communicate in 

advance:

 Management’s responsibility for the pension numbers

 The specific pension related client representations that will be 

added with the implementation of GASB 68

 The need for a documented due diligence program on the part of 

the employer

The materiality of the GASB 68 numbers, public and 

media scrutiny and pension related SEC enforcement 

actions can also be used as encouragement to start a 

program
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Start the Journey…



 Clear responsibility of one or two individuals for the program

 Training and updates for appropriate personnel

 Targeted to that individual’s pension related duties

 An in-depth understanding of the plan and plan provisions 

 Annual monitoring of the plan:

 Attend at least some PERS meetings and/or review minutes

 Review the PERS audited financial statements and if CAFR, 

Investment and Actuarial sections

 If no CAFR, separate published investment and actuarial reports

 Management Letter and/or SOC 1 Type 2 report.
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Elements of a Due Diligence Program



 Annual monitoring of the plan: (continued) 

 If actuarial audit conducted during the year, obtain, read and follow up

 If experience study during the year obtain, read and follow up

 Clear documentation of the internal controls related to census data 
up to and including the specific documents and reports filed with 
the PERS

 Analytical review of annual pension numbers

 Ask for explanations regarding large actuarial gains and losses

 Testing of specific information in the Census Data

 Walk forward of the census file

 Tie specific information back to HR files

 Tie employer numbers to the PERS related report 

 i.e. matching contributions made to contributions received
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Elements of a Due Diligence Program



Overview of Audit Solutions

Sessions 29 or 32 will Provide a 
Detailed Presentation of the Solutions
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 GASB 68 substantially increases the employer pension 
reporting requirements by placing the NPL on the Statement 
of Net Position

 Much more material

 Much more prescribed regarding methodology

 Occurring at a time of tremendous media and political scrutiny

 But the majority of audit evidence to support the pension 
numbers are maintained by a separate third party entity-the 
PERS

 PERS financial reporting is such that the audit of the financial 
statements will not provide the employer auditor sufficient and 
appropriate audit evidence regarding the pension numbers

77

The Employer Auditor Dilemma



Regarding sufficient and appropriate audit evidence for 
the employer audit, PERS audited FS do not:

 Provide assurance at the same (lower) materiality level that 
would be needed for the employer audit (most prevalent for 
multi-employer plans but can also exist at single-employer level)

 Provide any audit coverage for pension expense and deferred 
inflows and outflows

 Provide coordinated guidance regarding the allocation of the 
collective NPL for cost-sharing plan members

 Provide any assurance for any actuarially based pension 
numbers in the case of multi-employer agent plans

 Provide any assurance regarding the allocation of the Fiduciary 
Net Position for multi-employer agent plans
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The Employer Auditor Dilemma



 The employer auditor is responsible for the fair statement of 

their FS including all related pension numbers

 The employer auditor is responsible for expressing an opinion 

on those financial statements

 While procedures performed at the plan level can be 

important pieces of audit evidence, ultimately the employer 

auditor must determine what represents sufficient and 

appropriate audit evidence and how much is enough

 Employer auditors should plan to supplement the audit 

evidence received from the plan and plan auditor with their 

own additional procedures.
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Underlying Philosophy 
of Pension Solutions



 Best practice solutions for multi-employer plans focus on the 
most cost effective solutions but offer alternatives if those 
aren’t possible

 For multi-employer plans SOC 1 Type 2 reports (SSAE 16) 
are often most efficient for certain processes

 For single-employer plans, other procedures are generally 
more efficient than SOC reports

 Section 805 (elements of the financial statements) reports are 
generally preferable if there is a starting point in the plan 
financial statements (i.e. note disclosure of the NPL)

 Engaging the plan auditor to perform attest procedures is also 
a viable option in certain areas
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Underlying Philosophy 
of Pension Solutions
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Questions?


