New Hampshire Retirement System

54 Regional Drive, Concord, NH 03301

Phone: (603) 410-3500 - Fax: (603) 410-3501

New Hampshire Retsement System Website: www.nhrs.org - Email: info@nhrs.org

Last Updated: January 2018
Contact: gasb@nhrs.org

How to Read the NHRS GASB 68 Reports

In an effort to assist employers with the reporting requirements of Governmental Accounting Standards
Board (GASB) Statement No. 68, which impacts financial reporting for participating employers, the New
Hampshire Retirement System (NHRS, the retirement system) has developed this “How to Read the
NHRS GASB 68 Reports” document.

This document is to be used in conjunction with two GASB 68 reports released by NHRS:

» GASB Statement No. 68 Employer Reporting Accounting Schedules (June 30, 2017) (“GRS
Report”) — Prepared by Gabriel Roeder Smith & Company (GRS), the retirement system’s
independent actuary.

» Schedule of Employer Allocations and Schedule of Pension Amounts by Employer (June 30,
2017) (“KPMG Report”) — Prepared by NHRS and audited by KPMG, the retirement system’s
independent external auditor.

Both reports can be accessed at: https://www.nhrs.org/employers/gasb/gasb-67-68-reports

These GASB 68 reports are for employers with fiscal years ending anytime between July 1, 2017, and
June 30, 2018.

This document is broken down into five sections:

* GASB background Page 2
* How to use the KPMG Report Page 3
* How to use the GRS Report Page 7
* Frequently asked questions (FAQ) Page 8
» Employer resources Page 10

Employers are ultimately responsible for reporting the data contained in their financial statements. The New Hampshire Retirement System is
providing this document and other supporting materials as a courtesy. NHRS is governed by New Hampshire RSA 100-A, rules, regulations, and
Federal laws including the Internal Revenue Code. NHRS also implements policies adopted by the Board of Trustees. These laws, rules,
regulations, and policies are subject to change. Even though the goal of NHRS is to provide information that is current, correct, and complete,
NHRS does not make any representation or warranty as to the current applicability, accuracy, or completeness of any information provided. The
information herein is intended to provide general information only, and should not be construed as a legal opinion or as legal advice. In the event
of any conflict between the information herein and the laws, rules, and regulations which govern NHRS, the laws, rules, and regulations shall
prevail.



I. GENERAL BACKGROUND

The Governmental Accounting Standards Board (GASB) is an independent, non-profit organization that
sets financial accounting and reporting standards for state and local governments. GASB is the source of
generally accepted accounting principles (GAAP) used by state and local governments in the United
States. While GASB has no enforcement authority, public employee pension plans — including NHRS —
typically follow GASB rules in order to obtain unmodified opinions from their auditors. Adhering to GASB
standards is also an important consideration for the bond rating agencies.

GASB Statement No. 67, which took effect in 2014, impacts the accounting and financial reporting of the
retirement system.

GASB Statement No. 68, which took effect in 2015, impacts financial reporting of participating state and
local governments.

The standards — which replaced previous quidance from GASB — changed the way pension plans report
financial information for accounting purposes, but did not force pension plans to change their funding
policies, which are typically defined by statute.

While GASB'’s stated intent in revising the standards was to increase the transparency, consistency, and
comparability of pension information across governments, the reporting requirements may be somewhat
misleading to a layperson. While employer balance sheets typically reflect year-to-year assets and
expenditures, the pension number on the balance sheets now reflect a liability that’s being paid down
(“amortized”) over many years. According to GASB, “While this information will, in some cases, give the
appearance that a government is financially weaker than it was previously, the financial reality of the
government’s situation will not have changed.” (GASB Letter 2012)

As a result of GASB 67, the retirement system’s independent actuary calculates two different pension
liability numbers:

» the liability for accounting purposes, referred to as the Net Pension Liability (NPL), calculated
according to GASB 67; and

» the liability for funding purposes, referred to as the Unfunded Actuarial Accrued Liability (UAAL).
The current method of calculating the UAAL is not affected by GASB 67.

In addition, the GASB 67 requirement to use the year-to-year fair value of assets to calculate the
retirement system’s funded ratio — as opposed to NHRS’ current actuarial method of “smoothing”
investment gains and losses over a five-year period — may lead to greater annual fluctuations in NHRS’
reported NPL as compared to the UAAL.

Under GASB 68, individual employers must report a proportionate share of the NPL and the pension
expense on their financial statements, along with related deferred outflows of resources and deferred
inflows of resources. Previously, employers only reported the annual contributions they made to the
retirement system.

Reporting the proportionate share will not impact NHRS employer contributions or local property tax
rates. The presence of a large number representing unfunded pension costs on local government or
school district balance sheets could give the incorrect impression that employers/taxpayers have an
immense debt that must be paid immediately, which is not the case. NHRS employers will continue to
pay down the retirement system’s unfunded liability through 2039 exactly the same way they were doing
prior to the implementation of GASB 68.




Il. HOW TO USE THE KPMG REPORT

The report titled Schedule of Employer Allocations and Schedule of Pension Amounts by Employer (June
30, 2017) was prepared by NHRS and audited by KPMG, the retirement system’s independent external
auditor. In this document it is referred to as the “KPMG Report.”

KPMG auditors have tested the information in the employer schedules in this report and issued an
unmodified, clean opinion in the audit report. The KPMG Report contains the Auditor’s opinion letter, two
schedules, and footnote disclosures.

Employers should use the schedules in the KPMG Report to prepare their financial statements, footnote
disclosures, and required supplementary information (RSI).

This report is for financial reporting purposes only, not for funding or legal purposes.
The schedules that employers will use are:

» Schedule of Employer Allocations (Pages 3-14). This table shows the percentage of the
employer proportionate share of the net pension liability for fiscal year 2017. The proportionate
share is based on employer pension contributions reported to NHRS.

* Schedule of Pension Amounts by Employer (Pages 15-23). This table contains the data
needed for employer financial statements. It contains three major sections: 1. Pension Liability; 2.
Deferred Outflows and Inflows of resources; 3. Pension Expense. See next page for a key
describing the columns contained in this schedule. When applicable, the key also indicates where
the information in each column can be referenced in the footnotes to the KPMG Report. A more
detailed description of the components of this schedule appears on the page following the sample
chart.

The KPMG Report also contains notes to the schedules (Pages 24-30). These notes are macro-level
notes specifically for this report.
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Detailed description of components contained in the
Schedule of Pension Amounts by Employer

GASB Statement No. 68 requires state and local government employers that contribute to DB
pension plans to recognize net pension liability and pension expense on their financial statements,
along with the related deferred outflows and inflows of resources.

The pension expense, net pension liability, and deferred inflows and outflows are first determined at
the collective plan level. The collected plan information is then allocated to each employer based on
the employer’s proportionate share.

Here is a description of the elements contained in the Schedule of Pension Amounts by Employer:
Net Pension Liability (NPL)

The NPL is the difference between the total pension liability and the plan’s fiduciary net position. In
traditional actuarial terms, this is analogous to the accrued liability less the fair value of assets (not the
smoothed actuarial value of assets used in actuarial valuations performed to determine the employer
contributions).

Pension Expense

The pension expense recognized each fiscal year is equal to the change in the net pension liability from
the beginning of the year to the end of the year, adjusted for deferred recognition of certain changes in
the liability and investment experience.

Deferrals

As stated above, pension expense generally represents the change in Net Pension Liability from one
measurement date to the next. However, the GASB standard recognizes that some elements of the total
pension liability have a longer perspective than a single year and that including these elements in the
current year would introduce an inappropriate level of volatility into the employer’s financial statements.
To address this, GASB allows selected elements to be amortized over various predetermined closed
periods. The difference between the actual increase in the liability and the amount amortized in the
current year will be included in the employer’s statement as a deferred inflow or outflow.

The four elements identified below as pension expenses eligible for amortization should be amortized
over a closed amortization schedule. This will result in amortization schedules with multiple years listed.
Amounts not recognized in the current year are reported as deferred inflows and outflows.

Elements subject to amortization include:

» Actuarial gains and losses resulting from changes in member demographics or economic
experiences. For example, if the average retiree lifespan were to exceed the mortality
assumption, this would represent an actuarial loss.

» Gains or losses related to changes in actuarial assumptions. NHRS conducts an experience study
every five years and validates or adjusts actuarial assumptions based on the results. NHRS’ last
experience study occurred for fiscal year ending June 30, 2015. The next experience study will be
conducted in fiscal year 2021 and will be for the period 2016-2020.

» The difference between projected investment earnings, calculated at 7.25%, and the actual
investment earnings. This component is likely to introduce volatility into the employer’s financial
statements as it has a significant impact on the Net Pension Liability. For example, NHRS earned



13.5% in FY 2017, which was more than the assumed rate of return of 7.25%. Thus, the Net
Pension Liability for 2017 decreased from 2016 resulting in a deferred inflow. This difference will
be amortized over a five-year period (Note 5).

» The effect of an increase or decrease in the employer’s proportionate share between years. For
example, if an employer’s proportionate share increased from 1% to 2%, the impact of this
change can be amortized. These changes will be amortized over the average remaining service
life of all active and retired members.

In summary, any part of pension expense or income not recognized in the employer’s financial
statements as income or expense in the year in which they occur will be recorded as deferred outflows or

inflows and amortized over various closed periods.



lll. HOW TO USE THE GRS REPORT

The report titled GASB Statement No. 68 Employer Reporting Accounting Schedules (June 30, 2017)
was prepared by Gabriel Roeder Smith & Company (GRS), the retirement system’s independent actuary.
In this document it is referred to as the “GRS Report.”

This report is for financial reporting purposes only, not for funding or legal purposes.

Employers should use the schedules in the GRS Report to obtain the sensitivity analysis and schedule of
deferred inflows and outflows by year for their financial statements.

The sensitivity analysis is on Pages 45-54. This analysis illustrates the change in the Net Pension
Liability assuming it was calculated using a single discount rate that is one-percentage point lower or
one-percentage point higher than the single discount rate of 7.25% currently used by the retirement
system.

The schedule of deferred inflows and outflows by year is on Pages 55-64. This is a multi-year
representation of deferred outflow and inflow of resources that will be recognized in the collective pension
expense.



IV. FREQUENTLY ASKED QUESTIONS

Q. How did the actuary determine the proportionate share for individual employers?

A. The proportionate share for each employer was determined by comparing the total employer pension
contributions collected from each employer to the total pension contributions NHRS received.

The first part of the calculation is to take the amount of employer pension contributions made by
individual employers in the fiscal year and divide each individual amount by the total amount of all
employer pension contributions in that year.

The percentages derived in the above calculation are then multiplied by the Net Pension Liability to
determine an employer’s proportionate share.

Q. It sounds like the proportionate share is an accounting approximation, not the employer’s true
pension liability. Is that correct?

A. Yes. The GASB calculation of an employer’s Net Pension Liability is not done on an actuarial basis
and does not represent an employer’s actual actuarial liability.

Q. Would employers ever be responsible for paying the proportionate share all at once?

A. No. The proportionate share is not a bill. Employers will continue to pay down the liability in the same
way they do now. Employer contributions are determined actuarially and the retirement system’s
unfunded liability is being paid down through 2039.

In fact, because NHRS is a multi-employer plan where all municipal employers pay the same contribution
rates, if an individual employer wanted to write a check — or issue a bond — to pay off its proportionate
share, any funds received by NHRS in excess of the actuarially required contribution would be used to
offset the liability for all employers.

Q. The GRS and KPMG reports look similar. Why do employers need to use the KPMG report for
some schedules and the GRS report for others?

A. The reports contain the same general information, but employers should refer to the schedules in the
KPMG report, which have been tested by the auditor. The GRS report contains more detail and includes
two schedules not in the KPMG report — the sensitivity analysis and schedule of deferred inflows and
outflows by year.

Q. The FY 17 employer contributions shown in the reports do not match my records. How were
they derived?

A. The contributions reported for GASB 68 purposes are pension contributions only, and do not include
the portion of the employer contribution rate that funds the Medical Subsidy benefit for eligible retirees.

Although commonly viewed as one rate, the employer contribution rate includes a separate rate for
pension costs and a separate rate for the Medical Subsidy. The two rates together make up the total
employer contribution rate; for GASB 68 purposes only the pension rate is applicable.

For a breakdown of the pension and Medical Subsidy rates, see:
https://www.nhrs.org/employers/employer-contribution-rates




Employers may obtain their pension-only contributions from the NHRS Data Reporting System (DRS).
Authorized users can log into the DRS, choose the “Employer Reporting” module, and click on “Employer
Account Activity Summary,” which is listed under the Reports section in the navigation pane on the left
side of the page.

For instructions to download an Employer Account Activity Summary report, see:
https://www.nhrs.org/docs/default-source/gasb/employer-account-activity-summary-instructions.pdf

Q. Is there anything else not contained in these reports that employers need in order to complete
their financial statements?

Yes. One item not contained in the GASB 68 reports is the deferral of each employer’s contributions for
the current fiscal year. To avoid reporting more than one year of pension expense, employers should
record the pension expense provided in the GASB 68 reports, which reflect contributions in the 12-month
period ended June 30, 2017, and defer any contributions made after June 30, 2017. Employers may
obtain current year contribution information via the NHRS online Data Reporting System (DRS).

Q. Do employers need to report this data?

A. NHRS Employers that report on a GAAP basis must comply with the requirements of GASB 68 in their
audited financial statements for the fiscal years ending June 30, 2015, and later. GASB 68 requirements
are not applicable to employers that report on a cash basis.

Although GASB has no enforcement authority, public employee pension plans typically follow GASB
rules in order to obtain unmodified opinions from their auditors. Adhering to GASB standards is also an
important consideration for bond rating agencies.

Q. Why did GASB change the financial reporting rules?

A. GASB'’s stated intent in developing the standards is to increase the transparency, consistency, and
comparability of pension information across governments.

GASB'’s position is that pension costs and obligations should be recorded on financial statements as
employees earn them, not when the government contributes or when a retiree receives benefits. Previous
GASB rules provided a standard that measured funded ratios and defined annual contributions needed to
maintain healthy funding of public pensions. The new rules no longer provide that funding standard, but
merely tell governments how to account for and report pension costs.

The new reporting standard differs greatly from the previous standard, however, GASB notes that, “While
this information will, in some cases, give the appearance that a government is financially weaker than it
was previously, the financial reality of the government’s situation will not have changed.”

Q. Does the data in these reports impact NHRS employer contribution rates?

A. No. Employer contribution rates are actuarially determined pursuant to RSA 100-A, the NHRS
Actuarial Funding Policy, and the state Constitution. The GASB 68 reports are for accounting and
financial reporting purposes only. The retirement system has a statutory funding schedule to pay down
the UAAL through 2039, which is not affected by GASB 68.

For more information on the NHRS Actuarial Funding Policy, see:
https://www.nhrs.org/docs/default-source/board-policies/nhrs actuarial funding policy.pdf




Q. What about property taxes? Will reporting this liability increase local taxes?

A. No. As stated above, these reports are for accounting and financial reporting purposes only. Reporting
for GASB 68 does not impact local property tax rates. This is because the pension liability will be
presented in the “government-wide financial statement,” not the “fund financial statement” that is used by
the state Department of Revenue Administration for setting property tax rates.

Q. Why is there a difference in the Net Pension Liability (NPL) and the Unfunded Actuarial
Accrued Liability (UAAL)?

A. There are a few reasons, but the most significant factor by far is that GASB 67 requires the NPL to be
calculated based on the year-to-year fair value of assets, while the UAAL is calculated by “smoothing”
investment gains and losses over a five-year period. The use of fair value also may lead to greater
annual fluctuations in NHRS’ reported NPL as compared to the UAAL.

Q. Why are some other states, but not New Hampshire, reporting a much larger pension liability
under GASB 67?

A. Under GASB 67, public plans are required to annually calculate whether there will be sufficient assets
to pay benefits as they are due. In NHRS’ case, this calculation — performed by GRS and audited by
KPMG — showed that the retirement system is in a position to meet its obligations, allowing the retirement
system to use its assumed rate of investment return to calculate its Net Pension Liability because there is
no crossover point where benefits paid out exceed plan assets.

Pension plans that do not have sufficient assets — primarily due to not fully funding their actuarially
required contributions and/or employing a rolling amortization period to pay off their liabilities — must
calculate a portion of their NPL using a much lower assumed rate of investment return, leading to a
greater reported liability.

V. EMPLOYER RESOURCES

NHRS has created a web page that includes NHRS employer communications and links to more
resources. The page can be accessed at: https://www.nhrs.org/employers/gasb
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