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e Interaction of plan actuaries and accountants with hundreds or thousands of
individual employers and their accountants for each plan will result in significant
additional cost.

e Under current law, under the IRC exclusive benefit rule, it is possible that plans
may not pay costs attributable to employer accounting needs.

e All of the above raise issues of cost justification.

e Comparability to the FASB multiemployer rule justifies providing more readily
available information.

There should be an extension of time for comment on the proposal, additional field testing of
the cost-sharing proposal at both the plan level and the level of all employers in a cost-
sharing plan with large numbers of employers, and an ability to comment after field testing.

Users of financial statements should be able to better assess the risks an employer faces in an
underfunded governmental cost-sharing plan through requiring additional objective
information about the plan and the employer’s involvement and without including a liability
on the financial statements that does not approximate an actual liability or requiring that
excessive costs be incurred in providing such information, in a manner similar to FASB ASU
No. 2011-9 for multiemployer plans.






GRODM

Letter of Comment No. 97

File Reference: 34-E

Date Received: 10/5/11

UPDATED INFO RECEIVED: 10/14/11




Letter of Comment No. 97
File Reference: 34-E

GR(DM Date Received: 10/5/11

UPDATED INFO RECEIVED: 10/14/11
October 14, 2011
Page 3

I11. Background

To discuss the information required under the Exposure Draft, it is important to review
how extensive the required new information is. Under the Exposure Draft, GASB has proposed
additional reporting by cost-sharing employers, principally providing for two new areas of
reporting: (1) recognition of a portion of the liability of the defined benefit plan that the cost-
sharing employer participates in, and (2) additional information and schedules to be provided as
notes to the cost-sharing employer's financial statements.

A, Proportionate Share of Liabilities

As to the first of these, under the Exposure Draft, a cost-sharing employer is to recognize
in its financial statements (i.e., included as a liability and on its profit and earnings figures) its
proportionate share of the collective net pension liability as well as its collective pension
expense, collective deferred outflows of resources, and collective deferred inflows of resources
related to pensions. An employer’s proportionate share is generally calculated as the employer’s
proportionate share of those items. See paragraphs 44-45 of the Exposure Draft.

B. Determining the Proportion

The proportion used to calculate the employer’s share of the collective totals in a cost-
sharing plan will generally be the employer’s projected long-term contribution effort to the
pension plan as compared to the total of all projected contributions by all contributing
employers. The cost-sharing employer’s proportion is to be established at the actuarial valuation
date and is to be "rolled forward" to the end of the employer’s reporting period (presumably
using professional judgment, though that is unclear from the Exposure Draft) unless there has
been a significant change in the employer’s projected proportion between the actuarial valuation
date and the employer’s most recent year-end. See paragraphs 46-48 of the Exposure Draft.

C. Timeliness of Data

Under the Exposure Draft, the collective total pension liability is to be determined as of
the end of the employer’s reporting period by (a) an actuarial valuation as of that date or (b) the
use of updated amounts rolled forward (again, presumably using professional judgment) from an
actuarial valuation dated no more than 24 months earlier than the employer’s most recent year-
end. If the updated data is used and significant changes occur between the actuarial valuation
date and the employer’s year-end, professional judgment is to be used to determine the extent of
procedures needed to roll forward the measurement to the end of the employer’s reporting period
and consideration is to be given to whether a new actuarial valuation is needed. See paragraph
49 of the Exposure Draft.
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D. Additional Information Required in Notes

Under the Exposure Draft proposal, the employer is also to disclose the following
information in notes to the financial statements:

1. Name of the plan, identification of the public employee retirement system or other
government that administers the plan, and identification of the plan as a cost-sharing
pension plan.

2. Brief description of the benefit provisions, including the types of benefits, key
elements of the pension formula(s); and provisions with respect to automatic and ad hoc
COLAs and the authority under which benefit provisions are established or may be
amended.

3. Classes of employees covered and the number of employees covered by the
benefit terms, separately identifying numbers retired, inactive deferred and active
employees and their beneficiaries currently receiving benefits.

4. Whether the pension plan that is used to provide the benefits issues a stand-alone
financial report or is included in the report of a public employee retirement system or
another government that is available to the public and, if so, how to obtain the report (for
example, a link to a website).

5. With regard to the actuarial assumptions, the employer is to disclose the
significant assumptions used to measure the total pension liability, including assumptions
about salary increases, inflation, mortality, COLAs and other postemployment benefit
changes, discount rate, date(s) of experience studies and published sources on which
significant assumptions are based, the proportion used to determine its recognized
amounts of the collective net pension liability, collective pension expense, and collective
deferred outflows of resources and deferred inflows of resources related to pensions. If
an assumption uses different rates for different periods, information should be disclosed
about what rates were applied to the different periods of the measurement. See paragraph
66 of the Exposure Draft.

6. With regard to the discount rate, disclosures should include:

a. Assumptions made about contributions of the employers and employees and about
other projected cash flows into and out of the plan.

b. The long-term expected rate of return on plan investments and a description of
how the long-term expected rate of return on plan investments was determined,
including the assumed asset allocation of the portfolio, the best estimate of the
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long-term expected real rate of return for each major asset class, and whether the
expected rates of return are presented as arithmetic or geometric means.

¢. The municipal bond index rate, the index selected, and the reasons for selection of
that index, if the discount rate incorporates a municipal bond index rate.

d. The periods of projected benefit payments to which the long-term expected rate of
return and the municipal bond index rate, if used, were applied to determine the
discount rate.

e. The effects on the current-period net pension liability recognized by the employer
of a 1-percentage-point increase and a 1-percentage-point decrease in the discount
rate.

See paragraph 67 of the Exposure Draft.

7. However, if (a) a plan financial report that includes disclosure about the elements
of the plan’s basic financial statements is publicly available and (b) the cost-sharing
employer provides information about how to obtain the report, the employer may refer to
the plan report for these disclosures. In this circumstance, the employer is also to disclose
that these elements have been determined on the same basis used by the plan and provide
a brief disclosure of the plan’s basis of accounting, including the policies with respect to
benefits and refunds paid and the valuation of investments. If significant changes have
occurred that indicate that the disclosures included in the plan’s financial report generally
do not reflect the facts and circumstances at the end of the employer’s reporting period,
the employer should disclose information about the substance and magnitude of the
changes. See paragraph 68 of the Exposure Draft.

8. The cost-sharing employer is also to disclose the following other information
about amounts recognized in its financial statements:

a. The basis for determination of the employer’s contributions to the pension plan,
including identification of the authority under which employer contribution
requirements are established or may be amended, and significant methods and
assumptions used in the calculation of current period contributions, if actual
contributions are determined on an actuarial basis.

b. The net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense/expenditures recognized by
the employer.

c. The date of the actuarial valuation on which recognized information is based and,
if the recognized amounts are the result of the use of update procedures to roll
forward amounts to the end of the employer’s reporting period, identification of
that fact.

d. A brief description of changes of assumptions that affect measurement of the
collective total pension liability.
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c.

f.

A brief description of changes of benefit terms that affect measurement of the
collective total pension liability.

The amount of the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense recognized
by the employer that is attributable to (1) the net effect of a current-period change
in the proportion used to calculate the employer’s share of collective amounts and
(2) the current-period difference between (a) the amount of contributions
recognized by the cost-sharing pension plan as a contribution from the employer
and (b) the amount of the employer’s proportionate share of collective employer
contributions recognized by the pension plan. The number of periods over which
the employer is recognizing those amounts in pension expense also should be
disclosed.

The amount of current-period pension expense resulting from recognition of the
portion(s) of beginning deferred outflows of resources and deferred inflows of
resources associated with (1) changes in the proportion used to calculate the
employer’s share of collective amounts and (2) differences between the amount
recognized by the cost-sharing pension plan as a contribution from the employer
and the amount of the employer’s proportionate share of those contributions
recognized by the pension plan.

See paragraph 69 of the Exposure Draft.

Required Supplementary Information and Schedules in the Notes

A cost-sharing employer is also generally required to present certain supplementary
information as of the employer’s most recent year-end in the form of three separate 10-year

schedules:

L.

A 10-year schedule of changes in the collective net pension liability presenting for

each year a summary for all employers, but as of the employer’s year-end:

a. The beginning balances of the collective total pension liability, plan net

position, and the collective net pension liability.

b. The effects during the period of service cost, interest on the total pension

liability, changes in terms, differences between actual and expected experience in the
measurement of the total pension liability, changes of assumptions, contributions by the
employer, contributions by the employees, net investment income, refunds of
contributions, benefits paid; and plan administrative expenses.

c. Other changes, separately identified if individually significant.
d. The ending balances of the collective total pension liability, plan net

position, and the collective net pension liability.
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