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Notice to Readers 

GASB Statement No. 68 - Audit and Accounting Workshop is intended solely for use in 
continuing professional education and not as a reference. It does not represent an official position 
of the American Institute of Certified Public Accountants, and it is distributed with the 
understanding that the author and publisher are not rendering legal, accounting, or other 
professional services in the publication. This course is intended to be an overview of the topics 
discussed within, and the author has made every attempt to verify the completeness and accuracy 
of the information herein. However, neither the author nor publisher can guarantee the 
applicability of the information found herein. If legal advice or other expert assistance is 
required, the services of a competent professional should be sought. 
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Use of Materials 
 
This course manual accompanies all formats in which the course is offered, including self-study 
text, self-study online, group study, in-firm, and other formats, as applicable. Specific 
instructions for users of the various formats are included in this section.  
 
Continuing Professional Education (CPE) is required for CPAs to maintain their professional 
competence and provide quality professional services. CPAs are responsible for complying with 
all applicable CPE requirements, rules, and regulations of state licensing bodies, other 
governmental entities, membership associations, and other professional organizations or bodies. 
  
Professional standards for CPE programs are issued jointly by the American Institute of Certified 
Public Accountants (AICPA) and the National Association of State Boards of Accountancy 
(NASBA) to provide a framework for the development, presentation, measurement, and 
reporting of CPE programs. These standards are entitled Joint AICPA/NASBA Statement on 
Standards for Continuing Professional Education Programs (CPE standards), and are available 
as part of the AICPA’s Professional Standards three-volume set, either in paperback or as on 
online subscription through the AICPA’s Online Professional Library.  
 
 
Review Questions for Self Study Participants 
The CPE standards require that self study programs include review questions (also known as 
knowledge check questions) that provide feedback to both correct and incorrect responses. Note 
that these questions are provided only as learning aids and do not constitute a final examination. 
 
 
Requirements for Claiming and Receiving CPE Credit  
CPE standards place responsibility on both the individual participant and the program sponsor to 
maintain a record of attendance at a CPE program. CPAs who participate in only part of a CPE 
program should only claim CPE credit for the portion that they attended or completed.  
 
CPE participants must document their claims of CPE credit. Examples of acceptable evidence of 
completion include: 

� for group and independent study programs, a certificate or other verification supplied by 
the CPE program sponsor. 

� for self-study programs, a certificate supplied by the CPE program sponsor after 
satisfactory completion of an examination. 

 
Participants in group study and other live presentations will receive a completion certificate from 
the program sponsor. CPE program sponsors are required to keep documentation on programs 
for five years, including records of participation. 
 
All self-study participants must complete the exam within one year of date of course purchase in 
order to receive a certificate indicating satisfactory completion of the CPE program. 
 

� When purchased as a self-study course in text format, the exam is located in the 
Examination section at the end of the course manual. 



� The course code number for both the self study exam and the self study evaluation can be 
found in the Examination’s introductory material. 

� Participants may either complete the self-study exam and evaluation online at 
https://cpegrading.aicpa.org or use the paper answer sheet and evaluation forms 
included with the course materials. Participants must provide the unique serial number 
printed on the examination answer sheet. If using the paper forms, participants should 
mail the original answer sheet and course evaluation form in the pre-addressed envelope. 
Photocopies or faxes of the original forms are not acceptable. The paper grading process 
averages five to seven business days from date of receipt. During peak reporting periods 
(June, September, and December), the processing time may be 10 to 15 business days. 
Self-study participants must achieve a minimum passing grade of at least 70 percent to 
qualify for CPE credit.  
o Upon achieving a passing grade, participants receive a certificate displaying the 

number of CPE credits earned based on a 50-minute hour, in compliance with CPE 
standards. 

� If the exam is completed online, the completion certificate is provided online, 
which may be printed or saved in .pdf format. Also, the grading system 
maintains a transcript of the participants’ completed courses. 

� If the answer key is mailed in, participants receive the completion certificate 
in the mail.  

o If a passing grade is not achieved, the participants are notified. 
� If a passing grade is not achieved and the participant completed the exam 

online, the grading system provides immediate online notification of the 
score as well as instructions on how to re-take the exam. Participants who do 
not pass the online exam within three attempts must mail in the examination 
answer key.   

� If a passing grade is not achieved and the participant mailed in the exam, the 
participant is mailed a notification of the exam score and an answer sheet so 
that the exam may be re-taken. 
 

 
Program Evaluations 
The information accumulated from participant evaluation forms is an important element in our 
continual efforts to provide high quality continuing education for the profession. Participants in 
group study and other live presentations should return their evaluation forms prior to departing 
their program sessions. Self-study participants should either mail the completed evaluation 
form along with the examination answer sheet in the envelope provided, or complete the course 
evaluation online. Your comments are very important to us. 
 
Customer Service 
For help and support, including information on refund claims and complaint resolutions, please 
call AICPA Member Service at 1-888-777-7077, or visit the online Help page of the AICPA 
Store at www.cpa2biz.com. 
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Overview 

  Exhibit 0-1 

 

Rarely does a week go by without several major public pension articles appearing somewhere in the 
country. Whether you agree or disagree with the accuracy and tone of most recent pension headlines, the 
underlying message is irrefutable. Traditional public sector pensions are under greater attack and scrutiny 
than perhaps any other time in their history. As accountants who prepare and audit government financial 
statements, we must ensure that the pension numbers are fairly stated within all material respects in 
compliance with generally accepted accounting principles (GAAP). The complex and subjective nature of 
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pensions have always made this a difficult task, but with the issuance of GASB Statement No. 68, 
Accounting and Financial Reporting for Pensions—an Amendment of GASB Statement No. 27, both the complexity 
of the pension numbers and the pension’s prominence in the financial statements will be greater than 
ever before. 

This course will accomplish the following: 

 Provide a basic understanding of pensions in the public sector 
 Discuss actuarial methods and standards specifically as they relate to accounting, funding and 

auditing of pensions 
 Explain how current pension accounting is changing for governmental employers with the issuance 

of GASB Statement No. 68 
 Discuss audit approaches for the new accounting guidance included in chapter 13, “Defined Benefit 

Pension Plans (Plan and Employer Considerations)” of AICPA Audit and Accounting Guide State 
and Local Governments and related audit interpretations for defined benefit pension plans. 

NAVIGATING GASB STATEMENT NO. 68 

GASB Statement No. 68 is a 248-page document with 138 authoritative paragraphs accompanied by a 
272-question implementation guide. For the complete standard, refer to the GASB website at 
www.gasb.org and click on the Standards and Guidance link.  

Though the size of the document can be intimidating, it is important to note that a significant amount of 
this length is due to redundancy. The structure of the standard is to provide “stand-alone” guidance for 
each type of pension plan or situation. In this respect, GASB Statement No. 68 is a series of standards 
within a standard. For example, paragraphs 34, 57, and 93 all require that contributions made after the 
measurement date but before fiscal year-end be shown as deferred outflows of resources. Paragraph 34 
applies to single employer and agent plans, paragraph 57 to cost-sharing plans, and paragraph 93 to 
special funding situations. Exhibit 0-2 provides the outline of GASB Statement No. 68 by major section. 

  Exhibit 0-2  

 Paragraph 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 136-138
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A similar but more detailed structure is followed for the implementation guide as shown in Exhibit 0-3: 

  Exhibit 0-3 

 Question No. 

Overview Section  

    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 

Accounting and reporting of special funding situations 218-262 

Non-special funding situations 263-264 

Defined contribution pensions 265 

Effective date and transition 267-272 
 

This structure works well for those who need to know about only one plan type.  However, even then, 
readers should be careful to not inadvertently draw guidance from a section that does not apply to their 
plan type. For employers and auditors who are responsible for more than one plan type, they need to be 
aware that even though the requirements will seem very similar, with significant repetition between 
sections, there are key accounting and disclosure differences between plan types. When quoting 
requirements of the standard or an implementation guide question, it is imperative that the section of the 
standard applicable to that plan type be used. 

NAVIGATING THIS COURSE 

To facilitate the teaching of such a large accounting standard, this course takes the opposite approach of 
GASB Statement No. 68 by discussing the key accounting or disclosure requirements only once and then 
explaining how those requirements are applied differently between plan types. The course does not 
require a prior knowledge of public pensions or the related accounting, and is divided into five chapters: 

1. The Public Pension Environment 

2. Actuarial Methodology and Pension Accounting 

3. Accounting and Financial Reporting for Pensions 
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4. Note Disclosures and Required Supplementary Information 

5. Audit Considerations 

In addition, appendixes containing additional reference material have been provided for the participant’s 
convenience. 

The AICPA offers this course in various formats, including self-study (online and hard copy), a four-hour 
live group GASB Statement No. 68 Audit and Accounting Workshop, an eight-hour live group GASB 
Statement No. 68-In-Depth Government Pension Accounting and Auditing Seminar, and webinar 
versions of the live group sessions. The common denominator between all offerings is this participant 
manual. The self-study course will not include PowerPoint slides, and participants must pass an exam to 
receive credit. The four-hour live-group workshop contains a shorter slide deck that covers only the 
basics of the standard and the related auditing guidance. The eight-hour seminar covers more in-depth 
material, including various implementation guide and non-implementation guide issues.   
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Chapter 1  

THE PUBLIC PENSION 

ENVIRONMENT 

LEARNING OBJECTIVES 

After completing this chapter, you should be able to do the following: 

 Differentiate between defined benefit and defined contribution plans as defined by GASB Statement 
No. 68 

 Identify the GASB Statement No. 68 definition for each type of Public Employee Retirement System 
(PERS)  

Quick Reference 

Subject 
GASB Statement 

No. 68 Paragraph(s) 
Implementation 

Guide Question(s) 

Defined Benefit versus Defined Contribution 10 12–15 

Trust or Equivalent Arrangement 4, 6 10–11 

Type and Number of Plans 11–14 16–24 
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PLAN TYPES 

Whether public or private sector, pension plans can generally be divided into two basic categories: 
defined contribution and defined benefit. Both types are typically structured to meet the parameters of 
preferential tax treatment under the Internal Revenue Code, but each is unique with its own advantages 
and disadvantages. 

Defined benefit plans focus on the outputs—what the beneficiaries will receive after they retire.  
With outputs defined or “fixed,” the inputs must vary by any amount necessary in order to fulfill the 
promise of the future benefit. A typical annual retirement benefit determined under a defined benefit 
plan might be 

2 percent × years of credited service × final average salary = annual benefit at retirement 

For example, an employee with 30 years of service and a final average salary of $50,000 would receive a 
pension of $30,000 per year (2 percent × 30 years × $50,000 = $30,000). In order to fulfill this future 
commitment, the employer must ultimately comply with the following formula: 

contributions + investment return = benefits + plan expenses (C + IR = B + E) 

The major variable is contributions which may be made by the employer, employee, or both.  
If investment return is less than expected, or if either future benefits or plan expenses turn out to be 
more than expected, then typically the employer must contribute more to make up the difference. From 
this perspective, primary risk and responsibilities in a defined benefit plan rest with the employer. 

Defined contribution plans focus on the inputs what the employer, employee, or both will contribute during 
the employee’s working career. There is no guarantee of how much the employee will have upon 
retirement or whether the accumulated amount will last for the duration of the employee’s retirement. 
The contribution is made to an account controlled by the individual employee, who invests those funds 
in a variety of investment options based on the plan design and plan administrator. The employer has 
fulfilled its commitment simply by making the promised contributions. In a defined contribution plan, 
the contributions are fixed, and the outputs become the variable. 

The larger the contributions and the higher the investment return, the higher the accumulated amount 
will be upon retirement. At and during retirement, it is the responsibility of the individual employee to 
determine how much can be withdrawn from the account each month in order to provide an adequate 
retirement income without prematurely depleting retirement savings. In some defined contribution plans, 
there may be an opportunity to annuitize the accumulated balance with the plan administrator or an 
independent third party. With this one exception, virtually all risk and responsibilities in a defined 
contribution plan rest with the individual employee. 

Hybrid plans combine aspects of both a defined contribution and a defined benefit plan. Often these 
hybrids will reflect some or many characteristics of a “cash balance” or a “money purchase” plan (or 
both). In these plans, employees will contribute a percentage of their pay, which will often earn a 
guaranteed rate of return. Upon retirement, the account balance is typically converted into a plan-
financed annuity based on the cash balance and the participant’s age. 
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GASB Statement No. 68, Accounting and Financial Reporting for Pensions—An Amendment of GASB 
Statement No. 27, paragraph 10 requires that all of the following criteria be met to qualify as a defined 
contribution plan: 

 An individual account is provided for each employee. 
 The plan terms define the amount of contributions that the employer is required to make to an active 

employee’s account for the period in which the employee renders service. 
 The pension that an employee will receive will depend only on the contributions to the employee’s 

account, and the actual earnings on investments of those contributions. 

Although GASB Statement No. 68 provides great detail regarding how to classify a pension plan, the 
underlying concept of substance over form is quite simple. If the employer retains any of the risk or 
uncertainty, then the plan should be accounted for as a defined benefit plan. For example, in the hybrid 
plan previously described, several criteria, including guaranteeing the employee a rate of return 
(investment risk) and annuitizing the balance to be paid over the life of the retiree (mortality risk), would 
make the plan a defined benefit plan. 

 

Implementation Tip 

It is important to understand the impact of seemingly insignificant ancillary or add-on features 
to the main benefit formula such as “Buybacks” or Deferred Retirement Option Plans (DROP).  
These features can be added long after the main benefit formula was established and 
frequently are far more expensive than originally projected. Buybacks allow a former employee 
who has returned to employment to “buy back” previously earned service credits based on a 
set formula. DROPs are designed to retain tenured employees who could otherwise retire by 
paying the annuity they would be eligible to receive into a special account that is then 
guaranteed a fixed rate of return. When employees ultimately retire, they will receive the 
original annuity they were eligible for, plus the annuity earned through additional years of 
service and the balance of the DROP account. 

 

Type of Plan 

Inputs During 
Working 
Career 

Outputs During 
Retirement 

Primary Risk 
Taker 

Primary 
Responsibility 

Defined Benefit Variable Fixed per 
formula

Employer Employer 

Defined Contribution Fixed Variable Employee Employee 

Hybrid Varies Varies Varies Varies 
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PUBLIC EMPLOYEE RETIREMENT SYSTEMS 

In the strictest sense, a pension “plan” represents a program of benefits provided to employees for 
retirement and public employee retirement systems (PERS) represent the organization that administers 
one or more pension plans for public sector employees. In practice however, the term “plan” may be 
used to describe both the program of benefits and the organization that administers it. 

In the public sector, there are three basic categories of PERS: 

 Single employer 
 Cost-sharing multiple employer 
 Agent-multiple employer 

For GASB Statement No. 68 to apply, the PERS and related plan have to be established as a trust or 
equivalent arrangement. In other words, the contributions to the PERS must be irrevocable and can only 
be used to satisfy the purpose of the trust until all commitments have been met. In the rare situation 
when a trust or equivalent arrangement does not exist, the accounting and reporting guidance of GASB 
Statement No. 27, Accounting for Pension by State and Local Governmental Employers, continues to apply until 
GASB Statement No. 73, “Accounting and Financial Reporting for Pensions and Related Assets That Are Not 
within the Scope of GASB 68, and Amendments to Certain Provisions of GASB Statements 67 and 68” becomes 
effective for periods ending June 30, 2017 and later. 

Illustration 1-1 

 

A single employer plan has only one employer sponsoring and contributing to it. Even in this simple 
arrangement, a great deal of variation may exist. The plan may be closely controlled by the employer 
sponsor, with the governing board of the government also serving as the trustees of the plan, and the 
majority of plan administration and bookkeeping conducted by the employer or external plan 
administrator. On the other extreme, the PERS can be independently governed with trustees chosen by 
the plan participants, staffed by their own employees, operating their own accounting systems, and hiring 
their own consultants and auditors. 

TYPES OF PUBLIC EMPLOYEE RETIREMENT SYSTEMS

Single Employer Multiple Employer 
Cost Sharing 

Multiple Employer 
Agent 

Greatest number of 
plans and greatest 

degree of variation in 
governance and 
management. 

Generally statewide 
and governed by state 

statute. Large 
potential number of 

participating 
employers. 

Statewide; governed 
by state statute.  
Managed by the 

PERS but employer 
has all responsibility. 
Similar accounting to 

single employer. 
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Multiple employer PERS are generally established by state law to provide retirement benefits to either all 
government employers, certain classes of government employers (such as cities), or certain classes of 
employees (such as teachers) within a state. These multiple employer PERS are typically governed by 
state statutes that create a uniform structure and benefit design but also provide options and 
enhancements within that design. Therefore, government employers may choose the options that best fit 
their employees, their budget, or both. State statute may also provide the PERS certain leverage or 
enforcement mechanisms over employers that do not pay their required contributions, thereby potentially 
creating greater funding discipline than a single employer PERS. Multiple employer PERS also allow for 
portability of benefits, as employees can change between participating employers without any disruption 
of service credits or benefit accumulation. 

Multiple employer PERS offer tremendous economies of scale for both investment and administration. 
Regardless of type, multiple employer plans utilize a pooled investment strategy. Typically a “good” 
expense ratio for a mutual fund is less than 1 percent of the investment portfolio (or portion thereof) 
managed. Large multiple employer plans typically cover all administrative and investment expenses for 
0.10 percent to 0.20 percent of the investment portfolio being managed. The large size of the investment 
portfolio also creates access to investment options unavailable to smaller PERS. 

KNOWLEDGE CHECK 

1. Statewide multiple employer plans offer which advantage? 

a. Economies of scale 
b. Flexibility 
c. Lower contribution rates 
d. Simplicity in plan design 

Multiple employer plans can be divided into two categories, cost sharing and agent. 

Cost-sharing plans pool risks and rewards together. Whether benefits for the employees of a specific 
employer cost more, cost less, or cost about the same as the average of all participants is irrelevant. That 
employer will pay the same rate for the same plan as any other employer with the same plan. From the 
employer’s perspective, they transfer all responsibility for providing their employees retirement benefits 
simply by participating in the PERS and making their required payments. A key attribute to a cost sharing 
plan is that all assets of the plan are legally available to pay any benefits due to retirees. 

In agent plans, assets, liabilities, revenues, and expenses are segregated and tracked by individual employers. 
In many ways, agent plans function as a group of centrally managed, single employer plans. Although 
pooled investing is used, assets are still tracked and legally segregated by individual employers. In some 
cases, an agent arrangement may be utilized for active employees, but once they retire, assets and liabilities 
are pooled together into a cost sharing arrangement. This approach protects individual governments and 
particularly smaller employers from the risk that retirees may live far longer than anticipated (mortality risk). 

Number of Plans. As previously discussed, GASB Statement No. 68 takes a substance-over-form approach 
to pension accounting and reporting. This principle also applies to determining the number of plans for 
which the employer is accountable. For example, a single employer plan may have various benefit levels 
for different types of employees, such as general versus public safety employees, or employees hired 
before versus after a certain date. In such situations, if all assets of the plan are available to pay all 
liabilities of the plan, then it is considered a single plan. If, however, there is a legal segregation of assets 
by employee category or benefit level, then each segregated pool of assets must be accounted for as a 
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separate plan with a separate plan description, notes, and required supplementary information. This same 
approach applies to a single employer plan that serves the primary government and legally separate 
component units. If the component unit issues separate financial statements, the single employer plan 
would be reported as a cost-sharing plan by the component unit. 

Implementation Tip 

Public Employee Retirement Systems will often administer ancillary other post-employment 
benefits (OPEB) benefits, in addition to the pension itself. When this occurs, the following 
applies: 

 Retiree health care is always accounted for as OPEB and separately from the pension 
benefits 

 Employer accounting for other OPEB such as life insurance or disability should be 
accounted for as a pension benefit if the assets and liabilities are accounted for in the 
same trust arrangement (that is, plan) as the pension benefits. 

 Non-health care OPEB maintained in its own trust arrangement in which OPEB related 
assets are not commingled and available to pay pension related liabilities are 
accounted for as OPEB.  

DIFFERENCES BETWEEN PUBLIC AND PRIVATE SECTOR PLANS 

There are currently 3,998 public sector pension plans in the United States covering approximately  
20 million members.1 Although similar in basic structure, public sector plans can differ significantly from 
their private sector counterparts in both type and in magnitude. Generally, the private sector has moved 
away from defined benefit plans in favor of the defined contribution model and many remaining private 
sector defined benefit plans are closed to new participants. In the public sector, however, approximately 
89 percent of employees rely on defined benefit pension arrangements as their primary plan.2 

KNOWLEDGE CHECK 

2. The vast majority of public sector employees’ primary pension plans are 

a. Hybrid plans. 
b. Multiple employer plans. 
c. Defined benefit plans. 
d. Defined contribution plans. 

                                                      

1 United States Census Bureau 2012 Annual Survey of Public Pensions, State and Locally Administered Defined 
Benefit Data. 
2 Center for State and Local Government Excellence, Issue Brief-Defined Contribution Plans in the Public Sector: 
An Update, April 2014. 
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The following factors contribute to differences between retirement plans in the private versus public 
sector: 

 Personnel expense as a percentage of operating costs is often much larger in the public sector. 
Government is, at its essence, a service-based business, and with a few exceptions such as tollways or 
water-sewer treatment plants, most services provided are labor-intensive and have not been 
substantially reduced by automation. Police officers, firefighters, and teachers are examples of 
government workers who have been supplemented but not replaced by technology. For private 
sector manufacturing-type businesses, the single largest expense might be cost of goods sold or 
depreciation and cost of capital. In the public sector, the largest expense is often labor. 

 Participation in Social Security: Approximately 27.5 percent of public sector employees do not 
participate in Social Security, including teachers, police officers, and firefighters. Participation in 
Social Security also varies significantly by state, with 26 states having at least 90 percent of their 
workforce covered by Social Security. However, less than half the public sector workforce is covered 
by Social Security in California, Colorado, Louisiana, Nevada, and Texas.3 This large percentage of 
governments not participating in Social Security has fundamental impacts on public sector retirement 
plans which may be designed to serve as a substitute for Social Security benefits. In contrast, private 
sector plans are typically designed to supplement Social Security benefits. 

 Contributory versus non-contributory plans: Many public sector plans are contributory, meaning that 
the employee is required to contribute part of his or her earnings towards retirement benefits. The 
employee’s required contribution varies but is typically between 5 percent and 7 percent of pay. In 
contrast, most defined benefit plans in the private sector are noncontributory. This allows private 
sector employers to maintain much tighter control over their plans and is consistent with the private 
sector role of “supplementing” Social Security benefits. For those public sector plans designed to be 
a Social Security substitute, it is only logical that employees would be expected to contribute a 
portion of their pay to the plan the same as they would if they were participating in Social Security. 

 Earlier retirement age: A significant portion of the local government workforce consists of police 
officers and firefighters. These professions are inherently stressful and physically demanding; 
therefore, these employees are required to retire at a much younger age than other government 
employees. For example, it would not be reasonable to expect a 65-year-old police officer to wrestle a 
teenage gang member to the floor. Likewise, a firefighter of the same age would likely find it difficult 
to enter a burning building and run upstairs wearing 80 pounds of bunker gear and equipment. 

 Regulation and oversight: Private sector plans are heavily regulated by the Employee Retirement 
Income Security Act of 1974 (ERISA) and are insured by the Pension Benefit Guaranty Corporation 
(PBGC).4 ERISA provides protections to private sector employees including strict funding and 
actuarial amortization standards. No equivalent regulations exist for public sector plans, which 
highlights the importance of funding policies and the underlying financial strength of the sponsoring 
government. 

 Independently governed and managed PERS: In the private sector, the plan sponsor’s board of 
directors often serves as the board of trustees for the plan and the plan records are maintained by 
corporate accounting personnel with the assets being held in trust. In contrast, the board of a public 
sector PERS typically has employees serving as trustees who often compose at least a majority if not 
the entire board. Single employer plans may have their own staff (separate from the plan sponsor), be 
located in separate facilities, and utilize completely independent accounting systems. This level of 
independence and separateness is even greater for multiple employer plans. The self-reliance and 
independent operation of public sector PERS lead to less understanding of and involvement in the 

                                                      

3 Internal Revenue Service, Federal-State Reference Guide Publication 963 (revised 11-2014). 
4 The Employee Retirement Income Security Act of 1974 (ERISA) is a federal law that sets minimum standards for 
most voluntarily established pension and health plans in private industry to provide protection for individuals in 
these plans. 
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PERS operations on the part of management and governing bodies of governments participating in 
PERS. 

Implications of these differences must be considered by both preparers and auditors of financial 
statements of government pension plans and the employers sponsoring defined benefit plans 
administered through trusts. The following summarizes the most significant of these differences: 

 Pension assets and liabilities of public sector plans are far more likely to be material to the 
sponsoring government’s financial statements than their private sector counterparts. 
Nonparticipation in Social Security, employee contributions, and earlier retirement age all contribute 
towards higher pension benefits. This, combined with the high percentage of personnel-related 
expenses incurred by governments, can create a very material financial commitment for the employer 
sponsor. 

 Though the government plan sponsor’s commitment to the plan can be managed through strong 
funding policies and sustained funding discipline over time, the lack of uniform and strict federal 
regulation over public sector plans make this a state and an individual government issue. 

 The independence of PERS operations from those of the government plan sponsor creates 
accounting and financial reporting issues for plan sponsors and their auditors. The sponsoring 
government may have very little first-hand knowledge of how pension amounts are calculated or 
controls over the census data used in these calculations. 

KNOWLEDGE CHECK 

3. What is NOT a reason that public sector plans often provide greater benefits than private sector 
plans? 

a. Public sector plans often serve as a replacement for Social Security. 
b. Public sector plans are typically noncontributory. 
c. Public sector plans are often designed for earlier retirement ages. 
d. Public sector plans are typically contributory. 

CURRENT STATE OF PUBLIC PENSIONS 

As described in the Course Overview, recent headlines regarding public pensions have been frequent and 
often less than complimentary. Both the scrutiny and criticism of public sector plans accelerated 
following the sharp stock market declines of 2008–09. As discussed in the “Actuarial Methodology and 
Pension Accounting” chapter, investment return is a significant component of the pension expense and 
related liabilities formulas and can be the single largest source of funds to pay benefits. 

In recent years, pension administrators have been grappling with these stock market downturns that 
caused many to question if plans are using inappropriately high expected rates of return. Illustration 1-2 
presents the following key points relating to public sector plans and rates of return on plan assets.5 

                                                      

5 2012 Public Funds Survey published by National Association of State Retirement Administrators (NASRA), 
December 2013. 
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 The scale is in the trillions of dollars demonstrating the huge impact of public pensions on the 
national economy. 

 The ratio of the actuarial value of plan assets to the actuarial value of the related liabilities has been 
steadily declining in recent years to the current level of 71.8 percent. This represents the seventh year 
in a row of declining funded status. 

 Although plan assets have held relatively steady, liabilities have grown quickly, contributing to the 
decline in the aggregate funding ratio. 

Illustration 1-2 

 

The response to the declining funding status has been swift as 48 states between 2009 and 2013 revised 
their plans. In 2013 alone, 216 bills were considered in 45 states.6 Approaches taken by states vary but 
generally fall into one or more of the following broad categories: 

 Structural Changes: These include eliminating or reducing cost of living adjustments (COLA) for 
retirees or changing the benefit formula. 

 Increasing Employee Contributions: As risks and employer-required contributions have increased, 
employees are increasingly expected to contribute a larger portion of their salaries toward their 
retirement. 

 Higher Age and Service Requirements: Employees are being asked to work longer before retirement 
thereby reducing the length and the size of benefits paid upon retirement. 

                                                      

6 National Conference of State Legislatures (NCSL) Legislative Summit. 
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Many of the changes plan sponsors made over the last few years will be applicable only to employees 
who join the government after a certain date. This concept is known as a “benefit tier.” Some 
governments will have as many as three or four tiers of benefits as past reforms have not had the desired 
effect. The consideration of legislation and of multiple tiers increases the scrutiny of (and reliance on) the 
pension calculations and resulting amounts. 

In addition, the existence of tiers creates the “number of funds” issue and care must be taken to 
understand the underlying substance and legal restrictions included in the plan documents. Certain of 
these benefit changes may also be facing legal challenges and auditors should be cognizant of the 
uncertainty surrounding the changes and how that might affect the accounting treatment. 

There have also been several recent high-profile municipal bankruptcies in which pension obligations 
were cited as at least a contributing factor to the declaration of bankruptcy. Several key pension-related 
issues raised by the bankruptcies include the following: 

 The ability of the employer to modify existing benefit arrangements. 
 The priority of payment for pension versus creditor obligations. 

These questions will ultimately be answered by the courts. Plans, plan sponsors, and their auditors should 
be cognizant of any cases in their state as well as others that may ultimately impact plans and their 
funding status. 

The Securities and Exchange Commission (SEC), recognizing the significance of pensions on a 
government’s financial position, has initiated several recent enforcement actions against both states and 
municipalities. A quote from a recent press release states: 

“Elaine Greenberg, chief of the SEC’s Municipal Securities and Public Pensions Unit, added, 
‘Regardless of the funding methodology they choose, municipal issuers must provide accurate 
and complete pension disclosures including the effects of material changes to their pension 
plans. Public pension disclosure by municipal issuers continues to be a top priority of the unit.’”7 

CONCLUSION 

Public sector pensions are a $3 trillion industry that is subject to a great deal of media, taxpayer, investor, 
and legislative scrutiny. The transition to new accounting and reporting standards by public sector 
pension plans and their sponsors will add to the financial reporting and auditing-related risks. Plans, plan 
sponsors, and their auditors will need to carefully consider the impact of these new standards on financial 
reporting as well as the need for related controls and procedures to reduce any risk of material 
misstatement.  

                                                      

7 Securities and Exchange Commission press release 2013-37. 
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Chapter 2  

ACTUARIAL METHODOLOGY  
AND PENSION ACCOUNTING 

LEARNING OBJECTIVES 

After completing this chapter, you should be able to do the following: 

 Recognize basic actuarial theory as it relates to funding and current practice under GASB Statement 
No. 27, including:  

o Actuarial Standards of Practice (ASOPs) versus generally accepted accounting principles 
(GAAP) 

o Actuarial methods, including assumptions 
o The nature of unfunded liabilities 

 Recognize actuarial methodology now required by GASB Statement No. 68: 
o New terminology 
o Limits placed on actuarial theory 
o Basic actuarial concepts, including total pension liability, fiduciary net position, and net 

pension liability 
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Quick Reference 

Subject 
GASB Statement  

No. 68 Paragraph(s) 
Implementation 

Guide Question(s) 

Defined Benefit Single and Agent 
Employers—Actuarial Methods 

22–32 37–38, 45–68 

Defined Benefit Cost Sharing  
Employers—Actuarial Methods 

60–70 123–124, 152–174 

INTRODUCTION 

Defined benefit plans present a special accounting challenge in that the benefits are earned over the 
employee’s working career but will not be paid until a retirement that can span many decades. To resolve 
this challenge, accounting turns to actuarial science. 

Actuarial science is the discipline that applies mathematical and statistical methods to assess and 
quantify financial risk. Actuarial science includes a number of interrelated subjects – including 
probability, mathematics, statistics, finance, economics, financial economics, and computer 
programming. 

An actuary who is authorized to sign actuarial certification letters for pension or other post-employment 
benefit plans (OPEB) will be either an enrolled actuary (EA), associate, or a fellow of the Society of 
Actuaries (ASA or FSA). Actuaries are specifically recognized by AU-C section 620, Using the Work of an 
Auditor’s Specialist (AICPA, Professional Standards), as an example of a specialist. 

Many public sector pension plans employ consulting actuaries who prepare formal actuarial valuations in 
accordance with Actuarial Standards of Practice (ASOP) which are accompanied by an actuarial 
certification letter. First and foremost, actuaries are consultants to plan management. 

Historically, the primary focus of the actuarial valuation of a public sector plan was to determine funding 
levels rather than to provide information for financial reporting. Under GASB Statement No. 27, 
Accounting for Pensions by State and Local Governmental Employers, the same valuation was able to serve both 
purposes. With the implementation of GASB Statement No. 68, Accounting and Financial Reporting for 
Pensions—an Amendment of GASB Statement No. 27, actuaries will need to prepare a separate actuarial 
valuation of public sector plans for the sole purpose of financial reporting by the plan and the plan 
sponsor. 

This chapter will start by describing the basic actuarial theory behind pension valuations including the 
standards used for an actuarial valuation performed under the requirements of GASB Statement No. 27. 
Most governments will continue to have a funding valuation performed in order to set an actuarially 
determined contribution (ADC) and it is important to understand both the basis and effectiveness of that 
valuation. The discussion will then move to the specific actuarial requirements of GASB Statement No. 
68. ASOP provides a great deal of flexibility in an actuarial valuation; however, though GASB Statement 
No. 68 (with a few exceptions) falls within standard actuarial practice, it is also very prescriptive and 
offers very few choices in methodologies. 
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ACTUARIAL THEORY AND CURRENT ACCOUNTING 

Project Discount Allocate (PDA): The Actuarial Secret Code 
A healthy pension plan is undergoing constant change. Employees retire, new employees are hired, others 
quit but are not yet eligible for benefits, and promotions as well as pay raises are granted. From an 
actuarial perspective, as long as the plan is open to new hires, it is virtually “perpetual” and will span 
many decades and even centuries. Actuarial best practice is to “pre-fund” the benefits over the 
employee’s working career. Pre-funding offers several of the following advantages: 

 Affordability. Prefunding makes pensions more affordable as the investment return on a pension 
portfolio should grow faster than the rate of inflation. In a well-funded pension plan 65 percent to  
75 percent of the payments to beneficiaries will come from investment return rather than 
contributions. 

 Level Percent of Payroll. A key goal of most actuarial valuations is an approximately level contribution as 
a percentage of payroll either over time or from generation to generation. The philosophy here is 
both predictability for budget purposes and a gauge of affordability. If an employer can afford  
10 percent of payroll today, then the employer should be able to afford 10 percent next year or  
10 years from now. 

 Reduction or Elimination of the Probability of Ruin. Actuaries define what they call the probability of ruin as 
the possibility that future cash outflows may exceed future cash inflows so that the plan runs out of 
money and is unable to pay benefits. Prefunding provides a cushion for the inevitable volatility of 
investment return and possible spikes in future benefit payments. 

KNOWLEDGE CHECK 

1. Which is NOT an advantage of prefunding a defined benefit pension plan? 

a. Higher benefits. 
b. Affordable benefits. 
c. Level contribution rates. 
d. Ability to weather unexpected events. 

In order to measure its success in prefunding a constantly changing and evolving pension plan, actuaries 
perform periodic valuations as of a specific valuation date. Even valuations of plans with thousands of 
employees are based on individual plan participants and where they are on their journey to retirement. 
Collectively all this information on individual plan participants such as hire date, years of service, current 
age, salary, and so on is known as census data. 

For plan participants, active employees, actuaries will Project future benefit payments upon retirement 
based on the individual’s census data, Discount those future payments to the day of retirement, and 
Allocate the amount needed at retirement (while continuing to discount) to the individual years making 
up an employee’s career. 

This process can best be shown through illustration. Illustration 2-1 provides the basic assumptions for 
our model employee “Joe the Firefighter” and illustration 2-2 demonstrates the process used for 
Projecting, Discounting, and Allocating the future payments to each year of Joe’s working career. 
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Illustration 2-1 

 

 

Illustration 2-2 

 

In illustration 2-2, the actuary projected Joe’s future benefit payments using a set of assumptions and 
then discounted those future payments back to the projected date of retirement. The discount rate used 
typically is the long term rate of return on investments. Once the actuary knows the “target” amount 
needed upon retirement, he or she will discount and allocate that amount to the various years of service 
using one of six acceptable actuarial methods. As described in the illustration, at the end of Joe’s 30-year 
working career, each actuarial method will arrive at the same point. However, each method will take a 
different route because some back-load costs, others front-load costs and several strive for a relatively 
even contribution rate over time.  
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In illustration 2-2, each hash bar represents a year of service with the box labeled “APV” representing 
actuarial present value, or the present value of the benefits accrued to date. The gray hash bars to the left 
of the APV represent the costs attributed to prior years of service. Actuaries refer to this as prior service 
cost. To the right of the APV is future service cost, which is the portion of Joe’s retirement that he has not yet 
earned. The single hash bar immediately to the right of the APV is known as the normal cost or the amount 
of benefits that Joe is expected to earn in the upcoming year. The aggregate APV for all plan participants 
(active and inactive employees and retirees) with certain group assumptions applied such as turnover or 
withdrawal rates is the actuarial accrued liability (AAL) for the plan. 

Illustration 2-3 shows the contribution patterns for the two most commonly used actuarial methods, 
entry age and projected unit credit (PUC). The most commonly used actuarial method for funding 
purposes is entry age, which utilizes a relatively even contribution rate over time. The second most 
common is projected unit credit, which recognizes that the time value of money begins low and gradually 
increases the contribution rate as years of service and age increase. 

Illustration 2-3 

 

Unfunded Liabilities, Annual Required Contributions, and Amortization 
The AAL is compared to the actuarial assets available to pay those liabilities. Actuarial assets smooth 
changes in fair value over time in order to reduce volatility and can be either more or less than the fair 
value of assets. The difference between the AAL and the actuarial assets is known as either the unfunded 
actuarial accrued liability (UAAL) or the overfunded actuarial accrued liability (OAAL). UAALs are far more 
common than OAALs and occur for the following reasons: 

 Granting retroactive benefits. This may occur when the plan is first established, when benefits are 
increased from their previous level, or when a cost of living adjustment (COLA) that was not part of 
the plan benefits, and therefore not included in the projection of benefits, is granted to retirees. 

 Assumptions different from actual. No one can predict the future with complete accuracy. If actual is 
worse than the assumption, there is an actuarial loss and if actual is better than the assumption, there is 
an actuarial gain. 

 Assumption changes. Actuaries view assumptions as a long-term projection knowing that in any 
individual year, actual results might be much higher or lower than the assumption but still perform 
near the assumption over time. Accordingly, actuaries are hesitant to change an assumption based on 
one or two years of history but often view a period of approximately five years as an appropriate time 
to reassess assumptions. When an experience study is performed and the decision to change 
assumptions is made, actuarial losses may result. 

 Interest. Time value of money is inherent in actuarial methodology and begins with the expected long-
term rate of return (LTRoR). This same rate is used to discount the future benefit payments. With an 
unfunded liability, the money is not available to invest so the employer must make up the forfeited 
rate of return by paying the same rate of interest on the unfunded liability. As discussed in the next 
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section, many actuarial amortization methods allow negative amortization. As a result even if the 
contribution to the plan includes full amortization of the liability, the unfunded liability may increase.  

 Not paying the annual required contribution (ARC). The term ARC was defined by GASB Statement  
No. 27 as the actuarially calculated contribution that meets the parameters set by the standard.1 If an 
employer does not contribute the ARC to the plan, unfunded liabilities are likely to occur. 

The ARC, which is typically expressed as a percentage of payroll, consists of two components: 
normal cost and prior service cost. The normal cost is the present value of the benefits earned in the 
upcoming year. The prior service cost is the amortization of the unfunded liability. For example, an ARC 
of 14 percent might consist of normal cost of 9.5 percent and prior service cost of 4.5 percent. 
Dividing the rate into the two components highlights the ongoing cost of the plan as compared to 
“the cost of falling behind.” 

KNOWLEDGE CHECK 

2. The unfunded actuarial liabilities under GASB Statement No. 27 or actuarial funding methodology 
represent 

a. Actuarial accrued liability, less market value of assets. 
b. Actuarial accrued liability, less fiduciary net position. 
c. Actuarial accrued liability, less actuarial value of assets. 
d. Total actuarial liabilities, less smoothed value of assets. 

The prior service cost amortization contributions consist of two components, (1) amortization of the 
unfunded liability and (2) related accrued interest. Actuaries utilize two basic types of amortization: 

 Level dollar amount (LDA) amortization is similar to a fixed-rate mortgage. The contribution stays the 
same over the life of the amortization period but in the early years the contribution is almost entirely 
interest and a small amount of amortization of the unfunded liability. Over time as the unfunded 
liability is reduced, interest decreases and the amount of each contribution repaying the unfunded 
amount grows. 

 Level percent payroll (LPP) expresses the payment not as a dollar amount but in terms of payroll.  
For example, a 2 percent LPP amortization and a $10 million annual payroll would produce a 
$200,000 amortization payment for the year. A stated goal of most plans, as indicated in actuarial 
certification letters, is to contribute a level percent of payroll over time; therefore, many plans 
currently use this method. 

The other factor behind LPP’s popularity is that it allows very small contributions in the early years 
due to the assumption that payrolls will grow over time. If the previously mentioned $10 million 
payroll was expected to grow at an annual rate of 4 percent, it would have grown to just under  
$22 million in 20 years and in 30 years, it would be approximately $32.5 million. For a 30-year 
amortization period, 2 percent LPP would generate $200,000 in year 1 and $650,000 by year 30. This 
growth in contributions means that the first-year contribution will typically be less than the interest 
accruing on the unfunded liability. Therefore, the liability will actually increase for a period of time 
until the contribution has grown enough to cover current interest on the unfunded liability and to 

                                                      

1 Once GASB Statement No. 27 is replaced by GASB Statement 68, the term “ARC” will no longer be used and 
actuarial contributions or actuarially determined contributions will be used instead. 
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begin amortizing the unfunded liability (which includes accrued interest). This is referred to as 
“negative amortization.”  

The amount and number of years of negative amortization will increase with longer amortization 
periods and higher payroll growth assumptions. The general rule of thumb is that any LPP 
amortization of 20 years or greater will have at least one year of negative amortization. Thirty-year 
LPP amortization with 4 percent payroll growth can result in negative amortization in the first 9 
years and not drop back below the original amount being amortized until year 17, meaning 100 
percent of the amortization of the liability takes place in the last 14 years. 

Another actuarial twist to amortization is the concept of “open” or “rolling” amortization.  
This technique resets the amortization period each year so that the plan is always in year one of the 
amortization period. Although open amortization has the advantage of creating only one amount to 
amortize each year, it has the distinct disadvantage of creating perpetual amortization (the original 
unfunded liability is never fully funded) or perpetually negative (the unfunded liability is allowed to 
grow due to negative amortization). Open amortization may be appropriate for OAAL situations as it 
will keep the contribution rate higher and slow the drawdown of the overfunded amounts. 

Actuarial Standards of Practice Including Assumptions and GASB 
Significant differences exist in philosophy between ASOPs and GAAP. ASOPs are principles based and 
intentionally written to allow for a great deal of flexibility; thus, actuaries can better serve and 
accommodate plan management. ASOP do identify or require disclosures for an actuarial valuation, 
including cautions about risk and uncertainty. 

It is not unusual for ASOP to use multiple terms for the same concept, whereas GAAP terms tend to be 
more tightly defined and used uniformly. ASOP do not specify a uniform format for an actuarial 
certification letter and it is not unusual to see different language used not only between actuaries and 
actuarial firms but also between different offices of the same actuarial firm. ASOP also allow a great deal 
of latitude in two key areas: 

 Assumptions. The one thing that we know about predicting the future is that we will be wrong. 
Therefore, the most reasonable assumption is one that has an equal probability of being either high 
or low in any given year. Actuaries define this as the 50th percentile. ASOP No. 27, Selection of 
Economic Assumptions for Measuring Pensions Obligations, currently provides that for an assumption to be 
reasonable, it must be more likely to occur than not. Although not specifically stated in the standard, 
actuaries interpret this as the middle 50 percent, or in other words, from the 25th percentile to the 
75th percentile. In September 2013, the Actuarial Standards Board issued a revised version of  
ASOP No. 27 that is effective for valuations with a measurement date on or after September 30, 
2014. The revision replaces the “more likely than not” criterion with a series of criterion including  
“no significant bias” and disclosure of prescribed assumptions (dictated by others).2 

 Amortization. ASOP do not require any maximum amortization period. In contrast, GASB Statement 
No. 27 limited amortization to 30 years while permitting both LDA and LPP as well as open 
amortization. As discussed later in this chapter, GASB Statement No. 68 prescribes specific 
amortization periods for specific circumstances so that very little judgment will be required. 

                                                      

2 In developing specific assumptions, the revised ASOP No. 27 requires the actuary to follow a general process of 
1) identifying the components of the assumption; 2) evaluating relevant data; 3) considering specific and general 
factors related to the measurement; and 4) selecting a reasonable assumption.  
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Actuarial assumptions, however, will be an issue for the auditor, as AU-C section 620 requires the auditor 
to evaluate whether the findings of management’s specialist support the related assertions in the financial 
statements. Auditors may also find it necessary to use or engage their own actuary to assist in this 
process. It is clear that the audit concepts of materiality, performance materiality, and tolerable 
misstatement may not always reconcile with an actuarial assumption that has a 75 percent probability of 
producing an actuarial loss in any given year. 

What is not known is how much or how quickly the revisions to ASOP No. 27 will alter current actuarial 
practice. GASB Statement No. 67 is effective for plans with fiscal year-end of June 30, 2014 and forward, 
so it will be possible for some plans and their employers to implement GASB Statement  
Nos. 67 and 68 under the old guidance. 

KNOWLEDGE CHECK 

3. Which statement is NOT accurate regarding differences between actuarial standards of practice 
(ASOP) and generally accepted accounting principles (GAAP) or generally accepted auditing 
standards (GAAS)? 

a. GAAP related to pensions tends to be more prescriptive whereas ASOP provides the 
actuary a great deal of flexibility in applying the standard. 

b. The focus of ASOP is funding, not financial reporting. 
c. Reference to ASOP is not included in the actuarial certification letter. 
d. ASOP does not specify uniform formats for actuarial reports. 

GASB STATEMENT NO. 68 LIMITS ACTUARIAL ALTERNATIVES 

A Significant Change in Approach 

Illustration 2-4 

This Is Not Your Father’s Pension Standard 

 GASB 27 GASB 68 

Number of Pages 142 248

Number of Authoritative Paragraphs 34 131

Pages Describing Required Notes 2 15

Pages Describing RSI 1 8
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Illustration 2-4 (continued) 

This Is Not Your Father’s Pension Standard 

 GASB 27 GASB 68 

Number of Actuarial Methods Allowed 6 1 

Number of Amortization Methods Allowed Hundreds 1 

Frequent Changes in Amortization or Discount Rate? No Yes

GASB Statement No. 27’s funding-friendly approach relied heavily on actuarial practice and provided 
only a few limits on those practices. Its flexibility was also a weakness, as it was possible for employers to 
pay the full ARC while the UAAL grew every year. When this occurred, reported pension expense was a 
poor measure of the true cost of the benefits provided. 

GASB Statement No. 68, in contrast, distances itself from funding and concentrates primarily on 
financial reporting. It is a much more prescriptive standard, providing basically one actuarial 
methodology for measuring, reporting, and disclosing pension expense, liabilities, and other related 
amounts. GASB Statement No. 68 is also much more complex than its predecessor standard. In order to 
avoid confusion, GASB Statement No. 68 creates new terminology for basic actuarial concepts to 
indicate that the pension-related amounts were prepared in accordance with the methodology delineated 
in the statement. For example, the term “AAL” under GASB Statement No. 27 is replaced with a new 
measure called the “total pension liability” (TPL) under GASB Statement No. 68. 

Implementation Tip 

Care should be taken in choosing the initial measurement date, as GASB requires the same 
date to be applied consistently from year to year. 

Timing and Frequency of Valuations 
For funding purposes, an employer will want to know the amount of the required contribution several 
months prior to the beginning of its fiscal year so that it can be incorporated into its budget. Under 
GASB Statement No. 27, it was not unusual to have actuarial valuations performed a significant amount 
of time prior to the beginning of the employer’s fiscal year. Given GASB Statement No. 68’s focus on 
the recording of the net pension liability (NPL) and pension expense in the government’s financial 
statements, it would be logical for the valuation date to be the same as the government employer’s fiscal 
year-end. However, given the structure of independent and multiple employer plans and the time 
involved in performing actuarial valuations, this is not practical because such a requirement could delay 
issuance of the government’s external financial statements. 
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GASB Statement No. 68 (paragraph 22) requires the measurement date (of the employer’s NPL) to be no 
earlier than the end of the employer’s prior fiscal year and consistently applied from period to period. For 
example, if an employer has a December 31, 2015, fiscal year-end, the measurement date could be as early 
as December 31, 2014. 

Illustration 2-5 

 

KNOWLEDGE CHECK 

4. The measurement date of GASB Statement No. 68 

a. Must be the employer’s year-end. 
b. Can be the employer’s year-end. 
c. Is synonymous with the valuation date. 
d. Must the plan’s year-end. 

Ideally a pension plan would have annual actuarial valuations, but biennial actuarial valuations are 
permitted. In the case of biennial actuarial valuations or multiple-employer agent plans with various fiscal 
year-ends, it may be necessary for the employer’s measurement date to be different than the date of the 
underlying actuarial valuation. GASB Statement No. 68 permits the use of update procedures to roll 
forward the actuarial valuation (of the plan) to the measurement date (of the employer). In no 
circumstances can the employer use update procedures unless the actuarial valuation date is no more than 
30 months and 1 day earlier than the employer’s most recent fiscal year-end. 

Professional judgment will be required to determine the type and extent of the update procedures to roll 
forward the actuarial valuation to the measurement date. Special consideration should be given to 
changes in fiduciary net position due to investment results and the impact they have on the discount rate. 
In cases of significant changes from the actuarial valuation date to the measurement date, consideration 
should be given to whether a new valuation is warranted. 
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IMPLEMENTATION TIP 

When applying update procedures to roll forward an actuarial valuation, actuaries are not 
required to estimate the actuarial gains and losses from liability assumptions being different 
from actual. As there will always be differences between assumptions and actual, a valuation 
showing zero gains and losses for the year is based on updating procedures. For 
implementation, some actuaries have chosen to perform a beginning balance actuarial 
valuation and then roll forward the valuation to the measurement date, resulting in only a 
deferred inflow of resources or deferred outflow of resources related to investment return. This 
practice will also increase volatility in the year a valuation is performed. 

Selection of Assumptions 
With a few exceptions which include projection assumptions and selection of a discount rate (discussed 
later in the chapter), GASB defers to ASOP regarding the selection of assumptions. The pension plan, 
the employer, and any non-employer governmental entity that makes contributions to the pension plan 
should use the same assumptions when measuring similar or related pension information. 

Table 2-6 lists the typical assumptions used in a defined benefit pension valuation. 

Illustration 2-6 

Typical Assumptions 

Economic Demographic 

Investment Return Retirement Rates

Inflation Disability

Salary Progression (promotion, step or pay 
increase) 

Turnover/withdrawal 

Covered Payroll Growth Rate Mortality

Participant Growth Rate Mortality Improvements
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Illustration 2-7 lists and compares the new GASB Statement No. 69 terminology to traditional actuarial 
terms. 

Illustration 2-7 

Actuarial Terminology: GASB 27 vs. GASB 68 

GASB 27 GASB 68 Definition–GASB 27 Definition–GASB 68 

Actuarial 
Accrued Liability 

Total Pension 
Liability 

PV of projected 
benefits accrued to 
date using one of six 
methods 

Same, but strictly 
defined using Entry 
Age Normal and new 
discount rate 
methodology 

Market Value of 
Assets 

Fiduciary Net 
Position 

Market value of 
investments 

Pension plan equity 
(includes investments 
at fair value) 

Actuarial Value 
of Assets 

N/A Smoothed value of 
assets

N/A 

Unfunded 
Actuarial 
Accrued Liability 

Net Pension 
Liability 

Actuarial Accrued 
Liability—Actuarial 
Value of Assets

Total Pension 
Liability—Fiduciary 
Net Position 

Discount Rate Discount Rate or 
Single Blended 
Rate 

Long-Term Rate of 
Return 
(LTRoR)

LTRoR or 
Combination of LTRoR 
and AA Municipal rate

Normal Cost Service Cost PV of the benefit 
earned in the upcoming 
year

Same but using GASB 
68 methodology 

Allocation 
Method 

Attribution 
method 

Process of spreading 
future payments among 
periods of service—six 
allowed

EAN required 

KNOWLEDGE CHECK 

5. How many actuarial methods are allowed under GASB Statement Nos. 27 and 68 respectively? 

a. 5 and 1. 
b. 5 and 2. 
c. 1 and 6. 
d. 6 and 1. 
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Projection of Benefit Payments 
Projected benefit payments should include all benefits to be provided to all plan members (active, 
inactive, and retired) through the pension plan in accordance with benefit terms and any additional legal 
agreements that are in effect at the measurement date. Projected benefit payments should include COLAs 
or other post-employment changes that are automatic and also ad hoc to the extent that they are 
considered substantively automatic. 

Considerations relevant in determining whether COLAs and other changes are substantively automatic 
include the following: 

 Pattern (historically) of granting the COLA or change 
 Consistency in the amounts of the changes or in their relationship to inflation indexes 
 Consideration of whether there is evidence to indicate that the changes may not be granted in the 

future. 

The substantively automatic provision represents a significant restriction on current actuarial practice and 
may cause many employers currently granting informal ad hoc benefits to either include these COLAs in 
the benefit projections or take appropriate action to make it clear that the historic ad hoc pattern of 
granting COLAs will not continue. 

In addition, projection of benefits should include projected salary changes if the benefit formula 
incorporates future compensation levels. Projections should also take into account future service credits, 
both for determining an employee’s probable eligibility for benefits and for determining the size of those 
benefits. These factors are common in defined benefit plans and are described in chapter 1, “The Public 
Pension Environment,” when the annuity is determined by multiplying years of credited service by a final 
average salary. 

In certain situations, the plan may choose to satisfy its obligation to make future payments through 
purchase of an allocated insurance contract, also known as an annuity contract. If the allocated insurance 
contract meets certain criteria specified by GASB Statement No. 68, the future payments made by the 
annuity contract are to be excluded from the projection of future benefits. 

Discount Rate 
The single biggest assumption that impacts the TPL is the discount rate. This is because the TPL 
represents the present value (PV) of projected future benefit payments spanning many decades. Even a 
small change in the discount rate may have a significant impact on the PV of a benefit payment that will 
be made 20 or 30 years in the future. There is an inverse relationship between discount rate and present 
value when measuring liabilities. The higher the discount rate, the lower the PV of the discounted 
liability. Conversely, the lower the discount rate, the higher the PV of the liabilities. 

Historically, actuaries have used the expected LTRoR as the discount rate when calculating the PV of 
future benefit payments. GASB, in their deliberations that led to the issuance of GASB Statement Nos. 
67 and 68, identified the following primary criteria to be considered when selecting the discount rate: 

 The LTRoR assumption used should be reflective of the composition of the investment portfolio. In 
other words, a very conservative portfolio consisting of a high percentage of highly rated fixed 
income investments with the remainder in domestic equities would not be expected to yield as high a 
return as a more diversified and (therefore potentially) much riskier portfolio. Published guidelines 
exist that can provide expected returns by asset class. 

 Use of LTRoR is only appropriate when there are plan assets available for investment. 
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To the extent that plan assets are not projected to be sufficient to pay benefits, a yield or index rate for 
20-year tax exempt general obligation municipal bonds with an average rating of AA/Aa or higher is used 
to discount the projected unfunded benefits. 

The resulting actuarial present value amounts are used to determine what single blended rate would have 
created the same actuarial present value of the projected benefits calculated using the two separate 
discount rates. Though entirely logical, the blended rate adds an element of complexity to the actuarial 
valuation. The actuary must perform cash flow projections in accordance with the requirements of GASB 
Statement No. 68 which sets certain restrictions on what can be considered as a future cash inflow. These 
restrictions prohibit actuaries from considering any future service cost contributions for or from future 
employees. Only the projected prior service contribution for future employees can be included in the 
projected cash inflows. For example, if an employee earning $70,000 per year is expected to retire in year 
2 of the cash flow projection and the employer contributes 15 percent of salary consisting of 10 percent 
normal cost and 5 percent prior service cost, the actuary would project cash inflows in year 1 of $10,500 
for the current employee and cash inflows in year 2 of $3,500 for the employee’s replacement. 

As a result of these limitations, projected cash inflows will decrease over time as active employees retire 
and because the service cost contribution for new employees may not be included in the cash flow 
projections. Cash outflows, on the other hand, will generally increase over time as active employees retire 
and begin receiving benefit payments. 

Illustration 2-8 shows a typical cash flow pattern. 

Illustration 2-8 

 

One complexity of the single blended rate is that it must be recalculated every year and is therefore likely 
to change annually. For example, in a year of a 20 percent investment return, the single blended rate may 
increase significantly because of increases in the beginning fiduciary net position. In such circumstances, 
the higher beginning fiduciary net position will increase the number of years the plan is projected to have 
plan assets adequate to cover projected benefit payments. Conversely, in a year of a 20 percent 
investment decline, the single blended rate may fall sharply due to a decrease in the beginning fiduciary 
net position and decrease in the number of years the plan is projected to have assets to cover benefit 
payments. Required use of the single blended rate will also promote “synchronized volatility,” which will 

Remaining FNP Balance
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result in extreme movement in both the net pension liability and in pension expense. In the first example, 
the higher than expected investment return increases fiduciary net position which in turn decreases net 
pension liability. It also results in a higher single blended rate which in turn reduces the total pension 
liability, also reducing that year’s net pension liability. 

Attribution Method 
The beginning of this chapter mentioned that GASB Statement No. 27 allows the use of six different 
actuarial methods to project future benefit payments.3 GASB Statement No. 68 requires use of entry age 
normal (EAN). EAN is commonly used by public sector pension plans, as it provides a very level service 
cost as a percentage of payroll. The second most common actuarial method used is projected unit credit 
(PUC), which is not permitted under GASB Statement Nos. 67 and 68. Switching from the PUC to the 
EAN method will result in a higher TPL than if the TPL were calculated using the PUC method. 

Cost Sharing Plans 
As discussed in chapter 1, cost sharing plans share all assets and liabilities between all plan participants. 
An adverse or positive experience in one member government affects all other plan participants. In cost 
sharing plans, the actuarial methodology is the same as described previously. GASB Statement 68 uses 
the term “collective net pension liability” to signify that this is the NPL for the cost-sharing plan as a 
whole. As discussed in chapter 3 of this course, GASB requires that the collective NPL be allocated to all 
cost-sharing member governments based on their proportionate share. 

Implementation Tip 

The single blended rate can generally be avoided through a strong funding policy that: 

 Utilizes shorter, closed amortization periods that contain little or no negative 
amortization for determining the prior service portion of the actuarially determined 
contribution. 

 Establishes a history of always contributing the actuarially determined contribution 
(ADC). 

Actuarial Communications,4 Principals, and Intended Users  
A pension plan will hire an independent auditor to audit its financial statements but a consulting actuary to 
prepare its actuarial valuations. The differences in these two terms point to a major philosophical 
difference that employers and their auditors should consider when reading the certifications attached to 
actuarial valuations and determining the degree of reliance that they can place on that certification.  
Consulting actuaries are not required to be independent from the plan they are preparing a valuation for 
and the Society of Actuaries Code of Professional Conduct does not distinguish between actuaries who 
are employees of the plan versus consulting actuaries.5 A client or employer is defined as a “principal” in 

                                                      

3 The six methods are entry age normal, frozen entry age, attained age, frozen attained age, projected unit credit, and 
aggregate.  
4 Actuarial certifications and the related valuation are collectively referred to as an “Actuarial Communication” in 
the ASOPs. 
5 The Society of Actuaries Code of Professional Conduct can be found at  
https://www.soa.org/About/Membership/about-code-of-professional-conduct.aspx 
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ASOP No. 1, Introductory Actuarial Standard of Practice, with the code of conduct utilizing that same 
definition.6 ASOP No. 41, Actuarial Communications, defines an intended user as “Any person who the 
actuary identifies as able to rely on the actuarial findings.” The standard defines another user as “Any 
recipient of an actuarial communication who is not an intended user.” In addition, ASOP do not tightly 
define the types of actuarial communications nor do they provide standard report templates or lists of 
what specific information is required for a particular communication.   

As a practical matter, employers and their auditors will most often see two types of actuarial 
communications; funding valuations and GASB No. 68 reporting valuations. Several items of note:   

 The report content and certification can vary significantly between actuarial firms and even between 
actuaries in the same firm. Each actuarial certification should be carefully read.   

 The GASB Statement No. 68 reporting valuation may contain extraneous information that is not 
required by the employer and its auditor, and it may vary in terms of the clarity and “user 
friendliness” of the report.   

 If the actuarial communication is addressed solely to the pension plan, that is, the actuary’s 
“principal,” the employer should assume that it is not an intended user and from the actuary’s 
perspective has no basis for reliance on the communication.   

 Actuaries may also provide specific scope restrictions or limitations on distribution that make it clear 
that the employer is an “other user” and has no basis for reliance on the report.   

 KNOWLEDGE CHECK   

6. Actuarial Standards of Practice define an intended user of a pension plan’s actuarial funding 
valuations as the    

a. Pension plan.   
b. Funding entity.   
c. Principal.   
d. Any entity the actuary identifies as able to rely on the valuation.  

                                                      

6 All Actuarial Standards of Practice are available from the Actuarial Standards Board website: 
www.actuarialstandardsboard.org/standards-of-practice/  
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Chapter 3  

ACCOUNTING AND FINANCIAL 

REPORTING FOR PENSIONS 

LEARNING OBJECTIVES 

After completing this chapter, you should be able to do the following: 

 Determine the scope and applicability of GASB Statement No. 68. 
 Identify non-employer contributors and special funding situations. 
 Distinguish between single and agent employers and determine:  

o Net pension liability 

 Definition 
 Display 

o Timing and frequency of valuations 

 Valuation date 
 Measurement date 

o Pension expense 

 Change in the NPL from beginning to end-of-year 
 Adjusted for deferred inflows and outflows 

o Current flow of financial resources 

 Identify cost-sharing plans: 
o Proportionate share of collective pension liability 
o Proportionate share of pension expense 
o Calculating proportionate share 

 Recognize the accounting and reporting for defined contribution plans. 
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Quick Reference 

Subject 

GASB Statement  
No. 68 

Paragraph(s) 

Implementation 
Guide 

Question(s) 

Scope, Effective Date and Transition 4–7, 136–138 1–11

Single and Agent Employers  

Net Pension Liability 20–21 36

Recognition in the Financial Statements 35–36 37–68

Pension Expense, Deferred Outflows and Inflows 33–34 69–93

Cost Sharing Employers  

Recognition in the Financial Statements 48–51, 71 121–137

Pension Expense, Deferred Inflows and Outflows 52–57, 72–73 138–147

Support – Not Special Funding 58 148–149

GASB Statement No. 71  

Deferred Outflow for Contributions 2–4  

Special Funding Situations  

Single Employer and Agent 15–16, 83–91 218–223

Cost Sharing 92–117 224–227

Defined Contribution Plans  

No special Funding Situation 123–126 265

Special Funding Situation 127–135  

INTRODUCTION 

Another key difference between Governmental Accounting Standards Board (GASB) Statement Nos. 27, 
Accounting for Pensions by State and Local Governmental Employers, and 68, Accounting and Financial Reporting for 
Pensions—an Amendment of GASB Statement No. 27, is the financial reporting focus. GASB Statement No. 
27 is a “funding friendly” standard focusing on the resource flows (or operating) statements that allow 
pension expense to drive any necessary position statement recognition. 1 In other words, under GASB 
Statement No. 27, if the government contributed an amount equal to the annual required contribution 
(ARC), then those contributions equaled pension expense and there was no impact on the position 
                                                      

1 These terms are used in GASB Concepts Statement No. 4, Elements of Financial Statements, and generically refer to 
statements of net position, the statement of activities, and the statement of revenues, expenses, and changes in net 
position. 
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statements. A pension plan might have an increasingly significant unfunded actuarial accrued liability 
(UAAL) each year, but as long as employer contributions to the plan equaled the ARC, no pension 
liability was recorded. 

GASB Statement No. 68 takes the opposite approach, viewing accounting and reporting of pension-
related amounts and funding of pension liabilities as separate and distinct functions. This approach 
focuses on measuring funding progress to date through a point-in-time liability and a pension expense 
reflective of such amounts. In turn, this position statement recognition drives recognition of pension 
expense in the resource flows statements. The UAAL, now redefined for reporting purposes as the net 
pension liability (NPL) and any related deferred outflows of resources and deferred inflows of resources, 
are recorded in full on the position statements. The change in the NPL from year to year, adjusted for 
certain deferrals and contributions, is the pension expense. 

This approach offers several advantages in that it more closely ties pension expense and pension liability 
recognition to a single actuarial valuation. Under GASB Statement No. 27, pension expense could be 
calculated using one or more actuarial valuations and the UAAL disclosures in the notes coming from 
another entirely different actuarial valuation. The primary disadvantage of GASB Statement No. 68 is that 
it leaves unregulated public pension plans without any authoritative guidance regarding adequate funding. 
Several public sector professional associations are attempting to develop model funding guidance, but 
this will be voluntary only. 

Another key aspect of the new approach is the materiality of the pension amounts that will now be 
recorded on the face of the financial statements. These pension amounts are prepared by often 
independent stand-alone plans. Financial statements are the responsibility of management and it will take 
a significant change in practice for many employers to have reasonable assurance that their pension 
amounts are fairly stated. In response to these challenges, the AICPA State and Local Government 
Expert Panel initially issued a series of white papers discussing best practice solutions for both employers 
and their auditors. These white papers were then followed with a dedicated chapter of the 2015 AICPA 
Audit & Accounting Guide State and Local Governments. Audit requirements including the audit guide 
chapter and related white papers are discussed extensively in chapter 5, “Audit Considerations,” of this 
course. The white papers are included in this course in appendixes B and C. Employers should not view 
this audit guidance as applicable only to auditors. Significant guidance is included regarding the 
responsibility of employers. 

Illustration 3-1 summarizes the differences in approaches of the two standards. 

Illustration 3-1 

GASB No. 27 GASB No. 68 

Expense recognition (annual pension cost 
and ARC) drives liability/asset (net pension 
obligation) recognition 

Net pension liability/asset (NPL/NPA) 
recognition drives expense recognition 

Accountability focus is on whether 
government is adequately funding the plan 
through making ARC contributions 

Accountability focus is on whether the 
government has a net pension liability and its 
amount. 
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The pension liability and pension expense recognition approach delineated in GASB Statement No. 68 is 
basically consistent across various plan types (single employer, agent, and cost sharing) and for special 
funding situations. Accordingly, this chapter discusses pension liability and pension expense guidelines in 
general terms first and are followed by a discussion of unique measurement and accounting requirements 
for the various plan types or conditions. 

SCOPE AND EFFECTIVE DATE 

GASB Statement No. 68 specifically applies to defined benefit and defined contribution plans that are 
provided through a trust or equivalent arrangement. The key criteria listed by the standard for a “trust 
equivalent” arrangement is dedicated use and irrevocability. If the defined benefit or contribution plan is 
not administered through a trust, GASB Statement No. 27 continues to apply until GASB addresses this 
category through a separate standard. The effective date for GASB Statement No. 68 is for fiscal years 
beginning after June 15, 2014, and earlier application is encouraged. This is one year later than the 
effective date for GASB No. 67, Financial Reporting for Pension Plans—an Amendment of GASB Statement No. 
25, the related standard for pension plan reporting, which is for fiscal years beginning after June 15, 2013. 
In theory, the staggered effective dates will allow governments to use information reported by the plan in 
fiscal year 2013–14 or calendar year 2014 to measure the employer’s NPL that is required to be reported 
in fiscal year 2014–15 or calendar year 2015. As discussed in the previous chapter, the employer is 
required to measure the NPL as of a date no earlier than the end of the employer’s prior fiscal year. 

FINANCIAL STATEMENT ENTRIES: GENERAL REQUIREMENTS 

Non-employer Contributing Entities 
In certain situations, one government will make contributions to the pension plan on behalf of a second 
government’s employees. The most common example of this is the state government paying part or all of 
the required contribution to a teacher retirement system for the employees of school districts throughout 
the state. GASB Statement No. 68 divides this situation into two categories: 

 Governments that have a binding legal obligation to make the payments directly to the plan of 
another government (referred to as special funding situations which are discussed later in this 
chapter), and 

  Governments that do not have a legally binding obligation to make payments directly to the plan of 
another government (referred to as non-employer contributing entities that are not in a special 
funding situation).  

Implementation Tip 

Whether a special funding situation or not, non-employer contributors can never record pension 
expense because they aren’t contributing to their employees. However, they will always 
recognize some type of grant support expense. 
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Statement of Net Position 
As revolutionary as GASB Statement No. 68 is for governments, it is important to remember that the 
changes relate primarily to the full accrual “economic resources” government-wide and proprietary fund 
financial statements. Governmental fund financial statements are based on a current financial resource 
measurement focus and are generally unaffected by GASB Statement No. 68.2 However, for government-
wide and proprietary fund statements, the NPL must be recognized and may be one of the larger 
liabilities of the government. 

Defined as the total pension liability (TPL) less the plan’s fiduciary net position (FNP), the NPL is in 
essence the additional amount needed today to pay the pension benefits accrued to date. Chapter 2, 
“Actuarial Methodology and Pension Accounting,” defines the required methodology to determine the 
TPL, which may result in a larger liability than the actuarial accrued liability (AAL) calculated under 
GASB Statement No. 27 methodology. The primary reasons for the TPL under GASB Statement No. 68 
being higher than the AAL under GASB Statement No. 27 may be due to the following: 

 Strict requirements for projection including substantively automatic cost of living adjustments 
(COLAs) in the projection of future benefit payments  

 Use of a single blended discount rate (which will likely be lower than the expected rate of return) to 
calculate the actuarial present value (PV) of the total pension liability 

Once the TPL is determined, the NPL is calculated by subtracting the FNP of the plan from the TPL. 
GASB Statement No. 67, Financial Reporting for Pension Plans—an Amendment of GASB Statement  
No. 25, requires plans to report all investments at fair value. Therefore, the NPL will be based on the fair 
value of assets rather than the smoothed actuarial value used previously to calculate the AAL. Another 
subtlety of the FNP approach is the all-inclusive nature of the amount. Not only will the FNP be net of 
any trade or other payables, it will also include all assets of the plan including investment reserves and 
values of non-investment assets such as the plan’s building. 

Illustration 3-2 shows the basic financial reporting for the NPL in the employer’s government-wide 
statement of net position. GASB Statement No. 68 requires those governments with multiple plans to 
aggregate the NPL of the various plans for financial statement display purposes. However, plans in a net 
pension asset (NPA) position should be displayed separately from those in an NPL position. 

                                                      

2 GASB Statement No. 68 paragraph 36 does use the term “net pension liability” in the context of current financial 
resource measurement focus and modified basis of accounting. In this context, the net pension liability more closely 
resembles a contribution liability that is due and payable than the NPL that is defined as the TPL less FNP. A net 
pension liability in governmental funds is only recognized to the extent the liability is normally expected to be 
liquidated with expendable available resources. One subtle change discussed later is the need to synchronize 
contributions recorded by the plan and the employer in order to generate the same pension expense calculation. A 
net pension liability would also be recorded in the rare case that the fiduciary net position of the plan is less than 
those benefits currently due and payable. 
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Illustration 3-2 Excerpt From Statement of Net Position 

 

Governmental  
Activities 

Business-Type  
Activities Total 

LIABILITIES 

Accounts Payable and Accrued 
Expenses 

400,356 207,829 608,185 

Long-Term Liabilities Other Than 
Pensions 

   

Due within 1 year 1,000,000 585,236 1,585,236

Due in more than 1 year 15,700,000 2,007,323 17,707,323

Aggregate Net Pension Liability 13,386,213 1,250,345 14,636,558

Total Liabilities 30,486,569 4,050,733 34,537,302

DEFERRED INFLOWS OF RESOURCES

Deferred Concession 
Arrangement Receipt 

 2,200,053 2,200,053 

NET POSITION 

Invested in Capital Assets 64,485,200 15,056,674 79,541,874

Restricted for Debt Service 585,576 230,098 815,674

Unrestricted (deficit) (4,356,300) 105,303 (4,250,997)

Total Net Position $60,714,476 $15,392,075 $76,106,551

In the year of implementation, the plan will need to perform valuations as of two measurement dates: a 
beginning balances valuation and an ending balances valuation.  

The beginning balance will be used to book the initial entry as an adjustment to prior periods to the 
beginning of the year net position. GASB Statement No. 68 allows restatement of deferred inflows of 
resources and deferred outflows of resources (DIR/DOR) but takes an “all or nothing” approach of not 
allowing the government to pick and choose which initial DIR/DOR to record. From a practical matter, 
most governments will begin their first year with none. 

For a government that uses an NPL measurement date that is different than the end of its current fiscal 
year, GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date—
an Amendment of GASB Statement No. 68, specifically requires one “beginning” deferred outflow to be 
reported in the year of implementation, regardless of whether other first year deferred outflows of 
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resources or deferred inflows of resources are reported. The government is required to report 
contributions made to the pension plan between the measurement date for the beginning NPL balance 
and the government’s prior fiscal year-end as a “beginning” deferred outflow of resources in the year of 
implementation. Not allowing for this initial deferred outflow would have resulted in both beginning net 
position and first year pension expense being understated in the year of implementation. This DOR is 
not amortized as it will flow through pension expense the next fiscal year with a new amount for 
contributions subsequent to the measurement date being recorded. 

KNOWLEDGE CHECK 

1. Hyland Village sponsors a single employer defined benefit plan. Information reported by the PERS 
at the beginning measurement date follows: 

 Assets with a fair value of $10.2 million and an actuarial value of $10.5 million 
 Fiduciary net position of $10.4 million 
 Actuarially accrued liability of $10.9 million 
 Total pension liability of $11.8 million 
 Pension plan contributions of $400,000 that Hyland Village made to the PERS subsequent to the 

measurement date 

What is the initial journal entry Hyland Village will make to record the beginning total for net 
pension liability? 

 Debit Credit 

a. Unrestricted Net Position 400,000

 Net Pension Liability 400,000

b. Unrestricted Net Position 1,200,000  

Deferred Outflow Contribution 400,000  

 Net Pension Liability 1,600,000

c. Unrestricted Net Position 1,000,000  

Deferred Outflow – Contributions 400,000  

 Net Pension Liability 1,400,000

d. Unrestricted Net Position 700,000

 Net Pension Liability 700,000
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Pension Expense, Deferred Inflows of Resources, and Deferred Outflows of Resources 
GASB Statement No. 68 defines pension expense as the change in the NPL from year to year adjusted 
for a limited number of deferred inflows and deferred outflows of resources. Such deferred items result 
primarily from changes in the components of the NPL. The items that qualify for DIR/DOR reporting 
are as follows: 

1. Actuarial Gains and Losses (Liabilities). Differences between the actual experience for the year and 
the assumption will be deferred and amortized into pension expense beginning in the year the 
deferral occurs over a closed period equal to the average expected remaining service lives of all 
plan participants. 

2. Changes in Actuarial Assumptions (Liabilities and Assets). When the actuary performs an experience 
study and changes any assumption used including the LTRoR, these changes can often have a 
significant cumulative effect on the TPL that will also be deferred and amortized into pension 
expense, beginning in the year the deferral occurs over a closed period equal to the average 
expected remaining service lives of all plan participants. 

3. Pension Investment Return Over and Under Assumption (Assets). The difference between projected and 
actual earnings on pension plan investments should also be deferred and amortized over a closed 
five-year period beginning with the current year. For example, an investment gain resulting from 
actual return exceeding expected return by $2,000,000 (deferred inflow of resources) would 
reduce pension expense by $400,000 in the current year ($2,000,000 ÷ five years) with a 
remaining deferred balance of $1,600,000 at year-end. Deferred inflows and outflows of 
resources resulting from investment activities should be netted between the years and reported as 
a single pension-related net deferred inflow or net deferred outflow of resources. 

4. Contributions made after the measurement date. It is GASB’s intent that pension expense be calculated 
based on the measurement year. This is the 12 months between the prior measurement date and 
the current year measurement date. In order to accomplish this, all current year contributions 
made after the measurement date must be deferred and shown in the Statement of Net Position. 
Deferred outflows that were deferred in the prior year or as required by GASB Statement No. 
71should be allowed to flow through the pension expense calculation. As a practical matter the 
government can simply record the net change between the prior year and current year deferred 
outflow as part of the pension expense calculation. 

The obvious missing cousin who was not invited to the deferral party is changes in plan benefits. The 
actuarial effects of these types of changes are recognized in pension expense in full in the year in which 
the benefit changes occur. 

KNOWLEDGE CHECK 

2. Which item is recognized immediately in pension expense under GASB Statement No. 68? 

a. Assumptions different from actual. 
b. Changes in plan benefits. 
c. Assumption changes. 
d. Investment return different from assumption. 
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Every plan has three categories of participants: active employees, inactive employees, and retirees. 
Inactive employees are former employees that have earned a future benefit even though they are not 
currently employed by the government. For both retirees and inactive employees, the remaining service 
lives will be zero, which is likely to reduce the average life significantly. The implementation guide makes 
it clear that even inactive employees who are likely to withdraw from the plan must be included in the 
calculation of the average expected remaining service lives. With inclusion of retirees and inactive 
employees in the calculation of average remaining service lives, amortization periods will be short with 
many governments having amortization periods of 10 years or less. 

Assume a $100,000 deferred outflow of resources results from a change in actuarial assumptions made in 
the year of implementation and that the expected remaining service lives average to 10 years. In the 
current year, $10,000 of the deferred outflow is recognized in pension expense and $90,000 would be 
reported in the statement of net position as a pension related deferred outflow of resources. 

Other guidance regarding DIR/DOR includes the following: 

 DOR of a given year should not be netted with DIR of the same year for either display purposes in 
the statement of net position, disclosure, or amortization. 

 Neither DOR of a year nor DIR of a year should be combined with similar amounts from any other 
periods for amortization purposes. Each year’s numbers should be amortized as a separate layer over 
the required period. 

 For display and disclosure purposes, DOR of multiple years can be aggregated, and DIR of multiple 
years can also be aggregated. 

 Each year’s amortization schedule should be followed until the DOR or DIR has been completely 
amortized, thereby creating “layered amortization tables.” 

There are several factors that may result in a very volatile or unpredictable pension expense (or both) as 
measured under GASB Statement No. 68: 

 When the single blended discount rate is in use, it will change every year based on the cash flow 
calculation which will accentuate existing movements in the NPL and therefore pension expense. 
For example, large investment losses will reduce the FNP and move up the projected depletion point 
resulting in a lower single blended rate and a higher TPL. The higher TPL will be netted against the 
lower FNP for a much higher NPL. 

 Deferring actuarial gains and losses from differences in experience and assumptions and changes in 
assumptions will help smooth pension expense. However, the amortization periods are very short 
relative to historic practice. 

 Changes in plan benefits will be recognized immediately, which could result in large decreases or 
increases in pension expense in a single year. 

 Pension “income” is not outside the realm of possibility due to immediate recognition of plan 
changes including when decrease of benefits or a sustained bull market produces greater than 
expected returns several years in a row. 
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KNOWLEDGE CHECK 

3. What does NOT contribute to more volatile pension expense under GASB Statement No. 68? 

a. Fiduciary Net Position is a market based measurement. 
b. Use of the single blended rate can cause the TPL to increase or decrease as the discount rate 

used changes each year. 
c. Amortization periods used will be shorter than those used in the past. 
d. GASB’s guidance for determining the long-term rate of return will cause a more realistic rate 

to be used increasing pension expense. 

The Role of Employer Contributions in Calculating Pension Expense 
GASB Statement No. 68 states, “Contributions to the pension plan from the employer should not be 
recognized in pension expense.” While true, this statement can also be misinterpreted. It is true because 
the components of pension expense include service cost, interest, gains and losses on assumptions and 
assumption changes, benefit changes and mandated deferrals of resources, and related amortization. It 
can be misinterpreted because while contributions are not a component of pension expense, they 
represent a direct current year reduction in the NPL that must be taken into consideration to properly 
calculate pension expense. 

For example, a new plan that has no retroactive benefits begins the year with a zero NPL. During the 
year, employees accrue benefits of $3,000,000 (service cost), the employer contributes $2,800,000 to the 
plan, and the plan reports investment income of $200,000 resulting in a zero NPL at year-end. Pension 
expense consists of service cost earned during the year ($3,000,000) offset by investment income 
($200,000) or $2,800,000. Focusing only on the change in NPL (none) without adding in contributions 
would suggest that there was no pension expense during the year, which is incorrect. However, if no 
contributions had been made during the year, the NPL would have increased by $3,000,000 and pension 
expense would be $3,000,000. 

From a practical matter, the simplest way to account for pension contributions throughout the year is to 
record them at the fund level as they often are today. In governmental funds, debit pension expenditure 
and credit cash, and in proprietary funds (assuming a non-GAAP budgetary basis), debit either pension 
contributions or pension expense and credit cash. At the end of the year, the balances in these accounts 
would be part of the conversion to GAAP reporting numbers. 

Implementation Tip 

One key change to remember is that in the past it did not matter if the plan and the employer 
recorded the same contributions for the year. Under the new requirements, if the plan records 
different contributions during the measurement year than the employer, it will calculate a 
different pension expense number than the employer. 
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Illustration 3-3 shows a calculation of pension expense given an average remaining service life of 12 years 
and current year deferred inflows due to actual investment earnings exceeding the projected rate of return 
and current year deferred outflows due to assumption losses. 
 

Illustration 3-3 

 

Pension expense under GASB Statement No. 68 will be much more volatile than in the past due to the 
following: 

 When use of the single blended rate is required, the calculated rate will change every year. 
 Required amortization years will be extremely short. 
 Plan benefit changes are recognized immediately. 
 FNP is a market based measure. 
 Pension income may be possible in a sustained bull market or if benefits are reduced. 

 

 

 

 

 

Implementation Tip 

Enterprise activities that have revenue-backed debt should consider the possible impact that 
pension expense volatility could have regarding coverage ratio requirements. 
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KNOWLEDGE CHECK  

4. In the year Markertville implements GASB Statement No. 68, the following information is available 
related to their single employer defined benefit pension plan:  

 Beginning net pension liability (NPL) of $7 million  
 Ending NPL of $9 million  
 Pension contributions of $1.6 million  
 Actuarial losses due to changes in actuarial assumptions $300,000  
 Benefit increases of $200,000  
 Actual investment return exceeds the expected rate of return by $500,000  
 10-year average remaining service life of plan participants  

Assuming the measurement date is the same as the city’s fiscal year-end, what is pension expense for 
the year?  

a. $2,000,000.  
b. $1,600,000.  
c. $3,730,000.  
d. $3,930,000.  
e. $3,780,000. 

Implementation Tip  

Employer Pick-up. In a majority of plans, employee contributions are deducted from the 
employee’s taxable income for the year under the provisions of IRC Section 414.h.2, commonly 
referred to as “employer pick-up.” To qualify for “employer pick-up,” the employer must have 
made an election and met certain criteria in the code. Although excluded from taxable income, 
these contributions would still be included in FICA wages unless meeting the criteria 
established by the IRS in Chief Counsel Advice memo 200714018, which states that the 
contributions must not be a salary reduction but rather be a salary “supplement.” Footnote 2 of 
GASB Statement No. 68 states that if the contributions are not recognized by the employer as 
salary expense, then they would be included in employer contributions, thereby increasing 
calculated pension expense. GASB is currently planning additional guidance in this area.  

This situation becomes even more complicated in a cost-sharing plan’s calculation of 
proportion. See SLGEP: Article on Emerging Pension Issues available at www.aicpa.org/gaqc  

Governmental Fund Pension Expenditures and Liability  
In the governmental fund, with financial statements using the current financial resources measurement 
focus and modified accrual basis of accounting, a liability should be recognized only to the extent that the 
liability is normally expected to be liquidated with available financial resources. For example, if a 
government has a contractual obligation to pay a percentage of each month’s payroll to a pension plan 
within 30 days of month-end and availability criteria is met, it would record a liability at month-end for 
the pension amounts accrued but not yet paid. Pension expenditures should be recognized equal to the 
total amount paid to the plan during the year, adjusted for any changes in the pension liability.  



Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 3-13 

COST-SHARING EMPLOYERS 

Perhaps the largest change of mindset needed for implementing GASB Statement No. 68 will be on the 
part of cost-sharing employers. Under GASB Statement No. 27, the only obligation of these employers 
was to remit their contractually required payments to the plan sponsor. The funded status of the cost-
sharing plan was never required to be disclosed in the participating employer’s financial statements or 
notes. Additionally, employers participating in cost sharing plans were not required to determine their pro 
rata share of the cost sharing plan’s total liability or pension expense. GASB Statement No. 27 implies 
that cost-sharing employers transfer all obligations to pay their retirees to the plan sponsor. However, 
ultimately the plan sponsor has no resources other than those obtained from participating employers. 

Proportionate Share of Collective Net Pension Liability 
GASB Statement No. 68 requires cost-sharing employers to recognize their proportionate share of the 
collective NPL in their financial statements similar to what is required of employers who participate in 
single-employer plans or in an agent multiple-employer plan. An employer’s proportionate share is 
determined by comparing the employer plus any non-employer, non-special funding situation 
contributing entities (numerator) to all employers and all non-employer contributing entities 
(denominator). This employer’s proportion is then multiplied by the collective net pension liability to 
determine the employer’s proportionate share. The use of the employer’s projected long-term 
contribution effort to the pension plan as compared to the total projected long-term contribution effort 
of all employers and all non-employer contributing entities to determine the employer’s proportion is 
encouraged. However, to date, many sponsors of cost-sharing plans are measuring the proportionate 
shares of the participating entities using their individual contributions made to the plan as a proportion of 
all contributions made. However, the use of a historical measure, such as contributions made, may not be 
appropriate in certain circumstances such as different classes of benefits. 

Illustration 3-4 

 

 The calculation of employer proportion should be established as of the measurement date unless it is 
actuarially determined. In that case, the date of the actuarial valuation may be used. 

 The proportion should be determined in a manner consistent with the determination of 
contributions. 

 To the extent that different contribution rates are assessed based on individual employee groups, the 
calculation of proportionate share should be made consistent with those relationships. 

 Separately financed liabilities—such as amounts assessed for beginning pension-related liabilities 
when an employer joins a plan or when benefit changes are made by an individual employer—should 
be excluded from the calculation of the employer proportion. 



3-14 Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 

Implementation Tip  

GASB 68 is silent regarding the allocation of the NPL between funds. If a fund has employees 
and it is paying their pension contributions, the implementation guide questions 36 and 122 
require allocation. This is particularly important if the fund has revenue-backed debt that it is 
also paying. In this situation, the guidance that GASB provides for cost-sharing plans can be 
readily applied for intra-entity allocations of the NPL and related amounts. With regard to 
departments, paragraph 15.91 of AICPA Audit & Accounting Guide, State and Local 
Governments states, “Although GASB standards do not address the accounting and financial 
reporting for separately issued GAAP-based departmental financial statements, in meeting their 
reporting obligations, auditors should consider long-established practice dictating that those 
presentations should apply all relevant GAAP.” 

Pension Expense and Deferred Inflows and Deferred Outflows of Resources  
Pension expense as well as any related deferred inflows and deferred outflows of resources should be 
recognized for the employer’s proportionate shares of the respective collective amounts. In addition, each 
employer is required to recognize two additional types of deferred outflows of resources and deferred 
inflows of resources related to the following:  

 The net impact from changes in proportion (that is, the allocation percentage) between periods  
 Differences between actual contributions made by an employer and the employer’s proportionate 

share of total contributions calculated based on the allocation percentage  

The proportionate share of the plan pension expense also needs to be adjusted for the amortization of 
these two additional types of deferrals. In addition to the deferred outflows and inflows of resources 
discussed in the general rules, cost-sharing employers may have two additional DIR or DOR amounts for 
the following:  

 Changes in their proportionate share percentage  
 Actual contributions made by the employer during the measurement period differ from those used 

by the plan sponsor in determining the participating employer’s proportionate share.  

When there is a change in the employer’s proportionate share percentage from the previous measurement 
date, the impact on the employer’s proportionate share of the NPL could significantly increase or 
decrease pension expense if recognized in a single year. Accordingly, the change in proportion is 
amortized, beginning in the current period, over the remaining service lives of all plan participants. 
Remaining unamortized amounts are reported as deferred inflows or outflows of resources related to 
pensions.  

When an employer’s actual contributions (including contributions from non-employer, non-special 
funding situations contributors) made during the measurement period differ from those used to calculate 
their proportionate share of all contributions made during the measurement period, the difference should 
be deferred and amortized. Like previously discussed DIR/DOR, these amounts are also amortized, 
beginning in the current year, over the average remaining service lives of all plan participants.  

For contributions related to separately financed liabilities, if there is a difference between the actual 
contributions and the employer’s proportionate share of those specific liabilities, the difference is 
included as either an increase or decrease of pension expense. 
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Implementation Tip 

Some governments and plans believe that there will be no change in proportion in the year of 
implementation. There is no exclusion in the transition provisions of GASB Statement No. 68 for 
calculating a change in the employer’s proportionate share of the collective net pension liability 
in the year of implementation, and a change in proportion should be calculated in accordance 
with the provisions of GASB Statement No. 68, paragraph 54. 

SPECIAL FUNDING SITUATIONS 

For a non-employer contributing entity to be considered as providing a special funding situation (SFS), 
this entity must be legally responsible for making contributions directly to a pension plan of the 
employer. In addition, either of the following criteria needs to be met: 

 The amount of contributions for which the non-employer contributing entity is legally responsible is 
not dependent on one or more events or circumstances unrelated to the pensions. 
Examples of “unrelated” events or circumstances include the following: 

o Dedication of part or all of a specific revenue source (such as a special tax levy) 
o Contingency provisions that allow the non-employer contributing entity to avoid making 

the contribution if certain financial criteria are met (such as a decline in tax revenue or 
fund balance falling below a certain amount) 

 The non-employer contributing entity is the only entity with a legal obligation to make contributions 
directly to the pension plan of another entity. In other words the employer has no legal obligation to 
fund the plan, but the non-employer contributing entity does. 

If an SFS exists, the non-employer contributing entity must recognize in its financial statements its 
proportionate share of the sponsoring employer’s NPL and a “support expense” equal to its 
proportionate share of the sponsoring employer’s pension expense. Sponsoring employers, in turn, must 
recognize their balance of the NPL. For pension expense however, they will continue to recognize their 
full pension expense and related deferred inflows and deferred outflows of resources. Amounts received 
from the non-employer contributing entity represent revenue to the sponsoring employer. In essence, 
SFS are a type of cost-sharing arrangement between the sponsoring employer and the non-employer 
contributing entity. Accordingly, the non-employer’s proportionate share is determined in a manner 
similar to that used to determine a cost-sharing employer’s proportionate share. Sponsoring employers’ 
party to an SFS may also have deferred inflows and deferred outflows of resources when contributions 
from the non-employer contributing entity change due to a change in the non-employer contributing 
entity’s proportionate share. 
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Illustration 3-5 

 Combined Total 
for Employer 

Recognized by SFS 
Non-Employer 

Recognized by 
SFS Employer 

Proportionate Share 100% 20% 80%

Net Pension Liability $30,000,000 $6,000,000 $24,000,000

Pension Expense 5,000,000 5,000,000

Support Revenue 1,000,000 1,000,000

Deferred Outflow of Resources 200,000 40,000 160,000

Deferred Inflow of Resources 600,000 120,000 480,000

Support Expense 1,000,000

KNOWLEDGE CHECK 

5. Complete the sentence: A non-employer contributor that is in a special funding situation 

a. recognizes grant expense calculated as if it were pension expense. 
b. recognizes pension expense. 
c. recognizes grant expense equal to the amount of contributions made to the plan. 
d. recognizes grant expense equal to contributions made to the plan and adjusted for certain 

deferrals. 

DEFINED CONTRIBUTION PLANS 

Defined contribution plans are quite simple relative to defined benefit plans. Pension expense is the 
amount of contributions or credits to employees’ accounts that are owed during the period in accordance 
with the contribution formula. In addition, if a defined contribution plan includes vesting requirements 
that can result in participating employees forfeiting the employer contributions, amounts forfeited reduce 
pension expense in the period the forfeit occurs. The pension liability in a defined contribution plan is 
simply any accumulated difference between what the employer is required to contribute to the plan each 
period and the amounts actually contributed to the plan for each period. 

For example, an employer required to contribute 6 percent of employee gross earnings incurs pension 
expense of $36,000 when total payroll for the period is $600,000. Pension expense is $36,000 regardless 
of the amount actually transferred to the defined contribution plan. If the defined contribution plan 
includes vesting requirements that result in forfeited contributions of $1,000 during the period, total 
pension expense is $35,000. If, however, the plan allows the employer to allocate forfeited amounts to 
the remaining employee accounts, then pension expense remains at $36,000 and the $1,000 is ratably 
allocated to the employee accounts. 



Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 3-17 

In most situations, pension expense recognized under economic resources and full accrual accounting is 
the same as pension expenditures recognized using current financial resources and the modified accrual 
basis of accounting. It is important to remember, however, that a pension liability is only recognized in 
the governmental funds if any amounts due but unpaid at the end of the period are normally expected to 
be paid from available financial resources. 

Implementation Tip 

New pension guidance is still being issued. Currently, four new documents containing GASB 
Statement No. 68 guidance have been or are in the process of being issued. In GASB 
Statement No. 73, “Accounting and Financial Reporting for Pensions and Related Assets That 
Are Not Within the Scope of GASB 68, and Amendments to Certain Provisions of GASB 
Statements 67 and 68,” paragraphs 117-122 provide guidance on notes to required 
supplementary information (RSI), certain payables to the plan and revenue recognition in non-
special funding situations. These paragraphs are effective one year after GASB Statement No. 
68 (Fiscal years ending June 2016 and later). In addition, as of the fourth quarter 2015, GASB 
has issued two exposure drafts containing pension guidance, with a third planned. One 
addresses a narrow practice issue, the second is an Implementation Guide Update, and the 
third is a planned statement addressing several implementation issues, including the definition 
of covered payroll, clarifications on employer pick-up and deviations from ASOP. These 
documents should all be finalized in early- to mid-2016. 
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Chapter 4  

NOTE DISCLOSURES AND REQUIRED 

SUPPLEMENTARY INFORMATION 

LEARNING OBJECTIVES 

After finishing this chapter, you should be able to do the following:  

 Recognize the big picture overview of notes and required supplementary information (RSI) required 
by plan type 

 Recognize the detail requirements by plan type for both notes and RSI 
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Quick Reference 

Subject 
GASB 68 

Paragraph(s) 
Implementation 

Guide Question(s) 
Appendix C 
Illustrations 

Single-employer and Agent notes 37–45 96–105 2

Single-employer and Agent RSI 46–47 106–120 2

Cost-Sharing Employer notes 74–80 198–208 3

Cost-Sharing Employer RSI 81–82 209–217 3

Non-Employer Contributors 122

Special Funding Situations-Employer 4

Special Funding Situation-Non-
Employer Contributor 

108–115 
(substantial) 

116–117 (not 
substantial)

247–262 5 

Defined Contribution Plans 126,132–133 6

INTRODUCTION 

GASB Statement No. 68, Accounting and Financial Reporting for Pensions, requires the employer to report 
pension expense and a net pension liability, and to include a significant amount of related information in 
the notes to the financial statements. In addition, the statement requires employers to report additional 
related information as required supplementary information (RSI). Although the volume of required 
disclosures represents an increase from GASB Statement No. 27, Accounting for Pensions by State and Local 
Governmental Employers, they do provide a great deal of beneficial information that increases the 
transparency of pension reporting. 

The required disclosures can be broken down into basic categories of information that may make it easier 
for financial statement preparers and their auditors to absorb and remember the new requirements. 
Though many of the disclosures are required for all pension plan types and any special funding situations 
(SFS), there are also specific disclosures required based on the type of pension plan(s). Illustration 4-1 
lists the required disclosures and the RSI for each type of plan. 

Implementation Tip 

Required disclosures vary significantly by plan type. If your government sponsors more than one 
plan type, use the table in illustration 4-1 to determine which disclosures and RSI apply to your 
specific plan types. 
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Illustration 4-1 

Note Disclosures 

Single- & 
Agent- 

Employer 

Cost-
Sharing 

Employer 
SFS-

Employer1 
SFS-Non-
employer2 

Defined 
Contribution 

Plan description X X X X 

Information about 
(Collective)3 net pension 
liability (NPL) and related 
pension amounts 

X X  X  

Assumptions and other 
inputs 

X X  X  

Sensitivity analysis X X X  

Fiduciary net position 
(FNP)4 

X X  X  

Changes to (Collective) 
NPL 

X     

Information on proportion 
and proportionate share

 X X X  

Other information X X X X X 

RSI   

Changes in (Collective) 
NPL 

X     

Ratios-funded status and 
covered payroll 

X X    

Actuarially determined 
contributions 

X     

Contractual or statutorily 
required contributions 

X X  X  

Information on proportion 
and proportionate share

 X X X  

                                                      

1 Special funding situations (SFS) may be present in all three types of plans. Information in this column represents 
only the additional required disclosures when an SFS exists. 
2 For disclosure purposes, GASB Statement No. 68 divides SFS non-contributing employer situations into two 
categories: (a) SFS with a substantial portion of the collective NPL, and (b) SFS with less than substantial portion. 
This column reflects the substantial portion only.  
3 (Collective) is only applicable for the cost-sharing and SFS categories.  
4 If information on FNP is available from separately issued plan financial statements available online, then the 
employer may simply reference the availability of the report. However, if the measurement date and the fiscal year-
end are different, the employer should consider if the information in the plan report is reflective of conditions at the 
measurement date. 
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KNOWLEDGE CHECK 

1. Which plan or employer type requires the change in the net pension liability (NPL) to be disclosed? 

a. Cost-sharing 
b. Single-employer 
c. Special funding situation (SFS) non-employer contributing to an agent plan 
d. SFS non-employer contributing to a cost-sharing plan 
e. Defined contribution plan 

This chapter will provide the general disclosure requirements applicable to all plan types. At the end of 
the discussion of each disclosure category, the additional requirements for specific plan types will be 
discussed. The chapter will conclude with a description of the changes from current standards and how 
the information may be used to better understand a pension plan’s current position and how that might 
affect the future. 

It is important to note that many of the disclosures discussed in this chapter are not required to be 
included in the employer’s financial statements if: 

 The plan(s) prepare(s) stand-alone financial statements meeting the requirements of GASB Statement 
No. 67, Financial Reporting for Pension Plans—an Amendment of GASB Statement No. 25; 

 Such statements are publicly available; and 
 The employer’s financial statements indicate where and how to obtain the statements of the plan(s). 

NOTE DISCLOSURES: REQUIREMENTS FOR ALL PLANS 

More Than One Plan 
The general rule is that when more than one pension plan exists, amounts for all plans should be 
aggregated on the face of the financial statements. In the case that these aggregated amounts are not 
separately identifiable in the financial statements, the aggregate amounts (regardless of what type of 
plan—cost-sharing, agent, single-employer, and so on) should be disclosed in the notes. 

When multiple plans have similar provisions, disclosures may be combined to avoid unnecessary 
duplication. However, when employees of both a primary government and its component units 
participate in the same single-employer or agent plan, the note disclosures of the reporting entity should 
separately identify the amounts identified with the primary government and the discretely presented 
component units. 

Plan Description 
The following information should be disclosed about the plan: 

 Name of the plan or entity that administers it 
 Type of plan 
 Benefit terms 

o Classes of employees covered 
o Types of benefits 
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o Key elements of pension formula 
o Post-employment benefit changes (that is, cost of living adjustments [COLAs]) 
o Authority to establish or amend benefits 
o Indication if closed to new entrants 

 Number of employees covered—separately identifying active, inactive, and retired employees. 
 Contribution requirements 

o Basis for determining the employer’s contributions 
o Authority for amending required contribution amounts 
o Contribution rates for the current period 

 Whether the plan issues stand-alone financial statements and if so, where and how to obtain (that is, 
a website link) the statements 

The number of employees by class (that is, employees who are active, inactive, and retired) provides 
information on the maturity of the plan. Plans that have very few retirees relative to active employees 
may look different than more established plans because the accuracy of the projections have not yet been 
tested by actual experience. Mature plans with a high percentage of retirees to active employees may have 
significant cash outflows for payments to retirees which could result in significant changes in 
contribution rates as payroll relative to the total pension liability (TPL) will be less. 

Authority for amending contributions is also important to analysts who want to see a strong commitment 
or requirement for the employer to contribute the actuarially determined contributions each year. 

NOTE DISCLOSURES: SINGLE- AND AGENT-EMPLOYER PLANS 

Single and agent multiple-employer plans generally have the greatest amount of required disclosures. 
These include additional information about determination of the NPL and changes in the NPL. 

Information About the NPL 
 Significant assumptions and other inputs 

o Inflation, salary progression, mortality rates, dates of experience studies used for 
assumptions, and which rates used for which periods 

 Information on the discount rate 
o Rate used for the TPL 
o Assumptions about projected cash flows 
o Long-term expected rate of return and how determined 
o Municipal bond rate and source (if used) 
o Periods to which each rate applied 
o Assumed asset allocation and long-term expected real rate of return 
o NPL if discount rate plus 1 percent or minus 1 percent from the discount rate used in 

the current projections (see illustration 4-2) 
 Pension plan fiduciary net position 

o Individual elements 
 Assets 
 Deferred outflows of resources 
 Liabilities 
 Deferred inflows of resources 
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Illustration 4-25 

 

The impact of the 1 percent decrease or increase in discount rate can vary significantly by plan. A very 
young plan with few retirees will be more negatively impacted by a change in discount rate because the 
majority of its projected payments for benefits are well into the future. A closed plan with more retirees 
than active employees will not be as negatively impacted as future payments for benefits are more 
immediate and are not discounted over as many years. Well-funded plans with a relatively small NPL can 
also display significant sensitivity due the underlying size of the TPL. 

KNOWLEDGE CHECK 

2. What is accurate regarding the sensitivity analysis required by GASB Statement No. 68? 

a. It shows the impact of a 10 percent loss of fair value. 
b. It focuses on the major liability assumptions such as salary progression, turnover, and 

mortality rate. 
c. It shows the impact on liabilities if the discount rate was 1 percent higher or 1 percent lower 

than discount rate used in the projection of future benefits. 
d. It evaluates the historic volatility of the investment portfolio compared to market indexes. 
e. It attempts to show that accountants have feelings, too. 

Changes in the NPL 
 Schedule of changes 

o Beginning balances for TPL, FNP, and NPL 
o Changes during period 
o Ending balances for TPL, FNP, and NPL 
o Proportionate shares of collective NPL (if special funding situation) 

                                                      

5 GASB Statement No. 68, Accounting and Financial Reporting for Pension Plans, appendix C, illustration 2, page 194. 
Reproduced with permission. 
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Illustration 4-36 

 

Other Information 
 Measurement date, valuation date, and use of update procedures (if applicable) 
 If special funding situation 

o Employer’s percentage of collective NPL 
o Basis for proportion 
o Change in proportion from previous year 

 Changes in assumptions or other inputs 
 Change in benefit terms 
 Information on allocated insurance contracts (also referred to as annuity contracts) 
 Nature of changes between the measurement date of the NPL and the employer’s and reporting date 

expected to have a significant effect on the NPL and the expected resultant change in the NPL, if 
known 

 Amount of pension expense recognized 
 Balances of deferred outflows and deferred inflows of resources 

o Differences in expected and actual experience 
o Changes in assumptions or other inputs 
o Differences in projected and actual earnings 
o Changes in employer proportion (SFS only) 
o Differences between actual contributions and employer’s proportionate share (SFS only) 
o Employer contributions subsequent to measurement date 

                                                      

6 GASB Statement No. 68, appendix C, illustration 2, page 193. Reproduced with permission. 
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IMPLEMENTATION TIP 

With as much as 12 months between the measurement date and fiscal year end, it will not be 
uncommon to have material events that occur that must be disclosed. Examples of material 
events include (a) experience studies that will change the assumptions used in the next 
valuation, (b) benefit changes, including the granting of ad hoc COLAs, or (c) outside events, 
such as court decisions or state law changes, affecting benefit levels. 

 

Illustration 4-47 

 

 Net balance of deferred outflows or deferred inflows of resources (or both) to be recognized as 
pension expense 

o in each of the next five years, and 
o in aggregate thereafter. 

Illustration 4-58 

 

                                                      

7 GASB Statement No. 68, appendix C, illustration 2, page 195. Reproduced with permission. 
8 GASB Statement No. 68, appendix C, illustration 2, page 195. Reproduced with permission. 
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REQUIRED SUPPLEMENTARY INFORMATION: SINGLE- AND  
AGENT-EMPLOYER PLANS 

Two 10-year schedules of RSI are required to be presented by all single and agent multiple-employer 
plans. These schedules relate to the following information: 

 Actuarial information presented as of the measurement date 
o Changes in the NPL (same as notes, but for 10 years) 
o Ratios based on the NPL 

 No special funding situation, or 
 Special funding situation 

 Actuarially determined contribution information presented as of the employer’s year-end 
o Actuarial contributions, or 
o If no actuarial contribution, but contribution is statutorily or contractually required 

Schedule of Changes in NPL and Related Ratios 
GASB Statement No. 68 allows employers the option of combining the information relating to changes 
in the NPL and the related ratios into one schedule (see illustration 4-6) instead of presenting the changes 
in the NPL in a separate schedule from the related ratios. Two key ratios are required—fiduciary net 
position as a percentage of the TPL and NPL as a percentage of covered payroll. Both ratios 
communicate information that can be compared across single and agent multiple-employer plans of sizes. 
The second ratio is particularly helpful because it shows the relative burden the NPL places on the 
employer in terms of the size of its operations and capacity to fund it. 

Implementation Tip 

Both RSI schedules require information regarding covered payroll and contributions.  
Though the initial implementation guide made it clear that the definition of covered payroll had 
changed. GASB has since reversed its position in an exposure draft with final guidance expected 
in March 2016. Previously, under GASB Statement No. 27, covered payroll was “pensionable” 
payroll. If overtime was excluded from the benefit calculation, it was also excluded from covered 
payroll. GASB Statement No. 68 took an all-inclusive view of covered employee payroll that 
included all forms of compensation whether it affected the pension benefit or not. Total 
compensation was not readily available to the plans and as a result GASB is returning to the 
previous definition. GASB No. 68 also requires covered payroll and contributions to be calculated 
on a measurement year basis for the actuarial RSI schedule and on a fiscal year basis for the 
contributions RSI schedule. 
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Illustration 4-69 

 

 
The information in this schedule provides details that users of a government’s financial statements might 
find useful when evaluating the government’s financial condition or fiscal sustainability. For example, the 
following are true in the previous illustration: 

 There were more actuarial gains than losses in the last three of four years which may indicate 
conservative assumptions are in use. 

 Employer contributions have been decreasing even though funded status has also been decreasing, 
which may indicate the government is having trouble funding its obligations including the actuarially 
determined contribution. 

 Investment income is very volatile. 

For employers with an SFS, the schedule is modified to reflect the following: 

 Collective NPL amounts for the employer and non-employer contributing entity 
 Ratio of NPL to covered payroll calculated using only the employer’s share of the collective NPL 

                                                      

9 Excerpt from GASB Statement No. 68, appendix C, illustration 2, page 196. Reproduced with permission. 
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Information on Contributions 
If an actuarial valuation is performed and used for determining contributions, the employer should use 
this amount as the basis for the disclosure. If no actuarial information is available but contributions are 
statutorily or contractually required, they will serve as the basis for the amounts disclosed in the schedule. 
Illustration 4-7 shows the actuarial determined contributions and related required information: 

Illustration 4-710 

 

Notes to Required Supplementary Information 
A lot can happen in 10 years due to experience, assumption changes, benefit changes, actuarial method 
changes, and so on. Therefore, the notes to the RSI should describe the significant methods and 
assumptions used for calculating the actuarially determined contribution. In addition, changes in 
assumptions and methodology that occur during the 10 years, as well factors affecting trends, should be 
included. It should be noted, however, that GASB Statement No. 73, “Accounting and Financial Reporting for 
Pensions and Related Assets That Are Not Within the Scope of GASB Statement 68, and Amendments to Certain 
Provisions of GASB Statements 67 and 68,” paragraph 117, limits disclosures regarding investments-related 
factors affecting trends to those items for which the plan has influence, such as investment policies or 
allocation targets. Information regarding external economic factors such as market upturns or downturns 
should not be disclosed. 

NOTE DISCLOSURES: COST-SHARING PLANS 

Cost-sharing plans are allocated a proportionate share of the collective NPL and are not required to show 
the changes in their proportionate share of the collective NPL in either the notes or RSI. Many of the 
other required disclosures regarding the calculation of the collective NPL, such as assumptions and 
determination of discount rate including sensitivity disclosures, are similar to those required for single-
employer and agent multiple-employer plans. 

 

                                                      

10 Excerpt from GASB Statement No. 68, appendix C, illustration 2, page 198. Reproduced with permission. 
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Information About the Employer’s Proportionate Share 
 Significant assumptions and other inputs 

o Inflation, salary progression, mortality rates, dates of experience studies used for 
assumptions, and which rates used for which periods 

 Information on the discount rate 
o Rate used for the TPL 
o Assumptions about projected cash flows 
o Long-term expected rate of return and how determined 
o Municipal bond rate and source (if used) 
o Periods to which each rate applied 
o Assumed asset allocation and long-term expected real rate of return 
o NPL if discount rate plus or minus 1 percent from the discount rate used in the current 

projections 
 Pension plan FNP (if no reference to separate report available) 

o Assets 
o Deferred outflows of resources 
o Liabilities 
o Deferred inflows of resources 

 Other information 
o Employer’s proportionate share of collective NPL 
o Non-employer contributing entity’s proportionate share of employer’s proportionate 

share of collective NPL 
o Employer’s proportion of collective NPL, basis for determination, and change 
o Measurement date 
o Date of actuarial valuation 
o Use of update procedures 
o Changes in assumptions or other inputs 
o Changes in benefit terms 
o Changes between measurement date that affect proportionate share 
o Amount of pension expense 
o Balances of deferred outflows and deferred inflows of resources classified as follows: 

 Expected versus actual experience 
 Changes in assumptions 
 Differences in projected and actual earnings 
 Changes in the employer’s proportion (SFS only) 
 Differences in employer contributions and proportionate share of contributions 

(SFS only) 
 Employer contributions subsequent to the measurement date 

o Amount of deferred outflows of resources that will reduce the subsequent year’s NPL 
(that is, employer contributions subsequent to the measurement date) 

o Net balance of deferred outflows and deferred inflows of resources to be recognized as 
pension expense: 
 In each of the next five years 
 In the aggregate thereafter 

o Any deferred outflow or deferred inflow amount at year-end due to employer 
contributions made subsequent to the measurement date is not amortized into pension 
expense. Rather, deferred outflow or deferred inflow separately reduces the subsequent 
year’s NPL. 
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o Revenue recognized in connection with contributions from non-employer contributions 
entities. 

KNOWLEDGE CHECK 

3. Which plan or employer types are required to disclose information relating to its proportionate share 
of the collective NPL? 

a. Cost-sharing and agent 
b. Agent multiple-employer and SFS non-employer contributing entity 
c. Cost-sharing and SFS non-employer contributing entity 
d. Defined contribution and cost-sharing 

COST-SHARING EMPLOYER PLANS: RSI 

Two ten-year schedules of RSI are required to be presented by all single and agent multiple-employer 
plans. Unlike single and agent multiple-employer plans, there is no requirement for the cost-sharing plan 
employer to disclose the changes in the NPL. The following are required schedules: 

 Schedule of Proportionate Share of the Net Pension Liability and Related Ratios 
 Schedule of Required Contributions 

Schedule of Proportionate Share of the Net Pension Liability and Related Ratios 
This schedule has two formats—one if there is no special funding situation (illustration 4-8) and another 
to reflect the allocation of the collective NPL between the employer and the non-employer contributor 
(illustration 4-9). In illustration 4-8 (no SFS), the school district reports the entire proportionate share of 
the collective NPL, which in the illustration is $14,910 for 20X9. In illustration 4-9 (SFS), the school 
district has responsibility for only 10 percent of the collective NPL related to its employees in 20X9 with 
the non-employer contributing entity (the state in this example) reporting the remaining 90 percent. In 
both illustrations, the funding ratio of 81.38 percent for 20X9 remains the same. 



4-14 Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 

Illustration 4-811 

 

 

Illustration 4-912 

 

Schedule of Required Contributions 
Even though a cost-sharing plan may determine employer contribution rates using actuarial methods, the 
total pension liability is the ultimate responsibility of all entities participating in the cost sharing plan. 
Therefore, contributions of cost-sharing employers are considered to be contractual or statutory in nature 
and not actuarial. Illustration 4-10 shows the required schedule. 

                                                      

11 Excerpt from GASB Statement No. 68, appendix C, illustration 3, page 206. Reproduced with permission. 
12 Excerpt from GASB Statement No. 68, appendix C, illustration 4, page 218. Reproduced with permission. 



Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 4-15 

Illustration 4-1013 

 

NOTE DISCLOSURES AND REQUIRED SUPPLEMENTARY INFORMATION: 
SPECIAL FUNDING SITUATIONS NON-EMPLOYER CONTRIBUTING ENTITIES 

SFS non-employer contributing entities can be divided into two categories: 

 Non-employer contributing entities that recognize a substantial proportion of the collective NPL 
 Non-employer contributing entities that recognize less than a substantial proportion of the collective 

NPL 

Substantial Proportion of the Collective NPL 
The required notes for non-employer contributing entities that recognize a substantial proportion of the 
collective NPL parallel the disclosure requirements for cost-sharing employers. Similarly, the non-
employer contributing entity is required to provide the following two RSI schedules: 

 Schedule of Proportionate Share of the Net Pension Liability and Related Ratios 
 Schedule of Required Contributions 

  

                                                      

13 Excerpt from GASB Statement No. 68, appendix C, illustration 3, page 208. Reproduced with permission. 
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Illustration 4-11 demonstrates the schedule required of a non-employer contributing entity that reports a 
substantial proportion of the collective NPL. 

Illustration 4-1114 

 

Less Than Substantial Proportion of the Collective NPL 
For this class of non-employer contributing entity, the required disclosures are significantly reduced. 
Notes to the financial statements of the non-employer contributing entity that reports less than a 
substantial proportion of the NPL should include the following: 

 Name and brief description of the pension plan 
 Basis for determining the non-employer contributing entity’s contribution to the plan 
 Non-employer contributing entity’s proportionate share of the collective NPL 
 Amount of expense recognized in the reporting period 

Two ten-year schedules of RSI are required to be presented by all single and agent multiple-employer 
plans. The following are required schedules: 

 Non-employer contributor’s proportionate share of the NPL 
 Contributions 

DEFINED CONTRIBUTION PLANS 

The following information should be disclosed by employers participating in or sponsoring defined 
contribution plans: 

 Name and brief description of the plan 
 Brief description of the benefit terms 
 Contribution rates 
 Pension expense recognized 
 Amount of forfeitures recognized 
 Liability outstanding 

                                                      

14 Excerpt from GASB Statement No. 68, appendix C, illustration 5, page 230. Reproduced with permission. 
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Analyzing the Pension Information 
It is important to remember that pensions are extremely long-term propositions and that the funded 
status at a particular point in time is not nearly as important as the direction and speed of change of the 
plan over time. The note disclosures provide information that is primarily focused on the current year– 
what happened and what were the resulting ending balances. The RSI presents 10-year schedules of 
information provided in the financial statements and related notes that provide valuable information on 
the direction and pace of change. Under GASB Statement No. 25, Financial Reporting for Defined Benefit 
Pension Plans and Note Disclosures for Defined Contribution Plans, and GASB Statement No. 27, Accounting for 
Pensions by State and Local Governmental Employers, RSI was 6 years for the plan and 3 years for the employer. 
The requirement that RSI be 10 years for both employer and plan represents a significant improvement. 
Certain events such as bull markets or bear markets, strong economies or recessions may individually last 
several years. Other events such as experience studies or benefit changes may occur infrequently. Ten 
years of trend data provides the financial statement user the opportunity to assess the impact of various 
events on the plan’s financial health. 

KNOWLEDGE CHECK 

4. What is NOT an advantage of presenting 10 years of RSI? 

a. At least one experience study will be included. 
b. Boom and bust cycles of investments will be evident. 
c. Long-term trends are more evident. 
d. Long-term projections make plan direction clear. 

Perhaps the most significant additional information provided by GASB Statement No. 68 is the schedule 
of changes in the net pension liability. Under the funding-friendly approach of GASB Statement No. 27, 
extensive actuarial smoothing was employed to maintain a relatively level contribution and therefore level 
pension expense from year to year. The unfunded actuarial accrued liability and the resulting funded 
status was deemphasized for reporting purposes and it was often difficult to determine why funding 
status was deteriorating or improving over time. The changes in the NPL combined with other 
disclosures and RSI provide the reader valuable information for analyzing what occurred during the year. 

Chapter 2, “Actuarial Methodology and Pension Accounting,” discussed the following factors that result 
in unfunded pension liabilities: 

 Grants of retroactive benefits 
 Assumptions different from actual 
 Assumption changes 
 Interest 
 Not paying the annual required contribution (ARC) 



4-18 Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 

Using the disclosures required by GASB Statement No. 68, the user of the financial statements can 
analyze the plan in terms of these five factors. Questions that the user may want to ask include the 
following: 

 Have retroactive benefits been granted anytime in the last 10 years? 
 Is the plan more likely to have actuarial losses or gains over time and how big are they relative to the 

TPL? What does this say about the reasonableness of assumptions? 
 How often do assumption changes occur and what impact have they had on the TPL? 
 How adequate are the employer contributions in covering the current year service cost, paying 

interest on the NPL, and amortizing the NPL? 
 How likely is the employer to pay the actuarially determined contribution? 

The answers to these questions will often provide insight regarding the direction of the plan and the 
government’s long-term financial prospects. 
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Chapter 5  

AUDIT CONSIDERATIONS 

LEARNING OBJECTIVES 

After completing this chapter, you should be able to do the following:  

 Recognize that 
o the ultimate responsibility for the employer’s financial statements rests with the 

employer; and 
o the ultimate responsibility for the opinion on the financial statements rests with the 

employer auditor. 

 Identify the sources for audit guidance regarding public pensions 
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Quick Reference 

Reference Source Title 

Chapter 13, AICPA Audit & Accounting Guide 
State and Local Governments, including 
related audit interpretations 

“Defined Benefit Pension Plans (Plan & 
Employer Considerations)” 

Appendix A, chapter 13 of the guide  “Governmental Employer Participation in Agent 
Multiple-Employer Plans: Issues Related to 
Information for Employer Reporting” (Agent 
white paper)

Appendix B, chapter 13 of the guide  “Governmental Employer Participation in Cost-
Sharing Multiple-Employer Plans: Issues Related 
to Information for Employer Reporting” (Cost-
sharing white paper)

AU-C section 402 (AICPA, Professional 
Standards) 

Audit Considerations Relating to an Entity Using 
a Service Organization 

AU-C section 620 (AICPA, Professional 
Standards) 

Using the Work of an Auditor’s Specialist  

AU-C section 500, paragraph .08 (AICPA, 
Professional Standards)  

Audit Evidence 

INTRODUCTION 

Chapter 1, “The Public Pension Environment,” discussed both the materiality of public pensions and the 
differences between public and private sector pension plans. It is common for public pension plans to be 
independently governed, more so than their private sector counterparts with many employers utilizing 
multiple employer plans. These characteristics, combined with the differences in approach between 
GASB Statement No. 27, Accounting for Pensions by State and Local Governmental Employers, and GASB 
Statement No. 68, Accounting and Financial Reporting for Pensions—an Amendment of GASB Statement No. 27, 
create unique challenges for auditors of public sector entities. 

Under GASB Statement No. 27, pension expense is based on the annual required contribution (ARC) 
and may be a relatively small amount compared to other items reported in the financial statements. 
GASB Statement No. 27 also allows a significant degree of flexibility in terms of how the ARC is 
determined including extensive use of “smoothing” techniques. These factors make the risk of material 
misstatement for pension expense relatively low for most employers. 

On the other hand, GASB Statement No. 68 requires employers to report the strictly defined net pension 
liability (NPL), which may be one of the largest amounts reported in a government’s statement of net 
position. For some governments, recording the NPL may result in negative unrestricted net position. 
Further complicating the reporting for employers involved in multiple-employer plans is that their 
specific pension amounts are dependent on certain accounting records maintained by the plan, the 
controls and processes of the plan, as well as the calculations by the plan’s actuary. Any or all of these 
circumstances will likely require the auditor to consider a more coordinated and robust audit strategy. 
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Recognizing that these challenges were coming at a time of unprecedented scrutiny and that initial 
implementation would be the best opportunity to ensure adequate audit procedures, the AICPA State 
and Local Governments Expert Panel (SLGEP) undertook a complete rewriting of public pension audit 
requirements in the two years following issuance of GASB Statements Nos. 67 and 68. First came 
issuance of three white papers discussing the following pension-related issues:  

 Reporting issues facing employers involved with agent multiple-employer (agent) plans  
 Reporting issues facing employers involved with cost-sharing multiple-employer (cost-sharing) plans  
 Testing of census data at the plan level for single-employer and cost-sharing plans  

The first two white papers are included as appendixes to this course. In addition to the non-authoritative 
white papers, the Auditing Standards Board (ASB) issued audit interpretations based on the conclusions 
reached in these white papers. These audit interpretations are also included as an appendix. The final 
piece to provide guidance for governments and their auditors is chapter 13, “Defined Benefit Pension 
Plans (Plan & Employer Considerations)” of AICPA Audit & Accounting Guide State and Local 
Governments (the guide). In addition to the authoritative guidance found in the chapter itself, two of the 
three white papers have been included as appendix A and B. It was not necessary to include the census 
data white paper, as its guidance has now been incorporated into the chapter as part of the authoritative 
guidance along with the related pension audit interpretations. 

The white papers, now appendix A and B of AICPA Audit & Accounting Guide State and Local 
Governments, are another auditing publication as defined in AU-C section 200, Overall 
Objectives of the Independent Auditor and the Conduct of an Audit in Accordance With 
Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing 
publications have no authoritative status; however, they may help an auditor understand and 
apply certain auditing standards. Users of these white papers should consult the original 
material referenced in them for a complete understanding of the standards, requirements, and 
guidance. 
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Illustration 5-1  Summary of Audit Guidance for Public Defined Benefit Pensions 

Source Title Description 

Chapter 13, 
Audit & 
Accounting 
Guide, State 
and Local 
Governments 

Defined Benefit Pension Plans 
(Plan & Employer 
Considerations) 

Authoritative. Provides specific test procedures 
and relevant assertions for each pension-
related amount, including risks of what can go 
wrong. Ties together previously separate white 
papers and audit interpretations with 
additional procedures into one cohesive set of 
audit guidance. 

Chapter 13, 
part I 

Plan Accounting, Financial 
Reporting, and Auditing 
Considerations 

Stresses the importance of census data to 
various plan financial statement elements, 
including test procedures. Understanding the 
testing of census data performed at the plan 
level is important for employer auditors in 
planning their procedures. 

Discusses specific assertions and testing for 
major financial statement elements. 

Chapter 13, 
part II 

Employer Accounting, 
Financial Reporting and 
Auditing Considerations-
Single and Agent Employers 

Single-Employer Plans 
Clearly states that pension plans are never 
component units for “group audit” 
consideration.  

Discusses the need for the single employer 
auditor to have lower materiality than the plan 
auditor for their respective tasks, even if same 
auditor. 

States the possible need for single employer 
auditor to have plan auditor perform either an 
attest engagement on census data or an AU-C 
section 805, opinion on the pension amounts. 

Describes specific assertions and testing 
procedures for census data and specific 
pension amounts. 

Agent Employer 
Incorporates agent-related audit 
interpretations into chapter. 

Describes specific assertions and testing 
procedures for census data and specific 
pension amounts. 

Reference appendix A as best practice solution 
for obtaining audit evidence. 
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Illustration 5-1  Summary of Audit Guidance for Public Defined Benefit Pensions 
(continued) 

Source Title Description 

Chapter 13, 
part III 

Employer Accounting, 
Financial Reporting and 
Auditing Considerations Cost-
Sharing Employers 

Clearly states that pension plans are never 
component units for “group audit” 
consideration. 

Incorporates cost-sharing related audit 
interpretations into chapter. 

Discusses specific assertions and related audit 
procedures for the NPL and related amounts. 

Chapter 13, 
appendix A 

Governmental Employer 
Participation in Agent 
Multiple-Employer Plans: 
Issues Related to Information 
for Employer Reporting 

Non-authoritative. Provides “best practice” 
solution for coordinating plan and employer 
efforts to provide key pieces of audit evidence. 

Emphasizes responsibility of employer and 
employer auditor. 

Chapter 13, 
appendix B  

Governmental Employer 
Participation in Cost-Sharing 
Multiple-Employer Plans: 
Issues Related to Information 
for Employer Reporting 

Non-authoritative. Provides “best practice” 
solution for coordinating plan auditor and 
employer auditor efforts to provide key pieces 
of audit evidence regarding proportion, and 
specific pension amounts. 

The pension chapter and related materials accomplish the following: 

 Emphasizes that the auditor of an employer government is ultimately responsible for obtaining 
sufficient appropriate evidence to support the opinion(s) on the relative opinion unit(s) included in 
the government’s financial statements. This responsibility includes sufficient appropriate evidence to 
support any conclusions reached with respect to pension-related amounts and disclosures. 

 Clearly states audited statements of the plan, whether single-employer, cost-sharing or agent, will not 
provide sufficient appropriate audit evidence regarding participating employers’ pension amounts. 

 Stresses the importance of the census data and establishes specific testing approaches for each plan 
type, cost-sharing, single-employer and agent to ensure that census data used in the various actuarial 
calculations is complete and accurate. 

 Provides relevant assertions, what can go wrong and specific testing steps for the various pension 
elements.  

 Discusses how multiple-employer plan sponsors might assist in coordinating audit efforts between 
both auditors of multiple-employer plans and auditors of the governments that participate in such 
plans. However, regardless of the assistance the employer auditor may receive from the plan and plan 
auditor, this is not a group audit situation and the auditor may not refer to the other auditor’s work in 
their audit opinion. 

As with previous chapters, this chapter will discuss the common elements that apply to all plan types 
first. This will be followed by a discussion of the unique elements related to cost-sharing, agent and 
single-employer plans, including the guidance contained in appendixes A and B. 
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KNOWLEDGE CHECK 

1. Which statement regarding chapter 13 of the guide is NOT accurate? 

a. The chapter incorporates pension-related audit interpretations into the body of the chapter. 
b. The chapter provides authoritative guidance regarding the auditing of public pensions. 
c. The chapter contains three basic parts: part I, “Plan Accounting and Auditing”; part II  

Single-and Agent Employer Accounting and Auditing; and part III Cost-sharing Employers 
Accounting and Auditing 

d. The chapter includes three white papers: (1) “Governmental Employer Participation in 
Agent Multiple-Employer Plans,” (2) Governmental Employer Participation in Cost-Sharing 
Multiple Employer Plans, and (3) Single-Employer and Cost-Sharing Multiple Employer 
Plans: Issues Associated With the Testing of Census Data in an Audit of Financial 
Statements as appendixes to the chapter, as these documents remain non-authoritative. 

DEVELOPING AN AUDIT STRATEGY 

Regardless of plan type, an audit strategy should start with a thorough understanding of the plan design. 
Several items to consider are as follows: 

 Traditional benefit formula or hybrid 
 Eligibility criteria 
 One or multiple benefit levels, including whether tiers are established in separate trusts, thereby 

indicating multiple plans 
 Susceptibility to manipulation to increase benefits upon retirement (commonly referred to as 

“spiking”) 
 Benefit enhancements granted in the current year with no actual experience yet to support 

assumptions used 
 Special features available, such as Deferred Retirement Option Plans (DROP), buy-backs, veteran-

specific features, automatic Cost of Living Adjustments (COLA) or reciprocity facilitating movement 
between plans or vesting 

 Maturity of the plan (that is, ratio of retirees to actives) 
 Recent performance trends and why 

Once the employer auditor understands plan design, consideration should turn to the impact that plan 
type and structure has on the audit evidence available at the plan level. Cost-sharing and single-employer 
plans are required by GASB Statement No. 67 to disclose the NPL in their financial statements. This 
inclusion of the NPL in the notes means that the plan auditor will need to perform actuarially related 
audit procedures, including the testing of the census data used in the valuation. These procedures can 
provide some audit evidence, provided certain conditions described in the following paragraphs are met.  

It should be remembered, however, regardless of plan type or the amount of reliance placed on plan 
auditor performed procedures, the guide makes it clear that pensions are not a group audit situation. 
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Single-Employer Plans 

The employer auditor who is also the plan auditor should consider the different information and audit 
evidence needed to support an opinion for each entity. Generally, performance materiality will need to be 
lower to satisfy the needs of the employer’s audit than that of the plan. It is most efficient to design audit 
procedures to provide evidence for both plan and employer, but the lowest performance materiality 
needed for the employer’s lowest applicable opinion unit should be used.  

When the plan is audited by other auditors, the employer auditor should considers the plan auditor’s 
audit opinion units to determine the amount of audit evidence, if any, provided by the plan financial 
statement audit. For example, if the Public Employee Retirement System (PERS) administers various 
plans with each in their own pension trust fund, an opinion on the combining statement of all pension 
trust funds would be based on a single opinion unit and a higher performance materiality than if the 
opinions were for each trust fund individually. In this situation, the plan financial statements would 
provide little if any audit evidence to the employer auditor. However, individual audit opinions on each 
trust fund would provide some level of audit evidence. 

Agent Plans 

Agent plans are the most difficult plans from which to obtain audit evidence because as group of 
centrally administered but individual stand-alone plans, GASB Statement No. 67 “Financial Reporting for 
Pension Plans” does not require any disclosure of actuarial information, such as the Total Pension Liability 
(TPL) or Net Pension Liability (NPL) in the agent PERS financial statements. Auditors of agent PERS 
have no need to perform audit procedures to provide assurance on any pension related amounts. In 
addition, the Fiduciary Net Position reported in the financial statements is at the entity level and will be 
audited using a very high performance materiality. Due to these challenges, it is clear that absent 
significant cooperation and additional procedures performed at the agent PERS level, (such as those 
recommended in appendix A) it will be difficult for the employer auditor to obtain appropriate audit 
evidence for their audit opinion. 

Cost-Sharing Plans 

In cost-sharing plans, audit considerations are very different. As the NPL is based off the actuarial 
experience and census data of all participating employers, the plan auditor is the only feasible party to 
conduct the audit of the plan and related NPL. The missing pieces for audit coverage are the other 
pension-related numbers such as pension expense and deferred inflow and outflow of resources which 
would not be covered by the standard audit opinion on the financial statements. The determination of 
proportion is also a process that is best performed at the plan level to ensure a consistent and complete 
allocation of the collective pension amounts. The employer auditor should also determine whether there 
are any separate liabilities or other individual employer-specific transactions that must be audited and 
reported. Appendix B contains the white paper recommendations for obtaining adequate audit evidence 
in cost-sharing plans. 

Special Funding Situations 

A special funding situation (SFS) can apply to any plan type but is most often associated with cost-sharing 
plans. When an SFS does exist, regardless of plan type, cost-sharing methodology must be used to allocate 
the NPL and related pension amounts between the employer and the special funding entity. In this respect, 
the solutions recommended in appendix B also applies to SFS. The guide also cautions the auditor to 
carefully review the supporting documentation for compliance with criteria set by GASB Statement No. 68. 
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KNOWLEDGE CHECK 

2. Which statement is most accurate regarding audit strategies for pensions? 

a. Audit strategy is primarily a function of plan design. 
b. A pension plan whose financial statements are included in the primary government’s 

financial statements can be considered a group audit situation. 
c. Agent plans can be the most difficult to audit from the employer’s perspective, as the agent 

plan auditor does not need to audit anything actuarial as part of their financial statement audit. 
d. An auditor that audits both the employer and the plan will be able to use plan performance 

materiality for purposes of the employer pension numbers. 

RELEVANT ASSERTIONS FOR PENSION RELATED AMOUNTS SINGLE AND 

AGENT EMPLOYERS  

The relevant assertions related to net pension liability, deferred inflows of resources and deferred outflows 
of resources and pension expense for single employer and agent employers include the following:  

 Member census data reported to the plan is complete and accurate. 
 Member census data accumulated and maintained by the plan is complete and accurate. Actuarial 

assumptions used in computing the total pension liability are in accordance with GASB Statement 
No. 68 and Actuarial Standards of Practice. 

 The employer pension amounts, including net pension liability, deferred inflow and outflow of 
resources and pension expense, have been properly determined and recorded in the financial 
statements including all required disclosures. 

To create sufficient and appropriate audit evidence to support these assertions, the employer auditor will 
need to employ various audit procedures beginning with a familiarity with the plan design, testing internal 
controls over census data, testing census data and using management or auditor specialists to assist with 
the valuation itself. For all three plan types, it is necessary to assess the need for information and audit 
evidence from the plan itself. Appendixes A and B recommend best practice solutions for obtaining audit 
evidence from agent and cost-sharing plans respectively. Note that given the various circumstances for 
single-employer plans, the guide provides ways to apply the best practice solutions in appendixes A and B 
to obtain audit evidence for employers participating in single-employer plans. Although not authoritative, 
the two white papers represent best practice solutions that in most cases are both effective and efficient. 
The chapter also provides alternatives for obtaining audit evidence from single-employer plans when the 
plan engages its own auditor. 
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RELEVANT ASSERTIONS FOR PENSION RELATED AMOUNTS COST-SHARING 

EMPLOYERS 

The relevant assertions related to net pension liability, deferred inflows of resources and deferred 
outflows of resources and pension expense for cost-sharing employers include the following: 

 Member census data reported to the plan is complete and accurate. 
 Member census data accumulated by the plan is complete and accurate. 
 Actuarial assumptions used in computing the total pension liability are in accordance with GASB 

Statement No. 68 and Actuarial Standards of Practice. 
 The employer’s proportionate share of the collective pension amounts have been properly 

determined and recorded. 
 The employer’s deferred outflow and inflow of resources for contributions made after the 

measurement date, changes in proportion and differences in contributions made and proportionate 
share have been properly determined and recorded. 

KNOWLEDGE CHECK 

3. What is accurate regarding the guide’s pension chapter’s assertions on pension-related amounts?  

a. The assertions have only one reference to census data as a subsection of another assertion. 
b. The assertion regarding proper recording of pension amounts in the financial statements 

specifically mention net pension liability, deferred inflows and outflows of resources and 
pension expense and all required disclosures. 

c. As the assertions relate to the employer’s pension numbers, there is no mention of plan 
responsibilities. 

d. The assertions reference GASB Statement 68 as the sole source guidance regarding proper 
preparation of the pension related numbers. 

CENSUS DATA 

General Characteristics of Census Data 
The pension chapter emphasizes the importance of census data, including a lengthy discussion in the 
introduction, “The Relevance of Census Data,” and specific census data testing. As discussed in chapter 2 
of this course, a valuation is based on projections of each individual participant which are then aggregated 
together with some group assumptions applied. As such, census data truly is the foundation of the 
pension amount and, as such, is the starting point for an effective audit of those numbers.  

Employers sponsoring a stand-alone plan are responsible for establishing a system of internal control to 
ensure the completeness and accuracy of census data used by the plan actuary to calculate the TPL. 
Participants in agent and cost-sharing plans are responsible for establishing controls over the 
completeness and accuracy of census data and the submission of such to the plan sponsor. The sponsor 
of agent and cost-sharing plans are responsible for establishing controls over the completeness of the 
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census data submitted by participating employers. In addition, the plan sponsor is responsible for 
establishing controls to ensure the census data used by the plan actuary is complete and accurate. 
Regardless of plan type, plan management is responsible for the completeness and accuracy of census 
data and should design, implement, and maintain an internal control system to accomplish that goal. 
Effective internal controls over census data address the applicable risk of error related to the significant 
elements of census data for the various individual plan participants—active, inactive, and retirees—and 
develop appropriate controls to reduce risk to acceptable levels. 

Control procedures are, ideally, developed for the unique characteristics of each group (for example: 
actives, inactives, and retirees). For instance, if the ultimate benefit is closely tied to earnings, then plan 
verification of payroll records and the employer controls over payroll reporting would be important 
controls for the census data of active employees. Controls to ensure prompt notification when retirees 
have passed away, including periodic searches of official databases, would be a control to reduce the risk 
of overpayment to retirees. 

In the event that the plan auditor determines that controls are lacking, there is deficiency in internal 
control over financial reporting for the plan. The plan auditor should follow the guidance of AU-C 
section 265, Communicating Internal Control Related Matters Identified in an Audit (AICPA, Professional Standards) 
when determining the implications of the control deficiencies and whether they should be communicated 
to the governing board. The auditor should also consider the need to add procedures or to expand 
existing procedures. 

In most cases, the focus of substantive procedures is on testing the incremental changes to the census 
data file since the prior actuarial valuation. For this approach to be valid, the following conditions should 
be met: 

 Prior year financial statements were audited. 
 There were no modifications to auditor’s report related to census data in the prior year. 
 Auditor in the current year believes there is no significant risk of material misstatement due to 

incomplete or inaccurate census data. 

The auditor should design procedures to cover the entire measurement period, not just a single point in 
time. 

Understanding the plan design and the benefit features will help the auditor to understand the significant 
elements of census data to include in the evaluation of internal controls and in testing. Significance of 
individual data elements will vary by participant active, inactive or retiree and whether benefits vary by 
type of employee. In some cases, the use of a specialist may be necessary to identify the significance of 
individual plan features and census data. Significant elements will include some or all of the following: 

a. Name 
b. Social Security number 
c. Date of birth 
d. Date of hire 
e. Marital status 
f. Pensionable wages 
g. Service credits (periods of time worked) 
h. Class of employee 
i. Position or job code 
j. Contributions 
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k. Gender 
l. Date of termination or retirement 
m. Spouses date of birth 
n. Employment status 

Testing of Census Data-Single and Agent Employer 
The employer auditor’s census data tests will begin with a direct confirmation from the consulting actuary 
that the census data file provided to the auditor was the same file used for the valuation. In some 
multiple-employer agent plans, the sheer number of participating employers may make direct 
confirmation with the actuary impractical. In those cases, the plan should devise alternate processes that 
provide similar assurances. Substantive procedures over census data are ordinarily based on the concept 
of testing incremental changes to the census data since the previous valuation. This approach is 
acceptable if (a) the prior year financial statements were audited, (b) there were no modifications to the 
report regarding the census data, and (c) the auditor has concluded that there is no significant risk of 
material misstatement due to incomplete or inaccurate census data from previous years.   

Tests applicable to both single and agent employers include: 

 Review actuarial certification letter for exceptions related to census data. 
 Obtain or confirm census data file with actuary. 
 Inquire as to any changes made to file by actuary and whether significant. 
 Test roll-forward of census data, including any reconciliation of differences. 
 Trace member count to previous year and to relevant employee counts. 

Additional Single Employer Census Data Testing 
In addition to the procedures previously described, auditors of single employers should also perform tests 
for the three categories of members; actives (including newly hired during the year), inactives and retirees. 
For actives newly hired during the year, create a sample and 

 Determine whether appropriately enrolled, and tie census data file; and 
 Tie significant elements of census data to employer personnel records. 

For all actives, pull a sample from the payroll registers of all the reporting units and 

 Determine eligibility; 
 Compare static census data to previous year census file; and 
 Compare significant elements of incremental data to payroll register and personnel records. 

For inactives not yet receiving benefits, the auditor simply ties a sample of census data information to the 
prior year census file. 

For retirees, the auditor selects a sample and 

 Compares static census data to prior year file; 
 Verifies any elements that change based on plan documents;  
 Compares benefit payments in census file to general ledger; and 
 Verifies that retirees receiving benefits are not deceased. 
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Many of these procedures will obviously require substantial cooperation from the plan itself and often it 
will be more efficient for the plan auditor to perform the procedures. Accordingly, the pension chapter in 
the guide offers two alternative approaches: 
  

1. Plan auditor either:  

a. Performs an attest engagement on plan management’s assertions related to completeness 
and accuracy of census data; or  

b. Issues a SOC 1® type 2 report on controls over census data maintained by the plan.  

2. Plan prepares schedule of pension amounts similar to recommendation in appendix B of the 
pension chapter for cost-sharing plans and plan auditor is engaged to express an opinion on the 
schedule in accordance with AU-C section 805, Special Considerations—Audits of Single Financial 
Statements and Specific Elements, Accounts, or Items of a Financial Statement (AICPA, Professional 
Standards).  

Additional Agent Employer Census Data Testing  
In addition to the procedures applicable to both single and agent employers, auditors of agent 
employers should select a sample and perform tests on active employees, including those newly hired 
during the year and existing active members. Recommended procedures are:  

 For new employees hired during the year, the auditor should determine whether the participant 
was properly enrolled and should tie significant elements of census data to underlying employer 
records.  

 For existing active members, eligibility should be verified, details from pension transmission 
reports should be tied to the payroll register and personnel records and any status changes not 
reported through the pension transmission reports should be sampled and tested.  

Implementation Tip  

It is important to remember that the pension-related numbers are based on a measurement 
date that can be up to 12 months prior to year-end. Therefore, the substantive tests should 
cover the census data reported to the plan during the measurement period, provided earlier 
data has been audited.  

Cost-Sharing Census Data—General Considerations  
Although the focus of this course is GASB Statement No. 68 and employer reporting, in a cost-sharing 
plan a significant amount of the testing must take place at the plan level. It is important for the employer 
and its auditor to understand the requirements placed on the plan auditor because, if chosen, the auditor 
will be asked to cooperate in the testing at the employer level. Part I of the guide’s pension chapter 
describes the responsibilities of the cost-sharing plan auditor to test the census data of its participating 
employers. Part III of the guide’s pension chapter establishes the requirements for the employer auditor 
for testing census data at the employer level.  

Cost-Sharing Census Data Testing—Plan Auditor Testing  
Ultimately the goal of testing the census data is to be able to obtain sufficient appropriate evidence to 
support the auditor’s opinion on the plan’s financial statements. To that end, the auditor will assess the  
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risk of material misstatement for significant accounts such as contribution revenue and contributions 
receivable, as well as any significant disclosures such as TPL. 

Specifically, the plan auditor should do the following: 

 Obtain an understanding of the processes and controls used by plan management to support the 
completeness and accuracy of census data provided to the actuary. 

 Consider the likelihood of misstatement and whether the potential misstatement could result in a 
material misstatement of the TPL, contribution revenue, or contribution receivable. 

Once the nature, timing, and extent of the substantive procedures to be performed have been 
determined, it will be necessary to select a representative group of contributing employers each year on a 
rotating basis for actual testing. The first step is to identify individually significant employers. The chapter 
suggests 20 percent as a possible threshold for this category, which would be tested every year. To 
determine the remaining employers to be tested, a risk-based approach may be used to determine which 
of the remaining employers to test in a given year. The chapter suggests the following qualitative factors 
to consider when selecting individual employers for testing: 

 Size of the employer in relation to the plan 
 Past errors or control deficiencies of an employer 
 Length of time since testing was last performed on this employer 
 Whether there have been significant changes in the employer’s workforce 
 Results of analytical review of employer data 
 New or terminating employer 
 Whether the financial statements of participating employers are audited and have received 

unmodified opinions 

The frequency and nature of the procedures performed will depend on the number of employers in the 
plan, the relative size of each employer, and the assessed risk of material misstatement. As pointed out in 
the chapter, extremely small employers both individually and in the aggregate may be immaterial relative 
to the plan and therefore never tested individually. 

Illustration 5-2 (exhibit 1 of the census data white paper) provides an example of a risk-based approach 
to selecting individual participating employers in a cost-sharing plan for testing. 

Illustration 5-2 Mega State Cost-Sharing Plan 

Employer Size Number Frequency of Testing 

Greater than 20% 1 Every year 

Between 5% and 20% 6 Once every 5 years 

Less than 5% 2,593 Once every 10 years 

Tiny (in aggregate less than 2%) 400 Never

Total 3,000
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Once specific employers have been identified for testing, the plan auditor can either: 

 Perform the procedures; or  
 Engage the employer auditor to perform an examination (attest) engagement on the completeness 

and accuracy of the census data. 

The guide’s pension chapter includes an illustrative attestation report. 

As for the census data relating to inactive employees and retirees, the plan auditor can directly test 
records maintained by the plan to obtain sufficient appropriate evidence that the census data reported for 
inactive employees and retirees to the actuary is correct. 

Cost-Sharing Census Data Testing—Employer Auditor Testing 
Employer auditors should identify payroll registers for all reporting units and obtain employer pension 
transmission reports that the employer submitted to the plan. The auditor should then determine whether 
the transmission reports are complete and select a sample to verify mathematical accuracy and correct 
contribution rates. A sample of new employees hired during the year should be tested for proper 
enrollment and tied back to the employer records. 

Implementation Tip 

GASB Statement No. 68 requires that the same assumptions be used for both the plan and the 
employer. Differences in opinion regarding the appropriate assumptions to be used should be 
resolved as early as possible. 

KNOWLEDGE CHECK 

4. In the AICPA guide’s pension chapter’s description of a risk-based approach for testing the census 
data of participating cost-sharing employers, which statement is NOT accurate? 

a. Employers are tested on a rotating basis. 
b. Larger employers are tested more frequently. 
c. Past problems could indicate the need to test a specific employer. 
d. All employers will eventually be tested. 

TESTING THE NET PENSION LIABILITY AND RELATED PENSION AMOUNTS 

Use of a Specialist, Plan Design, and Assumptions 
Though the auditor can test and evaluate certain individual aspects of the actuarial valuation, the complex 
nature of actuarial valuations may cause the auditor to consider using the work of a specialist as described 
in AU-C section 500, Audit Evidence (see specifically par. .08 and par. .A35-.A49) and AU-C section 620, 
Using the Work of an Auditor’s Specialist. Both sections define management specialist as “an individual or 
organization possessing expertise in a field other than accounting or auditing whose work in that field is 
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used by the entity to assist the entity in preparing the financial statements.” AU-C section 500 provides 
specific criteria such as competence, capabilities, objectivity, and the work itself for determining whether 
the management’s specialist work is appropriate to be used as audit evidence. An auditor’s specialist has a 
similar definition, except that the auditor’s specialist is specifically engaged by the auditor for the purpose 
of generating audit evidence.   

The independent nature of public pension plans as well as the subtlety of the “intended user” as 
discussed in chapter 2 make it imperative that the employer auditor evaluate the actuarial certification 
letter to determine if the employer is intended to rely on the report and if there are any other limitations 
or restrictions on use. For agent employers, appendix A of the guide’s pension chapter recommends that 
separate actuarial valuation reports be issued specifically addressed to each participating agent employer. 
Employers sponsoring their own single-employer plans may want to consider this same approach. 
Management of the plan sponsor (whether an agent plan or a single-employer plan) is responsible for 
communicating the terms of the actuarial valuation engagement and the terms of the actuarial 
certification letter to the plan actuary. In cases in which the employer is not an intended user or 
significant scope limitations exist, use of an auditor specialist or a specialist hired directly by employer 
management may be necessary to generate sufficient and appropriate audit evidence. The guide’s pension 
chapter suggests many possible procedures for testing various elements of the pension amounts but does 
not distinguish between those procedures performed by a management specialist and those performed by 
the auditor. 

The employer’s auditor will need to obtain a basic understanding of the plan design, key drivers, and 
related census data for determining benefit amounts. Certain benefit provisions may result in behavior 
among the plan participants that is costly to the plan and may not be reflected in the actuarial 
assumptions. For example, many plans provide benefits based on final average pay which includes 
overtime. To increase their pension benefit, employees will work significant overtime in their final years 
of employment. This practice, known as spiking, has resulted in many plans underestimating the annuities 
that are earned upon retirement. 

As discussed in chapter 3, “Accounting and Financial Reporting for Pensions,” and chapter 4, “Note 
Disclosures and Required Supplementary Information,” the required disclosures regarding the changes in 
the NPL during the year will include the actuarial gain and losses among other things. When viewed as 
part of the 10-year required supplementary information (RSI), it may be easier to assess the 
reasonableness of assumptions based on the overall pattern of gains and losses over time. For example, if 
there are predominantly actuarial losses in each of the 10 years and these actuarial losses are relatively 
large compared to the size of the TPL, this may suggest that the assumptions are overly optimistic.  

GASB Statement No. 68 requires the assumption for discount rate and long-term rate of return to be 
based on the nature and mix of current and expected pension plan investments. Because the discount rate 
drives the pension amounts recorded by employers, it is not just the plan’s responsibility to understand 
and support it. Both employer management and its auditors need to understand the discount rate, the 
underlying assumptions, and how the discount rate was calculated. Mortality rates used in assumptions 
may also need to be specifically reviewed by the employer auditor for reasonableness as this assumption 
can have a significant impact on the valuation and actuaries do not always use the most recent tables. The 
most recent table is the RP-2014 but the RP-2000 is also widely used in practice. Use of the RP-2000 is 
not necessarily indicative of an inappropriate mortality assumption, as actuaries will often customize it to 
the specific population through percentage or years offset. Other features such as “blue collar” 
adjustments and mortality improvement tables can further improve the fit of a particular table.   
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Additional suggested procedures for assumptions include the following: 

 Review the certification letter for exceptions regarding assumptions or for prescribed assumptions 
(assumptions specified by plan management, not the actuary). 

 Consider use of a specialist.  
 Determine whether methods and assumptions comply with GASB Statement No. 68 and ASOPs, 

including a review of the plan’s policy on assumptions, recent experience studies, and actuarial audits. 
 For agent plans, inquire whether the actuary has considered the need for custom assumptions for 

individual plans or whether the assumptions are uniform for all agent employers. 
 Review historic gains and losses from assumptions. 

For testing the reasonableness of the discount rate and whether a single blended rate should be used, the 
following procedures are suggested: 

 Long term rate of return 
o Recalculate the long-term rate of return based on the plan’s target allocation and 

investment-advisor projected returns by asset class. 
o Compare target allocation to current and historical allocation for reasonableness. 

 Single blended rate 
o Obtain cash flow projections. 
o Tie beginning FNP to measurement date FNP. 
o Compare employer and employee contributions in year 1 to actual contributions in 

audited financial statements. 
o Assess appropriateness of projected future contributions based on criteria of GASB 68 

par. 28 or 66 and auditor knowledge of age demographics of the plan. 
o Compare year 1 benefit payments to actual benefit payments in audited financial 

statements. 
o Evaluate the reasonableness of future benefit payments based on age demographics, 

projected retirement dates, projected benefit payments and mortality assumptions. 
o Evaluate the appropriateness of investment earnings based on long-term rate of return 

and crediting policy of the plan. 

Testing Fiduciary Net Position 
Even though fiduciary net position is part of a pension plan’s audited financial statements, there is still 
work required of the employer auditor to consider audit evidence on FNP to be sufficient and 
appropriate. Agent employer FNP is discussed in the following text in connection with appendix A of the 
guide’s pension chapter, with this section discussing single employer testing considerations. 

Required testing by the employer auditor will depend on the following circumstances: 

 There is no plan auditor and employer auditor is performing substantive audit procedures on 
elements of the plan financial statements. 

 Another auditor has been engaged to issue an opinion on the plan financial statements. 
 Another auditor has been engaged to issue an opinion on the schedule of pension amounts. 

If there is no plan auditor, the employer auditor will be required to perform the following procedures: 

 Obtain detail schedule of FNP as of measurement date. 
o Substantively test elements at a level of materiality appropriate to opine on NPL and 

pension trust fund. 
o Reconcile to FNP used by actuary. 
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 Obtain detail schedule of changes in FNP for measurement period.  
o Agree beginning FNP to prior year.  
o Substantively test elements at a level of materiality appropriate to opine on NPL and 

pension trust fund.  

If the plan has engaged a different auditor to issue an audit opinion on the financial statements of the 
plan, the employer auditor should determine that the plan auditor has performed work at a sufficient 
level of precision to detect a material misstatement in the employer’s NPL. Materiality of an audit of plan 
financial statements is typically based on a gross number, such as plan assets. This number may be so 
large that the likelihood of detecting an error material to the employer is too small. To provide additional 
audit evidence, the employer auditor should do the following:  

 Verify completeness and accuracy of employer and employee contributions.  
 Analytically review investment income, benefit payments and administrative expenses.  
 Recompute ending FNP.  
 Reconcile to FNP used by actuary.  

Pension Expense—Single and Agent Employer  
A detailed listing of pension expense will typically be provided as part of the actuarial certification. Using 
this detail, perform the following procedures:  

 Verify total service cost to actuarial valuation.  
 Trace employee contributions to plan audited financial statements or schedule of changes in FNP for 

agent plans.  
 Recalculate interest on total pension liability.  
 Verify changes in benefit terms to actuarial valuation.  
 Verify plan administrative costs to audited financial statements or schedule of changes in FNP for 

agent plans.  
 Recalculate projected earnings on plan investments.  
 Apply procedures to verify deferred inflows and outflows.  
 Verify mathematical accuracy of pension expense.  

Deferred Inflows and Outflows  
Deferred inflows of resources and deferred outflows of resources will be one of the easier items from 
which to gain audit evidence because, once determined for a particular year, the amounts never change 
and are simply carried forward from year to year and separately amortized. The following procedures are 
suggested:  

 Obtain detailed schedule of deferred inflows and outflows by type and year.  
 Agree upon amortization schedules and periods for prior deferrals to prior year work papers.  
 Recalculate current year deferrals and amortization.  
 Tie contributions made after the measurement date but before year-end to employer records.  
 Recalculate mathematical accuracy of total deferred outflows and inflows by type and total 

amortization for the period.  
 Tie required disclosure of future recognition of deferred inflows and outflows to supporting 

documentation.  
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APPENDIX A AND B OF THE PENSION CHAPTER OF THE AICPA GUIDE 

The agent and cost-sharing white papers originally issued as standalone documents are now incorporated 
into the pension chapter as appendixes. The preface to the guide’s pension chapter encourages plan 
auditors to familiarize themselves with the appendixes, as it is important for plan auditors to understand 
the lower materialities at the employer level, and it is likely that plan auditors may be asked to perform 
additional assurance services on behalf of the employer and their auditor. The appendixes contain the 
following explanation of their authoritative status: 

Auditing guidance contained in guide appendixes is considered an other auditing publication. Other 
auditing publications have no authoritative status; however, they may help the auditor 
understand and apply generally accepted auditing standards. 

Although the auditor determines the relevance of these publications in accordance with AU-C 
section 200, Overall Objectives of the Independent Auditor and the Conduct of the Audit in Accordance With 
Generally Accepted Auditing Standards (AICPA, Professional Standards), the auditor may presume that 
other publications published by the AICPA that have been reviewed by the AICPA Audit and 
Attest Standards staff are appropriate. 

AUDIT ISSUES FOR EMPLOYERS PARTICIPATING IN AGENT PLANS 

The reporting issues facing employers that participate in agent plans present a significant challenge 
because the plan (under GASB Statement No. 67) 

 Does not disclose the NPL or other actuarial data; and 
 Does not include any information on the individual participating agent employer’s fiduciary net 

position. 

Without inclusion of this information, the agent plan auditor’s opinion on the basic financial statements 
of the plan provides little evidence to the participating agent employer or its auditor regarding the agent 
employer’s specific pension-related amounts. 

Illustration 5-3 shows graphically the typical agent-employer relationships. 
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Illustration 5-3 

 

Appendix A of the guide’s pension chapter (agent white paper) systematically assigns responsibility 
among the following five key organizations to develop cost-effective procedures to ultimately provide 
sufficient appropriate audit evidence to the auditors of the participating agent employers regarding their 
specific pension amounts: 

Implementation Tip 

Appendix A contains extensive guidance regarding the responsibility of the agent employer 
and is not just an auditor resource.   

1. Plan 

2. Plan auditor 

3. Plan actuary 

4. Participating agent employer 

5. Participating agent employer’s auditor 

The components of the NPL, the TPL, and fiduciary net position are addressed individually in the 
following sections. Additionally, the suggested procedures for the TPL may be appropriate for pension 
expense and deferred inflows of resources (DIR) and deferred outflows of resources (DOR). 

Fiduciary Net Position by Individual Employer 
As basic financial statements, the statements of fiduciary net position and changes in fiduciary net 
position are covered by the plan’s financial statement audit opinion. These financial statements, however, 
are for the entire agent plan (not for individual participating employers) and do not include the pension 
amounts employers have to disclose in their financial statements. To provide the level of detail and 
related audit evidence by individual employer, appendix A assigns various responsibilities as a 
recommended best practice; illustration 5-4 summarizes these responsibilities. 
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Illustration 5-4 

Appendix A (Agent White Paper): Responsibilities for Providing Audit Evidence on FNP for 
Each Employer 

 Plan Plan Auditor Employer Employer Auditor 

Schedule of 
Changes in 
Fiduciary 
Net Position 

Prepares 
schedule of 
changes in 
fiduciary net 
position by 
employer 
and 
engages 
auditor to 
audit it 

Audits 
schedule of 
changes using 
one of two 
options: 
1) Opinion on 
schedule as a 
whole 
2) Opinion on 
each 
employer’s 
amounts

Maintains 
records of 
employer and 
employee 
contributions 

Reviews qualifications of 
plan auditor and determines 
appropriateness and 
sufficiency of audit 
evidence. 
Performs tests on census 
and other information sent 
to the plan considering 
controls and other factors 

If Option 1—
Opinion on 
Schedule as 
a whole is 
chosen 

Engages 
auditor to 
do SOC 1 
type 2 
report, 
documents 
Internal 
Control 
objectives 
and 
assertions  

Perform 
analysis on 
objectives and 
assertions and, 
if satisfied to 
design and 
effectiveness, 
tests 
throughout 
reporting 
period

Reviews plan’s 
Service 
Organization 
Controls 
Reports® and 
documents 
internal 
control over 
information 
sent to plan 

Reviews qualifications of 
plan auditor and determines 
the appropriateness and 
sufficiency of the SOC 1 
type 2 report1 for providing 
additional audit evidence on 
the schedule.  

Additional 
Procedures 

   Perform analytical 
procedures on investment 
income and benefit 
payments. Also determine 
the need for, and which, 
additional procedures to be 
performed based on facts 
and circumstances. 

                                                      

1 This report is described in Statement on Standards for Attestation Engagements (SSAE) No. 16 Reporting on 
Controls at a Service Organization (AICPA, Professional Standards). A SOC 1 type 1 report reports on controls over 
financial reporting at a specific point in time and requires service organization management to provide written 
assertions regarding the control objectives and the system of controls in place to meet those objectives. The service 
organization auditor then analyzes the assertions to determine whether the system in place is suitably designed and 
effective for meeting the objectives. A SOC 1 type 2 report includes everything in a type 1 report, except that it 
provides assurances that the system of controls was in place and functioning during a specified period of time. To 
make these assurances, the auditor must perform tests throughout the period covered by the SOC 2 report.  
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Appendix A recommends that the plan prepare a schedule of changes in fiduciary net position by 
participating employer and to engage the plan or other auditors to opine on either of the following: 

 The schedule as a whole combined with a SOC 1 type 2 report on the controls over the calculation 
and allocation of additions and deductions to employer accounts (option 1) 

 Each employer included in the schedule (option 2) 

Option 1: Plan Engages Its Auditor to Opine on the Schedule of Changes in  
Fiduciary Net Position by Employer 
An opinion on the schedule as a whole is not simply an “in relation to” opinion which uses the same 
materiality as for the basic financial statements of the agent plan. “As a whole” means that materiality 
should be set based on the two elements for which the auditor will be expressing an opinion; FNP as of 
the end of the period and changes in the FNP during the period. 

As such, the auditor might need to test allocations of transactions or amounts to the appropriate 
participating employer. These additional requirements may necessitate a lower materiality level than that 
used as planning materiality in the audit of the plan’s basic financial statements. Materiality for the 
schedule, however, may still be considerably higher than that used in expressing an opinion on the basic 
financial statements for each participating employer listed in the schedule. 

In addition to the opinion on the elements discussed previously, appendix A recommends that the 
auditor provide an IRT opinion on each employer column in relation to the basic financial statements as 
a whole. This is intended to make clear that the auditor is not opining on each employer column. 

Additional evidence is necessary that the specific interest in the agent plan’s fiduciary net position is 
accurate and reliable. For this reason, a SOC 1 type 2 report is used to provide additional audit evidence 
regarding the fair presentation of the schedule and the amounts therein. 

In a SOC 1 type 2 report for a pension plan, the period being reported on would be the year immediately 
preceding the actuarial valuation date. Some believe that in the long-term, a SOC 1 type 2 report is the 
most cost-effective means of providing assurance because it is by definition time sensitive and testing is 
performed throughout the reporting period. For many agent plans, it may be too late for the plan to 
obtain a SOC 1 type 2 report that would provide sufficient appropriate evidence for participating agent 
employers and their auditors to use in the year they are first required to report under GASB Statement 
No. 67. For future years, however, they may want to consider this option. 

KNOWLEDGE CHECK 

5. What is NOT accurate regarding a SOC 1 type 2 report? 

a. It is an efficient way to provide audit evidence regarding work produced by service 
organizations. 

b. It requires service organizations to document objectives and assertions regarding internal 
controls. 

c. It can be performed after the reporting period. 
d. It reduces the amount of substantive testing required by the employer auditor. 
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Option 2: Plan Auditor Engaged to Opine on Each Employer Column 
Option 2 is based on the plan engaging its auditor to obtain reasonable assurance and report in 
accordance with AU-C section 805 on both the schedule as a whole and on each employer column in the 
schedule of changes in fiduciary net position by employer and related notes to the schedule. Such an 
approach would involve separate materiality calculations for each employer column in the schedule, as 
well as the schedule as a whole. Illustration 5-5 is the sample schedule provided in appendix A. 

Illustration 5-52 

 

Consistent with appendix B (cost-sharing white paper), appendix A (agent white paper) also clarifies that 
the employer auditor is responsible for the opinion on the agent employer’s financial statements including 
the pension-related amounts. The SOC 1 type 2 report and the opinion on the schedule of changes in 
fiduciary net position by employer may be considered sufficient evidence for the participating employer 
and its auditor. However, it is the employer auditor’s responsibility to determine if the evidence is 
sufficient and appropriate to support the opinion on the various reporting units of the participating 
employer. As such, the employer auditor may determine that additional audit evidence is necessary. 
Appendix A specifically recommends performing analytical procedures on both investment earnings and 
benefit payments for reasonableness to provide additional audit evidence. 

Total Pension Liability, Deferred Outflows of Resources, Deferred Inflows of 
Resources, and Pension Expense 
To provide assurance to employers participating in agent plans regarding the completeness and accuracy 
of census data maintained by the agent plan, appendix A provides the following solutions: 

 Census Data. The plan engages its auditor to issue either 
o A SOC 1 type 2 report on controls over census data maintained by the plan (option 1), 

or 
o An examination engagement on census data maintained by the plan (option 2). 

                                                      

2 Audit & Accounting Guide State and Local Governments, chapter 13, appendix A, page 11. 
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 Actuarial Certification. The plan actuary issues a separate actuarial valuation report specific to each 
employer which includes an actuarial certification letter addressed to employer management. 

Census Data 
Audit evidence relating to the TPL, DIR/DOR, and pension expense begins with the actuarial valuation. 
Thus, consideration needs to be given to the best way to test the census data that underlies the actuarial 
valuation. Though records of the participating agent employer’s active participants should be readily 
available to the participating employer, the records for inactive employees and retirees are typically 
maintained only by the plan. In addition, the plan maintains the census data file which is used by the 
actuaries. 

Option 1, relating to census data, is both an efficient and effective means of providing evidence that the 
census data used in the actuarial valuation is complete and accurate. However, it is also time-sensitive 
because the testing of controls over census data needs to be performed during the period being reported 
upon in the SOC 1 type 2 report. Thus, in order for this approach to work, controls have to have been in 
place for the entire year and tested during the period. If testing cannot be performed or controls were not 
in place, this option would not be available. 

Option 2, relating to census data, recommends that the plan engage its plan auditor or another plan’s 
auditor to perform an examination engagement in accordance with AT section 101, Attest Engagements 
(AICPA, Professional Standards). The results of such an engagement would ostensibly provide participating 
agent employers and their auditor’s assurance regarding certain assertions and pension-related amounts. 
Appendix A provides illustrations, possible assertions, and example time periods. 

Regardless of which option the plan chooses, it is simply a starting point for the participating agent 
employer and its auditor. Under GASB Statement No. 68, the employer has significant accounting and 
reporting responsibilities that may affect the employer’s ability to support the reasonableness of the 
assumptions used in the actuarial valuation and resulting pension-related amounts. 

As part of its system of internal control, the participating agent employer will need to obtain and review 
the census data file used by the plan for the actuarial valuation for completeness and accuracy. Under the 
requirements of GASB Statement No. 27, agent employers may not have been provided this census data 
or asked the plan actuary if the assumptions used in their individual actuarial valuation were reasonable. 

The auditor of the participating agent employer also has responsibilities regarding the underlying census 
data to ensure that it is complete and accurate. The auditor has additional procedures to consider related 
to active, inactive, and retired members, which include the following: 

 Ensuring that the census data file provided to them for testing is the same file as used in the actuarial 
valuation, regardless of whether the file is obtained directly from the plan administrator or the plan 
actuary 

 Performing various analytical procedures on the census data. including roll-forwards, reconciliations, 
and comparisons to payroll counts 

 Testing active members, including new members in the current year and existing active employees 
for accuracy of underlying demographic data and current-year activity 

 Testing completeness of the census files by selecting employees from the payroll records and tracing 
the activity to the census file 

To obtain audit evidence regarding inactive employees and retirees, the employer auditor should evaluate 
whether the plan auditor’s report is adequate and appropriate for the employer audit’s purposes. If the 
plan chooses to use option 1 (a SOC 1 type 2 report), the auditor should consider the qualifications of 
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the plan auditor and whether the report provides appropriate and sufficient audit evidence. Guidance in 
AU-C section 402 applies in these circumstances. If the plan chooses option 2 (an attest engagement 
regarding the census data), the auditor of the participating agent employer will need to consider the 
assertions and findings of the report to determine if there is appropriate sufficient audit evidence to 
support the accuracy and completeness of the census data. 

Illustration 5-6 lists the responsibilities of each party for the census data and census data file. 
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Illustration 5-6 

Appendix A (Agent White Paper)—Responsibility for Providing Audit Evidence on Employer’s 
TPL and Related Pension Amounts: Census Data 

 

Plan Plan Actuary Plan Auditor 
Participating 

Employer 

Participating 
Employer 
Auditor 

Census 
Data—
General 

Maintains 
complete and 
accurate census 
data files using 
proper controls 

 (1) Confirms to 
employer and 
plan auditor 
(if so instructed 
by the plan) the 
census data 
used for the 
actuarial 
valuation, and  
(2) Performs 
limited 
reasonable-ness 
tests on census 
data per ASOP 

Determines census 
data testing needed, 
if any, for financial 
statement audit 

Maintains original 
records for active 
employees 
including proper 
controls, supports 
reasonableness 
of assumptions, 
and  
reviews census 
data annually for 
completeness 
and accuracy 

 (1) Ensures data 
file provided was 
used for actuarial 
valuation, and  
(2) Performs 
various analytical 
procedures 
including roll 
forwards, and  
(3) Tests actives 
specifically  
 

Census 
Data— 
Option 1: 
SOC 1 type 
2 Report 

Documents 
objectives and 
assertions over 
census data 
controls; engages 
plan or other 
auditor to perform 
SOC 1 type 2 
engagement 

 Performs “gap” 
analysis on 
objectives and 
assertions and, if 
satisfied to design 
and effectiveness, 
tests throughout 
reporting period 

Documents 
internal control 
over census data 
provided to plan 

Reviews 
qualifications of 
plan auditor and 
determines the 
appropriateness 
and sufficiency of 
the SOC 1 type 2 
report for 
providing 
additional audit 
evidence on the 
census data. 

Census 
Data—
Option 2: 
Attest 
Engagement 
on Census 
Data 

Determines the 
assertions to be 
covered by the 
report, including 
completeness and 
accuracy for 
inactive employees 
and retirees, as 
well as data 
provided to 
actuary 

 Tests and reports on 
assertions in 
accordance with AT 
section 101 Attest 
Engagements 
(AICPA, Professional 
Standards) 

 Reviews 
qualifications of 
plan auditor and 
determines the 
appropriateness 
and sufficiency of 
the assertions and 
findings for 
providing 
additional audit 
evidence on the 
census data 
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Actuarial Certification 
As GASB Statement No. 68 requires participating agent employers to record pension amounts that are 
specific to the individual employer such as the single blended discount rate and amortization based on the 
average remaining service, a single certification for all participants will not provide the appropriate 
evidence. Instead, certification reports need to be performed for each individual employer. Appendix A 
recommends that in order for the participating agent employer and its auditor to consider the actuary as 
management’s specialist for the individual pension-related amounts, the actuary should issue a valuation 
report specific to the participating employer and addressed to the employer. This certification report will 
need to include the following employer specific information: 

 Total pension liability 
 Fiduciary net position 
 Net pension liability 
 Deferred outflows and inflows of resources by category and year 
 Pension expense 
 Discount rate calculation 

In other words, the reporting package that agent employers have traditionally received directly from the 
plan will now be supplied by the plan actuary in the form of an actuarial certification report. 

The employer is responsible for reviewing the certification report and answering several of the following 
questions: 

 Are assumptions reasonable and tailored to the individual employer? 
 Does the methodology match the benefit structure and the historic patterns for the employer? 
 Does the calculation of the discount rate (including the cash flow projections) make sense? 
 Is the projection of future contribution efforts consistent with the individual participating employer’s 

understanding of its specific ability and intent? 

Answering these questions may require the participating employer to become familiar with actuarial 
methods and how they have been applied in their individual actuarial valuation. The participating 
employer’s auditor also has considerable responsibilities regarding the actuary acting as the participating 
employer’s specialist and the actuarial valuation. With respect to the plan actuary acting as the 
participating employer’s specialist, the participating employer’s auditor will need to do the following: 

 Evaluate the competence, capabilities, and objectivity of the actuary. 
 Obtain an understanding of the work of the actuary and whether the valuation provides appropriate 

audit evidence to support the pension amounts. 
 Review the actuary’s engagement letter with the plan in order to understand the scope of the 

engagement and whether it will benefit the auditor. 
 Ensure that the assumptions fit the individual employer’s specific circumstances and are not simply 

the same system-wide assumptions that are applied to all employers system-wide. 

The auditor of the participating agent employer may determine that he or she can rely on the plan actuary 
as a “management specialist.” In some circumstances, the employer auditor may need to use the work of 
the specialist to gain sufficient understanding of the valuation and its appropriateness as audit evidence. 
In this situation, the employer auditor should follow the guidance of AU-C section 500 and AU-C  
section 620. 
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Ultimately, the auditor of the participating agent employer needs to determine whether the following are 
true: 

 Actuarial valuation is appropriate and consistent with requirements of GASB Statement No. 68. 
 Assumptions used by management are reasonable in light of the measurement objectives. 
 Underlying census data is complete and accurate. 

Illustration 5-7 

Appendix A (Agent White Paper) Responsibility for Providing Audit Evidence on Employer’s 
TPL and Related Pension Amounts: Actuarial Certification 

Plan Plan Actuary Employer Participating Employer 
Auditor 

Engages 
actuary to 
prepare 
individual 
certification 
reports 

Prepares an 
actuarial 
certification report 
specific to and 
addressed to the 
individual 
participating 
employer; 
report includes 
specific employer 
TPL, FNP, NPL, 
DIR, DOR, and 
information on the 
calculation of the 
discount rate. 

Should review 
certification letter for 
assumptions used and 
their reasonableness; 
calculation of discount 
rate and cash flow 
projections including 
future contributions 
should be consistent 
with employer’s ability 
and intent to make 
contributions; 
methods should be 
reasonable for benefit 
structure of the 
employer.

Evaluates the competence, 
capabilities, and objectivity of 
the actuary; 
obtains an understanding of the 
actuarial valuation and its 
appropriateness as audit 
evidence; 
considers obtaining 
engagement letter between 
plan actuary and the plan; 
considers need to use own 
specialist as described in  
AU-C section 620, Using the 
Work of an Auditor’s Specialist 
(AICPA, Professional Standards). 

SINGLE-EMPLOYER AUDIT CONSIDERATIONS 

Single-employer plans can range from an extremely close relationship in which the employer maintains all 
records for the plan to a plan that is extremely independent in all respects. The audit strategy for single 
employers will inevitably be affected by these relationships. The pension chapter divides audit strategy 
considerations into two broad categories: same auditor for both plan and employer and different auditors 
for plan and employer. 

Same Auditor 

When the employer auditor is responsible for planning all substantive audit procedures for both plan and 
employer, the auditor may design substantive procedures to obtain sufficient appropriate audit evidence 
to support the opinions on both sets of financial statements. However, the auditor should evaluate the 
appropriate performance materiality for both the plan and the employer utilizing the guidance of the 
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guide’s chapter 4, “General Auditing Considerations” (paragraphs 4.71–4.93). In many cases, 
performance materiality for the employer will be lower than that of the plan. In this situation, the 
procedures for providing evidence for both plan and employer should be conducted using the lowest 
materiality of the applicable opinion units. 

Different Auditors 

When the plan is audited by another auditor, the employer auditor should evaluate the amount of 
evidence the audited financial statements of the plan may provide. The auditor should consider the audit 
opinion and the related opinion unit. For example, if the plan administers multiple trust funds but the 
audit opinion is for the combining statement, then performance materiality will be for the opinion unit as 
a whole and not for the individual trust funds. In this situation the employer auditor could place little 
reliance on the audit opinion for the plan regarding the fair statement of individual plans. If however the 
audit opinion was for each individual trust fund much greater reliance could be placed on the audit work 
performed. 

However, even in this situation, the audit opinion on the plan financial statements will not provide 
sufficient and appropriate audit evidence and the employer auditor should consider one of the following 
solutions: 

 Have employer management request that plan management engage its auditor to perform an 
examination engagement in accordance with AT section 101 over census data controlled by the plan. 
After obtaining evidence of the completeness and accuracy of the census data, the employer auditor 
would still need to perform additional procedures to generate evidence regarding the NPL, pension 
expense and related deferred inflows and outflows of resources. 

 Have employer management request plan management to engage the auditor to perform an 
engagement to express an opinion on the fair statement of the pension amounts, including the NPL, 
pension expense and related deferred inflows and outflows of resources in accordance with the 
guidance described in the guide’s pension chapter, appendix B. (AU-C section 805 opinion on the 
schedule.)   

The second option may be the most efficient method as the amount of incremental work needed by the 
plan auditor would likely be relatively small compared to the additional work required for the employer 
auditor to generate the same amount of audit evidence. 

AUDIT ISSUES FOR EMPLOYERS OF COST-SHARING PLANS 

Appendix B (cost-sharing white paper) begins by describing the limitations of the audited financial 
statements for cost-sharing plans as required by GASB Statement No. 67, Financial Reporting for Pension 
Plans. The financial statements of a cost-sharing plan are required to include only the TPL and NPL for 
the plan as a whole. Deferred outflows or deferred inflows of resources by type and pension expense are 
not required to be disclosed in the financial statements of a cost-sharing plan. Additionally, the financial 
statements of a cost-sharing plan do not include each participating employer’s share of the collective 
pension amounts (that is, pension expense, TPL, NPL, DOR, DIR, and so on). Appendix B and related 
Interpretation No. 2, “Auditor of Participating Employer in a Governmental Cost-Sharing Multiple-
Employer Pension Plan” of AU-C section 500 make it clear that unaudited employer-level information 
reported by the cost-sharing plan to the participating employers will not provide appropriate audit 
evidence regarding these amounts. 
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Although GASB Statement No. 68 does not specify whether the plan or the employer should calculate 
the employer’s proportionate share of the collective net pension liability, appendix B points out that the 
plan is in the best position to prepare these calculations and related amounts. It also states that 
calculations prepared by individual participating employers are likely to result in widespread 
inconsistencies and individual proportionate NPLs that do not aggregate to the total collective NPL for 
the plan. 

As a best practice solution to these issues, appendix B recommends that the plan prepare two new 
schedules: 

 Schedule of Pension Allocations by Employer 
 Schedule of Pension Amounts by Employer 

As a best practice, these schedules and the related notes would be audited by the plan auditor in 
accordance with AU-C section 805. Appendix B makes it clear that an “in-relation to opinion” as 
described in AU-C section 725, Supplementary Information in Relation to the Financial Statements as a Whole 
(AICPA, Professional Standards), would not provide adequate audit evidence for determining that allocation 
percentages used by the participating employer in calculating proportionate share amounts are accurate 
and reliable. Interpretation No. 1, “Auditor of Governmental Cost-Sharing Multiple-Employer Pension 
Plan,” of AU-C section 805, Special Considerations—Audits of Single Financial Statements and Specific Elements, 
Accounts, or Items of a Financial Statement (see appendix E of these materials), provides guidance in the 
auditing of these schedules and also includes an illustrative audit opinion. 

Illustration 5-8 is an example of the schedule of employer allocations. 

Illustration 5-83 

 

                                                      

3 Audit & Accounting Guide State and Local Governments, chapter 13, appendix B, page 5.  
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Cost-sharing plans will need to consider the level of rounding or precision (that is, the number of decimal 
places) used to prepare any allocation-related calculations. Variation in size (population, budget, and so 
on) of participating employers in cost-sharing plans may result in the smallest employers receiving no 
allocation of proportionate share amounts unless an adequate number of decimal places are used. 

The second schedule is pension amounts by employer as shown in illustration 5-9. 

Illustration 5-94 

 
 

Though the schedule shown in illustration 5-9 is preferable as it provides all the information necessary 
for reporting required, pension-related amounts and disclosures in the financial statements of the cost-
sharing employer, appendix B acknowledges that less information could be provided to the participating 
cost-sharing employer. Participating cost-sharing employers could calculate their proportionate share on 
their own using the allocation percentages provided in the first schedule. An example of this shorter 
schedule of collective pension amounts is shown in illustration 5-10. 

                                                      

4 Audit & Accounting Guide State and Local Governments, chapter 13, appendix B, page 7.  
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Illustration 5-105 

 
 

The cost-sharing appendix emphasizes that the cost-sharing employer is solely responsible for its 
financial statements and that the employer auditor is solely responsible for determining the sufficiency 
and appropriateness of audit evidence necessary to reduce audit risk to an appropriately low level. 
Though it is appropriate for the cost-sharing employer auditor to use the plan auditor’s report on the 
schedules as evidence that the pension amounts allocated to the participating cost-sharing employer are 
not materially misstated, it should not be construed as transferring responsibility for the pension-related 
amounts and disclosures entirely to the plan auditor. The cost-sharing employer auditor needs to assess 
whether additional audit evidence is required to support his or her opinion on the participating 
employer’s financial statements. Before using the work of the plan auditor as evidence, the employer 
auditor should evaluate whether the plan auditor’s report and accompanying schedules are appropriate 
for the employer auditor’s purposes. 

KNOWLEDGE CHECK 

6. What is accurate regarding the schedules of employer allocations and pension amounts by employer? 

a. Both schedules are required by appendix B of the pension chapter (cost-sharing white 
paper). 

b. Both schedules are part of the basic financial statements for cost-sharing plans. 
c. These schedules with an accompanying audit opinion will provide audit evidence to the cost-

sharing employer and its auditor. 
d. These schedules are required supplementary information (RSI). 

 

 

                                                      

5 Audit & Accounting Guide State and Local Governments, chapter 13, appendix B, page 8. 
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Interpretation No. 1 “Auditor of Participating Employer in a Governmental Pension Plan,” of AU-C 
section 600, Special Considerations—Audits of Group Financial Statements (Including the Work of Component 
Auditors) (AICPA, Professional Standards) clarifies that it is inappropriate for the auditor of the cost-sharing 
employer to reference the work of the plan auditor in the auditor’s opinion on the participating cost-
sharing employer’s financial statements as this does not represent a situation involving group financial 
statements. 

In some cases, a cost-sharing plan may issue financial statements only for the cost-sharing plan and not 
prepare the previously described schedules. On the other hand, a cost-sharing plan may provide the 
recommended schedules but not engage its auditor to express an opinion on them. 

Appendix B states that in these situations, it is unlikely that the auditor of the cost-sharing employer will 
be able to accumulate sufficient appropriate audit evidence necessary to provide unmodified opinions on 
opinion units of the government financial reporting entity that have material allocated pension amounts. 
Interpretation No. 2, “Auditor of Participating Employer in a Governmental Cost-Sharing Multiple-
Employer Pension Plan,” of AU-C section 500 reiterates the issues described in appendix B and makes it 
clear that if the cost-sharing plan does not follow the best practice recommendations, it would be difficult 
for the auditor of the participating cost-sharing employer to issue an unmodified opinion if pension-
related amounts and disclosures are material. 

CONCLUSION 

GASB Statement No. 68 represents a substantial change in governmental pension accounting that is in 
turn driving the likely need for a significant increase in audit procedures. Employers, their auditors, plans, 
the plan actuary, and the plan auditor will all need to work together to ensure a successful 
implementation of GASB Statement No. 68. 



Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited A-1 

Appendix A  

GLOSSARY OF TERMS FROM GASB 

STATEMENT NO. 68 

 

This appendix is included for supplementary purposes only  
and is not required for CPE credit. 
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GLOSSARY (Paragraph 139 of GASB Statement  
No. 68) 
This paragraph contains definitions of certain terms as they are used in this statement; the terms may have 
different meanings in other contexts. 

Active employees – Individuals employed at the end of the reporting or measurement period, as 
applicable. 

Actual contributions – Cash contributions recognized as additions to a pension plan’s fiduciary net 
position. 

Actuarial present value of projected benefit payments – Projected benefit payments discounted to 
reflect the expected effects of the time value (present value) of money and the probabilities of payment. 

Actuarial valuation – The determination, as of a point in time (the actuarial valuation date), of the 
service cost, total pension liability, and related actuarial present value of projected benefit payments for 
pensions performed in conformity with Actuarial Standards of Practice unless otherwise specified by 
GASB. 

Actuarial valuation date – The date as of which an actuarial valuation is performed. 

Actuarially determined contribution – A target or recommended contribution to a defined benefit 
pension plan for the reporting period, determined in conformity with Actuarial Standards of Practice 
based on the most recent measurement available when the contribution for the reporting period was 
adopted. 

Ad hoc cost-of-living adjustments (ad hoc COLAs) – Cost-of-living adjustments that require a 
decision to grant by the authority responsible for making such decisions. 

Ad hoc post-employment benefit changes – Post-employment benefit changes that require a 
decision to grant by the authority responsible for making such decisions. 

Agent employer – An employer whose employees are provided with pensions through an agent 
multiple-employer defined benefit pension plan. 

Agent multiple-employer defined benefit pension plan (agent pension plan) – A multiple-employer 
defined benefit pension plan in which pension plan assets are pooled for investment purposes but 
separate accounts are maintained for each individual employer so that each employer’s share of the 
pooled assets is legally available to pay the benefits of only its employees. 

Allocated insurance contract – A contract with an insurance company under which related payments to 
the insurance company are currently used to purchase immediate or deferred annuities for individual 
employees. Also may be referred to as an annuity contract. 

Automatic cost-of-living adjustments (automatic COLAs) – Cost-of-living adjustments that occur 
without a requirement for a decision to grant by a responsible authority, including those for which the 
amounts are determined by reference to a specified experience factor (such as the earnings experience of 
the pension plan) or to another variable (such as an increase in the consumer price index). 

Automatic post-employment benefit changes – Post-employment benefit changes that occur without 
a requirement for a decision to grant by a responsible authority, including those for which the amounts 
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are determined by reference to a specified experience factor (such as the earnings experience of the 
pension plan) or to another variable (such as an increase in the consumer price index). 

Closed period – A specific number of years that is counted from one date and declines to zero with the 
passage of time. For example, if the recognition period initially is five years on a closed basis, four years 
remain after the first year, three years after the second year, and so forth. 

Collective deferred outflows of resources and deferred inflows of resources related to pensions – 
Deferred outflows of resources and deferred inflows of resources related to pensions arising from certain 
changes in the collective net pension liability. 

Collective net pension liability – The net pension liability for benefits provided through (1) a cost-
sharing pension plan or (2) a single-employer or agent pension plan in circumstances in which there is a 
special funding situation. 

Collective pension expense – Pension expense arising from certain changes in the collective net 
pension liability. 

Contributions – Additions to a pension plan’s fiduciary net position for amounts from employers, non-
employer contributing entities (for example, state government contributions to a local government 
pension plan), or employees. Contributions can result from cash receipts by the pension plan or from 
recognition by the pension plan of a receivable from one of these sources. 

Cost-of-living adjustments – Post-employment benefit changes intended to adjust benefit payments for 
the effects of inflation. 

Cost-sharing employer – An employer whose employees are provided with pensions through a cost-
sharing multiple-employer defined benefit pension plan. 

Cost-sharing multiple-employer defined benefit pension plan (cost-sharing pension plan) – A 
multiple-employer defined benefit pension plan in which the pension obligations to the employees of 
more than one employer are pooled and pension plan assets can be used to pay the benefits of the 
employees of any employer that provides pensions through the pension plan. 

Covered-employee payroll – The payroll of employees that are provided with pensions through the 
pension plan. 

Deferred retirement option program (DROP) – A program that permits an employee to elect a 
calculation of benefit payments based on service credits and salary, as applicable, as of the DROP entry 
date. The employee continues to provide service to the employer and is paid for that service by the 
employer after the DROP entry date; however, the pensions that would have been paid to the employee 
(if the employee had retired and not entered the DROP) are credited to an individual employee account 
within the defined benefit pension plan until the end of the DROP period. 

Defined benefit pension plans – Pension plans that are used to provide defined benefit pensions. 

Defined benefit pensions – Pensions for which the income or other benefits that the employee will 
receive at or after separation from employment are defined by the benefit terms. The pensions may be 
stated as a specified dollar amount or as an amount that is calculated based on one or more factors such 
as age, years of service, and compensation. (A pension that does not meet the criteria of a defined 
contribution pension is classified as a defined benefit pension for purposes of this statement.) 
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Defined contribution pension plans – Pension plans that are used to provide defined contribution 
pensions. 

Defined contribution pensions – Pensions having terms that (a) provide an individual account for each 
employee, (b) define the contributions that an employer is required to make (or the credits that it is 
required to provide) to an active employee’s account for periods in which that employee renders service, 
and (c) provide that the pensions an employee will receive will depend only on the contributions (or 
credits) to the employee’s account, actual earnings on investments of those contributions (or credits), and 
the effects of forfeitures of contributions (or credits) made for other employees, as well as pension plan 
administrative costs, that are allocated to the employee’s account. 

Discount rate – The single rate of return that, when applied to all projected benefit payments, results in 
an actuarial present value of projected benefit payments equal to the total of the following: 

1. The actuarial present value of benefit payments projected to be made in future periods in which 
(a) the amount of the pension plan’s fiduciary net position is projected (under the requirements 
of this statement) to be greater than the benefit payments that are projected to be made in that 
period and (b) pension plan assets up to that point are expected to be invested using a strategy to 
achieve the long-term expected rate of return, rate of return on pension plan investments. 

2. The actuarial present value of projected benefit payments not included in (1), calculated using the 
municipal bond rate. 

Entry age actuarial cost method – A method under which the actuarial present value of the projected 
benefits of each individual included in an actuarial valuation is allocated on a level basis over the earnings 
or service of the individual between entry age and assumed exit age(s). The portion of this actuarial 
present value allocated to a valuation year is called the normal cost. The portion of this actuarial present 
value not provided for at a valuation date by the actuarial present value of future normal costs is called 
the actuarial accrued liability.1  

(This definition is from “Definitions from ASOPs [Actuarial Standards of Practice] and ACGs [Actuarial 
Compliance Guidelines] of the ASB [Actuarial Standards Board] (including those from current exposure 
drafts) February 2011.” Actuarial Standards Board, http://www.actuarialstandardsboard.org/pdf/ 
definitions.pdf. Accessed in January 2014. Footnotes not part of original definition.) 

Inactive employees – Terminated individuals that have accumulated benefits but are not yet receiving 
them, and retirees or their beneficiaries currently receiving benefits. 

Measurement period – The period between the prior and the current measurement dates. 

Multiple-employer defined benefit pension plan – A defined benefit pension plan that is used to 
provide pensions to the employees of more than one employer. 

Net pension liability – The liability of employers and non-employer contributing entities to employees 
for benefits provided through a defined benefit pension plan. 

Non-employer contributing entities – Entities that make contributions to a pension plan that is used 
to provide pensions to the employees of other entities. For purposes of this Statement, employees are not 
considered non-employer contributing entities. 

                                                      

1 For purposes of application to the requirements of this statement, the term actuarial accrued liability is the equivalent 
of total pension liability. 

http://www.actuarialstandardsboard.org/pdf/definitions.pdf


A-6 Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 

Other post-employment benefits – All post-employment benefits other than retirement income (such 
as death benefits, life insurance, disability, and long-term care) that are provided separately from a 
pension plan, as well as post-employment healthcare benefits, regardless of the manner in which they are 
provided. Other post-employment benefits, do not include termination benefits.2 

Pension plans – Arrangements through which pensions are determined, assets dedicated for pensions 
are accumulated and managed, and benefits are paid as they come due. 

Pensions – Retirement income and, if provided through a pension plan, post-employment benefits other 
than retirement income (such as death benefits, life insurance, and disability benefits). Pensions do not 
include post-employment healthcare benefits and termination benefits.3 

Plan members – Individuals that are covered under the terms of a pension plan. Plan members generally 
include (a) employees in active service (active plan members) and (b) terminated employees who have 
accumulated benefits but are not yet receiving them and retirees or their beneficiaries currently receiving 
benefits (inactive plan members). 

Post-employment – The period after employment. 

Post-employment benefit changes – Adjustments to the pension of an inactive employee. 

Post-employment healthcare benefits – Medical, dental, vision, and other health-related benefits paid 
subsequent to the termination of employment. 

Projected benefit payments – All benefits estimated to be payable through the pension plan to current 
active and inactive employees as a result of their past service and their expected future service. 

Public employee retirement system – A special-purpose government that administers one or more 
pension plans; also may administer other types of employee benefit plans, including post-employment 
healthcare plans and deferred compensation plans. 

Real rate of return – The rate of return on an investment after adjustment to eliminate inflation. 

Service costs – The portions of the actuarial present value of projected benefit payments that are 
attributed to valuation years. 

Single employer – An employer whose employees are provided with pensions through a single-
employer defined benefit pension plan. 

Single-employer defined benefit pension plan (single-employer pension plan) – A defined benefit 
pension plan that is used to provide pensions to employees of only one employer. 

                                                      

2 The effects of a termination benefit on an employer’s defined benefit obligations for other post-employment 
benefits should be accounted for and reported in conformity with the requirements for defined benefit other post-
employment benefits. 
3 The effects of a termination benefit on an employer’s or governmental non-employer contributing entity’s defined 
benefit obligations for pensions should be accounted for and reported inconformity with the requirements for 
defined benefit pensions. 
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Special funding situations – Circumstances in which a non-employer entity is legally responsible for 
making contributions directly to a pension plan that is used to provide pensions to the employees of 
another entity or entities and either of the following conditions exists: 

 The amount of contributions for which the non-employer entity legally is responsible is not 
dependent upon one or more events or circumstances unrelated to the pensions. 

 The non-employer entity is the only entity with a legal obligation to make contributions directly to a 
pension plan. 

Termination benefits – Inducements offered by employers to active employees to hasten the 
termination of services or payments made in consequence of the early termination of services. 
Termination benefits include early-retirement incentives, severance benefits, and other termination-
related benefits. 

Total pension liability – The portion of the actuarial present value of projected benefit payments that is 
attributed to past periods of employee service in conformity with the requirements of this statement. 
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EXEMPT ORGANIZATIONS GLOSSARY 

GOVERNMENTAL TERMINOLOGY 

Accounting System – The methods and records established to identify, assemble, analyze, classify, 
record, and report a government’s transactions and to maintain accountability for the related assets and 
liabilities. 

Accrual Basis of Accounting – The recording of financial effects on a government of transactions and 
other events and circumstances that have consequences for the government in the periods in which those 
transactions, events, and circumstances occur, rather than only in the periods in which cash is received or 
paid by the government. 

Ad Valorem Tax – A tax based on value (such as a property tax). 

Advance From Other Funds – An asset account used to record noncurrent portions of a long-term 
debt owed by one fund to another fund within the same reporting entity. (See Due to Other Funds and 

Interfund Receivable/Payable). 

Agency Funds – A fund normally used to account for assets held by a government as an agent for 
individuals, private organizations or other governments and/or other funds. 

Appropriation – A legal authorization granted by a legislative body to make expenditures and to incur 
obligations for specific purposes. An appropriation is usually limited in amount and time it may be 
expended. 

Assigned Fund Balance – A portion of fund balance that includes amounts that are constrained by the 
government’s intent to be used for specific purposes, but that are neither restricted nor committed. 

Basis of Accounting – A term used to refer to when revenues, expenditures, expenses, and transfers, and 
related assets and liabilities are recognized in the accounts and reported in the financial statements. 
Specifically, it relates to the timing of the measurements made, regardless of the nature of the 
measurement. (See Accrual Basis of Accounting, Cash Basis of Accounting, and Modified Accrual 

Basis of Accounting). 

Bond – A written promise to pay a specified sum of money (the face value or principal amount) at a 
specified date or dates in the future (the maturity dates[s]), together with periodic interest at a specified 
rate. Sometimes, however, all or a substantial part of the interest is included in the face value of the 
security. The difference between a note and bond is that the latter is issued for a longer period and 
requires greater legal formality. 

Business Type Activities – Those activities of a government carried out primarily to provide specific 
services in exchange for a specific user charge. 
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Capital Grants – Grants restricted by the grantor for the acquisition and/or construction of (a) capital 
asset(s). 

Capital Projects Fund – A fund used to account for and report financial resources that are restricted, 
committed, or assigned to expenditures for capital outlays, including the acquisition or construction of 
capital facilities and other capital assets. Capital project funds exclude those types of capital-related 
outflows financed by proprietary funds or for assets that will be held in trust for individuals, private 
organizations, or other governments. 

Cash Basis of Accounting – A basis of accounting that requires the recognition of transactions only 
when cash is received or disbursed. 

Committed Fund Balance – A portion of fund balance that includes amounts that can only be used for 
specific purposes pursuant to constraints imposed by formal action of the government’s highest level of 
decision-making authority. 

Consumption Method – The method of accounting that requires the recognition of an 
expenditure/expense as inventories are used. 

Contributed Capital – Contributed capital is created when a general capital asset is transferred to a 
proprietary fund or when a grant is received that is externally restricted to capital acquisition or 
construction. Contributions restricted to capital acquisition and construction and capital assets received 
from developers are reported in the operating statement as a separate item after nonoperating revenues 
and expenses. 

Debt Service Fund – A fund used to account for and report financial resources that are restricted, 
committed, or assigned to expenditure for principal and interest. Debt service funds should be used to 
report resources if legally mandated. Financial resources that are being accumulated for principal and 
interest maturing in future years should also be reported debt service funds. 

Deferred Revenue – Amounts for which asset recognition criteria (receivable) have been met, but for 
which revenue recognition criteria have not been met. Under the modified accrual basis of accounting, 
amounts that are measurable but not available are classified as deferred revenue. Cash received in advance 
of the period of applicability is also recorded as deferred revenue. 

Deficit – (a) The excess of the liabilities of a fund over its assets. (b) The excess of expenditures over 
revenues during an accounting period, or in the case of proprietary funds, the excess of expenses over 
revenues during an accounting period. 

Disbursement – A payment made in cash or by check. Expenses are only recognized at the time 
physical cash is disbursed. 

Due From Other Funds – A current asset account used to indicate account reflecting amounts owed to 
a particular fund by another fund for goods sold or services rendered. This account includes only short-
term obligations on open account, not interfund loans. 

Due to Other Funds – A current liability account reflecting amounts owed by a particular fund to 
another fund for goods sold or services rendered. This account includes only short-term obligations on 
an open account, not interfund loans. 

Fund Financial Statements – Each fund has its own set of self-balancing accounts and fund financial 
statements that focus on information about the government’s governmental, proprietary, and fiduciary 
fund types. 
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Enabling Legislation – Legislation that authorizes a government to assess, levy, charge, or otherwise 
mandate payment of resources from external resource providers, and includes a legally enforceable 
requirement that those resources be used for the specific purposes stipulated in the legislation. 

Encumbrances – Commitments related to unperformed (executory) contracts for goods or services. 
Used in budgeting, encumbrances are not GAAP expenditures or liabilities, but represent the estimated 
amount of expenditures ultimately to result if unperformed contracts in process are completed. 

Enterprise Fund – A fund established to account for operations financed and operated in a manner 
similar to private business enterprises (such as gas, utilities, transit systems, and parking garages). Usually, 
the governing body intends that costs of providing goods or services to the general public be recovered 
primarily through user charges. 

Expenditures – Decreases in net financial resources. Expenditures include current operating expenses 
requiring the present or future use of net current assets, debt service and capital outlays, 
intergovernmental grants, entitlements, and shared revenues. 

Expenses – Outflows or other using up of assets or incurrences of liabilities, or a combination of both, 
from delivering or producing goods, rendering services, or carrying out other activities that constitute the 
entity’s ongoing major or central operations. 

Fund – A fiscal and accounting entity with a self-balancing set of accounts in which cash and other 
financial resources, all related liabilities and residual equities, or balances, and changes therein, are 
recorded and segregated to carry on specific activities or attain certain objectives in accordance with 
special regulations, restrictions, or limitations. 

Fund Balance – The difference between fund assets and fund liabilities of the generic fund types within 
the governmental category of funds. 

Fund Type – The 11 generic funds that all transactions of a government are recorded into. The 11 fund 
types are as follows: general, special revenue, debt service, capital projects, permanent, enterprise, internal 
service, private purpose trust, pension trust, investment trust, and agency. 

GASB – The Governmental Accounting Standards Board (GASB) was organized in 1984 by the 
Financial Accounting Foundation (FAF) to establish standards of financial accounting and reporting for 
state and local governmental entities. Its standards guide the preparation of external financial reports of 
those entities. 

General Fund – The fund within the governmental category used to account for all financial resources 
except those required to be accounted for in another governmental fund. 

General-Purpose Governments – General-purpose governments are governmental entities that provide 
a range of services, such as states, cities, counties, towns, and villages. 

Governmental Funds – Funds used to account for the acquisition, use, and balances of spendable 
financial resources and the related current liabilities, except those accounted for in proprietary funds and 
fiduciary funds. Essentially, these funds are accounting segregations of financial resources. Spendable 
assets are assigned to a particular government fund type according to the purposes for which they may or 
must be used. Current liabilities are assigned to the fund type from which they are to be paid. The 
difference between the assets and liabilities of governmental fund types is referred to as fund balance. 
The measurement focus in these funds types is on the determination of financial position and changes in 
financial position (sources, uses, and balances of financial resources) rather than on net income 
determination. 
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Government-Wide Financial Statements – The government-wide financial statements are highly 
aggregated financial statements that present financial information for all assets (including infrastructure 
capital assets), liabilities, and net assets of a primary government and its component units, except for 
fiduciary funds. The government-wide financial statements use the economic resources measurement 
focus and accrual basis of accounting. 

Infrastructure Assets – Infrastructure assets are long-lived capital assets that normally are stationary in 
nature and normally can be preserved for a significantly greater number of years than most capital assets. 
Examples of infrastructure assets are roads, bridges, tunnels, drainage systems, water and sewer systems, 
dams, and lighting systems. Buildings, except those that are an ancillary part of a network of 
infrastructure assets, are not considered infrastructure assets. 

Internal Service Fund – A generic fund type within the proprietary category used to account for the 
financing of goods or services provided by one department or agency to other departments or agencies of 
a government, or to other governments, on a cost-reimbursement basis. 

Investment Trust Fund – A generic fund type within the fiduciary category used by a government in a 
fiduciary capacity, such as to maintain its cash and investment pool for other governments. 

Major Funds – A government’s general fund (or its equivalent), other individual governmental type, and 
enterprise funds that meet specific quantitative criteria, and any other governmental or enterprise fund 
that a government’s officials believe is particularly important to financial statement users. 

Management’s Discussion and Analysis (MD&A) – MD&A is RSI that introduces the basic financial 
statements by presenting certain financial information as well as management’s analytical insights on that 
information. 

Measurement Focus – The accounting convention that determines (a) which assets and which liabilities 
are included on a government’s balance sheet and where they are reported, and (b) whether an operating 
statement presents information on the flow of financial resources (revenues and expenditures) or 
information on the flow of economic resources (revenues and expenses). 

Modified Accrual Basis of Accounting – The basis of accounting adapted to the governmental fund 
type measurement focus. Revenues and other financial resource increments are recognized when they 
become both measurable and available to finance expenditures of the current period. Available means collectible in 
the current period or soon enough thereafter to be used to pay liabilities of the current period. 
Expenditures are recognized when the fund liability is incurred and expected to be paid from current 
resources except for (a) inventories of materials and supplies that may be considered expenditures either 
when purchased or when used, and (b) prepaid insurance and similar items that may be considered 
expenditures either when paid for or when consumed. All governmental funds are accounted for using 
the modified accrual basis of accounting in fund financial statements. 

Modified Approach – Rules that allow infrastructure assets that are part of a network or subsystem of a 
network not to be depreciated as long as certain requirements are met. 

Nonspendable Fund Balance – The portion of fund valance that includes amounts that cannot be 
spent because they are either (a) not in spendable form, or (b) legally or contractually required to be 
maintained intact. 

Pension Trust Fund – A trust fund used to account for a PERS. Pension trust funds use the accrual 
basis of accounting and the flow of economic resources measurement focus. 
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Permanent Fund – A generic fund type under the governmental category used to report resources that 
are legally restricted to the extent that only earnings, and not principal, may be used for purposes that 
support the reporting government’s programs and, therefore, are for the benefit of the government or its 
citizenry. (Permanent funds do not include private-purpose trust funds, which should be used when the 
government is required to use the principal or earnings for the benefit of individuals, private 
organizations, or other governments). 

Private Purpose Trust Fund – A general fund type under the fiduciary category used to report 
resources held and administered by the reporting government acting in a fiduciary capacity for 
individuals, other governments, or private organizations. 

Proprietary Funds – The government category used to account for a government’s ongoing 
organizations and activities that are similar to those often found in the private sector (these are enterprise 
and internal service funds). All assets, liabilities, equities, revenues, expenses, and transfers relating to the 
government’s business and quasi-business activities are accounted for through proprietary funds. 
Proprietary funds should apply all applicable GASB pronouncements and those GAAP applicable to 
similar businesses in the private sector, unless those conflict with GASB pronouncements. These funds 
use the accrual basis of accounting in conjunction with the flow of economic resources measurement 
focus. 

Purchases Method – The method under which inventories are recorded as expenditures when acquired. 

Restricted Fund Balance – Portion of fund valance that reflects constraints placed on the use of 
resources (other than nonspendable items) that are either (a) externally imposed by creditor such as 
through debt covenants, grantors, contributors, or laws or regulations of other governments, or (b) 
imposed by law through constitutional provisions or enabling legislation. 

Required Supplementary Information (RSI) – GAAP specify that certain information be presented as 
RSI. 

Special-Purpose Governments – Special-purpose governments are legally separate entities that perform 
only one activity or only a few activities, such as cemetery districts, school districts, colleges and 
universities, utilities, hospitals and other health care organizations, and public employee retirement 
systems. 

Special Revenue Fund – A fund that must have revenue or proceeds from specific revenue sources 
which are either restricted or committed for a specific purpose other than debt service or capital projects. 
This definition means that in order to be considered a special revenue fund, there must be one or more 
revenue sources upon which reporting the activity in a separate fund is predicated. 

Transfers – All interfund transfers, such as legally authorized transfers from a fund receiving revenue to 
a fund through which the resources are to be expended, where there is no intent to repay. Interfund 
transfers are recorded on the operating statement. 

Unassigned Fund Balance – Residual classification for the general fund. This classification represents 
fund balance that has not been assigned to other funds and that has not been restricted, committed, or 
assigned to specific purposes within the general fund. The general fund should be the only fund that 
reports a positive unassigned fund valance amount. In other funds, if expenditures incurred for specific 
purposes exceeded the amounts restricted, committed, or assigned to those purposes, 

Unrestricted Fund Balance – The total of committed fund balance, assigned fund balance, and 
unassigned fund balance. 
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NOT-FOR-PROFIT TERMINOLOGY 

Charitable Lead Trust – A trust established in connection with a split-interest agreement, in which the 
not-for-profit organization receives distributions during the agreement’s term. Upon termination of the 
trust, the remainder of the trust assets is paid to the donor or to third-party beneficiaries designated by 
the donor. 

Charitable Remainder Trust – A trust established in connection with a split-interest agreement, in 
which the donor or a third-party beneficiary receives specified distributions during the agreement’s term. 
Upon termination of the trust, a not-for-profit organization receives the assets remaining in the trust. 

Collections – Works of art, historical treasures, or similar assets that are (a) held for public exhibition, 
education, or research in furtherance of public service rather than financial gain, (b) protected, kept 
unencumbered, cared for, and preserved, and (c) subject to an organizational policy that requires the 
proceeds of items that are sold to be used to acquire other items for collections. 

Conditional Promise to Give – A promise to give that depends on the occurrence of a specified future 
and uncertain event to bind the promisor. 

Contribution – An unconditional transfer of cash or other assets to an entity or a settlement or 
cancellation of its liabilities in a voluntary nonreciprocal transfer by another entity acting other than as an 
owner. 

Costs of Joint Activities – Costs of joint activities are costs incurred for a joint activity. Costs of joint 
activities may include joint costs and costs other than joint costs. Costs other than joint costs are costs 
that are identifiable with a particular function, such as program, fundraising, management and general, 
and membership development costs. 

Donor-Imposed Restriction – A donor stipulation that specifies a use for the contributed asset that is 
more specific than broad limits resulting from the nature of the organization, the environment in which it 
operates, and the purposes specified in its articles of incorporation or bylaws, or comparable documents 
for an unincorporated association. A restriction on an organization’s use of the asset contributed may be 
temporary or permanent. 

Functional Classification – A method of grouping expenses according to the purpose for which the 
costs are incurred. The primary functional classifications are program services and supporting activities. 

Joint Activity – A joint activity is an activity that is part of the fundraising function and has elements of 
one or more other functions, such as programs, management and general, membership development, or 
any other functional category used by the entity. 

Joint Costs – Joint costs are the costs of conducting joint activities that are not identifiable with a 
particular component of the activity. 

Natural Expense Classification – A method of grouping expenses according to the kinds of economic 
benefits received in incurring those expenses. Examples of natural expense classifications include salaries 
and wages, employee benefits, supplies, rent, and utilities. 

Permanently Restricted Net Assets – The part of the net assets of a not-for-profit organization 
resulting (a) from contributions and other inflows of assets whose use by the organization is limited by 
donor-imposed stipulations that neither expire by passage of time nor can be fulfilled or otherwise 
removed by actions of the organization, (b) from other asset enhancements and diminishments subject to 
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the same kinds of stipulations, and (c) from reclassifications from (or to) other classes of net assets as a 
consequence of donor-imposed stipulations. 

Promise to Give – A written or oral agreement to contribute cash or other assets to another entity. A 
promise to give may be either conditional or unconditional. 

Temporarily Restricted Net Assets – The part of the net assets of a not-for-profit organization 
resulting (a) from contributions and other inflows of assets whose use by the organization is limited by 
donor-imposed stipulations that either expire by the passage of time or can be fulfilled and removed by 
actions of the organization pursuant to those stipulations, (b) from other asset enhancements and 
diminishments subject to the same kinds of stipulations, and (c) from reclassifications to (or from) other 
classes of net assets as a consequence of donor-imposed stipulations, their expiration by passage of time, 
or their fulfillment and removal by actions of the organization pursuant to those stipulations. 

Unrestricted Net Assets – The part of net assets of a not-for-profit organization that is neither 
permanently restricted nor temporarily restricted by donor-imposed stipulations. 

SINGLE AUDIT &YELLOW BOOK TERMINOLOGY 

Attestation Engagements – Attestation engagements concern examining, reviewing, or performing 
agreed-upon procedures on a subject matter or an assertion about a subject matter and reporting on the 
results. 

Compliance Supplement – A document issued annually in the Spring by the OMB to provide guidance 
to auditors. 

Data Collection Form – A form submitted to the Federal Audit Clearinghouse which provides 
information about the auditor, the auditee and its federal programs, and the results of the audit. 

Federal Financial Assistance – Assistance that non-federal entities receive or administer in the form of 
grants, loans, loan guarantees, property, cooperative agreements, interest subsidies, insurance, food 
commodities, direct appropriations, or other assistance, but does not include amounts received as 
reimbursement for services rendered to individuals in accordance with guidance issued by the Director. 

Financial Audits – Financial audits are primarily concerned with providing reasonable assurance about 
whether financial statements are presented fairly, in all material respects, in conformity with generally 
accepted accounting principles (GAAP) or with a comprehensive basis of accounting other than GAAP. 

GAGAS – Generally Accepted Government Auditing Standards issued by the GAO. They are also 
commonly known as the Yellow Book. 

GAO – The United States Government Accountability Office. Among their responsibilities is the 
issuance of Generally Accepted Government Auditing Standards (a.k.a. the Yellow Book). 

OMB – The Office of Management and Budget. OMB assists the President in the development and 
implementation of budget, program, management, and regulatory policies. 

Pass-Through Entity – A non-federal entity that provides federal awards to a subrecipient to carry out 
a federal program. 
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Performance Audits – Performance audits entail an objective and systematic examination of evidence to 
provide an independent assessment of the performance and management of a program against objective 
criteria as well as assessments that provide a prospective focus or that synthesize information on best 
practices or cross-cutting issues. 

Program-Specific Audit – An audit of one federal program. 

Single Audit – An audit of a non-federal entity that includes the entity’s financial statements and Federal 
awards. 

Single Audit Guide – This AICPA Audit Guide formally titled Government Auditing Standards and 
Circular A-133 Audits (the Single Audit Guide) is the former Statement of Position (SOP) 98-3. The 
Single Audit Guide provides guidance on the auditor’s responsibilities when conducting a single audit or 
program-specific audit in accordance with the Single Audit Act and Circular A-133. 

Subrecipient – A non-federal entity that receives federal awards through another non-federal entity to 
carry out a federal program, but does not include an individual who receives financial assistance through 
such awards. 
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The AICPA offers a free, daily, e-mailed newsletter covering the day’s top business and 
financial articles as well as video content, research and analysis concerning CPAs and 
those who work with the accounting profession. Visit the CPA Letter Daily news box on the 
www.aicpa.org home page to sign up. You can opt out at any time, and only the AICPA can 
use your e-mail address or personal information. 
 
Have a technical accounting or auditing question? So did 23,000 other professionals who 
contacted the AICPA's accounting and auditing Technical Hotline last year. The objectives 
of the hotline are to enhance members' knowledge and application of professional 
judgment by providing free, prompt, high-quality technical assistance by phone concerning 
issues related to: accounting principles and financial reporting; auditing, attestation, 
compilation and review standards. The team extends this technical assistance to 
representatives of governmental units. The hotline can be reached at 1-877-242-7212. 
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SOLUTIONS 

CHAPTER 1 

Solutions to Knowledge Check Questions 

  1.
a. Correct. Economies of scale is an advantage of statewide multiple employer plans. 
b. Incorrect. Flexibility is not typical as a statewide plan is governed by statute. 
c. Incorrect. Contribution rates will be more influenced by plan design and the benefits, not the 

type of PERS that is administering it. 
d. Incorrect. Simplicity or complexity of plan design is not correlated to the type of PERS that is 

administering it. 

  2.
a. Incorrect. Hybrid plans must be classified as either defined benefit or defined contribution for 

accounting and financial reporting purposes. 
b. Incorrect. “Multiple employer” is a type of PERS, not a plan as in a program of benefits. 
c. Correct. “Defined benefit” covers approximately 89 percent of public sector employees. 
d. Incorrect. Only 11 percent of public sector employees have defined contribution as their primary 

plan. 

  3.
a. Incorrect. Public sector plans often do serve as a substitute for Social Security. 
b. Correct. “Public sector plans are typically noncontributory” is a false statement. 
c. Incorrect. Public sector plans are often designed for earlier retirement ages—for example, plans 

for public safety employees. 
d. Incorrect. Public sector plans are typically contributory. 

CHAPTER 2 

Solutions to Knowledge Check Questions  

  1.
a. Correct. Benefit levels are a function of plan design, not pre-funding. 
b. Incorrect. Affordable benefits are an advantage of pre-funding. 
c. Incorrect. Level contribution rates are an advantage of pre-funding. 
d. Incorrect. Ability to weather unexpected events is an advantage of pre-funding. 



2 Solutions Copyright 2016–2017 AICPA • Unauthorized Copying Prohibited 

  2.
a. Incorrect. Actuaries do not use market value of assets in their calculation because of the volatility 

it would cause. 
b. Incorrect. Fiduciary net position is a term from GASB Statement No. 68. 
c. Correct. Actuarial accrued liability less actuarial value of assets. 
d. Incorrect. It is the liability accrued to date, not the total actuarial liability. 

  3.
a. Incorrect. GASB Statement No. 68 is very prescriptive, but ASOPs allow the actuary a great deal 

of flexibility. 
b. Incorrect. ASOPs’ primary focus is funding, not financial reporting. 
c. Correct. Actuaries refer to ASOPs in their reports just as auditors refer to their standards. 
d. Incorrect. ASOPs have no standard format for actuarial reports. 

  4.
a. Incorrect. The measurement date is not limited to the employer’s year-end. 
b. Correct. The measurement date can be the employer’s year-end, anytime within the employer’s 

fiscal year, or one day before. 
c. Incorrect. The measurement date is not synonymous with the valuation date. 
d. Incorrect. The measurement date is not limited to the plan’s year-end. 

  5.
a. Incorrect. GASB Statement No. 27 allows six methods: Entry Age, Attained Age, Frozen Entry 

Age, Frozen Attained Age, Projected Unit Credit, and Aggregate. 
b. Incorrect. GASB Statement No. 68 allows only one actuarial method, Entry Age. 
c. Incorrect. GASB Statement No. 27 allows more than 1, and GASB Statement No. 68 does not 

allow six. 
d. Correct. GASB Statement No. 27 as a funding-friendly standard allowed six. GASB Statement 

No. 68 as a reporting standard allows only one. 

  6.
a. Incorrect. It is often the pension plan, but that is not how the ASOP defines the term. 
b. Incorrect. The funding entity may or may not be an intended user, but that is not how the ASOP 

defines the term. 
c. Incorrect. The principal is the client or employer of the actuary and will often be an intended 

user, but this is not how the ASOP defines the term. 
d. Correct. ASOP 41 defines an intended user as anyone the actuary identifies as able to rely on the 

valuation. 
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CHAPTER 3 

Solutions to Knowledge Check Questions 

  1.
a. Incorrect. This answer does not record the deferred outflow of resources as required by GASB 

71 and also understates unrestricted net position. 
b. Incorrect. This answer subtracts the fair market value of assets from the total pension liability 

resulting in an overstatement of the NPL and an understatement of unrestricted net position. 
c. Correct. Net position is $1 million, which is calculated as the total pension liability of $11.8 

million less the fiduciary net position of $10.4 million adjusted for GASB Statement No. 71 
required deferred outflow of resources $400,000. 

d. Incorrect. This answer subtracts the fair value of assets from the actuarially accrued liability. But 
neither of these concepts are used to calculate the NPL. It also ignores the required deferral of 
contributions made after the measurement date.  

  2.
a. Incorrect. Assumptions different from actual are specifically listed as deferred outflows and 

inflows by GASB Statement No. 68. 
b. Correct. Plan benefit changes are recognized immediately in pension expense under GASB 

Statement No. 68. 
c. Incorrect. Assumption changes are specifically listed as deferred outflows and inflows by GASB 

Statement No. 68. 
d. Incorrect. Investment return different from assumption is specifically listed as deferred outflows 

and inflows by GASB Statement No. 68. 

  3.
a. Incorrect. As a market-based measurement, FNP will likely fluctuate significantly from year to 

year, increasing expense volatility. 
b. Incorrect. The single blended rate will also increase expense volatility because market 

movements are magnified by use of the annually changing single blended rate. 
c. Incorrect. Short amortization periods mean that either gains or losses will be recognized into 

expense sooner, increasing volatility. 
d. Correct. A more realistic discount rate will increase expense initially but over time will produce a 

more stable expense number as actuarial gains and losses are reduced. 

  4.
a. Incorrect. The change in NPL is not reflective of the pension expense in and of itself. 
b. Incorrect. Current year contributions are not equal to the pension expense for the year, but are a 

component of the calculation. 
c. Correct. It is calculated as 

Ending NPL ($9 million) - beginning NPL ($7 million) - current-year deferred outflows 
($300,000) + amortization of those outflows ($300,000/10=$30,000) + current year deferred 
inflows ($500,000) - amortization of those deferred inflows ($500,000/5=$100,000) + 
current year contributions =$3,730,000. 

d. Incorrect. Expense was calculated correctly with the exception that the cost of the benefit 
increase was included. The ending NPL already included the benefit increases, so adding them 
again is in essence double counting and would overstate expense. 

e. Incorrect. This includes amortizing the deferred inflows by 10 years. Because these deferred 
inflows were a result of investment return, GASB mandates a 5-year amortization period. 
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  5.
a. Correct. Grant expense is recognized if a non-employer contributor is in a special funding 

situation and the amount is calculated as if it were pension expense. 
b. Incorrect. As a non-employer contributor, it has no employees and therefore no pension 

expense. 
c. Incorrect. As a non-contributor employer in a special funding situation, it must recognize both 

the NPL and the related DIR and DOR in its statement of net position and therefore must 
consider the change in NPL and related adjustments as part of the calculation of grant expense.  

d. Incorrect. It does not include the change in NPL as part of the calculation. 

CHAPTER 4 

Solutions to Knowledge Check Questions 

  1.
a. Incorrect. Cost-sharing plans are not required to disclose the changes in the NPL. 
b. Correct. Only agent and single-employer plans are required to disclose the changes in the NPL. 

Those entities whose NPL is a proportionate share do not have to disclose the change in the NPL. 
c. Incorrect. Special funding situations are not required to disclose the changes in the net pension 

liability. Their required disclosures are most similar to cost-sharing plans. 
d. Incorrect. The disclosure SFS non-employer contributors are required to make do not vary by 

plan type, making this option the same as “c.” 
e. Incorrect. Defined contribution plans do not have a net pension liability. 

  2.
a. Incorrect. The impact of a 10 percent loss of fair value is not a requirement. 
b. Incorrect. A focus on the major liability assumptions such as salary progression, turnover, and 

mortality is not a requirement. 
c. Correct. A sensitivity analysis shows the impact on the NPL if the discount rate were 1 percent 

higher or lower. 
d. Incorrect. An evaluation of the historic volatility of the investment portfolio compared to market 

indexes is not required. 
e. Incorrect. This is not the purpose of a sensitivity analysis. 

  3.
a. Incorrect. Cost-sharing employers have proportionate shares, but agent employers do not. 
b. Incorrect. SFS non-employer contributors would have proportionate share, but agent employers 

would not. 
c. Correct. Cost-sharing and SFS non-employer contributor. 
d. Incorrect. Defined contribution plans do not have an NPL. 

  4.
a. Incorrect. At least one experience study will be included; this is a benefit of 10-year RSI. 
b. Incorrect. Boom and bust cycles of investments will be evident with a 10-year RSI. 
c. Incorrect. Long-term trends are more evident with a 10-year RSI. 
d. Correct. Long-term projections are not included in RSI. 
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CHAPTER 5 

Solutions to Knowledge Check Questions 

  1.
a. Incorrect. The chapter does incorporate the pension-related audit interpretations into the 

chapter. 
b. Incorrect. Other than the appendixes, all material in chapter 13 of the Audit & Accounting 

Guide State and Local Governments is authoritative.  
c. Incorrect. These are the three main sections of the chapter. 
d. Correct. This statement is false because the census data white paper is not included as an 

appendix but instead has been incorporated into the authoritative chapter itself. 

  2.
a. Incorrect. Plan design is only one consideration of audit strategy. Others include plan type and 

the amount of audit assurance provided by the plan auditor. 
b. Incorrect. The guide makes it clear that GASB 68 pension-related amounts is not a group audit 

situation. 
c. Correct. Agent plans are the most difficult for the employer auditor due to the lack of actuarial 

information contained in the audited financial statements. 
d. Incorrect. The guide is clear that the lowest performance materiality should be used for joint 

procedures and that will typically be an employer’s opinion unit. 

  3.
a. Incorrect. There are two assertions for census data: one for the employer and one for the plan. 
b. Correct. The assertion covers all pension-related amounts, including disclosures. 
c. Incorrect. The assertions specifically mention the plan’s responsibility for completeness and 

accuracy of census data. 
d. Incorrect. The assertions also reference the ASOPs. 

  4.
a. Incorrect. The Schedule of Pension Amounts by Employer is listed as optional in appendix B 

(cost-sharing white paper) of the guide’s pension chapter. Plans can prepare either a Schedule of 
Pension Amounts by Employer or a Schedule of Collective Pension Amounts. 

b. Incorrect. Only GASB defines the contents of the Basic Financial Statements. These schedules 
were created by the State and Local Governments Expert Panel (SLGEP) as part of its “Best 
Practice Solution,” described in appendix B of the pension chapter. 

c. Correct. These schedules with an accompanying audit opinion will provide audit evidence to the 
cost-sharing employer and its auditor. 

d. Incorrect. These schedules with an accompanying audit opinion were suggested by the SLGEP 
to provide audit evidence to the cost-sharing employer and its auditor. 
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  5.
a. Incorrect. It is an efficient way to provide audit evidence regarding work produced by service 

organizations. 
b. Incorrect. It requires service organizations to document objectives and assertions regarding 

internal controls. 
c. Correct. A severe limitation of a SOC 1 type 2 report is that testing must be performed 

throughout the period that is being reported on, which will make it impractical for many plans in 
the year of implementation. 

d. Incorrect. It reduces the amount of substantive testing required by the employer auditor. 

  6.
a. Incorrect. Appendix B is non-authoritative and cannot require the schedules. In addition, it 

offers a schedule of total collective pension amounts as an alternative to pension amounts by 
employer. 

b. Incorrect. These schedules are not part of the basic financial statements. 
c. Correct. The schedules can be an effective means of providing audit evidence. 
d. Incorrect. To be RSI, these schedules would have to be required by GASB, not part of non-

authoritative audit guidance. 
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