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Who is GASB?

« GASB 67 — The Governmental Accounting Standards Board (GASB) is the
independent organization that establishes and improves standards of
accounting and financial reporting for the U.S. state and local government.

« The GASB is recognized by governments, the accounting industry, and the
capital markets as the official source of generally accepted accounting
principles (GAAP) for state and local governments.

« The standards are not federal laws or regulations and the organization
does not have enforcement authority. Compliance with GASB’s standards,
however, is enforced through the laws of some individual states and
through the audit process, when auditors render opinions on the fairness
of financial statement presentations in conformity with GAAP,
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GASB's Change to Pension Accounting

 GASB changes under statements 67 and 68 are intended to promote

consistency and transparency of employer reporting.

« Approach based on GASB's decision that reporting the Net Pension
Liability (NPL) on the face of a government’s financial statements allows

users of the financial statements to better assess:

» The long-term benefit obligations of a governmental entity;

« The general long-term financial health of a governmental entity;

« How well a governmental entity has supported and maintained
the pension promises made to their employees.
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GASB 67 & 68 — Who Does it Apply To?

GASB 67 GASB 68
» GASB approved Statement No. 67, « GASB also approved Statement
Financial Reporting for Pension No. 68, Accounting and
Plans Financial Reporting for
« Applies to plans that administer Pension Plans
pension benefits, such as the « Applies to governments that
Public Employees Retirement provide pension benefits to
Association (PERA) of New their employees
Mexico « Examples: Counties,
« PERA is a cost-sharing multiple Municipalities, Housing
employer defined benefit plan Authorities, Water and
covering  state and  local Sanitation Districts

governmental employees and
members of the judicial and
legislative branches of
government.
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GASB Change to Pension Accounting - Overview

Underlying Principals
« Pensions are part of the exchange between employees and
employers

«  Pension plans are part of total compensation

« Employer incurs a pension obligation as a result of the
‘employment exchange”

« (ost (expense) should be recognized in the period services are
provided

« The pension plan is primarily responsible for paying pension
benefits to the extent the plan has sufficient assets

« The employer is primarily responsible for paying benefits to the
extent the plan does not have sufficient assets
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GASB Change to Pension Accounting - Overview

Summary of Changes

Separate accounting and funding
Net Pension Liability (NPL) moves to balance sheet of
employers. NPL is:

« Actuarially accrued liability (referred to in statements as Total
Pension Liability (TPL) base on Entry Age Normal funding method,
less

« Plans Fiduciary Net Position (market value of assets).
Annual pension expense or pension income with no direct

relationship to actuarially determined contributions.
Deferred Inflows and Outflows created.

Side PERA



GASB 67 - Total Pension Liability Calculation

Total Pension Liability (TPL)

« Three essential steps for measure:

« Project total future pension current and former employees
Based on terms of the plan

Actuary assumptions, such as how long the employees are expected to work for
participating government, what salaries are expected to be, period of collection of

benefits after retirement.
« Discount the projected benefit payments to their value at the time of
the measurement (present value)

« Attribute the present value of projected payments to the periods when
they were or will be earned — past and future.

« Actuary provides a GASB 67 supplemental report that Is
separate from the actuarial valuations used for funding
decisions.
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GASB 67 — Net Pension Liability Calculation

Net Pension Liability (NPL)

« To the extent that the cumulative long-term obligations to
provide pension benefits of the participating governments in a
cost-sharing plan (TPL) is larger than the value of the assets
available in the pension plan’s trust to pay pension benefits.

I I

$17.7 Billion -  $14.4Billion = $3.3 Billion
PERA multi-employer cost sharing fund example

Note: Unfunded Actuarial Accrued Liability (UAAL) $4.3B as of June 30, 2014
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GASB 67 - Total Pension Liability Calculation

Net Pension Liability vs: Unfunded Actuarial Accrued
Liability (UAAL)

« Market value of assets (Fiduciary Net Position) is greater that
actuarial value of assets used in the June 30, 2014 actuarial
valuations.

» 4year smoothing (UAAL) vs. Fair Market Value (GASB/NPL)
$13.4 Billion - $14.4 Billion

« Net Pension Liability of PERA divisions/funds are less than the
UAAL in the June 30, 2014 actuarial valuation with the exception
of the Magistrate’s Fund.

Magistrates Fund is only PERA plan which is projected to become insolvent using
GASB 67 projection method. This results in the required use of lower discount rate in
measuring the Fund’s liability resulting in an increase in the NPL under GASB.
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What is PERASs Role - 2014

« Implement GASB 67 and include required

information in PERA's FY2014 financial report

«  Work with PERA Actuaries and Auditors
« Pay for additional costs associated

« Work on GASB 68 information to be conveyed to

employers:
« Gather and review employer contribution info
« Comprehensively assess contribution info for completeness and
accuracy in order to achieve consistent application for each
employer participant
« Work with PERA Actuaries and Auditors
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What is PERAs Role - 2015

« Unlike some pension funds, PERA is paying for the calculation of each
participating entities’ employer allocations and paying for the related
audit.

. “Schedule of Employer Allocations” available around June 30, 2015.

. This separate report will include the information needed by employer participants in
order to comply with the required GASB disclosures.

« Allocation Process/Schedule of Employer Allocations:

«  PERA compiled the data of contributions made and projected contributions (in certain
instances) to account for the fiscal year of contributions for each participating
employer.

« Thedata was given to PERA actuaries who computed the net pension liability.

« PERA’sindependent auditor then audited the data.

«  The office of the State Auditor reviews and approves the release of the audited data.

« The audited data is disseminated to all participating employers for implementation.
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PERASs GASB 67 & 68 Outreach

12/11/2014 NM Municipal League Conference

1/21/2015 NM Association of Counties Conference

4/10/2015 Southeast Economic Planning District

4/21/2015 Southwest Council of Governments

4/27/2015 Mid Rio Grande Council of Governments

5/13/2015 Eastern Plains Council of Governments

5/14/2015 North Central Economic Development
District

e Mid Rio Grande Council of Governments -

Board

5/19/2015 NM Society of CPAs

6/3/2015 Northwest Council of Governments

6/26/2015 South Central Council of Governments
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Financial Statements - Notes

Required GASB 67 Note Disclosure (NPL of Plan Membership)

« The components of the net pension liability of the plan’s membership at June 30, 2014 by Fund:

PERA
Total Pension Liability (TPL) $17.7 Billion
Plan’s Fiduciary Net Position (FNP) 14.4 Billion
Net Pension Liability (NPL) 3.3 Billion
Ratio of Fiduciary Net Position to
Total Pension Liability 81.31%
Magistrate
Total Pension Liability (TPL) $56 Million
Plan’s Fiduciary Net Position (FNP) 35 Million
Net Pension Liability (NPL) 21 Million
Ratio of Fiduciary Net Position to
Total Pension Liability 62.38%

Judicial
Total Pension Liability (TPL) $132 Million
Plan’s Fiduciary Net Position (FNP) 91 Million
Net Pension Liability (NPL) 41 Million
Ratio of Fiduciary Net Position to
Total Pension Liability 68.81%
Volunteer Firefighter
Total Pension Liability $40 Million
Plan’s Fiduciary Net Position 61 Million
Net Pension Liability (21 Million)
Ratio of Fiduciary Net Position to
Total Pension Liability 150.47%

Actuarial assumptions—The total pension liability, net pension liability, and certain sensitivity information are

based on an actuarial valuation performed as of June 30, 2013. The total pension liability was rolled-forward from the
valuation date to the plan year ending June 30, 2014.
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Financial Statements - Notes
Required GASB 67 Note Disclosure (Sensitivity of NPL to discount rate):

. Discount rate. The discount rate used to measure the total pension liability was 7.75 percent. The projection of
cash flows used to determine the discount rate assumed that future contributions will be made in accordance
with statutory rates. On this basis, the pension plan’s fiduciary net position together with the expected future
contributions are sufficient to provide all projected future benefit payments of current plan members as
determined in accordance with GASB Statement No. 67. Therefore, the 7.75% assumed long-term expected rate of
return on pension plan investments was applied to all periods of projected benefit payments to determine the
total pension liability.

Sensitivity of the Net Pension Liability (NPL) to changes in the discount rate:

. The following presents the net pension liability of PERA (fund), calculated using the discount rate of 7.75 percent,
as well as what PERA’s (fund) net pension liability would be if it were calculated using a discount rate that is 1-
percentage-point lower (6.75 percent) or 1-percentage-point higher (8.75 percent) than the current rate:

1% Current 1%
PERA Decrease Discount Increase
(6.75%) Rate (7.75%) (8.75%)
Net Pension Liability $5.5 Billion $3.3 Billion $1.6 Billion
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Total pension liability
Service Cost

Interest

Benefit changes

Difference between expected and actual
experience

Changes of assumptions
Benefit payments

Refunds of contributions

Net change in total pension liability

Total pension liability - beginning

Total pension liability - ending (a)

Plan net position
Contributions - employer
Contributions - member

Net investment income
Benefit payments
Administrative expense
Refunds of contributions
Other

Net change in plan net position
Plan net position - beginning

Plan net position - ending (b)

Net pension liability - ending (a) - (b)

2014

418,995,891
1,286,996,351

(91,856,820)
(905,329,140)
(47,376,975)

661,429,307

17,082,757,593
17,744,186,900

301,601,232
246,910,082
2,118,284,927
(905,329,140)
(10,336,324)
(47,376,975)
17,005,791

1,720,759,593
12,707,740,926

14,428,500,519
3,315,686,381

2015

2016

2017

Financial Statements — Required Supplementary Information

RSI (Schedule of Changes in Net Pension Liability) PERA Fund only

2018
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GASB 67

» (Census Data

«  Demographics such as birth date (member and spouse), gender, wage info,
etc.

« Importance of Census Data

« Data used by actuaries to calculate the Total Pension Liability and UAAL
« Accurate census data from employers is vital

« PERA’s external and internal auditors perform test work on

census data (annually)
«  Select sample at PERA
«  Test at employer level
« Request HR/Payroll records, etc., to verify and confirm data at plan
level
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GASB 67

« The need for a “Schedule of Employer Allocations”
« Why?
 GAAP financial statements of the plan will not provide sufficient
appropriate audit evidence for the governmental employer auditor.

» Potential for opinion modifications

 PERA's “Schedule of Employer Allocations”
« Specific elements — all by employer (‘org code” specific)
« Share of NPL
»  Share of Deferred Inflows/Outflows
« Share of Pension Expense

« Sensitivity Rate Disclosure
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Schedule of Employer Allocations

Schedule of Employer Allocations — will be available by Division (State, Municipal General, Police and Fire

New Mexico PERA Cost Sharing Plan
Municipal General Division

Schedule of Employer Allocations

6/30/2014
2014 Actual Employer
Employer Code Employer Employer Allocation
Contributions Percentage
XXXX County $ 700,603.96 0.9986%
XXXX City $ 14,400,787.95 19.4682%
XXXX Special District $ 33,200.32 0.0435%
Total Contributions $74,000,000 100%

Note: The three examples do not represent the total population of employers, as such, amounts are
not intended to total 100% :
Slide 19 PERA




What Must Participating Entities Do?

Complete and accurate data to plan through

REPORT: member applications and electronic payroll file
data

EVALUATE: Information used to record financial statement
amounts

Amounts in schedules specific to employer
Recalculate allocation percentage of employer
Recalculate allocation of pension amounts based
on allocation percentage of employer

VERIFY:

ULTIMATELY, EACH EMPLOYER IS RESPONSIBLE FOR THE
INFORMATION CONTAINED IN THEIR FINANCIAL REPORTS
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Schedule of Employer Allocations

 PERA picked up cost of actuary and audit fees related to the
Schedule of Employer Allocations

« Ongoing communication and outreach:
«  Visit PERA's website for updated information:

«  www.pera.state.nm.us/gasb_changes.html

«  Statewide presentations
« Dates and locations listed on website

« (Contact us!

e« Natalie Cordova, CFO
 Natalie.Cordova@state.nm.us or 505.476.9313
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