Generic Local School District, Ohio
Notes to the Basic Financial Statements

For the Fiscal Year Ended June 30, 2015


Note:  This shell is set up for School Districts.  References to the entity type are highlighted.  Different entity types can change the “School District” references as needed.  

Note 2 - Summary of Significant Accounting Policies
Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of resources related to pensions, and pension expense, information about the fiduciary net position of the pension plans and additions to/deductions from their fiduciary net positon have been determined on the same basis as they are reported by the pension systems.  For this purpose, benefit payments (including refunds of employee contributions) are recognized when due and payable in accordance with the benefit terms.  The pension systems report investments at fair value.

Note 3 – Change in Accounting Principle and Restatement of Net Position
For fiscal year 2015, the School District implemented the Governmental Accounting Standards Board (GASB) Statement No. 68, “Accounting and Financial Reporting for Pensions” and GASB Statement No. 71, “Pension Transition for Contributions Made Subsequent to the Measurement Date—an amendment of GASB Statement No. 68.”  GASB 68 established standards for measuring and recognizing pension liabilities, deferred outflows of resources deferred inflows of resources and expense/expenditure. The implementation of this pronouncement had the following effect on net position as reported June 30, 2014:  


[image: image1.emf]Net position June 30, 2014

Adjustments:

    Net Pension Liability

    Deferred Outflow - Payments Subsequent to Measurement Date

Restated Net Position June 30, 2014 $0


Other than employer contributions subsequent to the measurement date, the School District made no restatement for deferred inflows/outflows of resources as the information needed to generate these restatements was not available.  
Note 11 ‑ Defined Benefit Pension Plans
Net Pension Liability

The net pension liability reported on the statement of net position represents a liability to employees for pensions. Pensions are a component of exchange transactions-–between an employer and its employees—of salaries and benefits for employee services.  Pensions are provided to an employee—on a deferred-payment basis—as part of the total compensation package offered by an employer for employee services each financial period.  The obligation to sacrifice resources for pensions is a present obligation because it was created as a result of employment exchanges that already have occurred.

The net pension liability represents the School District’s proportionate share of each pension plan’s collective actuarial present value of projected benefit payments attributable to past periods of service, net of each pension plan’s fiduciary net position.  The net pension liability calculation is dependent on critical long-term variables, including estimated average life expectancies, earnings on investments, cost of living adjustments and others.  While these estimates use the best information available, unknowable future events require adjusting this estimate annually.  

Ohio Revised Code limits the School District’s obligation for this liability to annually required payments.   The School District cannot control benefit terms or the manner in which pensions are financed; however, the School District does receive the benefit of employees’ services in exchange for compensation including pension. 

GASB 68 assumes the liability is solely the obligation of the employer, because (1) they benefit from employee services; and (2) State statute requires all funding to come from these employers.  All contributions to date have come solely from these employers (which also includes costs paid in the form of withholdings from employees).  State statute requires the pension plans to amortize unfunded liabilities within 30 years.  If the amortization period exceeds 30 years, each pension plan’s board must propose corrective action to the State legislature.  Any resulting legislative change to benefits or funding could significantly affect the net pension liability.   Resulting adjustments to the net pension liability would be effective when the changes are legally enforceable.

The proportionate share of each plan’s unfunded benefits is presented as a long-term net pension liability on the accrual basis of accounting.  Any liability for the contractually-required pension contribution outstanding at the end of the year is included in intergovernmental payable on both the accrual and modified accrual bases of accounting.  

Plan Description - School Employees Retirement System (SERS)
Plan Description – School District non-teaching employees participate in SERS, a cost-sharing multiple-employer defined benefit pension plan administered by SERS.  SERS provides retirement, disability and survivor benefits, annual cost-of-living adjustments, and death benefits to plan members and beneficiaries.  Authority to establish and amend benefits is provided by Ohio Revised Code Chapter 3309.  SERS issues a publicly available, stand-alone financial report that includes financial statements, required supplementary information and detailed information about SERS’ fiduciary net position.  That report can be obtained by visiting the SERS website at www.ohsers.org under Employers/Audit Resources. 
Age and service requirements for retirement are as follows:


[image: image2.emf]Eligible to Eligible to

Retire on or before Retire on or after

August 1, 2017 * August 1, 2017

Full Benefits Any age with 30 years of service credit Age 67 with 10 years of service credit; or

Age 57 with 30 years of service credit

Actuarially Reduced Benefits Age 60 with 5 years of service credit Age 62 with 10 years of service credit; or

Age 55 with 25 years of service credit Age 60 with 25 years of service credit

* Members with 25 years of service credit as of August 1, 2017, will be included in this plan.


Annual retirement benefits are calculated based on final average salary multiplied by a percentage that varies based on year of service;  2.2 percent for the first thirty years of service and 2.5 percent for years of service credit over 30.  Final average salary is the average of the highest three years of salary.
One year after an effective benefit date, a benefit recipient is entitled to a three percent cost-of-living adjustment (COLA).  This same COLA is added each year to the base benefit amount on the anniversary date of the benefit.
Funding Policy – Plan members are required to contribute 10 percent of their annual covered salary and the School District is required to contribute 14 percent of annual covered payroll.  The contribution requirements of plan members and employers are established and may be amended by the SERS’ Retirement Board up to statutory maximum amounts of 10 percent for plan members and 14 percent for employers.  The Retirement Board, acting with the advice of the actuary, allocates the employer contribution rate among four of the System’s funds (Pension Trust Fund, Death Benefit Fund, Medicare B Fund, and Health Care Fund).  For the fiscal year ended June 30, 2015, the allocation to pension, death benefits, and Medicare B was 13.18 percent.  The remaining 0.82 percent of the 14 percent employer contribution rate was allocated to the Health Care Fund.
The School District’s contractually required contribution to SERS was $xxx,xxx for fiscal year 2015.   Of this amount $xx,xxx is reported as an intergovernmental payable. 

Plan Description - State Teachers Retirement System (STRS)
Plan Description – School District licensed teachers and other faculty members participate in STRS Ohio, a cost-sharing multiple-employer public employee retirement system administered by STRS.  STRS provides retirement and disability benefits to members and death and survivor benefits to beneficiaries.  STRS issues a stand-alone financial report that includes financial statements, required supplementary information and detailed information about STRS’ fiduciary net position.  That report can be obtained by writing to STRS, 275 E. Broad St., Columbus, OH 43215-3771, by calling (888) 227-7877, or by visiting the STRS Web site at www.strsoh.org.

New members have a choice of three retirement plans; a Defined Benefit (DB) Plan, a Defined Contribution (DC) Plan and a Combined Plan.  Benefits are established by Ohio Revised Code Chapter 3307.  The DB plan offers an annual retirement allowance based on final average salary multiplied by a percentage that varies based on years of service.  Effective August 1, 2015, the calculation will be 2.2 percent of final average salary for the five highest years of earnings multiplied by all years of service. With certain exceptions, the basic benefit is increased each year by two percent of the original base benefit.  For members retiring August 1, 2013, or later, the first two percent is paid on the fifth anniversary of the retirement benefit.  Members are eligible to retire at age 60 with five years of qualifying service credit, or age 55 with 25 years of service, or 30 years of service regardless of age.  Age and service requirements for retirement will increase effective August 1, 2015, and will continue to increase periodically until they reach age 60 with 35 years of service or age 65 with five years of service on August 1, 2026.

The DC Plan allows members to place all their member contributions and 9.5 percent of the 14 percent employer contributions into an investment account.  Investment allocation decisions are determined by the member.  The remaining 4.5 percent of the 14 percent employer rate is allocated to the defined benefit unfunded liability.  A member is eligible to receive a retirement benefit at age 50 and termination of employment.  The member may elect to receive a lifetime monthly annuity or a lump sum withdrawal.  

The Combined Plan offers features of both the DB Plan and the DC Plan.  In the Combined Plan, member contributions are allocated among investment choices by the member, and employer contributions are used to fund the defined benefit payment at a reduced level from the regular DB Plan.  The defined benefit portion of the Combined Plan payment is payable to a member on or after age 60 with five years of services.  The defined contribution portion of the account may be taken as a lump sum payment or converted to a lifetime monthly annuity at age 50.

New members who choose the DC plan or Combined Plan will have another opportunity to reselect a permanent plan during their fifth year of membership.  Members may remain in the same plan or transfer to another STRS plan.  The optional annuitization of a member’s defined contribution account or the  defined contribution portion of a member’s Combined Plan account to a lifetime benefit results in STRS bearing the risk of investment gain or loss on the account.  STRS has therefore included all three plan options as one defined benefit plan for GASB 68 reporting purposes.  

A DB or Combined Plan member with five or more years of credited service who is determined to be disabled may qualify for a disability benefit.  Eligible survivors of members who die before service retirement may qualify for monthly benefits.  New members on or after July 1, 2013, must have at least ten years of qualifying service credit that apply for disability benefits.  Members in the DC Plan who become disabled are entitled only to their account balance.  If a member of the DC Plan dies before retirement benefits begin, the member’s designated beneficiary is entitled to receive the member’s account balance. 
Funding Policy – Employer and member contribution rates are established by the State Teachers Retirement Board and limited by Chapter 3307 of the Ohio Revised Code.  The statutory maximum employee contribution rate was increased one percent July 1, 2014, and will be increased one percent each year until it reaches 14 percent on July 1, 2016.  For the fiscal year ended June 30, 2015, plan members were required to contribute 12 percent of their annual covered salary. The School District was required to contribute 14 percent; the entire 14 percent was the portion used to fund pension obligations.  The fiscal year 2015 contribution rates were equal to the statutory maximum rates.
The School District’s contractually required contribution to STRS was $x,xxx,xxx for fiscal year 2015.     Of this amount $xxx,xxx is reported as an intergovernmental payable. 

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions 
The net pension liability was measured as of June 30, 2014, and the total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of that date. The School District's proportion of the net pension liability was based on the School District's share of contributions to the pension plan relative to the contributions of all participating entities.  Following is information related to the proportionate share and pension expense:
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Proportionate Share of the Net 

  Pension Liability $0

Proportion of the Net Pension

  Liability

Pension Expense $0


At June 30, 2015, the School District reported deferred outflows of resources and deferred inflows of resources related to pensions from the following sources: 


[image: image4.emf]SERS STRS Total

Deferred Outflows of Resources

Differences between expected and

  actual experience $0

Difference between School District contributions

  and proportionate share of contributions 0

School District contributions subsequent to the 

  measurement date 0

Total Deferred Outflows of Resources $0 $0 $0

Deferred Inflows of Resources

Net difference between projected and

  actual earnings on pension plan investments $0

Difference between School District contributions

  and proportionate share of contributions 0

Total Deferred Inflows of Resources $0 $0 $0


$x,xxx,xxx reported as deferred outflows of resources related to pension resulting from School District contributions subsequent to the measurement date will be recognized as a reduction of the net pension liability in the year ending June 30, 2016.  Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pension will be recognized in pension expense as follows: 
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Fiscal Year Ending June 30:

2016 $0

2017 0

2018 0

2019 0

Total $0 $0 $0


Actuarial Assumptions - SERS

SERS’ total pension liability was determined by their actuaries in accordance with GASB Statement No. 67, as part of their annual actuarial valuation for each defined benefit retirement plan.  Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts (e.g., salaries, credited service) and assumptions about the probability of occurrence of events far into the future (e.g., mortality, disabilities, retirements, employment termination).  Actuarially determined amounts are subject to continual review and potential modifications, as actual results are compared with past expectations and new estimates are made about the future.

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as understood by the employers and plan members) and include the types of benefits provided at the time of each valuation and the historical pattern of sharing benefit costs between the employers and plan members to that point.  The projection of benefits for financial reporting purposes does not explicitly incorporate the potential effects of legal or contractual funding limitations.  

Actuarial calculations reflect a long-term perspective.  For a newly hired employee, actuarial calculations will take into account the employee’s entire career with the employer and also take into consideration the benefits, if any, paid to the employee after termination of employment until the death of the employee and any applicable contingent annuitant.  In many cases actuarial calculations reflect several decades of service with the employer and the payment of benefits after termination.

Key methods and assumptions used in calculating the total pension liability in the latest actuarial valuation, prepared as of June 30, 2014, are presented below:


[image: image6.emf]Wage Inflation 3.25 percent

Future Salary Increases, including inflation 4.00 percent to 22 percent

COLA  or Ad Hoc COLA 3 percent

Investment Rate of Return 7.75 percent net of investments expense, including inflation

Actuarial Cost Method Entry Age Normal


For post-retirement mortality, the table used in evaluating allowances to be paid is the 1994 Group Annuity Mortality Table set back one year for both men and women.  Special mortality tables are used for the period after disability retirement.
The most recent experience study was completed June 30, 2010.  

The long-term return expectation for the Pension Plan Investments has been determined using a building-block approach and assumes a time horizon, as defined in SERS’ Statement of Investment Policy.  A forecasted rate of inflation serves as the baseline for the return expectation.  Various real return premiums over the baseline inflation rate have been established for each asset class.  The long-term expected nominal rate of return has been determined by calculating a weighted averaged of the expected real return premiums for each asset class, adding the projected inflation rate, and adding the expected return from rebalancing uncorrelated asset classes. The target allocation and best estimates of arithmetic real rates of return for each major assets class are summarized in the following table:
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Asset Class Allocation

Cash 1.00% 0.00%

US Stocks 22.50 5.00

Non-US Stocks 22.50 5.50

Fixed Income 19.00 1.50

Private Equity 10.00 10.00

Real Assets 10.00 5.00

Multi-Asset Strategies 15.00 7.50

Total 100.00%

Long-Term Expected

Real Rate of Return


Discount Rate The total pension liability was calculated using the discount rate of 7.75 percent.  The projection of cash flows used to determine the discount rate assumed the contributions from employers and from the members would be computed based on contribution requirements as stipulated by State statute.  Projected inflows from investment earning were calculated using the long-term assumed investment rate of return (7.75 percent).  Based on those assumptions, the plan’s fiduciary net position was projected to be available to make all future benefit payments of current plan members.  Therefore, the long-term expected rate of return on pension plan investments was applied to all periods of projected benefits to determine the total pension liability.  

Sensitivity of the School District's Proportionate Share of the Net Pension Liability to Changes in the Discount Rate Net pension liability is sensitive to changes in the discount rate, and to illustrate the potential impact the following table presents the net pension liability calculated using the discount rate of 7.75 percent, as well as what each plan’s net pension liability would be if it were calculated using a discount rate that is one percentage point lower (6.75 percent), or one percentage point higher (8.75 percent) than the current rate.   
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1% Decrease Discount Rate 1% Increase

(6.75%) (7.75%) (8.75%)

School District's proportionate share

  of the net pension liability


Actuarial Assumptions - STRS

The total pension liability in the June 30, 2014, actuarial valuation was determined using the following actuarial assumptions, applied to all periods included in the measurement: 

[image: image9.emf]Inflation 2.75 percent

Projected salary increases 2.75 percent at age 70 to 12.25 percent at age 20

Investment Rate of Return 7.75 percent, net of investment expenses

Cost-of-Living Adjustments 2 percent simple applied as follows:  for members retiring before

  (COLA) August 1, 2013, 2 percent per year; for members retiring August 1, 2013,

 or later, 2 percent COLA paid on fifth anniversary of retirement date.


Mortality rates were based on the RP-2000 Combined Mortality Table (Projection 2022—Scale AA) for Males and Females.  Males’ ages are set-back two years through age 89 and no set-back for age 90 and above.  Females younger than age 80 are set back four years, one year set back from age 80 through 89 and not set back from age 90 and above.  

Actuarial assumptions used in the June 30, 2014, valuation are based on the results of an actuarial experience study, effective July 1, 2012.

The 10 year expected real rate of return on pension plan investments was determined by STRS’ investment consultant by developing best estimates of expected future real rates of return for each major asset class.  The target allocation and best estimates of geometric real rates of return for each major asset class are summarized as follows: 
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Asset Class Allocation

Domestic Equity 31.00% 8.00%

International Equity 26.00 7.85

Alternatives 14.00 8.00

Fixed Income 18.00 3.75

Real Estate 10.00 6.75

Liquidity Reserves 1.00 3.00

Total 100.00%

Long-Term Expected

Real Rate of Return


Discount Rate The discount rate used to measure the total pension liability was 7.75 percent as of June 30, 2014. The projection of cash flows used to determine the discount rate assumes member and employer contributions will be made at the statutory contribution rates in accordance with rate increases described above. For this purpose, only employer contributions that are intended to fund benefits of current plan members and their beneficiaries are included.  Projected employer contributions that are intended to fund the service costs of future plan members and their beneficiaries, as well as projected contributions from future plan members, are not included.  Based on those assumptions, STRS’ fiduciary net position was projected to be available to make all projected future benefit payments to current plan members as of June 30, 2014.  Therefore, the long-term expected rate of return on pension plan investments of 7.75 percent was applied to all periods of projected benefit payment to determine the total pension liability as of June 30, 2014.
Sensitivity of the School District's Proportionate Share of the Net Pension Liability to Changes in the Discount Rate The following table presents the School District's proportionate share of the net pension liability calculated using the current period discount rate assumption of 7.75 percent, as well as what the School District's proportionate share of the net pension liability would be if it were calculated using a discount rate that is one-percentage-point lower (6.75 percent) or one-percentage-point higher (8.75 percent) than the current rate: 
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School District's proportionate share
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Sheet1

						Deferred				Deferred 



						SERS				STRS				Total

		Deferred Outflows of Resources

		Net position June 30, 2014

										$1,186,598				$1,186,598

		Changes of assumptions				0				0				0

		Net difference between projected and

		  actual earnings on pension plan investments				0				0				0

		Changes in proportion and differences

		  between City contributions and proportionate

		  share of contributions				0				0				0

		Adjustments:

		    Net Pension Liability								1,119,795				1,119,795

		    Deferred Outflow - Payments Subsequent to Measurement Date								$2,306,393				$2,306,393



		Restated Net Position June 30, 2014				$0				2,573,792				2,573,792

		Changes in proportion and differences

		  between City contributions and proportionate

		  share of contributions				0				0				0

		City contributions subsequent to the 

		  measurement date				0				0				0

		Total Deferred Inflows of Resources				$0				$2,573,792				$2,573,792


















Sheet1

						Eligible to				Eligible to

						Retire on or before				Retire on or after

						August 1, 2017 *				August 1, 2017



		Full Benefits				Any age with 30 years of service credit				Age 67 with 10 years of service credit; or

										Age 57 with 30 years of service credit



		Actuarially Reduced Benefits				Age 60 with 5 years of service credit				Age 62 with 10 years of service credit; or

						Age 55 with 25 years of service credit				Age 60 with 25 years of service credit



		* Members with 25 years of service credit as of August 1, 2017, will be included in this plan.












Sheet1

								Target						Long-Term Expected

		Asset Class						Allocation						Real Rate of Return



		Cash						1.00		%						0.00		%

		US Stocks						22.50								5.00

		Non-US Stocks						22.50								5.50

		Fixed Income						19.00								1.50

		Private Equity						10.00								10.00

		Real Assets						10.00								5.00

		Multi-Asset Strategies						15.00								7.50



		Total						100.00		%
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								Target						Long-Term Expected

		Asset Class						Allocation						Real Rate of Return



		Domestic Equity						31.00		%						8.00		%

		International Equity						26.00								7.85

		Alternatives						14.00								8.00

		Fixed Income						18.00								3.75

		Real Estate						10.00								6.75

		Liquidity Reserves						1.00								3.00



		Total						100.00		%
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						Deferred				Deferred 



						SERS				STRS				Total

		Deferred Outflows of Resources

		Differences between expected and

		  actual experience												$0

		Changes of assumptions				0				0				0

		Net difference between projected and

		  actual earnings on pension plan investments				0				0				0

		Changes in proportion and differences

		Difference between School District contributions

		  and proportionate share of contributions												0

		School District contributions subsequent to the 

		  measurement date												0



		Total Deferred Outflows of Resources				$0				$0				$0



		Deferred Inflows of Resources

		Differences between expected and

		  actual experience				$0				$0				$0

		Changes of assumptions				0				0				0

		Net difference between projected and

		  actual earnings on pension plan investments												$0

		Changes in proportion and differences

		Difference between School District contributions

		  and proportionate share of contributions												0

		City contributions subsequent to the 

		  measurement date				0				0				0



		Total Deferred Inflows of Resources				$0				$0				$0
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						SERS				STRS				Total

		Proportionate Share of the Net 

		  Pension Liability												$0

		Changes of assumptions				0				0

		Proportion of the Net Pension

		  Liability

		Changes in proportion and differences

		  between City contributions and proportionate

		  share of contributions				0				0

		City contributions subsequent to the 

		  measurement date				0				0

		Total				$0				$0				$0

		Pension Expense												$0
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										Current

						1% Decrease				Discount Rate				1% Increase

						(6.75%)				(7.75%)				(8.75%)

		School District's proportionate share

		  of the net pension liability
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										Current

						1% Decrease				Discount Rate				1% Increase

						(6.75%)				(7.75%)				(8.75%)

		School District's proportionate share

		  of the net pension liability
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						SERS				STRS				Total

		Fiscal Year Ending June 30:

		2016												$0

		2017												0

		2018												0

		2019												0

		2020				0				0				0

		Thereafter				0				0				0



		Total				$0				$0				$0
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		Wage Inflation				3.25 percent

		Future Salary Increases, including inflation

		Future Salary Increases, including inflation				4.00 percent to 22 percent



		COLA  or Ad Hoc COLA				3 percent

		Investment Rate of Return				7.75 percent net of investments expense, including inflation

		Actuarial Cost Method				Entry Age Normal
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		Inflation				2.75 percent

		Projected salary increases				2.75 percent at age 70 to 12.25 percent at age 20

		Investment Rate of Return				7.75 percent, net of investment expenses

		Cost-of-Living Adjustments				2 percent simple applied as follows:  for members retiring before

		  (COLA)				August 1, 2013, 2 percent per year; for members retiring August 1, 2013,

						 or later, 2 percent COLA paid on fifth anniversary of retirement date.






