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TO: Finance Officers of North Carolina Local Governments and Public 

Authorities 

 

FROM: Sharon Edmundson, Director, Fiscal Management Section 

 

SUBJECT: Q&A on New Reporting Standards for Defined Benefit Pension Plans and 

Participant Employers – GASB Statements 67 and 68 

 

DATE: September 5, 2014 

 

 

In Memorandum #2014-12, New Reporting Standards for Defined Benefit Pension Plans, 

we introduced you to GASB Statement Numbers 67 and 68 which affect the financial 

reporting of the plans and the employer participants in certain defined benefit pension 

plans.  GASB Statements 67 and 68 will fundamentally change the way defined benefit 

pension plans, liabilities, and expenses are reported in both the plan financial statements 

and the statements of participant employers.  

 

Retirement plans currently report an Unfunded Actuarial Accrued Liability in the notes to 

their financial statements, and use that figure to help determine funding.  When GASB 67 

is implemented, each plan will be required to calculate a net pension liability, and that 

amount will be reported in the notes to the financial statements for the plan.  Net pension 

liability is calculated as the difference between total pension liability and the plan 

fiduciary net position as of the measurement date.  Plan statements also will include 

significantly more disclosures about the plan, the net pension liability, and other 

information.   

 

GASB 68 will require that cost-sharing multi-employer plans (such as TSERS and 

LGERS) apportion that net pension liability to the participant employers; each employer 

will then report its share on its full accrual financial statements, including any enterprise 

funds and participant component units.  The participant employer in a single employer 

plan will report 100% of the plan liability.  All participant employers will record their 

share (apportioned for participants in multi-employer plans or 100% for single employer) 

of pension expense and deferred inflows and outflows of resources.  
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Some components of the apportioned amounts will be amortized over a closed 5 year 

period with a new period beginning for each year’s deferrals on each plan participant’s 

financials, while others will be amortized over the remaining service life of the plan 

members.    

 

In this memorandum we will address questions that have been raised by elected officials 

and others about how these standards will affect both the Teachers and State Employees’ 

Retirement System and the Local Government Employees’ Retirement System, as well the 

participant employers in each plan.  If you have questions raised that are not included on 

this list, please forward them to us.  We are developing a comprehensive FAQ document 

that will include specific reporting and auditing issues and will be adding to that list as 

questions come up.   

 

 

Who is required to implement 67 & 68?   

 

With regard to GASB 67, all defined benefit pension plans whose assets are maintained in 

trust as defined by GASB (irrevocable trust protected from the creditors of the units is a 

simplified definition) must implement this standard beginning in the year that starts after 

June 15, 2013.  For the State of NC, this is the 2013-2014 fiscal year that started on July 

1, 2013.   

 

With regards to GASB 68, all employer participants of plans that were required to 

implement GASB 67 must implement GASB 68 beginning in the year that starts after 

June 15, 2014.  For most of our local governments this will be the 2014-2015 fiscal year 

that started on July 1, 2014.  We do have some entities with alternative year ends that 

will implement at later dates.  Units with September 30 year ends will implement in the 

year that begins October 1, 2014; units with December 31 year ends will implement in the 

year that begins January 1, 2015, and units with March 31 year ends will implement in 

the year that begins April 1, 2015.   

 

 

Does this standard affect employer participants and state agencies that are part 

of TSERS or is it just LGERS members that will have to implement GASB 68? 

 

Any participant employer that is a member of one of the State’s defined benefit plans will 

have to implement GASB 68, including local governments, public authorities, local school 

systems and charter schools.   
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Is there any exception for small units? 

 

No.  All units that are members of either a qualifying sole employer or multi-employer 

defined benefit plan must implement these standards for GAAP reporting purposes.  

 

 

Does this standard affect every local government and public authority in NC? 

 

No, only those that are part of a defined benefit plan that meets the requirements of 

GASB 67.  Members of TSERS and LGERS will have to implement but also any units that 

may have their own defined benefit program.   

 

 

Does the reporting for the Law Enforcement Officers Special Separation 

Allowance fall under these standards?  

 

Only if a unit of government has established a trust that meets very specific criteria set by 

GASB.  The trust must be holding assets for the payment of benefits under this plan; 

contributions to the plan must be irrevocable; and the assets must be protected from the 

creditors of the unit.  Otherwise, no, these standards will not affect the reporting for the 

Special Separation Allowance. 

 

 

Why did GASB believe the standards for pension reporting needed to be changed? 

 

The current standards focus on funding levels of the pension plan as a basis for calculating 

the data included in financial statements.  The new standards look at the fair value of 

assets held compared to the present value of benefits owed.  Pension expense is tied to the 

period in which the benefit is earned rather than when it is paid out.  The GASB believes 

the new standards will promote more transparency and consistency in reporting of 

pensions and improved comparability between plan and employer financial reports.  

 

 

Has the employer liability been included in the financial statements before?  How 

has pension expense been calculated prior to implementation of GASB 68? 

 

Employer participants do not, under current reporting standards, record a liability related 

to the net pension liability of the plan as a whole.  The only liability an employer 

participant records under current standards is for any contributions not yet paid at fiscal 

year-end.  Pension expense, under current standards, is simply the amount of contribution 

made by the participant employer that was not withheld from employee paychecks.   
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What will be different for employer participants once the new standards are fully 

implemented? 

 

Several things in employer participant financial reports will change.  First, the employer 

will record its proportionate share of the net pension liability on its full accrual financial 

statements.  (The full accrual statements are the government-wide statements as well as 

any enterprise or internal service funds to which the liability should be allocated.)  

Pension expense on these statements will be calculated differently as well, and will 

include the recognition of any change to the pension benefit that relates to retirees and 

past service of current employees.  The note disclosures regarding the pension benefit will 

change to include a discussion of both the net pension liability and pension expense.  

Finally, as part of required supplemental information, participant employers will be 

required to include certain schedules of data that have not previously been required.   

 

 

What will stay the same for participants and/or the Plans?   

 

Employer participants will still make their contributions to the Plans as a percentage of 

eligible payroll each month, and will still have to budget only for those contributions made 

to the plan by the employer (including amounts withheld from employee paychecks).  

Benefits will still be paid out by the Plans from the assets on hand.   

 

 

Does this standard change the way NC funds its pension plans? 

 

No.  The Retirement Services Division, in conjunction with the actuaries for the Plans, 

will continue to calculate the contributions needed to keep the Plans appropriately funded, 

just as they do now.  

 

 

Does this standard require that we 100% fund our pensions?  

 

No, although the lower the funded amount, the larger the net pension liability of each 

plan will be.  North Carolina plans have a long tradition of being well funded and that will 

not change as a result of implementation of these new standards.  

 

 

What is current funded ratio of the plans and will it change after new standards 

are implemented? 

 

For the year ended December 31, 2012, the LGERS plan was 99.8% funded.  The TSERS 

plan was funded at 94.2% for that same time frame.  Implementation of GASB 67 will 
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require that the LGERS plan use a slightly different amortization method than is 

currently used. The TSERS plan percentage is currently being calculated using the 

required amortization method. This change plus the use of market values rather than a 

smoothed asset value may slightly change these percentages. 

 

 

Do the Standards require the plans to use a specific rate of return when 

calculating the net pension liability of the plans?  

 

In certain circumstances, yes, the rate of return is dictated by the Standards.  One of the 

requirements of GASB 67 is for each plan to develop a long term cash flow projection for 

benefit payments compared to assets available to make those payments.  As long as the 

calculations show that the Plan will have assets on hand to cover benefit payments, the 

Plan can use its long-term expected rate of return in calculating the present value of 

benefit payments.  If at any point in the projection, it appears that the Plan will not have 

the resources it needs to satisfy the benefits, it must then use a blended rate to calculate 

the present value.  The blended rate is based on the Plan’s long-term expected rate of 

return and a tax-exempt high quality municipal bond rate. None of our plans here in 

North Carolina reach this “crossover” point based on our actuaries’ calculations.   

 

 

Will the implementation of these standards have an impact on the bond ratings 

of the State or our local governments?  

 

Because of North Carolina's history of maintaining well-managed and well-funded pension 

plans, we do not expect the implementation of these standards to negatively impact the 

fiscal health of any of our participant employers.   

 

 

Local governments and state agencies are told each year by the Retirement 

Services Division how much to pay in per employee (as a percentage of qualifying 

payroll).  Does the fact that an agency or local government is now recording a 

liability for the pension plan on its books mean the agency or local government 

did not do something it was supposed to do with regards to those monthly 

payments? Will employer participants have to pay this liability to the retirement 

plans? 

 

 

No.  The liability represents each employer participant’s share of the net pension liability.   

It is not a current liability of the employer that will be paid directly and it is not an 

indication that the employer is behind in any payments to the plan.  
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Will this standard affect my unit’s budget?   

 

No.  This standard changes the way pensions are reported in the full accrual financial 

statements.  Budgetary statements represent inflows and outflows of funds on the 

modified accrual basis of reporting.  Nothing will change about how pensions are reported 

on that basis.  

 

 

Will this standard affect my unit’s fund balance available for appropriation?  

 

No.  Fund balance available is a modified accrual accounting calculation and again, these 

new standards do not affect the way pensions are reported on the modified accrual basis.  

The only fund statements that will potentially be affected by these standards are the full 

accrual fund statements for proprietary funds, including enterprise and internal service 

funds, in which employee salaries and benefits are reported.  

 

Please contact Sharon Edmundson via email at Sharon.edmundson@nctreasurer.com or 

via telephone at (919) 807-2380 or Preeta Nayak via email at 

Preeta.nayak@nctreasurer.com or via telephone at (919) 807-2393.   
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