Generic OCBOA/Regulatory (GAAP Mandated) School District, Ohio
Notes to the Basic Financial Statements

For the Fiscal Year Ended June 30, 2018


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

Note 11 ‑ Defined Benefit OPEB Plans
Net OPEB Liability
For fiscal year 2018, Governmental Accounting Standards Board (GASB) Statement No. 75, “Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions” was effective.  This GASB pronouncement had no effect on beginning net position as reported June 30, 2017, as the net OPEB liability is not reported in the accompanying financial statements.  The net OPEB liability has been disclosed below.
OPEB is a component of exchange transactions-–between an employer and its employees—of salaries and benefits for employee services.  OPEB 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 net OPEB liability represents the School District’s proportionate share of each OPEB plan’s collective actuarial present value of projected benefit payments attributable to past periods of service, net of each OPEB plan’s fiduciary net position.  The net OPEB 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 these estimates 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 OPEB are financed; however, the School District does receive the benefit of employees’ services in exchange for compensation including OPEB. 

GASB 75 assumes the liability is solely the obligation of the employer, because they benefit from employee services.  OPEB contributions come from these employers and health care plan enrollees which pay a portion of the health care costs in the form of a monthly premium.  The Ohio revised Code permits, but does not require the retirement systems to provide healthcare to eligible benefit recipients. Any change to benefits or funding could significantly affect the net OPEB liability. Resulting adjustments to the net OPEB liability would be effective when the changes are legally enforceable. The retirement systems may allocate a portion of the employer contributions to provide for these OPEB benefits.
Plan Description - School Employees Retirement System (SERS)
Health Care Plan Description - The School District contributes to the SERS Health Care Fund, administered by SERS for non-certificated retirees and their beneficiaries.  For GASB 75 purposes, this plan is considered a cost-sharing other postemployment benefit (OPEB) plan.  SERS’ Health Care Plan provides healthcare benefits to eligible individuals receiving retirement, disability, and survivor benefits, and to their eligible dependents. Members who retire after June 1, 1986, need 10 years of service credit, exclusive of most types of purchased credit, to qualify to participate in SERS’ health care coverage. In addition to age and service retirees, disability benefit recipients and beneficiaries who are receiving monthly benefits due to the death of a member or retiree, are eligible for SERS’ health care coverage. Most retirees and dependents choosing SERS’ health care coverage are over the age of 65 and therefore enrolled in a fully insured Medicare Advantage plan; however, SERS maintains a traditional, self-insured preferred provider organization for its non-Medicare retiree population. For both groups, SERS offers a self-insured prescription drug program. Health care is a benefit that is permitted, not mandated, by statute.  The financial report of the Plan is included in the SERS Comprehensive Annual Financial Report which can be obtained on SERS’ website at www.ohsers.org under Employers/Audit Resources.
Access to health care for retirees and beneficiaries is permitted in accordance with Section 3309 of the Ohio Revised Code. The Health Care Fund was established and is administered in accordance with Internal Revenue Code Section 105(e). SERS’ Retirement Board reserves the right to change or discontinue any health plan or program. Active employee members do not contribute to the Health Care Plan.  The SERS Retirement Board established the rules for the premiums paid by the retirees for health care coverage for themselves and their dependents or for their surviving beneficiaries.  Premiums vary depending on the plan selected, qualified years of service, Medicare eligibility, and retirement status.  

Funding Policy - State statute permits SERS to fund the health care benefits through employer contributions.  Each year, after the allocation for statutorily required pensions and benefits, the Retirement Board may allocate the remainder of the employer contribution of 14 percent of covered payroll to the Health Care Fund in accordance with the funding policy. For fiscal year 2018, .5 percent of covered payroll was made to health care. An additional health care surcharge on employers is collected for employees earning less than an actuarially determined minimum compensation amount, pro-rated if less than a full year of service credit was earned. For fiscal year 2018, this amount was $23,700. Statutes provide that no employer shall pay a health care surcharge greater than 2 percent of that employer’s SERS-covered payroll; nor may SERS collect in aggregate more than 1.5 percent of the total statewide SERS-covered payroll for the health care surcharge.  For fiscal year 2018, the School District’s surcharge obligation was $XXX,XXX. 

The surcharge, added to the allocated portion of the 14 percent employer contribution rate is the total amount assigned to the Health Care Fund. The School District’s contractually required contribution to SERS was $xxx,xxx for fiscal year 2018.    

Plan Description - State Teachers Retirement System (STRS)
Plan Description – The State Teachers Retirement System of Ohio (STRS) administers a cost-sharing Health Plan administered for eligible retirees who participated in the defined benefit or combined pension plans offered by STRS.  Ohio law authorizes STRS to offer this plan.  Benefits include hospitalization, physicians’ fees, prescription drugs and partial reimbursement of monthly Medicare Part B premiums.  Medicare Part B premium reimbursements will be discontinued effective January 1, 2020.  The Plan is included in the report of STRS which can be obtained by visiting www.strsoh.org or by calling (888) 227-7877.

Funding Policy – Ohio Revised Code Chapter 3307 authorizes STRS to offer the Plan and gives the Retirement Board discretionary authority over how much, if any, of the health care costs will be absorbed by STRS.  Active employee members do not contribute to the Health Care Plan.  Nearly all health care plan enrollees, for the most recent year, pay a portion of the health care costs in the form of a monthly premium.  Under Ohio law, funding for post-employment health care may be deducted from employer contributions, currently 14 percent of covered payroll.  For the fiscal year ended June 30, 2018, STRS did not allocate any employer contributions to post-employment health care.  

Net OPEB Liability
The net OPEB liability was measured as of June 30, 2017, and the total OPEB liability used to calculate the net OPEB liability was determined by an actuarial valuation as of that date. The School District's proportion of the net OPEB liability was based on the School District's share of contributions to the respective retirement systems relative to the contributions of all participating entities.  Following is information related to the proportionate share:

[image: image1.emf]SERS STRS Total

Proportion of the Net OPEB Liability

  Prior Measurement Date 0.00000000% 0.00000000%

Proportion of the Net OPEB Liability

  Current Measurement Date 0.00000000% 0.00000000%

Change in Proportionate Share 0.00000000% 0.00000000%

Proportionate Share of the Net 

  OPEB Liability $0 $0 $0


Actuarial Assumptions - SERS

The total OPEB liability is determined by SERS’ actuaries in accordance with GASB Statement No. 74, as part of their annual actuarial valuation for each 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 terminations). 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 OPEB liability in the latest actuarial valuation date of June 30, 2017, are presented below:

[image: image2.emf]Wage Inflation 3.00 percent

Future Salary Increases, including inflation 3.50 percent to 18.20 percent

Investment Rate of Return 7.50 percent net of investments

expense, including inflation

Municipal Bond Index Rate:

    Measurement Date 3.56 percent

    Prior Measurement Date 2.92 percent

Single Equivalent Interest Rate, net of plan investment expense,

 including price inflation

    Measurement Date 3.63 percent

    Prior Measurement Date 2.98 percent

Medical Trend Assumption

    Medicare 5.50 to 5.00 percent

    Pre-Medicare 7.50 to 5.00 percent


Mortality rates were based on the RP-2014 Blue Collar Mortality Table with fully generational projection and Scale BB, 120 percent of male rates and 110 percent of female rates. RP-2000 Disabled Mortality Table with 90 percent for male rates and 100 percent for female rates set back five years.
The most recent experience study was completed for the five year period ended June 30, 2015.  

The long-term expected rate of return on plan assets is reviewed as part of the actuarial five-year experience study. The most recent study covers fiscal years 2010 through 2015, and was adopted by the Board on April 21, 2016. Several factors are considered in evaluating the long-term rate of return assumption including long-term historical data, estimates inherent in current market data, and a log-normal distribution analysis in which best-estimate ranges of expected future real rates of return were developed by the investment consultant for each major asset class. These ranges were combined to produce the long-term expected rate of return, 7.50 percent, by weighting the expected future real rates of return by the target asset allocation percentage and then adding expected inflation. The capital market assumptions developed by the investment consultant are intended for use over a 10-year horizon and may not be useful in setting the long-term rate of return for funding pension plans which covers a longer timeframe. The assumption is intended to be a long-term assumption and is not expected to change absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in the market that alters expected returns in future years.

The target asset allocation and best estimates of arithmetic real rates of return for each major asset class, as used in the June 30, 2015 five-year experience study, are summarized as follows:
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Asset Class Allocation

Cash 1.00% 0.50%

US Stocks 22.50 4.75

Non-US Stocks 22.50 7.00

Fixed Income 19.00 1.50

Private Equity 10.00 8.00

Real Assets 15.00 5.00

Multi-Asset Strategies 10.00 3.00

Total 100.00%

Long-Term Expected

Real Rate of Return


Discount Rate The discount rate used to measure the total OPEB liability at June 30, 2017 was 3.63 percent. The discount rate used to measure total OPEB liability prior to June 30, 2017 was 2.98 percent. The projection of cash flows used to determine the discount rate assumed that contributions will be made from members and the System at the state statute contribution rate of 2.00 percent of projected covered employee payroll each year, which includes a 1.50 percent payroll surcharge and 0.50 percent of contributions from the basic benefits plan. Based on these assumptions, the OPEB plan’s fiduciary net position was projected to become insufficient to make future benefit payments during the fiscal year ending June 30, 2025. Therefore, the long-term expected rate of return on OPEB plan assets was used to present value the projected benefit payments through the fiscal year ending June 30, 2024 and the Fidelity General Obligation 20-year Municipal Bond Index rate of 3.56 percent, as of June 30, 2017 (i.e. municipal bond rate), was used to present value the projected benefit payments for the remaining years in the projection. The total present value of projected benefit payments from all years was then used to determine the single rate of return that was used as the discount rate. The projection of future benefit payments for all current plan members was until the benefit payments ran out.
Sensitivity of the School District's Proportionate Share of the Net OPEB Liability to Changes in the Discount Rate and Changes in the Health Care Cost Trend Rates The net OPEB liability is sensitive to changes in the discount rate and the health care cost trend rate. The following table presents the net OPEB liability of SERS, what SERS' net OPEB liability would be if it were calculated using a discount rate that is 1 percentage point lower (2.63%) and higher (4.63%) than the current discount rate (3.63%). Also shown is what SERS' net OPEB liability would be based on health care cost trend rates that are 1 percentage point lower (6.5% decreasing to 4.0%) and higher (8.5% decreasing to 6.0%) than the current rate.
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1% Decrease Discount Rate 1% Increase

(2.63%) (3.63%) (4.63%)

School District's proportionate share

  of the net OPEB liability $0 $0 $0



[image: image5.emf]Current

1% Decrease Trend Rate 1% Increase

(6.5 % decreasing (7.5 % decreasing (8.5 % decreasing

to 4.0 %) to 5.0 %) to 6.0 %)

School District's proportionate share

  of the net OPEB liability $0 $0 $0


Actuarial Assumptions - STRS

Key methods and assumptions used in the latest actuarial valuation, reflecting experience study results used in the June 30, 2017, actuarial valuation are presented below:  
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Projected salary increases 12.50 percent at age 20 to 

 2.50 percent at age 65

Investment Rate of Return 7.45 percent, net of investment

 expenses, including inflation

Payroll Increases 3 percent

Cost-of-Living Adjustments 0.0 percent, effective July 1, 2017

  (COLA)

Blended Discount Rate of Return 4.13 percent

Health Care Cost Trends 6 to 11 percent initial, 4.5 percent ultimate


Projections of benefits include the historical pattern of sharing benefit costs between the employers and retired plan members.
For healthy retirees the mortality rates are based on the RP-2014 Annuitant Mortality Table with 50 percent of rates through age 69, 70 percent of rates between ages 70 and 79, 90 percent of rates between ages 80 and 84, and 100 percent of rates thereafter, projected forward generationally using mortality improvement scale MP-2016. For disabled retirees, mortality rates are based on the RP-2014 Disabled Mortality Table with 90 percent of rates for males and 100 percent of rates for females, projected forward generationally using mortality improvement scale MP-2016.
Actuarial assumptions used in the June 30, 2017, valuation are based on the results of an actuarial experience study for the period July 1, 2011 through June 30, 2016. 
Since the prior measurement date, the discount rate was increased from 3.26 percent to 4.13 percent based on the methodology defined under GASB Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans (OPEB) and the long term expected rate of return was reduced from 7.75 percent to 7.45 percent. Valuation year per capita health care costs were updated, and the salary scale was modified. The percentage of future retirees electing each option was updated based on current data and the percentage of future disabled retirees and terminated vested participants electing health coverage were decreased. The assumed mortality, disability, retirement, withdrawal and future health care cost trend rates were modified along with the portion of rebated prescription drug costs.
Also since the prior measurement date, the subsidy multiplier for non-Medicare benefit recipients was reduced from 2.1 percent to 1.9 percent per year of service. Medicare Part B premium reimbursements were discontinued for certain survivors and beneficiaries and all remaining Medicare Part B premium reimbursements will be discontinued beginning January 2019.  Subsequent to the current measurement date, the date for discontinuing remaining Medicare Part B premium reimbursements was extended to January 2020.
STRS’ investment consultant develops an estimate range for the investment return assumption based on the target allocation adopted by the Retirement Board.  The target allocation and long-term expected rate of return for each major asset class are summarized as follows: 


[image: image7.emf]Target

Asset Class Allocation

Domestic Equity 28.00% 7.35%

International Equity 23.00 7.55

Alternatives 17.00 7.09

Fixed Income 21.00 3.00

Real Estate 10.00 6.00

Liquidity Reserves 1.00 2.25

Total 100.00%

* 10 year annualized geometric nominal returns, which  include the 

real rate of return and inflation of 2.25 percent and does not include 

investment expenses.  Over a 30-year period, STRS' investment

consultant indicates that the above target allocations should

generate a return above the actual rate of return, without net

value added by management.

Long-Term Expected

Rate of Return *


Discount Rate The discount rate used to measure the total OPEB liability was 4.13 percent as of June 30, 2017. The projection of cash flows used to determine the discount rate assumes STRS Ohio continues to allocate no employer contributions to the health care fund. Based on these assumptions, the OPEB plan’s fiduciary net position was not projected to be sufficient to make all projected future benefit payments of current plan members. The OPEB plan’s fiduciary net position was projected to become insufficient to make future benefit payments during the fiscal year ending June 30, 2037.  Therefore, the long-term expected rate of return on OPEB plan assets was used to determine the present value of the projected benefit payments through the fiscal year ending June 30, 2036 and the Bond Buyer 20-year municipal bond rate of 3.58 percent as of June 30, 2017 (i.e. municipal bond rate), was used to determine the present value of the projected benefit payments for the remaining years in the projection.  The total present value of projected benefit payments from all years was then used to determine the single rate of return that was used as the discount rate. The blended discount rate of 4.13 percent, which represents the long-term expected rate of return of 7.45 percent for the funded benefit payments and the Bond Buyer 20-year municipal bond rate of 3.58 percent for the unfunded benefit payments, was used to measure the total OPEB liability as of June 30, 2017.  A blended discount rate of 3.26 percent which represents the long term expected rate of return of 7.75 percent for the funded benefit payments and the Bond Buyer 20-year municipal bond rate of 2.85 percent for the unfunded benefit payments was used to measure the total OPEB liability at June 30, 2016.
Sensitivity of the School District's Proportionate Share of the Net OPEB Liability to Changes in the Discount and Health Care Cost Trend Rate The following table represents the net OPEB liability as of June 30, 2017, calculated using the current period discount rate assumption of 4.13 percent, as well as what the net OPEB liability would be if it were calculated using a discount rate that is one percentage point lower (3.13 percent) or one percentage point higher (5.13 percent) than the current assumption. Also shown is the net OPEB liability as if it were calculated using health care cost trend rates that are one percentage point lower or one percentage point higher than the current health care cost trend rates.
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1% Decrease Discount Rate 1% Increase

(3.13%) (4.13%) (5.13%)

School District's proportionate share

  of the net OPEB liability $0 $0 $0
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1% Decrease Trend Rate 1% Increase

School District's proportionate share

  of the net OPEB liability $0 $0 $0
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										Current

						1% Decrease				Discount Rate				1% Increase

						(2.63%)				(3.63%)				(4.63%)

		School District's proportionate share

		  of the net OPEB liability				$0				$0				$0
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								Target						Long-Term Expected

		Asset Class						Allocation						Rate of Return *



		Domestic Equity						28.00		%						7.35		%

		International Equity						23.00								7.55

		Alternatives						17.00								7.09

		Fixed Income						21.00								3.00

		Real Estate						10.00								6.00

		Liquidity Reserves						1.00								2.25



		Total						100.00		%



		* 10 year annualized geometric nominal returns, which  include the 

		real rate of return and inflation of 2.25 percent and does not include 

		investment expenses.  Over a 30-year period, STRS' investment

		consultant indicates that the above target allocations should

		generate a return above the actual rate of return, without net

		value added by management.
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										Current

						1% Decrease				Discount Rate				1% Increase

						(3.13%)				(4.13%)				(5.13%)

		School District's proportionate share

		  of the net OPEB liability				$0				$0				$0
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						1% Decrease				Trend Rate				1% Increase

		School District's proportionate share

		  of the net OPEB liability				$0				$0				$0
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						SERS				STRS				Total

		Proportion of the Net OPEB Liability

		  Prior Measurement Date				0.00000000%				0.00000000%

		Changes of assumptions				0.00000000%				0.00000000%

		Proportion of the Net OPEB Liability

		  Current Measurement Date				0.00000000%				0.00000000%

		Changes in proportion and differences

		  between City contributions and proportionate

		  share of contributions				0.00000000%				0.00000000%

		City contributions subsequent to the 

		  measurement date				0.00000000%				0.00000000%

		Total				0.00000000%				0.00000000%				$0



		Change in Proportionate Share				0.00000000%				0.00000000%



		Proportionate Share of the Net 

		  OPEB Liability				$0				$0				$0

		OPEB Expense				$0				$0				$0
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						July 1, 2017				July 1, 2016



		Inflation				2.50 percent				2.75 percent

		Projected salary increases				12.50 percent at age 20 to 				12.25 percent at age 20 to

						 2.50 percent at age 65				 2.75 percent at age 70

		Investment Rate of Return				7.45 percent, net of investment				7.75 percent, net of investment

						 expenses, including inflation				 expenses, including inflation

		Payroll Increases				3 percent				3.5 percent

		Cost-of-Living Adjustments				0.0 percent, effective July 1, 2017				2 percent simple applied as follows: 

		  (COLA)								  for members retiring before

		Blended Discount Rate of Return				4.13 percent				 August 1, 2013, 2 percent per year;

		Health Care Cost Trends				6 to 11 percent initial, 4.5 percent ultimate				  for members retiring  August 1, ,2013,

										 or later, 2 percent COLA commences

										 on fifth anniversary of retirement date.
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						 June 30, 2016				 June 30, 2015



		Wage Inflation				3.00 percent				3.25 percent

		Future Salary Increases, including inflation

		Future Salary Increases, including inflation				3.50 percent to 18.20 percent				4.00 percent to 22.00 percent



		Investment Rate of Return				7.50 percent net of investments				7.75 percent net of investments

						expense, including inflation				expense, including inflation

		Municipal Bond Index Rate:

		    Measurement Date				3.56 percent

		    Prior Measurement Date				2.92 percent

		Single Equivalent Interest Rate, net of plan investment expense,

		 including price inflation

		    Measurement Date				3.63 percent

		    Prior Measurement Date				2.98 percent

		Medical Trend Assumption

		    Medicare				5.50 to 5.00 percent

		    Pre-Medicare				7.50 to 5.00 percent
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										Current

						1% Decrease				Trend Rate				1% Increase

						(6.5 % decreasing				(7.5 % decreasing				(8.5 % decreasing

						to 4.0 %)				to 5.0 %)				to 6.0 %)

		School District's proportionate share

		  of the net OPEB liability				$0				$0				$0
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								Target						Long-Term Expected

		Asset Class						Allocation						Real Rate of Return



		Cash						1.00		%						0.50		%

		US Stocks						22.50								4.75

		Non-US Stocks						22.50								7.00

		Fixed Income						19.00								1.50

		Private Equity						10.00								8.00

		Real Assets						15.00								5.00

		Multi-Asset Strategies						10.00								3.00



		Total						100.00		%










