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lllustration 3a—Note Disclosures and Required Supplementary Information for a
Cost-Sharing Employer (No Nonemployer Contributing Entities)

[Note: This illusiration includes only note disclosures and required supplementary information required by Slate-
ment 68. If the employer includes the pension plan in its financial reporting entity, the employer should apply the
requiremenis of footnotes 18, 20, and 25 of Statement 68, as applicable. The circumstances of this employer do not
include all circumstances for which note disclosures and required supplementary information should be presented.]

Sample School District
Notes to the Financial Statements
for the Year Ended June 30, 20X9

(Dollar amounts in thousands)
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 Teachers
Pension Plan (TPP) and additions to/deductions from TPP's fiduciary net position have been determined on the same
basis as they are reported by TPP. For this purpose, benefit payments {including refunds of employee contributions)
are recognized when due and payable in accordance with the benefit terms. Investments are reported at fair value.

Note X

[if the District’s employees were provided with benefits through more than one defined benefit pension plan, the
District should disclose information required by paragraph 74 of Statement 68 and should apply the requirements of
paragraph 75 of Stalement 68.]

General Information about the Pension Plan

Plan description. Teaching-certified employees of the District are provided with pensions through the Teachers
Pension Plan (TPP)—a cost-sharing multiple-employer defined benefit pension plan administered by the Teachers
Retirement System (TRS). Article 33 of the State Statutes grants the authority to establish and amend the benelit
terms to the TRS Board of Trustees (TRS Board). TRS issues a publicly available financial report that can be cbtained
at finternet address).

Benefits provided. TPP provides retirement, disabiiity, and death benefits. Retirement benefits are determined as 2.5
percent of the employee's final 3-year average compensation times the employee’s years of service. Employees with
10 years of continuous service are eligible to retire at age 60. Employees are eligible for service-related disability
benefits regardless of length of service. Five years of service is required for nonservice-related disability eligibility.
Disability benefits are determined in the same manner as retirement benefits but are payable immediately without an
actuarial reduction. Death benefits equal the employee’s final full-year salary. [If the benefit terms included posi-
employment benefit changes, the District should disclose information about those terms, as raquired by paragraph
76b of Statement 68.]

[If the pension plan was closed to new entrants, the District should disclose that fact, as required by paragraph 76b
of Statement 68.]

Contributions. Per Article 33 of the State Statutes, contribution requirements of the active employees and the
participating school districts are established and may be amended by the TRS Board. Employees are required to
contribute 6.20 percent of their annual pay. The school districts’ contractually required contribution rate for the year



ended June 30, 20X9, was 17.32 percent of annual payroll, actuarially determined as an amount that, when combined
with employee contributions, is expected to finance the costs of benefits earned by employees during the year, with
an additional amount to finance any unfunded accrued liability. Contributions 1o the pension plan from the District were
$2,095 for the year ended June 30, 20X9.

Pension Liabliitles, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions

At June 30, 20X8, the District reported a liability of $14,910 for its proportionate share of the net pension liability. The
net pension liability was measured as of December 31, 20X8, and 1he fotal pension liability used to calculate the net
pension liability was determined by an actuarial valuation as of that dale. The District’s proportion of the net pension
liability was based on a projection of the District's long-term share of contributions to the pension plan relative to the
projected contributiens of all participating schoot districts, actuarially determined. At December 31, 20X8, the District’s
proportion was 0.20 percent, which was an increase of 0.01 from its proportion measured as of December 31, 20X7.

[lf there had been a change of benefit terms that atfected the measurement of the total pension liability since the prior
measurement date, the District should disclose information required by paragraph 80e of Statement €8]

[If changes expected to have a significant effect on the measurement of the District's proportionate share of the net
pension liability had occurred between the measurement date and the reporting date, the District should disclose
information required by paragraph 801 of Statement 68.]

For the year ended June 30, 20X9, the District recognized pension expense of $2,394. At June 30, 20X9, the District
reported deferred outflows of resources and deferred inflows of resources related to pensions from the following
sources:

Deferred Outflows Deferred Inflows of
of Resources Resources

Differences between expected and actual
experience 5 2,657 ] 142
Changes of assumptions 1,714 130
Net difference between projected and actual
eamings on pension plan investments - 2,194
Changes in proportion and differences between
District contributions and proporlionate share of
contributions 753 156
District contributions subsequent to the
measurement date 1,065 2

Tolal $ 6,189 $ 2,622




$1,065 reported as deferred outflows of resources related lo pensions resulting from District contributions subsequent
to the measurement date will be recognized as a reduction of the net pension liability in the year ended June 30, 20Y0.
Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will
be recognized in pension expense as follows:

Year ended June 30:

20Y0 5 (272)
20Y1 159
20Y2 220
20Y3 543
20v4 553
Thereafter 1,299

Actuarial assumptions. The total pension liability in the December 31, 20X8 actuarial valuation was determined using
the following actuarial assumptions, applied to all periods included in the measurement:

Inflation 3.5 percent
Salaty increases 4.5 percent, average, including inflation
Investment rate of return 7.75 percent, net of pension plan investment expense,

including inflation

Mortality rates were based on the RP-2000 Combined Mortality Table for Males or Females, as appropriate, with
adjustments for mortality improvements based on Scale AA.

The actuarial assumptions used in the December 31, 20X8 valuation were based on the resulis of an actuarial
experience study for the period January 1, 20X6-Qctober 31, 20X8. As a result of the 20X8 actuarial experience study,
the expectation of life after disability was adjusted in the December 31, 20X8 actuarial valuation to mare closely reflect
aclual experience.

(If the benefit terms included ad hoc postemployment benefit changes, the District should disclose information about
assumptions reiated to those changes, as required by paragraph 77 of Statement 8.]

The long-term expected rate of return on pension plan investments was determined using a building-block method in
which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan investment
expense and inflation) are developed for each major asset class. These ranges are combined to produce the
long-term expected rate of return by weighting the expected future real rates of return by the target asset allocation
percentage and by adding expected inflation. The target allocation and best estimates of arithmetic real rates of return
for each major asset class are summarized in the following table:



Long-Term Expected

Asset Class Target Allocation Real Rate of Return
Fixed income 28% 1.3%
Domestic equity 31 54
International equity 21 5.6

Real estate 10 5.0

Private equity 7 74
Commaodities 1 23

Cash 2 0.0

Total 100%

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 rale assumed that employee contributions will be made at the current
contribution rate and that contributions from school districts will be made at contractually required rates, actuarially
determined. Based on those assumptions, the pension plan’'s fiduciary net position was projected to be available to
make all projected future benefit payments of current active and inactive employees. Therefore, the long-term
expected rate of return on pension plan investments was applied 1o all periods of projected benefit paymenis to
determine the total pension liability. [If there had been a change in the discount rate since the prior measurement date,
the District should disclose information about that change, as required by paragraph 78a of Statement 68.]

Sensitivity of the District's proportionate share of the net pension liability to changes in the discount rate. The following
presents the District’s proportionate share of the net pension liability calculated using the discount rate of 7.75
percent, as well as what the District’'s proportionate share of the 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%
Decrease Discount Rate Increase
(6.75%}) {7.75%) {8.75%)
District's proportionate share of
the net pension liability $ 23,320 $ 14,910 $ 5141

Pension plan fiduciary net position. Detailed information about the pension plan's fiduciary net position is available in
the separately issued TRS financial report. [If significant changes had occurred that indicate that the disclosures
included in the pension plan’s financial report generally did not reflect the facts and circumstances at the measure-
ment date, the District should disclose additional information, as required by paragraph 79 of Statement 68.]

Payables to the pension plan

[If the District reported payables to the defined benefit pension plan, it should disclose information required by
paragraph 122 of Statement 68.]
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Notes to Required Supplementary Information
for the Year Ended June 30, 20X9

Changes of benefit terms. Amounts reported in 20X8 reftect an increase in disability benefits to be equivalent to
retirement benefits. Amounts reported in 20X4 reflect a modification 1o the benefit terms to incorporate a new
definition of base compensation.

Changes of assumptions. Amounts reporied in 20X9 reflect an adjustment of the expectation of life after disability to
more closely reflect actual experience. For amounts reported in 20X6 and laler, the expectation of retired life mortality
was based on RP-2000 Mortality Tables rather than on the 1983 Group Annuity Mortality Table, which was used 1o
determine amounts reported prior to 20X6. Amounts reported in 20X3 reflect an adjustment of expected retirement
ages o more closely reflect actual experience. Amounts reported in 20X0 reflect an adjusiment of assumed life
expectancies to more closely reflect actual experience.



