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November 30, 2012 

The Audit Committee of City Council 
City of Roanoke, Virginia 

Dear Members: 

We have audited the financial statements of the governmental activities, the business-type 
activities, the discretely presented component units, each major fund, and the aggregate remaining 
fund information of the City of Roanoke, Virginia (the City), as of and for the year ended June 30, 
2012, which collectively comprise the City’s basic financial statements, and have issued our report 
thereon dated November 30, 2012. Other auditors audited the financial statements of the School 
Board of the City of Roanoke, Virginia (the School Board), a discretely presented component unit 
of the City, and certain operations of the Civic Facilities fund, a major enterprise fund included in 
the business-type activities of the City, as described in our report on the City’s financial 
statements. This letter does not include the results of the other auditors’ consideration of internal 
control over financial reporting or other operational matters that are reported on separately by 
those other auditors. In planning and performing our audit of the basic financial statements of the 
City, in accordance with auditing standards generally accepted in the United States of America 
and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States, we considered the City’s internal control 
over financial reporting (internal control) as a basis for designing our auditing procedures for the 
purpose of expressing our opinions on the financial statements, but not for the purpose of 
expressing an opinion on the effectiveness of the City’s internal control. Accordingly, we do not 
express an opinion on the effectiveness of the City’s internal control. 

Our consideration of internal control was for the limited purpose described in the preceding 
paragraph and was not designed to identify all deficiencies in internal control that might be 
significant deficiencies or material weaknesses and therefore, there can be no assurance that all 
deficiencies, significant deficiencies or material weaknesses have been identified. However, as 
discussed below, we identified a deficiency in internal control that we consider to be a significant 
deficiency. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct misstatements on a timely basis. A material weakness is a 
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable 
possibility that a material misstatement of the entity's financial statements will not be prevented, 
or detected and corrected on a timely basis. The significant deficiency described below is not 
believed to be a material weakness. 
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A significant deficiency is a deficiency or a combination of deficiencies in internal control that is 
less severe than a material weakness yet important enough to merit attention by those charged 
with governance. We consider the following deficiency in the Company's internal control to be a 
significant deficiency: 

Capital Assets 

During the fiscal year ended June 30, 2012, management instituted several new capital asset 
policies and procedures in order to strengthen the existing internal controls over capital assets. As 
a result of the implementation of these policies and procedures, management found several 
instances in which assets that remained in the Construction in Process general ledger account 
should have been placed into service in prior fiscal years with the commencement of depreciation 
expense recorded in prior fiscal years accordingly. Upon noting these discrepancies, management 
performed an in depth analysis to determine the impact of depreciation which was not recorded in 
prior fiscal years, noting that the overall impact was not material, nor did the issue have the 
potential to be material to the City’s financial statements. 

Management asserts that the implementation of these improved controls has allowed management 
to obtain a more accurate understanding of a project's status. Specifically, management has 
developed a questionnaire to facilitate increased communication between the purchasing 
department/project managers and the finance department. This questionnaire provides criteria to 
help the purchasing department/project managers in accurately assessing the timing for when a 
project is substantially complete and placed in-service, as noted in the Governmental Accounting 
Standards Board codification section 1400, Reporting Capital Assets. 

We recommend that management continue to monitor the improved controls implemented this 
fiscal year to strengthen the overall internal control environment for capital assets at the City and 
also improve the accuracy of recording depreciation expense in the proper accounting periods. 

Management’s Response 

The policies and procedure we implemented enabled us to identify several assets completed in 
prior years that should have been placed into service with depreciation recorded. The changes 
designed to strengthen existing internal controls yielded the anticipated results and the controls 
appear to be working as designed. All assets completed during prior years have been identified 
and are now properly reported as in service and depreciation is properly being recorded. We agree 
with the recommendation to continue to evaluate the effectiveness of existing controls and, where 
necessary, modify policies and procedures accordingly to ensure accurate reporting in the 
appropriate period. 

*   *   *   *   *  

Although not considered to be a significant deficiency or material weakness, we also noted the 
following item during our audit which we would like to bring to your attention: 
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Risk Management Review Process 

As described in the notes to the City's financial statements, the City is exposed to various risks of 
loss related to torts; theft of, damage to, and destruction of assets; errors and omissions; injuries to 
employees; and natural disasters. Pursuant to the City's risk management activities, the City is 
self-insured for workers' compensation claims, as well as for employee health and dental claims. 
In 2008, the City procured excess loss insurance coverage to cover workers' compensation claims 
in excess of $1,000,000 per occurrence. Prior to obtaining this excess loss coverage in 2008, the 
City did not have excess loss insurance coverage for workers' compensation claims incurred since 
2002. The lack of such insurance coverage has left the City susceptible to a potential risk of 
additional loss for claims incurred during these years, especially for claims involving employees 
in higher risk line of duty roles. 

We understand that management considered whether to continue excess loss insurance coverage 
in 2002, and determined that given the past history of manageable claim levels, which did not 
include any single catastrophic claim, and the City's safety measures and related track record, as 
well as the rising cost of workers’ compensation excess loss insurance, it was reasonable to 
discontinue the excess loss insurance coverage at that time. Our understanding from discussions 
with management is that this decision was to be reevaluated by management when premium rates 
stabilized. From 2003 until 2008, management continued the practice of not purchasing excess 
loss insurance coverage. In 2008, the City again purchased excess loss insurance coverage for 
workers’ compensation claims after a review of more recent claim activity at that time. In 2010, 
City Council adopted a Risk Management Reserve Policy that calls for the establishment of 
reserves for both self-insured and fully insured claims. In establishing the level of desired 
reserves, we understand that consideration is made for the level of risk exposure. 

We recommend that a thorough review of the City's insurance coverages be undertaken by 
management as part of a comprehensive risk management review process to ensure that the City's 
exposure to various risks of loss is adequately addressed. In addition, we recommend management 
review its assessment of risk annually in conjunction with the review of the City’s Risk 
Management reserves and brief City Council on risk management issues as deemed necessary. 

Management’s Response 

We concur that an annual review of the City’s stop loss provisions should be undertaken as part of 
a comprehensive risk management plan. Management performs an annual review of the City’s 
Risk Management reserves, and we will expand that review to incorporate an analysis of the 
City’s insurance coverage including a review of the levels of stop loss insurance coverage. City 
Council will be briefed on these risk management issues as part of the annual budget process. 

*   *   *   *   * 
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We also would like to bring to your attention the following future accounting pronouncements 
impacting the City: 

FUTURE ACCOUNTING PRONOUNCEMENTS 

GASB Statement No. 60 

In November 2010, the Governmental Accounting Standards Board (GASB) issued Statement 
No. 60, Accounting and Financial Reporting for Service Concession Arrangement (GASB 
Statement No. 60). The objective of this Statement is to improve financial reporting by addressing 
issues related to service concession arrangements (SCAs), which are a type of public-private or 
public-public partnership. As used in this Statement, an SCA is an arrangement between a 
transferor (a government) and an operator (governmental or nongovernmental entity) in which (1) 
the transferor conveys to an operator the right and related obligation to provide services through 
the use of infrastructure or another public asset (a "facility") in exchange for significant 
consideration, and (2) the operator collects and is compensated by fees from third parties. 

The requirements of this Statement improve financial reporting by establishing recognition, 
measurement, and disclosure requirements for SCAs for both transferors and governmental 
operators, requiring governments to account for and report SCAs in the same manner, which 
improves the comparability of financial statements. This Statement contributes to the assessment 
of inter-period equity by reporting up-front payments or the present value of installment payments 
primarily as deferred inflows of resources, reflecting the acquisition of resources that are 
applicable to a future reporting period. The provisions of this Statement result in a faithful 
representation of a governmental operator's rights under SCAs by reporting rights to access SCA 
facilities as intangible assets. This Statement also improves the decision usefulness of financial 
reporting by requiring that specific relevant disclosures be made by transferors and governmental 
operators about SCAs. 

The requirements of GASB Statement No. 60 are effective for financial statements for periods 
beginning after December 15, 2011. The provisions of this Statement generally are required to be 
applied retroactively for all periods presented. 

GASB Statement No. 61 

In November 2010, the GASB issued Statement No. 61, The Financial Reporting Entity: Omnibus 
– An Amendment of GASB Statements No. 14 and No. 34 (GASB Statement No. 61). The objective 
of this Statement is to improve financial reporting for governmental financial reporting entity. The 
requirements of Statement No. 14, The Financial Reporting Entity, and the related financial 
reporting requirements of Statement No. 34, Basic Financial statements – and Management’s 
Discussion and Analysis – for State and Local Governments, were amended to better meet user 
needs and to address reporting entity issues that have arisen since the issuance of those 
Statements. 
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This Statement modifies certain requirements for inclusion of component units in the financial 
reporting entity. For organizations that previously were required to be included as component 
units by meeting the fiscal dependency criterion, a financial benefit or burden relationship also 
would need to be present between the primary government and that organization for it to be 
included in the reporting entity as a component unit. Further, for organizations that do not meet 
the financial accountability criteria for inclusion as component units but that, nevertheless, should 
be included because the primary government’s management determines that it would be 
misleading to exclude them, this Statement clarifies the manner in which that determination 
should be made and the types of relationships that generally should be considered in making the 
determination. 

This Statement also amends the criteria for reporting component units as if they were part of the 
primary government (that is, blending) in certain circumstances. For component units that 
currently are blended based on the “substantively the same governing body” criterion, it 
additionally requires that (1) the primary government and the component unit have a financial 
benefit or burden relationship or (2) management (below the level of the elected officials) of the 
primary government have operational responsibility (as defined) for the activities of the 
component unit. New criteria also are added to require blending of component units whose total 
debt outstanding is expected to be repaid entirely or almost entirely with resources of the primary 
government. The blending provisions are amended to clarify that fund of a blended component 
unit have the same financial reporting requirements as a fund of the primary government. Lastly, 
additional reporting guidance is provided for blending a component unit if the primary 
government is a business-type activity that uses a single column presentation for financial 
reporting. 

This Statement also clarifies the reporting of equity interests in legally separate organizations. It 
requires a primary government to report its equity interest in a component unit as an asset. 

The provisions of GASB Statement No. 61 are effective for financial statements for periods 
beginning after June 15, 2012. Earlier application is encouraged. 

GASB Statement No. 62 

In December 2010, the GASB issued Statement No. 62, Codification of Accounting and Financial 
Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements 
(GASB Statement No. 62). The objective of this Statement is to incorporate into the GASB’s 
authoritative literature certain accounting and financial reporting guidance that is included in the 
following pronouncements issued on or before November 30, 1989, which does not conflict with 
or contradict GASB pronouncements: 

1. Financial Accounting Standards Board (FASB) Statements and Interpretations 

2. Accounting Principles Board (APB) Opinions 
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3. Accounting Research Bulletins of the American institute of Certified Public 
Accountants’ (AICPA) Committee on Accounting Procedure. 

Hereinafter, these pronouncements collectively are referred to as the “FASB and AICPA 
pronouncements.” 

This Statement also supersedes Statement No. 20, Accounting and Financial Reporting for 
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting, 
thereby eliminating the election provided in paragraph 7 of that Statement for enterprise funds and 
business-type activities to apply post-November 30, 1989 FASB Statements and Interpretations 
that do not conflict with or contradict GASB pronouncements. However, those entities can 
continue to apply, as other accounting literature, post-November 30, 1989 FASB pronouncements 
that do not conflict with or contradict GASB pronouncements, including this Statement. 

The requirements of GASB Statement No. 62 are effective for financial statements for periods 
beginning after December 15, 2011. Earlier application is encouraged. The provisions of this 
Statement generally are required to be applied retroactively for all periods presented. 

GASB Statement No. 63 

In June 2011, the GASB issued Statement No. 63, Financial Reporting of Deferred Outflows of 
Resources, Deferred Inflows of Resources, and Net Position (GASB Statement No. 63). This 
Statement provides financial reporting guidance for deferred outflows of resources and deferred 
inflows of resources. Concepts Statement No. 4, Elements of Financial Statements, introduced and 
defined those elements as a consumption of net assets by the government that is applicable to a 
future reporting period, and an acquisition of net assets by the government that is applicable to a 
future reporting period, respectively. Previous financial reporting standards do not include 
guidance for reporting those financial statement elements, which are distinct from assets and 
liabilities. 

Concepts Statement 4 also identifies net position as the residual of all other elements presented in 
a statement of financial position. This Statement amends the net asset reporting requirements in 
Statement No. 34, Basic Financial Statements – and Management’s Discussion and Analysis – for 
State and Local Governments, and other pronouncements by incorporating deferred outflows of 
resources and deferred inflows of resources into the definitions of the required components of the 
residual measure and by renaming that measure as net position, rather than net asset. 

The provisions of GASB Statement No. 63 are effective for financial statements for periods 
beginning after December 15, 2011. Earlier application is encouraged. 

GASB Statement No. 65 

In March 2012, the GASB issued Statement No. 65, Items Previously Reported as Assets and 
Liabilities (GASB Statement No. 65). This Statement establishes accounting and financial 
reporting standards that reclassify, as deferred outflows of resources or deferred inflows of 
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resources, certain items that were previously reported as assets and liabilities and recognizes, as 
outflows of resources or inflows of resources, certain items that were previously reported as assets 
and liabilities. 

Concepts Statement No. 4, Elements of Financial Statements, introduced and defined the elements 
included in financial statements, including deferred outflows of resources and deferred inflows of 
resources. In addition, Concepts Statement 4 provides that reporting a deferred outflow of 
resources or a deferred inflow of resources should be limited to those instances identified by the 
Board in authoritative pronouncements that are established after applicable due process. Prior to 
the issuance of this Statement, only two such pronouncements have been issued. 
Statement No. 53, Accounting and Financial Reporting for Derivative Instruments, requires the 
reporting of a deferred outflow of resources or a deferred inflow of resources for the changes in 
fair value of hedging derivative instruments, and Statement No. 60, Accounting and Financial 
Reporting for Service Concession Arrangements, requires a deferred inflow of resources to be 
reported by a transferor government in a qualifying service concession arrangement. This 
Statement amends the financial statement element classification of certain items previously 
reported as assets and liabilities to be consistent with the definitions in Concepts Statement 4. 

This Statement also provides other financial reporting guidance related to the impact of the 
financial statement elements deferred outflows of resources and deferred inflows of resources, 
such as changes in the determination of the major fund calculations and limiting the use of the 
term deferred in financial statement presentations. 

The provisions of GASB Statement No. 65 are effective for financial statements for periods 
beginning after December 15, 2012. Earlier application is encouraged. 

GASB Statement No. 66 

In March 2012, the GASB issued Statement No. 66, Technical Corrections – 2012, an amendment 
of GASB Statements No. 10 and No. 62 (GASB Statement No. 66). The objective of this Statement 
is to improve accounting and financial reporting for a governmental financial reporting entity by 
resolving conflicting guidance that resulted from the issuance of two pronouncements, 
Statements No 54, Fund Balance Reporting and Governmental Fund Type Definitions, and 
No. 62, Codification of Accounting and Financial Reporting Guidance Contained in 
Pre-November 30, 1989 FASB and AICPA Pronouncements. 

This Statement amends Statement No. 10, Accounting and Financial Reporting for Risk Financing 
and Related Insurance Issues, by removing the provision that limits fund-based reporting of an 
entity’s risk financing activities to the general fund and the internal service fund type. As a result, 
governments should base their decisions about fund type classification on the nature of the activity 
to be reported, as required in Statement 54 and Statement No. 34, Basic Financial Statements – 
and Management’s Discussion and Analysis – for State and Local Governments. 
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This Statement also amends Statement 62 by modifying the specific guidance on accounting for 
(1) operating lease payments that vary from a straight-line basis, (2) the difference between the 
initial investment (purchase price) and the principal amount of a purchased loan or group of loans, 
and (3) servicing fees related to mortgage loans that are sold when the stated service fee rate 
differs significantly from a current (normal) servicing fee rate. These changes clarify how to apply 
Statement No. 13, Accounting for Operating Leases with Scheduled Rent Increases, and result in 
guidance that is consistent with the requirements in Statement No. 48, Sales and Pledges of 
Receivables and Future Revenues and Intra-Entity Transfers of Assets and Future Revenues, 
respectively. 

The provisions of GASB Statement No. 66 are effective for financial statements for periods 
beginning after December 15, 2012. Earlier application is encouraged. 

GASB Statement No. 67 

In June 2012, the GASB issued Statement No. 67, Financial Reporting for Pension Plans, an 
amendment of GASB Statement No. 25 (GASB Statement No. 67). The objective of this Statement 
is to improve financial reporting by state and local governmental pension plans. This Statement 
results from a comprehensive review of the effectiveness of existing standards of accounting and 
financial reporting for pensions with regard to providing decision-useful information, supporting 
assessments of accountability and interperiod equity, and creating additional transparency. This 
Statement replaces the requirements of Statements No. 25, Financial Reporting for Defined 
Benefit Pension Plans and Note Disclosures for Defined Contribution Plans, and No. 50, Pension 
Disclosures, as they relate to pension plans that are administered through trusts or equivalent 
arrangements (hereafter jointly referred to as trusts) that meet certain criteria. The requirements of 
Statements 25 and 50 remain applicable to pension plans that are not administered through trusts 
covered by the scope of this Statement and to defined contribution plans that provide 
postemployment benefits other than pensions. 

Statement No. 68, Accounting and Financial Reporting for Pensions, establishes accounting and 
financial reporting requirements related to pensions for governments whose employees are 
provided with pensions through pension plans that are covered by the scope of this Statement, as 
well as for nonemployer governments that have a legal obligation to contribute to those plans. 

This Statement and Statement 68 establish a definition of a pension plan that reflects the primary 
activities associated with the pension arrangement - determining pensions, accumulating and 
managing assets dedicated for pensions, and paying benefits to plan members as they come due. 
The scope of this Statement addresses accounting and financial reporting for the activities of 
pension plans that are administered through trusts that have the following characteristics: 

 Contributions from employers and nonemployer contributing entities to the pension 
plan and earnings on those contributions are irrevocable. 
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 Pension plan assets are dedicated to providing pensions to plan members in 
accordance with the benefit terms. 

 Pension plan assets are legally protected from the creditors of employers, 
nonemployer contributing entities, and the pension plan administrator. If the plan is a 
defined benefit pension plan, plan assets also are legally protected from creditors of 
the plan members. 

For defined benefit pension plans, this Statement establishes standards of financial reporting for 
separately issued financial reports and specifies the required approach to measuring the pension 
liability of employers and nonemployer contributing entities for benefits provided through the 
pension plan (the net pension liability), about which information is required to be presented. 
Distinctions are made regarding the particular requirements depending upon the type of pension 
plan administered, as follows: 

 Single-employer pension plans – those in which pensions are provided to the 
employees of only one employer (as defined in this Statement) 

 Agent multiple-employer pension plans (agent pension plans) – those in which plan 
assets are pooled for investment purposes but separate accounts are maintained for 
each individual employer so that each employer’s share of the pooled assets is legally 
available to pay the benefits of only its employees 

 Cost-sharing multiple-employer pension plans (cost-sharing pension plans) those in 
which the pension obligations to the employees of more than one employer are pooled 
and plan assets can be used to pay the benefits of the employees of any employer that 
provides pensions through the pension plan. 

This Statement also details the note disclosure requirements for defined contribution pension plans 
administered through trusts that meet the identified criteria. 

Defined Benefit Pension Plans 

Financial Statements 

This Statement requires defined benefit pension plans to present two financial statements – a 
statement of fiduciary net position and a statement of changes in fiduciary net position. The 
statement of fiduciary net position presents the following items as of the end of the pension plan’s 
reporting period, as applicable: 

 Assets, such as cash and cash equivalents, receivables from employers and plan 
members, investments (measured at fair value), and equipment and other assets used 
in pension plan operations 

 Deferred outflows of resources 
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 Liabilities, such as benefit payments due to plan members 

 Deferred inflows of resources 

 Fiduciary net position, which equals assets, plus deferred outflows of resources, 
minus liabilities, minus deferred inflows of resources. 

The statement of changes in fiduciary net position presents the following items for the pension 
plan’s reporting period: 

 Additions, such as contributions from employers, nonemployer contributing entities, 
and plan members, and net investment income 

 Deductions, such as benefit payments and administrative expense 

 Net increase (decrease) in fiduciary net position, which equals the difference between 
additions and deductions. 

In addition to the requirements of this Statement, defined benefit pension plans also should follow 
all accounting and financial reporting requirements of other standards, as applicable. 

Notes to Financial Statements 

This Statement requires that notes to financial statements of defined benefit pension plans include 
descriptive information, such as the types of benefits provided, the classes of plan members 
covered, and the composition of the pension plan’s board. Such pension plans also should disclose 
information about pension plan investments, including the pension plan’s investment policies, a 
description of how fair value is determined, concentrations of investments with individual 
organizations equaling or exceeding 5% of the pension plan’s fiduciary net position, and the 
annual money-weighted rate of return on pension plan investments. Other required note 
disclosures include information about contributions, reserves, and allocated insurance contracts. 

Single-employer and cost-sharing pension plans also should disclose the following information: 

 The portion of the actuarial present value of projected benefit payments to be 
provided through the pension plan to current active and inactive plan members that is 
attributed to those members’ past periods of service (the total pension liability), the 
pension plan’s fiduciary net position, the net pension liability, and the pension plan’s 
fiduciary net position as a percentage of the total pension liability 

 Significant assumptions and other inputs used to calculate the total pension liability, 
including those about inflation, salary changes, ad hoc postemployment benefit 
changes (including ad hoc cost-of-living adjustments [COLAs]), and inputs to the 
discount rate, as well as certain information about mortality assumptions and the dates 
of experience studies. 
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Required Supplementary Information 
This Statement requires single-employer and cost-sharing pension plans to present in required 
supplementary information the following information for each of the 10 most recent fiscal years 
about employer and nonemployer contributing entity obligations for pensions provided through 
the pension plan: 

 Sources of changes in the net pension liability 

 Information about the components of the net pension liability and related ratios, 
including the pension plan’s fiduciary net position as a percentage of the total pension 
liability, and the net pension liability as a percentage of covered-employee payroll. 

If the contributions of employers or nonemployer contributing entities to a single-employer or 
cost-sharing pension plan are actuarially determined, the pension plan should present in required 
supplementary information a schedule covering each of the 10 most recent fiscal years that 
includes information about the actuarially determined contribution, contributions to the pension 
plan, and related ratios. Significant methods and assumptions used in calculating the actuarially 
determined contributions should be presented as notes to the schedules. 

All defined benefit pension plans, including agent pension plans, should present in required 
supplementary information a schedule covering each of the 10 most recent fiscal years that 
includes the annual money-weighted rate of return on pension plan investments for each year. In 
addition, all pension plans should explain factors that significantly affect trends in the amounts 
reported in the schedules of required supplementary information, such as changes of benefit terms, 
changes in the size or composition of the population covered by the benefit terms, or the use of 
different assumptions. 

Measurement of the Net Pension Liability 

This Statement requires the net pension liability to be measured as the total pension liability, less 
the amount of the pension plan’s fiduciary net position. Actuarial valuations of the total pension 
liability are required to be performed at least every two years, with more frequent valuations 
encouraged. If a valuation is not performed as of the pension plan’s fiscal year-end, the total 
pension liability is required to be based on update procedures to roll forward amounts from an 
earlier actuarial valuation (performed as of a date no more than 24 months prior to the pension 
plan’s fiscal year-end). Unless otherwise specified by this Statement, all assumptions underlying 
the determination of the total pension liability are required to be made in conformity with 
Actuarial Standards of Practice issued by the Actuarial Standards Board. 

Projections of benefit payments are required to be based on the benefit terms and legal agreements 
existing at the pension plan’s fiscal year-end and to incorporate the effects of projected salary 
changes (if the pension formula incorporates compensation levels) and service credits (if the 
pension formula incorporates periods of service), as well as projected automatic postemployment 
benefit changes (including automatic COLAs). Projections also are required to include the effects 
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of ad hoc postemployment benefit changes (including ad hoc COLAs), if they are considered to be 
substantively automatic. 

Projected benefit payments are required to be discounted to their actuarial present value using the 
single rate that reflects (1) a long-term expected rate of return on pension plan investments to the 
extent that the pension plan’s fiduciary net position is projected to be sufficient to pay benefits and 
pension plan assets are expected to be invested using a strategy to achieve that return and (2) a 
tax-exempt, high-quality municipal bond rate to the extent that the conditions for use of the 
long-term expected rate of return are not met. 

The actuarial present value of projected benefit payments is required to be attributed to periods of 
plan member service using the entry age actuarial cost method with each period’s service cost 
determined as a level percentage of pay. The actuarial present value is required to be attributed for 
each plan member individually, from the period when the plan member first accrues pensions 
through the period when the plan member retires. 

Defined Contribution Pension Plans 

In the notes to financial statements, defined contribution pension plans should disclose the classes 
of plan members covered; the number of plan members, participating employers, and, if any, 
nonemployer contributing entities; and the authority under which the pension plan is established 
and may be amended. 

GASB Statement No. 67 is effective for financial statements for fiscal years beginning after 
June 15, 2013. Earlier application is encouraged. 

GASB Statement No. 68 

In June 2012, the GASB issued Statement No. 68, Accounting and Financial Reporting for 
Pensions, an amendment of GASB Statement No. 27 (GASB Statement No. 68). The primary 
objective of this Statement is to improve accounting and financial reporting by state and local 
governments for pensions. It also improves information provided by state and local governmental 
employers about financial support for pensions that is provided by other entities. This Statement 
results from a comprehensive review of the effectiveness of existing standards of accounting and 
financial reporting for pensions with regard to providing decision-useful information, supporting 
assessments of accountability and interperiod equity, and creating additional transparency. 

This Statement replaces the requirements of Statement No. 27, Accounting for Pensions by State 
and Local Governmental Employers, as well as the requirements of Statement No. 50, Pension 
Disclosures, as they relate to pensions that are provided through pension plans administered as 
trusts or equivalent arrangements (hereafter jointly referred to as trusts) that meet certain criteria. 
The requirements of Statements 27 and 50 remain applicable for pensions that are not covered by 
the scope of this Statement. 
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Statement No. 67, Financial Reporting for Pension Plans, revises existing standards of financial 
reporting for most pension plans. This Statement and Statement 67 establish a definition of a 
pension plan that reflects the primary activities associated with the pension arrangement – 
determining pensions, accumulating and managing assets dedicated for pensions, and paying 
benefits to plan members as they come due. 

The scope of this Statement addresses accounting and financial reporting for pensions that are 
provided to the employees of state and local governmental employers through pension plans that 
are administered through trusts that have the following characteristics: 

 Contributions from employers and nonemployer contributing entities to the pension 
plan and earnings on those contributions are irrevocable. 

 Pension plan assets are dedicated to providing pensions to plan members in 
accordance with the benefit terms. 

 Pension plan assets are legally protected from the creditors of employers, 
nonemployer contributing entities, and the pension plan administrator. If the plan is a 
defined benefit pension plan, plan assets also are legally protected from creditors of 
the plan members. 

 Pension plan assets are legally protected from the creditors of employers, 
nonemployer contributing entities, and the pension plan administrator. If the plan is a 
defined benefit pension plan, plan assets also are legally protected from creditors of 
the plan members. 

This Statement establishes standards for measuring and recognizing liabilities, deferred outflows 
of resources, deferred inflows of resources, and expense/expenditures. For defined benefit 
pensions, this Statement identifies the methods and assumptions that should be used to project 
benefit payments, discount projected benefit payments to their actuarial present value, and 
attribute that present value to periods of employee service. 

Note disclosure and required supplementary information requirements about pensions also are 
addressed. Distinctions are made regarding the particular requirements for employers based on the 
number of employers whose employees are provided with pensions through the pension plan and 
whether pension obligations and pension plan assets are shared. Employers are classified in one of 
the following categories for purposes of this Statement: 

 Single employers are those whose employees are provided with defined benefit 
pensions through single-employer pension plans – pension plans in which pensions 
are provided to the employees of only one employer (as defined in this Statement). 

 Agent employers are those whose employees are provided with defined benefit 
pensions through agent multiple-employer pension plans – pension plans in which 
plan assets are pooled for investment purposes but separate accounts are maintained 
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for each individual employer so that each employer’s share of the pooled assets is 
legally available to pay the benefits of only its employees. 

 Cost-sharing employers are those whose employees are provided with defined benefit 
pensions through cost-sharing multiple-employer pension plans – pension plans in 
which the pension obligations to the employees of more than one employer are pooled 
and plan assets can be used to pay the benefits of the employees of any employer that 
provides pensions through the pension plan. 

In addition, this Statement details the recognition and disclosure requirements for employers with 
liabilities (payables) to a defined benefit pension plan and for employers whose employees are 
provided with defined contribution pensions. This Statement also addresses circumstances in 
which a nonemployer entity has a legal requirement to make contributions directly to a pension 
plan. 

Defined Benefit Pensions 

This Statement requires the liability of employers and nonemployer contributing entities to 
employees for defined benefit pensions (net pension liability) to be measured as the portion of the 
present value of projected benefit payments to be provided through the pension plan to current 
active and inactive employees that is attributed to those employees’ past periods of service (total 
pension liability), less the amount of the pension plan’s fiduciary net position. 

Actuarial valuations of the total pension liability are required to be performed at least every 
two years, with more frequent valuations encouraged. If a valuation is not performed as of the 
measurement date, the total pension liability is required to be based on update procedures to roll 
forward amounts from an earlier actuarial valuation (performed as of a date no more than 
30 months and 1 day prior to the employer’s most recent year-end). Unless otherwise specified by 
this Statement, all assumptions underlying the determination of the total pension liability and 
related measures set forth by this Statement are required to be made in conformity with Actuarial 
Standards of Practice issued by the Actuarial Standards Board. 

Projections of benefit payments are required to be based on the benefit terms and legal agreements 
existing at the measurement date and to incorporate the effects of projected salary changes (if the 
pension formula incorporates future compensation levels) and service credits (if the pension 
formula incorporates periods of service), as well as projected automatic postemployment benefit 
changes, including automatic cost-of-living-adjustments (COLAs). Projections also are required to 
include the effects of ad hoc postemployment benefit changes (including ad hoc COLAs), if they 
are considered to be substantively automatic. 

Projected benefit payments are required to be discounted to their actuarial present value using the 
single rate that reflects (1) a long-term expected rate of return on pension plan investments to the 
extent that the pension plan’s fiduciary net position is projected to be sufficient to pay benefits and 
pension plan assets are expected to be invested using a strategy to achieve that return and (2) a 
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tax-exempt, high-quality municipal bond rate to the extent that the conditions for use of the 
long-term expected rate of return are not met. 

The actuarial present value of projected benefit payments is required to be attributed to periods of 
employee service using the entry age actuarial cost method with each period’s service cost 
determined as a level percentage of pay. The actuarial present value is required to be attributed for 
each employee individually, from the period when the employee first accrues pensions through the 
period when the employee retires. 

Single and Agent Employers 

In financial statements prepared using the economic resources measurement focus and accrual 
basis of accounting, a single or agent employer that does not have a special funding situation is 
required to recognize a liability equal to the net pension liability. The net pension liability is 
required to be measured as of a date no earlier than the end of the employer’s prior fiscal year (the 
measurement date), consistently applied from period to period. 

The pension expense and deferred outflows of resources and deferred inflows of resources related 
to pensions that are required to be recognized by an employer primarily result from changes in the 
components of the net pension liability - that is, changes in the total pension liability and in the 
pension plan’s fiduciary net position. 

This Statement requires that most changes in the net pension liability be included in pension 
expense in the period of the change. For example, changes in the total pension liability resulting 
from current-period service cost, interest on the total pension liability, and changes of benefit 
terms are required to be included in pension expense immediately. Projected earnings on the 
pension plan’s investments also are required to be included in the determination of pension 
expense immediately. 

The effects of certain other changes in the net pension liability are required to be included in 
pension expense over the current and future periods. The effects on the total pension liability of 
(1) changes of economic and demographic assumptions or of other inputs and (2) differences 
between expected and actual experience are required to be included in pension expense in a 
systematic and rational manner over a closed period equal to the average of the expected 
remaining service lives of all employees that are provided with benefits through the pension plan 
(active employees and inactive employees), beginning with the current period. The effect on the 
net pension liability of differences between the projected earnings on pension plan investments 
and actual experience with regard to those earnings is required to be included in pension expense 
in a systematic and rational manner over a closed period of five years, beginning with the current 
period. Changes in the net pension liability not included in pension expense are required to be 
reported as deferred outflows of resources or deferred inflows of resources related to pensions. 

Employer contributions subsequent to the measurement date of the net pension liability are 
required to be reported as deferred outflows of resources. 
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Financial Statements Prepared Using the Current Financial Resources Measurement Focus and 
Modified Accrual Basis of Accounting 

In governmental fund financial statements, a net pension liability should be recognized to the 
extent the liability is normally expected to be liquidated with expendable available financial 
resources. Pension expenditures should be recognized equal to the total of (1) amounts paid by the 
employer to the pension plan and (2) the change between the beginning and ending balances of 
amounts normally expected to be liquidated with expendable available financial resources. 

Notes to Financial Statements 

The Statement requires that notes to financial statements of single and agent employers include 
descriptive information, such as the types of benefits provided and the number and classes of 
employees covered by the benefit terms. Single and agent employers also should disclose the 
following information: 

 For the current year, sources of changes in the net pension liability 

 Significant assumptions and other inputs used to calculate the total pension liability, 
including those about inflation, salary changes, ad hoc postemployment benefit 
changes (including ad hoc COLAs), and inputs to the discount rate, as well as certain 
information about mortality assumptions and the dates of experience studies 

 The date of the actuarial valuation used to determine the total pension liability, 
information about changes of assumptions or other inputs and benefit terms, the basis 
for determining employer contributions to the pension plan, and information about the 
purchase of allocated insurance contracts, if any. 

Required Supplementary Information 

This Statement requires single and agent employers to present in required supplementary 
information the following information, determined as of the measurement date, for each of the 10 
most recent fiscal years: 

 Sources of changes in the net pension liability 

 The components of the net pension liability and related ratios, including the pension 
plan’s fiduciary net position as a percentage of the total pension liability, and the net 
pension liability as a percentage of covered-employee payroll. 

If the contributions of a single or agent employer are actuarially determined, the employer should 
present in required supplementary information a schedule covering each of the 10 most recent 
fiscal years that includes information about the actuarially determined contribution, contributions 
to the pension plan, and related ratios. If the contributions of a single or agent employer are not 
actuarially determined but are established in statute or by contract, the employer should present a 
schedule covering each of the 10 most recent fiscal years that includes information about the 
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statutorily or contractually required contribution rates, contributions to the pension plan, and 
related ratios. 

Significant methods and assumptions used in calculating the actuarially determined contributions, 
if applicable, should be presented as notes to required supplementary information. In addition, the 
employer should explain factors that significantly affect trends in the amounts reported in the 
schedules, such as changes of benefit terms, changes in the size or composition of the population 
covered by the benefit terms, or the use of different assumptions. 

Cost-Sharing Employers 

In financial statements prepared using the economic resources measurement focus and accrual 
basis of accounting, a cost-sharing employer that does not have a special funding situation is 
required to recognize a liability for its proportionate share of the net pension liability (of all 
employers for benefits provided through the pension plan) – the collective net pension liability. 
An employer’s proportion is required to be determined on a basis that is consistent with the 
manner in which contributions to the pension plan are determined, and consideration should be 
given to separate rates, if any, related to separate portions of the collective net pension liability. 
The use of the employer’s projected long-term contribution effort as compared to the total 
projected long-term contribution effort of all employers as the basis for determining an employer’s 
proportion is encouraged. 

A cost-sharing employer is required to recognize pension expense and report deferred outflows of 
resources and deferred inflows of resources related to pensions for its proportionate shares of 
collective pension expense and collective deferred outflows of resources and deferred inflows of 
resources related to pensions. 

In addition, the effects of (1) a change in the employer’s proportion of the collective net pension 
liability and (2) differences during the measurement period between the employer’s contributions 
and its proportionate share of the total of contributions from employers included in the collective 
net pension liability are required to be determined. These effects are required to be recognized in 
the employer’s pension expense in a systematic and rational manner over a closed period equal to 
the average of the expected remaining service lives of all employees that are provided with 
pensions through the pension plan (active employees and inactive employees). The portions of the 
effects not recognized in the employer’s pension expense are required to be reported as deferred 
outflows of resources or deferred inflows of resources related to pensions. Employer contributions 
to the pension plan subsequent to the measurement date of the collective net pension liability also 
are required to be reported as deferred outflows of resources related to pensions. 

In governmental fund financial statements, the cost-sharing employer’s proportionate share of the 
collective net pension liability is required to be recognized to the extent the liability is normally 
expected to be liquidated with expendable available financial resources. Pension expenditures 
should be recognized equal to the total of (1) amounts paid by the employer to the pension plan 

 

 

 



The Audit Committee of City Council 
City of Roanoke, Virginia 
November 30, 2012 
Page 18 of 20 

 

and (2) the change between the beginning and ending balances of amounts normally expected to 
be liquidated with expendable available financial resources. 

This Statement requires that notes to financial statements of cost-sharing employers include 
descriptive information about the pension plans through which the pensions are provided. 
Cost-sharing employers should identify the discount rate and assumptions made in the 
measurement of their proportionate shares of net pension liabilities, similar to the disclosures 
about those items that should be made by single and agent employers. Cost-sharing employers, 
like single and agent employers, also should disclose information about how their contributions to 
the pension plan are determined. 

This Statement requires cost-sharing employers to present in required supplementary information 
10-year schedules containing (1) the net pension liability and certain related ratios and (2) if 
applicable, information about statutorily or contractually required contributions, contributions to 
the pension plan, and related ratios. 

Defined Contribution Pensions 

An employer whose employees are provided with defined contribution pensions is required to 
recognize pension expense for the amount of contributions to employees’ accounts that are 
defined by the benefit terms as attributable to employees’ services in the period, net of forfeited 
amounts that are removed from employees’ accounts. A change in the pension liability is required 
to be recognized for the difference between amounts recognized in expense and amounts paid by 
the employer to a defined contribution pension plan. In governmental fund financial statements, 
pension expenditures should be recognized equal to the total of (1) amounts paid by the employer 
to a pension plan and (2) the change between the beginning and ending balances of amounts 
normally expected to be liquidated with expendable available financial resources. A pension 
liability should be recognized to the extent the liability is normally expected to be liquidated with 
expendable available financial resources. Notes to financial statements of an employer with a 
defined contribution plan should include descriptive information about the pension plan and 
benefit terms, contribution rates and how they are determined, and amounts attributed to employee 
service and forfeitures in the current period. 

Special Funding Situations 

In this Statement, special funding situations are defined as circumstances in which a nonemployer 
entity is legally responsible for making contributions directly to a pension plan that is used to 
provide pensions to the employees of another entity or entities and either (1) the amount of 
contributions for which the nonemployer entity legally is responsible is not dependent upon one or 
more events unrelated to pensions or (2) the nonemployer is the only entity with a legal obligation 
to make contributions directly to a pension plan. 

This Statement requires an employer that has a special funding situation for defined benefit 
pensions to recognize a pension liability and deferred outflows of resources and deferred inflows 
of resources related to pensions with adjustments for the involvement of nonemployer 
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contributing entities. The employer is required to recognize its proportionate share of the 
collective pension expense, as well as additional pension expense and revenue for the pension 
support of the nonemployer contributing entities. This Statement requires the employer to disclose 
in notes to financial statements information about the amount of support provided by nonemployer 
contributing entities and to present similar information about the involvement of those entities in 
10-year schedules of required supplementary information. 

The approach required by this Statement for measurement and recognition of liabilities, deferred 
outflows of resources and deferred inflows of resources, and expense by a governmental 
nonemployer contributing entity in a special funding situation for defined benefit pensions is 
similar to the approach required for cost-sharing employers. 

The information that should be disclosed in notes to financial statements and presented in required 
supplementary information of a governmental nonemployer contributing entity in a special 
funding situation depends on the proportion of the collective net pension liability that it 
recognizes. If the governmental nonemployer contributing entity recognizes a substantial 
proportion of the collective net pension liability, it should disclose in notes to financial statements 
a description of the pensions, including the types of benefits provided and the employees covered, 
and the discount rate and assumptions made in the measurement of the net pension liability. The 
governmental nonemployer contributing entity also should present schedules of required 
supplementary information similar to those required of a cost-sharing employer. Reduced note 
disclosures and required supplementary information are required for governmental nonemployer 
contributing entities that recognize a less-than-substantial portion of the collective net pension 
liability. 

This statement also establishes requirements related to special funding situations for defined 
contribution pension. 

GASB Statement No. 68 is effective for fiscal years beginning after June 15, 2014. Earlier 
application is encouraged. 

*  *  *  *  * 

We understand that the City’s management is familiar with the above GASB Statements No. 60, 
61, 62, and 63 due to the required adoption of these Statements in fiscal year 2013. We 
recommend that the City’s management continue to consider the provisions of the Statements 
listed above to evaluate the potential financial impacts on the City’s financial statements. 

*  *  *  *  * 

The City’s written responses to our comments and recommendations identified in our audit have 
not been subjected to the auditing procedures applied in the audit of the financial statements and, 
accordingly, we express no opinion on them. 
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This communication is intended solely for the information and use of management, the audit 
committee of the City, and others within the organization and is not intended to be and should not 
be used by anyone other than these specified parties. 

Very truly yours, 

 

 

 

 

 


