Financial Transaction Accounting
Pension and OPEB Trust Funds (Fund 73)
(Last update – December 19, 2007)

Through the unfolding of post employment benefits for Wisconsin School Districts, there are a number of individuals and organizations that have cooperated in the development of guidance regarding the determination, funding and accounting for these benefits.  The School Financial Services team is grateful for all those who have assisted in these developments.  Special thanks in making this document possible are given to the WASBO Accounting Committee and Roger Dickson.
The following are guidelines to assist with the recording of financial transactions relating to pension and OPEB trust funds.  This document assumes the district has met all requirements for the establishment of an Employee Benefit Trust Fund (Fund 73).  It does not address specifics relating to an actuarial determination or the establishment of a trust.  For this information, please refer to the “Employee Benefit Fund (Fund 73) Requirements” located on the DPI website at:  http://www.dpi.wi.gov/sfs/ben_trust.html 
The following guidelines are presented in the order in which tasks are generally performed.
Step 1 – Determine amount to be funded for current year
The amount of postemployment benefits to be funded in any given year is dependent on various factors.  The size of the district’s liability, requirements for current year payment for postemployment benefits, available resources in the district’s budget and the amount of fund balance, if any, the district decides to use all affect the dollar amount that a district contributes to the trust.  A school district may fund any amount up to its total unfunded liability plus current year normal cost.
There are several options a school district has when funding it’s postemployment benefits in any given year.
· Fund the entire unfunded actuarial accrued liability (UAAL) plus normal cost in a single payment, if sufficient resources are available.

· Fund the annual required contribution. (ARC)
· Fund an amount less than the annual required contribution.
· Fund an amount more than the annual required contribution but not in excess of the actuarial accrued liability plus normal cost.
The amount of aid received on the contribution may be affected differently by the option selected. 
General Equalization Aid
Any contribution to the trust, not in excess of the unfunded actuarial accrued liability (UAAL) plus normal cost will be included in the calculation of shared cost.  Therefore, when a school district funds its entire unfunded actuarial accrued liability (UAAL) plus normal cost in a single payment, the entire amount funded will be included in the calculation of shared costs.  Keep in mind that school districts with negative tertiary aid will have a reduction of general state aid if this funding represents an additional expenditure.  In addition, districts with positive tertiary aid should carefully consider the implication of its funding decision.  The additional expenditure may result in additional state aid or it may cause a school district to move from a positive to negative equalization aid position.  
Federal and State grants: 
If the grant allows, a school district may include all costs of funding eligible staff postemployment benefits, up to a maximum of the annual required contribution (ARC), in the calculation of costs subject to federal and state grants.  Generally a school district’s ARC will be less than its UAAL unless the district has adopted an amortization period of 1 year.

State Categorical Aid
 (i.e. special education)
A school district may include all costs of funding eligible staff postemployment benefits, in the calculation of costs subject to categorical aid (special education aid, etc.) provided one of the three criteria for intent to fund, set by DPI, has been met.  Generally a school district’s ARC will be less than its UAAL unless the district has adopted an amortization period of 1 year.

Costs that are eligible for federal and state aid (includes grants and state categorical aid) are to be allocated to employees in a manner consistent with non-eligible employees.  The clearest way to achieve this consistency is by allocating costs to all affected funds and functions.  This requires a methodology that allocates the cost of the postemployment benefits to be funded equitably across all employees within the class that are eligible to receive the postemployment benefits being funded.  One method to achieve this may be to establish a “contribution rate” to apply to current employees eligible for postemployment benefits.  This is very similar in concept to pension payments made to the Wisconsin Retirement System (WRS).  Another method to achieve this consistency may be to divide the contribution by the total number of current employees eligible for postemployment benefits.  Whatever method is used, the funds must be equitably distributed across all employees within the class that are eligible for postemployment benefits being funded.
Another method which has been used for simplicity but which may be less clear in achieving consistency, is to record an expenditure to the General Fund (function 291 000) for the portion allocable to non eligible employees (non-eligible for grants or categorical aid).  This method would still require equitable allocation of eligible employees to the proper function and object for aid purposes (grants and categorical).  Keep in mind, use of this method may distort the district fund 10 function 290000 when performing year to year comparisons or comparisons to other school districts.
Any amount contributed in excess of the ARC must be coded to function 291000, object 218.  The amount in excess of ARC is NOT eligible for grants and categorical aid.  The excess contribution up to the UAAL plus normal cost is included in the shared cost used to determine general aid.
Step 2 – Determine allocation of contribution
(First Method)

2a.
Determine which postemployment benefits to include in the funding and the employee groups that are eligible for those benefits.  You may want to refer to your actuary report for this information.  For example, if all employees receive the same postemployment benefit then all employee groups will be included.  If only teachers are eligible for the postemployment benefit to be funded, then only teachers would be included.  (CAUTION:  an employee group cannot be identified based on its eligibility for categorical aid, unless the employees in the specific categorical aid group receive a benefit that is different from other employees.)
2b.
Determine amount of eligible payroll for the affected employees.
2c.
Divide the value of the postemployment benefits for the group by the eligible payroll for the group to get a contribution rate.

2d.
Apply the contribution rate through the payroll system.  
Example

In the following example, the amount to be contributed to the trust is $1,732,412 of which $700,413 is for a district provided supplemental pension and $1,031,999 is for other postemployment benefits (OPEB).  Note that your district may or may not have both a supplemental pension and OPEB.  Many districts will have only OPEB.  The district’s total ARC is $2,100,200 which means the district is funding the trust at a rate of 82.5%.  The contribution does not exceed the ARC amount.  For this example we will assume the contribution does meet one of the three criteria set by DPI for state categorical aid eligibility.  If the contribution did exceed the ARC, the excess would not be eligible for grants or categorical aid and would not be allocated using the contribution rate.
In this example, only teachers and administrators are eligible for the supplemental pension.  Therefore, only the wages for those two employee groups are included in the calculation of the supplemental pension contribution rate.  OPEB is provided to teachers, administrators, food service workers, and secretaries so the wages from all four of these groups are included in the calculation of the OPEB contribution rate.  Wages for nurses, custodial / maintenance and paraeducators are not included because these employee groups do not participate in the benefits being funded.

	
	Supplemental Pension
	OPEB

	
	
	

	Administrator
	  1,573,622
	  1,573,622

	Health
	
	

	Custodial/Maintenance
	
	

	Food Service
	
	    251,528

	Paraeducator
	
	

	Secretary
	
	  1,758,212

	Teacher
	 16,668,655
	 16,668,655

	    Total Wages Basis
	 18,242,277
	 20,252,017

	
	
	

	Pension payments
	     700,413
	

	Health insurance
	
	     979,994

	Dental insurance
	
	       50,567

	Life insurance
	
	        1,438

	    Amount to be funded
	     700,413
	  1,031,999

	
	
	

	Total PEB budget
	 1,732,412
	

	
	
	

	Contribution rate:
	
	

	(700,413 divided by 18,242,277)
	        3.84%
	

	(1,031,999 divided by 20,252,017)
	
	        5.10%

	
	
	

	Object Code
	        218
	        218

	
	
	


(Second Method)

2a.
Determine which postemployment benefits to include in the funding and the employee groups that are eligible for those benefits.  You may want to refer to your actuary report for this information.  For example, if all employees receive the same postemployment benefit then all employee groups will be included.  If only teachers are eligible for the postemployment benefit to be funded, then only teachers would be included.  (CAUTION:  an employee group cannot be identified based on its eligibility for categorical aid, unless the employees in the specific categorical aid group receive a benefit that is different from other employees.)

2b.
Divide the contribution dollar amount for the group by the eligible employees in the group to get a contribution dollar amount.

2c.
Apply the dollar amount through the payroll system.  

Example

In the following example, the amount to be contributed to the trust is $1,031,999 of which the entire amount is for other postemployment benefits (OPEB).  The district’s total ARC is $1,250,908 which means the district is funding the trust at a rate of 82.5%.  The contribution does not exceed the ARC amount.  For this example we will assume the contribution does meet one of the three criteria set by DPI for state categorical aid eligibility.  If the contribution did exceed the ARC, the excess would not be eligible for grants or categorical aid and would not be allocated using the contribution rate.

In this example, OPEB is provided to teachers, administrators, food service workers, and secretaries so the wages from all four of these groups are included in the calculation of the OPEB contribution amount.  Wages for nurses, custodial / maintenance and paraeducators are not included because these employee groups do not participate in the benefits being funded.

	
	OPEB

	
	

	Health insurance
	     979,994

	Dental insurance
	       50,567

	Life insurance
	        1,438

	    Amount to be funded
	  1,031,999

	
	

	Total employees in groups funded
	          522

	
	

	Contribution amount:
	

	(1,031,999 divided by 522)
	        1,977

	
	

	Object Code
	        218

	
	


Step 3 – Record financial transactions for contributions
For illustration purposes, the following transactions assume a monthly cost allocation for postemployment benefits to one individual with wages of $25,000 as shown below.
Supplemental pension
       $960 (25,000 x .3.84%)
OPEB includes the following:

Health insurance
            $1,200 (25,000 x 4.80%)
Dental insurance
              $50 (25,000 x .20%)
Life insurance
                  $25 (25,000 x .10%)
3a.
Record supplemental pension expenditures through payroll system.  Amount based on contribution rate.
DR:
Appropriate fund, function, object 218
960
CR:

Discreet payroll liability account (B 811600)
960
3b.
Record OPEB expenditures through the payroll system.  Amount based on contribution rate.

DR:
Appropriate fund, function, object 218
1,275
CR:

Discreet payroll liability account (B 811600)
1,275
3c.
Record contribution from district to Employee Benefit Trust Fund.
DR:
Discreet payroll liability account (B 811600)
2,235
CR:

Cash
2,235
3d.
Record contribution in Employee Benefit Trust Fund (Fund 73) received from district

DR:
Fund 73-Cash or investment account
2,235
CR:

Fund 73-Contributions to Employee Benefit Trust


 (Source 951)
2,235
Step 4 – Record payments from trust fund for member benefits

Once a district establishes a trust fund, any benefits paid to current retirees should be paid from the trust.  There should no longer be payment made from fund 10 on the “pay as you go”, even if the only contribution is the amount that you would pay current retirees.  When a district elects to set up a trust, the actuary method used to determine the ARC amount includes current retirees.  The contribution made to the trust covers all plan members and is to be used for payment of future benefits.

The following illustrates transactions that occur in the employee benefit trust fund and how they are accounted for.  For illustration purposes only, the following transactions assume a monthly pension payment and monthly insurance premium for one current retiree:


Supplemental pension     $1,000 

Health insurance              $1,500 (actual premium)

Health insurance              $1,800 (value of premium)


Health insurance                 $300 (implicit rate subsidy)

Dental insurance                 $400 

Life insurance                     $100 
4a.
If applicable, to recognize retiree share of benefit costs (2% of health insurance premium):

DR:
Fund 73-Cash or investment account
30
CR:

Fund 73-Plan member contributions (source 952)
30
4b.
Record direct retiree payment, from trust fund, to provider of health insurance

If your insurance plan covers both active employees and current retirees under the same premium, an implicit rate subsidy may have been calculated in your actuary determination.  Therefore, a health insurance payment for retirees must be paid based on the value of the premium that was used in the determination rather than the actual cost of the premium.  You may be able to determine this value from your actuary study or you may need to contact your actuary.  Since the active employees are subsidizing the insurance plan, any variance between the value of the premium and premium actually charged the district goes back to the district and is accounted for by a reduction to the active employee costs for health insurance.
DR:
Fund 73- Trust fund disbursements


(function 420000, object 991)
1,800

CR:

Fund 73-cash or investment account
1,800


DR:
Appropriate fund - Cash or investment account
300


CR:

Appropriate fund, function, object 241
300


(The balance of $1,500 is paid to the insurance company.)
4c.
Record direct retiree payment, from trust fund, to provider of dental insurance.
DR:
Fund 73 - Trust fund disbursements


(function 420000, object 991)
400
CR:

73-Cash or investment account
400
4d.
Record direct retiree payment, from trust fund, to provider of life insurance.
DR:
Fund 73- Trust fund disbursements


(function 420000, object 991
100
CR:

Fund 73-Cash or investment account
100
4e.
If your district pays the premiums on retirees in combination with active employees, the payment would be accounted for as follows.  Keep in mind that the benefit may not be paid from the trust until it has been incurred.  Withdrawing money from the trust prior to payment of the benefit may be in violation of the trust agreement as well as IRS regulations:


Record retiree payment from trust to district to be paid provider of insurance:
DR:
Fund 73 - Trust fund disbursements
1,800

(function 420000, object 991
CR:

Fund 73 – Cash or investment account
1,800
DR:
District cash or investment account

1,800

CR:

Discreet payroll liability account (B 811600)

1,800

Record payment by district to provider:

DR:
 Discreet payroll liability account (B 811600)

1,500
CR:

District cash or investment account

1,500
DR:
Discreet payroll liability account (B 811600)

   300
CR:

Appropriate fund, function, object 241

   300

Other Transactions

A.
If a prepayment is made from the district to the Employee Benefit Trust Fund (contribution made at beginning of fiscal year prior to expenditure), the transaction would be:

DR:
Prepaid expense account in appropriate fund


CR:

Cash or investment account


DR:
73-cash or investment account


CR:

73-employer contributions (source 951)


If a school district pre-pays it’s estimated trust fund contributions for the year, the “discreet payroll liability account in Step 3a and 3b above would be replaced with a credit to the “prepaid expense account” used in this transaction.

B.
To record pension payment directly to retiree (plan member):

DR:
Fund 73-Trust fund disbursements


(function 420000, object 991)
1,000

CR:

Fund 73-Cash or investment account
1,000
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