FY22 Audit Questions

1. Page 30, Restated General Fund Balance. Why was the fund balance restated? Was there a
budget deficit on July 1, 2021 when the fund balance was restated in FY21?

ANSWER: The FY22 fund balance restatement was due to an error in classification and accounting.
The total reduction of $541,140 represents deferred property tax revenue that was recorded as
equity but should have been recorded as a liability per GASB 34 (superseded by GASB 63). This
would have been presented in the deferred inflows of resources on the FY21 balance sheet.

Deferred property taxes are monies received by the Town but attributable to future periods. The
funds were not lost, but simply re-classified. Furthermore, this does not mean there was a deficit as
of July 1, 2021, because this adjustment affects the balance sheet only, not the income statement.
There was no impact to revenues or expenditures. The FY21 surplus of $321,816 and FY22 surplus of
$628,442 remain intact.

In general, fund balance restatements are common and not to be interpreted as anomalies. The
GASB pronouncements governing financial statement disclosures change regularly and often require
retroactive restatements. Admittedly, the explanatory note on page 110 is vague. Thus, in all future
years where a fund balance is restated, we will seek to provide more thorough commentary, as
necessary.



2. Page 132, Retiree Healthcare (OPEB). What are the “changes in assumptions” that caused
the decrease in the total liability?

ANSWER: All this information is in the GASB 74/75 report for FYE June 30, 2022. The assumptions
are the baseline parameters necessary framework for the actuaries to provide the valuation.
Typically, there are two types of assumptions: economic and demographic.

- Economic: current interest rates, salary increases, inflation, investment markets, etc.

- Demographic: participant group make-up, life expectancy, age at retirement, etc.

- Itis important to note that actuaries may need to change these underlying assumptions
based on inputs from the municipality, as each fiscal year is different from the previous.

The Town of Portsmouth’s actuarial firm, Govinvest, summarized the net decrease as follows:

Changes Since Prior Valuation

The Town's Net OPEB Liability has decreased from $20,646,961 as of June 30, 2021 to $17,353,096 as of June 30, 2022, which is attributable to a
combination of the following factors:

1. Less favorable actual asset performance compared to expected.

2. Slightly less favorable actual demographic experience that is offset by lower healthcare cost increase than expected for a net liability

decrease.
3. Differences in actuarial methodology due to a change in actuary and assumption changes as outlined in Section 7 that produces a net

liability decrease.

. Govlnvest

All these changes contributed to a net decrease of $2,850,557 in the total OPEB liability.

For a complete explanation of these changes, and all other assumptions, see pages 3 and 24-29 of
the GASB 74/75 here, and also pages 69 and 135 of the financial statements.


https://www.portsmouthri.gov/DocumentCenter/View/5203/06-30-2022-GASB-74-75-Town-Report

Page 171, Non-Major Governmental Funds. Why are we running deficits in the Town Capital
Fund? Does this deficit reduce the surplus and Fund Balance? Five other funds showed
deficits as well. Why?

CORRECTION: In the previous answer, we did not address the specific question at hand. The answer
above pertains to Governmental funds vice Non-major Governmental funds. We apologize for the
error. The $865,681 deficit in the Total Town Capital Project column on page 171 is due simply to
reclassifying the Warrants 12-13 Fund from a major fund to a non-major fund per GASB 54. This is
noted on page 110 (below):

Page 110
17. Restatement
For fiscal year 2022, the Town made prior period adjustments to the general fund, enterprise fund, school special
revenue, nonmajor capital project, and fixed assets.
Town
General Enterprise Warrant Capital Project School Special
Fund Funds 12-13 Funds Revenue Funds
Begmning balance, July 1. 2021 § 9782670 § 365402 § (1343170) § 316581 § 512.847
Restatement of deferred revenue and transfer opening balance
adjustment (541.140)
Rechssification of Warrant 12-13 from major fund to
nonmajor capital find per GASB 54 - - 1.343.170 (1.343.170)
Entry to move school cafeteria fund from the enterprise funds
to school special revenue * - (147876) - - 113652
Begmuing balance, July 1. 2021, restated § 9241530 8 217526 § - § (1026389 § 626499




Page 171

Capital Project Glen Manor 08-09 09-10 Total Town
Reserve House ‘Warrants Warrants 12-13 Warrant ~ Capital Project

Revenues

Charges for services $ - S - $ - $ - $ - $

Interest and investment income

Other revenues
Total revenues
Expenditures

General government

Education

Capital
Total expenditures
Excess (deficiency) of revenues over expenditures
Other financing sources (uses)

Transfers in - - - - 160,908 160.908

Transfers out - - -
Total other financing sources (uses) - - - - 160.908 160.908
Net change in fund balance - - - - 160,908 160.908
Fund balance. July 1, 2021 restated 228.268 113,083 (19.027) (5.743) (1.343.170) (1.026.589)
Fund balance. June 30, 2022 $ 228.268 S 113.083 $ (19.027) $ (5.743) $ (1.182.262) $ (865.681)

The $865,681 is the sum of all non-major governmental funds listed. Per Town Council direction,
50% of all audited surpluses must be transferred to the Warrants 12-13 fund until it is completely
liquidated. This is represented by the $160,908 “Transfer In” (50% of the FY21 surplus), and also
represented as “Committed” fund balance on the Balance Sheet (see p. 30 of the FY21 ACFR). The
08-09 and 09-10 Warrants funds are prior year capital project funds that the Town has been carrying
as deficits for multiple fiscal years (starting in FY 2011). Those deficits will be eliminated this fiscal
year. Overall, this deficit does not reduce the surplus, but will necessarily decrease the general fund
balance in order to be liquidated.

The other five funds showing deficits, per the original question, are as follows:

1. Page 151 — SAFER Grant ($72,138) — To be reimbursed from Dept. of Homeland Security

2. Page 152 — Portsmouth Prevention Coalition ($11,370) — To be liquidated from other special
revenue funds

3. Page 153 — AFG ($7,686) — To be reimbursed from FEMA

4. Page 153 — Bench Program ($385) — To be liquidated from fund balance

5. Page 157 — Marshall Service ($6,272) — To be reimbursed from US Marshall Service



4. What has driven the increase in the total pension liability from $73m to $109m from
2012-20227? Why has the Actuarially Determined Contribution increased so much over
this time span?

ANSWER: The Total Pension Liability (TPL) is driven by several variables:

Demographics

Plan normal costs

Actual v. expected experience
Market changes

Mortality estimates

Salary increases

Census changes

Benefits changes

O NV R WDNPRE

These variables do not always move directly with one another, and some are subject to change
yearly. It is a flawed premise to expect the TPL to remain constant over the life of the pension
plan.

As such, these questions should be directed to the Pension Investment Committee for further
discussion.
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