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LIFO vs FIFO Flow Assumptions
1. The LIFO assumption for compensated absences has been in place in North Carolina state government for general government, universities, and community colleges since the implementation of GASB 34.

2. From my perspective, with perfect data and analysis, the total liability under LIFO and FIFO should be similar.  The current liability under LIFO will be smaller than the current liability for FIFO.

3. Our LIFO method isolates sick leave taken activity (excluding terminations and retirements) as compared to the total sick leave bucket.  Our LIFO method avoids the need to evaluate “more likely than not” (MLTN) hours to be used.  Our method arrives at MLTN by default.

4. However, under FIFO, when you first look at the total sick leave hours bucket, you must estimate how many of those hours will never be taken as part of your MLTN determination.  You have multiple years of terminations and retirements in the total sick leave bucket as of June 30.

5. Under FIFO, you need more reliable data for terminations and retirements to be able to arrive at your MLTN determination.  If you have good data, your termination and retirement factor will drive the total liability down closer to what your total liability would be under LIFO.

Restatement Considerations for GASB 101
6. VERY IMPORTANT:  Your FY25 beginning balances for compensated absences should be presented based on pay rates effective through June 30, 2024 employment.  

7. You should be able to use pay rate information from your FY24 compilation workpapers for vacation leave as you calculate beginning balance information for vacation leave and sick leave for FY25 as you implement GASB 101.

Vacation Leave Possible Restatement
8. GASB 16 required inclusion of salary-related payments for Employer Defined Benefit contributions.  	GASB 101 excludes salary-related payments for Employer Defined Benefit contributions

Sick Leave Hours Liability Considerations
9. Sick leave hours in North Carolina local governments are typically earned at a rate of 8 hours per month for a total of 96 hours per year.  A local government’s policy might be that vacation hours are capped at 240 hours per year, with excess vacation hours converting to earned sick leave hours.

10. Guilford County sick leave hour earnings, including vacation rollover hours, are approximately 2X sick leave hours taken.  Our total sick leave hours bucket is always growing.
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11. Sick leave hours exit the total sick leave bucket (no longer considered in liability analysis) when an employee leaves service through termination or retirement.

12. From a LIFO perspective with consistent growth in annual sick leave hours, some state and local governments, universities, and community colleges, are taking the position that they do not have a liability for sick leave, or that the liability, if any, is immaterial.  

13. National GFOA has mentioned the possibility of no sick leave liability in a recent Government Finance Review article, and the National Association of College and University Business Officers are endorsing this no liability/immaterial liability approach.

14. Summary high level analysis and reasonable assumptions need to be kept in mind. You must be consistent, systematic, and rational.  Your auditor needs to agree with your plan.

LIFO Flow Assumption Methodology Calculation
15. On a LIFO basis, you can demonstrate that there is a liability when you drill-down on a position-by-position basis.  Using Excel analysis and the LIFO flow assumption, with guidance found in the GASB 101 Basis for Conclusions, paragraph B43 on page 26, you are allowed to look into the subsequent year for analysis of leave hours earned and taken.

16. Under our LIFO position-by-position analysis, we are looking for situations where an employee took more sick hours than they earned in the subsequent year, and therefore used hours from the employee’s beginning balance.

17. The data consistently reflects that across a workforce of approximately 3,000 employees, only 2.35% of the total sick leave bucket hours will be used in a single year (current liability), based on the analysis of hours used over earned in the subsequent year.

18. There are multiple years of 2.35% annual hours used in the total sick leave bucket.  Therefore, a multiplying factor is necessary to arrive at a total sick leave liability.  We have data available on overall years of service for our employees.  Years of service relates to both regular terminations and retirements.  Our overall workforce averages 7.6 years of service.

LIFO Current Sick Leave Liability = 2.35% of Total Sick Leave Bucket at June 30

LIFO Total Sick Leave Liability = LIFO Current Liability  X  7.6 Years of Service

With this LIFO method to determine the sick leave liability, we use three years to trend the percentage of beginning balance hours used, and three years to trend the employee workforce years of service.
