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Dear Members of the GASB: 

We are responding to the GASB’s invitation for comments regarding the Preliminary Views on 
issues related to pension accounting and financial reporting by employers. We appreciate the 
Board’s interest in these statements and its willingness to consider our perspectives. Together, 
we are the fiduciaries, administrators, and plan members of <x number of> public retirement 
systems holding in trust more than <$x trillion> and providing retirement security on behalf of 
thousands of public employers on behalf of <x million> working and retired public employees. 
As such, we represent both users and preparers of public retirement system financial reports. 

By our signatures, we substantially agree with the views presented in this response; however, 
there are some areas where one or more of us may have a slightly different perspective, which 
will be shared with GASB in separate responses to the PV. 

Our PV comments focus on certain issues we believe are particularly important, including the 
following PV proposals: a) de-linking of accounting standards from pension funding; b) the 
requirement that employers place their unfunded pension liabilities on their basic financial 
statements; c) the proposed limitation on deferred recognition of investment gains and losses; d) 
treatment of cost-sharing plans; and e) the proposed discount rate methodology. 

De-linking accounting standards from pension funding 

A major concern we have about the PV is its de-linking of accounting from funding, 
accomplished by eliminating the Annual Required Contribution (ARC). Since its establishment 
in Statements 25 and 27, the ARC has served as a de facto contribution standard and has 
promoted GASB’s key objectives of accountability, decision-usefulness, and interperiod equity. 
The demise of the ARC would diminish or eliminate incentives for policymakers and others 
decision makers not only to make proper financial decisions regarding their pension plan(s), but 
also to be held accountable for those decisions. 

Current accounting standards require pension plans and their sponsoring employers to disclose 
their ARC experience. The Center for Retirement Research affirmed the important role of the 
ARC in a 2008 paper, that said, “Statements No. 25 and 27 …  changed the way state and local 
governments account for pensions and report information and established the ARC as the annual 
funding target.”1

                                                           
1 Center for Retirement Research, “Why don’t some states and localities pay their required pension 
contributions?” May 2008 

 Furthermore, the paper underscored the usefulness of the ARC as an 
accountability tool: “A sponsor is acting responsibly with regard to funding its pension 
commitments if it has established an actuarially sound funding plan and is sticking to it. Funding 
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efforts thus are typically assessed in two ways — by the ratio of assets to liabilities and by 
whether or not the sponsor is paying 100 percent of the annual required contribution.” 
(emphasis added.) 

The ARC promotes the GASB objective of accountability by serving as a gauge by which to 
measure policymakers’ commitment to properly fund pensions within their purview. With no 
ARC, as proposed in the PV, users of financial statements would have no way to know whether 
pension obligations are being funded, to assess whether policymakers are acting responsibly by 
properly funding their pension commitments, or to know whether progress is being made toward 
improving the funded status of their plans. The ability of users of financial statements to hold 
policymakers accountable for funding their pension plan would be lost. 

The ARC also promotes decision-usefulness by creating a target for policymakers to fund 
pension costs within their purview. In lieu of an ARC, the Net Pension Liability proposed in the 
PV makes a poor funding target, not only because it often will be too large for many pension 
plan sponsors to fund in its entirety in any single year, but also because it is inherently volatile, 
subject to significant change from one year to the next due to fluctuations in capital markets. 

In addition to accountability and decision-usefulness, the ARC also helps achieve interperiod 
equity by charging the normal cost of plan benefits, plus an equitable portion of the cost to 
amortize the unfunded portion of the pension liability to each year within the plan’s amortization 
period. This feature of the ARC helps ensure that current taxpayers and each cohort thereafter are 
fairly charged for the cost of services provided to them. Replacing the ARC with the NPL is 
likely to reduce interperiod equity, as the NPL is too large to be paid in a single year. The 
absence of a realistic annual funding target, combined with the inherent volatility of the NPL, 
will render virtually impossible attainment of any real semblance of fairness in funding across 
generations of taxpayers. 

Many states and cities have codified the ARC as part of their funding strategy, by requiring 
pension plan sponsors to pay the ARC as their annual contribution. Eliminating the ARC will 
make these contribution requirements moot, and with nothing to take their place, pension plan 
funding will undoubtedly suffer. The ARC also provides a “safe harbor” for policymakers, 
giving them political cover from those who seek to divert pension contributions from their target.  

We strongly encourage GASB to restore the annual required contribution, or to provide another 
similar funding target, that advances GASB’s key objectives. We believe that such an important 
funding tool should be a uniform standard, and should not be left to others to develop 

The requirement that employers place their unfunded pension liabilities on their basic 
financial statements 

Question 2a. of the PV states, “It is the Board’s preliminary view that the unfunded portion of a 
sole or agent employer’s pension obligation to its employees meets the definition of a liability 
(referred to as an employer’s net pension liability),” and question 2b. states, “It is the Board’s 
preliminary view that the net pension liability is measurable with sufficient reliability to be 
recognized in the employer’s basic financial statements.” 
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We respectfully disagree with each of these views, based on the following three factors that will 
significantly reduce the decision usefulness of the basic financial statements: 1) although a 
pension obligation may be unavoidable, it often is not measurable with sufficient reliability; 2) 
the NPL will be volatile and lack reliability; and 3) the addition of the NPL to the basic financial 
statements may overshadow other important disclosures and incorrectly give them the 
appearance of being immaterial, particularly when examined in the context of the volatility and 
unreliability of the NPL. 
 
The size of the pension obligation is not sufficiently reliable 
To the extent that a pension obligation meets GASB’s definition of a liability, we nevertheless 
believe that the size of such an obligation is demonstrably unreliable, particularly as measured by 
the NPL. Pension benefits sponsored by many states and local governments can be altered, 
actuarial assumptions may change, and a plan’s investment experience inevitably will vary from 
expectations. 
 
The frequency of changes being made to public pension plan terms is increasing. Several states 
have recently acted to reduce their pension benefit levels, resulting in reduced pension 
obligations and lower unfunded liabilities. Below are a few examples: 
 

• In Colorado, the legislature approved a comprehensive reform bill that reduced benefit 
levels for current retirees and other participants in the plans administered by the Public 
Employees’ Retirement Association. These changes resulted in a reduction in the plans’ 
unfunded pension liabilities of $8.8 billion, equal to more than one-third of the plan’s 
combined unfunded liabilities. PERA is the predominant public retirement system in the 
state, providing pension and other benefits for state agencies and institutions of higher 
learning, public school districts, and more than 100 counties, cities, and special districts. 
As a result of the changes enacted by the Colorado Legislature, each of these entities will 
experience a material change in their unfunded pension liability, making the size of the 
liability, as measured by the NPL, unreliable. 

• Unfunded pension liabilities for the three primary statewide retirement systems in 
Minnesota—SRS, PERA, and TRA—were reduced by more than $2 billion as a result of 
changes approved by the legislature in 2010. Together, these systems administer 
retirement and other benefits for employers of nearly all employees of state and local 
government in the state, meaning that virtually every public employer in the state 
experienced a reduction in their unfunded pension liability as a result of the Minnesota 
Legislature’s actions, once again demonstrating that while pension obligations may be 
unavoidable, they are often not measurable with sufficient reliability to warrant their 
inclusion on an employer’s balance sheet . 

• The South Dakota Legislature reduced the unfunded pension liability of the South Dakota 
Retirement System by more than $360 million, or nearly 60 percent, through actions 
taken this year to reduce future automatic cost-of-living adjustments.  The dramatic 
change in the NPL from one year to the next that would result is a clear example of its 
unreliability as a useful measure for inclusion in the employer’s basic financial 
statements.    

• The Iowa Legislature in 2010 modified the plan design for many existing participants, 
reducing the IPERS unfunded pension liability by some $750 million, or 15 percent. This 
change affected each of the more than 2,000 employers that participate in IPERS. 

• Since 2007, some 40 employers participating in the Texas Municipal Retirement System 
have modified their plan terms, thereby altering the level of their unfunded pension 
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liabilities. In some cases, these changes have been considerable in terms of their effects 
on unfunded pension liabilities. 
 

The NPL is volatile and lacks reliability 
Since the NPL is linked to a plan’s market value of assets, it naturally will fluctuate based on 
market changes. Paul Zorn2

 

 found that in years with extreme market volatility, the NPL would 
also become highly volatile. For example, in 2008, Zorn found the market downturn would likely 
have resulted in an unprecedented increase in the NPL of more than three times the Unfunded 
Actuarial Accrued Liability for its model plan, contributing to a more than five-fold increase in 
the Preliminary Views Pension Expense in 2009 from the prior year. 

Adding the NPL to the basic financial statements will result in disproportionality and 
immateriality 
We believe the NPL often will dwarf other, non-pension liabilities on the balance sheet, thus 
causing other items to appear immaterial, thereby reducing the decision-usefulness of the 
statements overall. Tables A and B, below, show liabilities, before and after inclusion of the 
NPL, for two states: Idaho and Missouri. These states were selected because their state 
retirement systems are mid-sized systems with funding conditions that are within a normal range 
for public pension plans. 
 
The tables depict the change in state liabilities from FY 08 to FY 09 for the states, before and 
after adding the NPL to the state liability figure. These tables also identify the portion of total 
liabilities accounted for by the NPL. 
 
In the case of Idaho, adding the NPL to the state’s liabilities increases the year-over-year change 
in the state’s total liabilities from less than one percent to more than 118 percent. Also, in FY 08, 
the NPL accounts for around 39 percent of all of Idaho’s pension liabilities, increasing to over 70 
percent in FY 09 as a result of a decline in the PERS of Idaho market value of assets. 
 
Table A. Comparison of changes in the State of Idaho’s liabilities with net pension liability not included 
and included (in millions) 
 

  6/30/2008 6/30/2009 % change 

Liabilities per current standards, with 
no pension liability included 

$1,182  $1,191  0.78% 

Liabilities per proposed standards, 
with NPL included 

$1,931  $4,218  118.46% 

NPL as a percentage of total liabilities 38.8% 71.8%   

 
For Missouri, the result of adding the NPL increases the year-over-year change in the state’s total 
liabilities from around 17 percent to more than 67 percent. Also, the NPL accounted for around 
60 percent of Missouri’s total liabilities in FY 08, increasing to more than 70 percent in FY 09. 
                                                           
2 An August 2010 Gabriel, Roeder, Smith & Company study applied several of the GASB PV’s key changes to a 
modeled public pension plan, based on a medium-sized statewide plan covering general employees. The GASB’s 
changes are applied as if they were applicable starting in 1983, and the resulting accounting measures are 
estimated based on the plan’s actual experience through 2009. 
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Table B. Comparison of changes in the State of Missouri’s liabilities with net pension liability not included 
and included (in millions) 

 
  6/30/2008 6/30/2009 % change 

Liabilities per current standards, 
with no pension liability included 

$1,753  $2,058  17.40% 

Liabilities per proposed standards, 
with NPL included 

$4,525  $7,585 67.61% 

NPL as a percentage of total 
liabilities 

61.3% 72.9%   

 
We believe the experience of these two states is fairly representative of the experience other 
states would have under the PV proposal. Similar, informal calculations for other employers 
have produced similar results. When the NPL represents such a large portion of the entity’s 
liabilities, and when the liabilities can change so much from one year to the next, a relatively 
small change in the NPL can exert a major and disproportionate effect on the state’s overall 
liabilities, an outcome we believe will render the basic financial statements to not be decision-
useful. 
 
An additional problem challenging the decision-usefulness of placing the NPL (or another 
pension obligation) on the employer’s balance sheet is the issue of what effect a negative pension 
obligation, or actuarial surplus, would have on the balance sheet. In light of the proportionality 
concerns cited previously, it is entirely possible that an overfunded pension plan could cause the 
employer’s liabilities to also become negative, i.e., to be in net surplus. What conclusions would 
users of financial statements draw from this situation? That the employer had no net liabilities, 
and indeed, a surplus? However, these pension assets are, by both Federal and state laws, to be 
used solely for the exclusive benefit of plan participants, and cannot be used as general assets for 
other purposes. Such a condition therefore could easily lead users to misunderstand the meaning 
of the balance sheet. 
 
We do not believe that the GASB proposal to require the NPL to be placed on the balance sheet 
represents an improvement over existing standards. Rather, for single employer and agent plans, 
we believe an employer’s unfunded pension obligation should continue to be subject to 
disclosure in the required supplementary information section of employer’s financial statements, 
as required in Statement 27. For cost-sharing plans, we believe an employer’s pension liability 
should continue to be the difference between the employer’s contractually required contribution 
and the employer’s actual contributions as provided under Statement 27.  Moreover, for 
information regarding the cost-sharing plan’s unfunded liabilities, employers in cost-sharing 
plans should continue to refer readers to the cost-sharing plan’s financial report as allowed under 
Statement 25, paragraph 34. 
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The proposed limitation on deferred recognition of investment gains and losses 

Question 4b. of the PV states, “It is the Board’s preliminary view that the effects on the net 
pension liability of projected earnings on plan investments, calculated using the long-term 
expected rate of return, should be included in the determination of pension expense in the period 
in which the earnings are projected to occur. Earnings on plan investments below or above the 
projected earnings should be reported as deferred outflows (inflows) unless cumulative net 
deferred outflows (inflows) resulting from such differences are more than 15 percent of the fair 
value of plan investments, in which case the amount of cumulative deferred outflows (inflows) 
that is greater than 15 percent of plan investments should be recognized as an increase or 
decrease in expense immediately.” 
 
We respectfully disagree with each component of this view. We believe that the current standard, 
which permits public pension plans, in consultation with their actuary, to defer recognition of all 
asset gains and losses over a responsible period of time, is working reasonably well and that the 
proposed change would diminish decision-usefulness and interperiod equity. We also believe 
that the proposed method is needlessly complex and will result in diminished levels of 
transparency and understanding for users of public retirement plan financial information, thereby 
reducing—rather than improving—accountability. 
 
The financing objective of most public pension plans is to establish contribution rates for plan 
sponsors that remain relatively stable over time. An important element of achieving this 
objective is asset smoothing. As the Missouri State Employees’ Retirement System 
Comprehensive Annual Financial Report states: “For those of us attempting to operate with a 
long-term time horizon, with contribution rate stability as a key objective, asset smoothing for 
actuarial purposes is simply a tool … a practical solution to responsibly achieving 
intergenerational equity, giving recognition to the fact that market cycles do not coincide with 
financial reporting periods.” 
 
Actuarial Standards of Practice No. 44 helps fulfill this stable financing objective by creating a 
tool as described in the MOSERS CAFR. ASOP No. 44 allows actuaries to “consider an asset 
valuation method that smoothes the effects of volatility in market value on the pattern of 
contributions;” to “consider such objectives as a desire for stable or predictable costs or 
contributions;” and to “select an asset valuation method that is designed to produce actuarial 
values of assets that bear a reasonable relationship to the corresponding market values,” so long 
as “the asset values fall within a reasonable range around the corresponding market values,” and 
“any differences between the actuarial value of assets and the market value are recognized within 
a reasonable period of time.” 
 
We believe that the prevailing method used in the public sector to determine the actuarial value 
of assets meets these actuarial standards. This method is also simple and transparent enough to 
be easily understood by most users of public pension financial reporting, thereby promoting 
GASB’s key objective of decision-usefulness. The loss of transparency caused by the complexity 
of the method proposed in the PV would, in our view, more than outweigh any possible benefits 
gained from switching from the current standard (of which we see none). 
 
The PV states, “if cumulative differences become too large as a percentage of plan investments, 
reversal of differences between expected and actual returns may not occur until periods relatively 
far into the future.” Considering the essentially perpetual investment and operating horizons of 
public pension plans, we believe this possible outcome nevertheless provides no reason for 
legitimate concern. 
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Another concern we have about the proposed method for deferring gains and losses is that it 
increases public pension plan exposure to market volatility. In light of GASB’s proposed 
establishment of a new pension expense and Net Pension Liability, the net result of these 
changes would be to increase the exposure of public pension plans’ funding levels and costs to 
greater market forces, which challenge and complicate the prevailing financing objective of 
attaining full funding with a relatively stable contribution rate. This added exposure is illustrated 
and discussed in Paul Zorn’s paper (cited previously): 
 

Rather than recognizing asset gains/losses in a systematic way, the proposed approach would 
recognize them erratically. …  [A]lthough recognition of asset gains/losses outside the 15% 
corridor would be infrequent, it would have had a strong impact on the [Preliminary Views] 
Pension Expense. For example, it would have resulted in a negative PV Pension Expense in 
1997 [for the modeled plan] (and a nearly negative PV Pension Expense in 1986), at times when 
the Annual Pension Cost was strongly positive. Also, in 2009, it would have been the major 
contributor to the more than four-fold increase in the PV Pension Expense from the prior year. 

 
In sum, we believe the current GASB standard in this regard is working well enough to not 
justify the complications that would result from a change. Predictability and stability of required 
contributions, which GASB’s current approach in this area encourages, are critically important to 
effective budgeting for governments. The imposition of the PV’s changes in smoothing would be 
unnecessarily disruptive, particularly in these difficult economic times, impairing rather than 
enhancing decision-usefulness. Also, interperiod equity is better served under GASB’s current 
smoothing standards, which help permit the allocation of pension expenses to periods in such a 
manner that each period is charged a relatively stable, predictable percentage of payroll for 
normal costs, which more equitably spreads the burden of an ongoing benefit program among 
current and future generations of taxpayers.   
 
The view that each employer in a cost-sharing plan is implicitly responsible for its 
proportionate share of the collective unfunded pension obligation, etc.  

Issue 5 of the PV states, “5a. It is the Board’s preliminary view that each employer in a cost-
sharing plan is implicitly primarily responsible for (and should recognize as its net pension 
liability) its proportionate share of the collective unfunded pension obligation, as well as its 
proportionate share of the effects of changes in the collective unfunded pension obligation. Do 
you agree with this view? Why or why not? 5b. The Board is considering basing the 
determination of proportionate shares of the collective net pension obligation on employers’ 
respective shares of the total annual contractually required contributions to the plan and 
believes that would provide a reliable basis for measurement. However, the Board is seeking 
constituent input regarding other potential bases that might exist for this determination. What 
basis, if any, do you suggest for determining a cost-sharing employer’s proportionate share of 
the collective net pension obligation?” 
 
We believe that current disclosure requirements regarding cost-sharing plans adequately express 
employers’ obligations to the plan, although we also would support additional disclosures to help 
users of financial statements better understand the size and scope of each employer’s 
participation relative to the entire plan.  
 
We also believe that, in most circumstances, cost-sharing pension plans operate much like 
insurance pools, in which costs are evenly dispersed throughout the pool, regardless of whether 
any one participant (employer) may represent a higher “risk,” (total obligation) than another. 
Thus, pension plan costs, in our view, should be distributed evenly across the entire group of 
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employers, regardless of individual employer characteristics. An exception to such a policy may 
be appropriate when a single employer accounts for a predominant share of the plan’s liabilities 
and costs. 
 
The proposed discount rate methodology 
Issue 3 states: “3c. It is the Board’s preliminary view that the discount rate for accounting and 
financial reporting purposes should be a single rate that produces a present value of total 
projected benefit payments equivalent to that obtained by discounting projected benefit payments 
using (1) the long-term expected rate of return on plan investments to the extent that current and 
expected future plan net assets available for pension benefits are projected to be sufficient to 
make benefit payments and (2) a high-quality municipal bond index rate for those payments that 
are projected to be made beyond the point at which plan net assets available for pension benefits 
are projected to be fully depleted. Do you agree with this view? Why or why not?” 
 
Our understanding of GASB’s intent with regard to the discount rate is that plan assets will be 
considered sufficient to make benefit payments as long as the assets are available, including 
current and future expected contributions sufficient to fund the plan’s obligations. Our primary 
interest in the discount rate standard is that it reflects public pensions’ status as “going-
concerns,” their long investment horizons, the observable past and reasonable future return 
expectations for capital markets, and common public fund portfolio construction.  
 
Although we are concerned with the potential increase in volatility that the use of GASB’s 
proposed single, blended rate could impose in certain instances, we believe, overall, the proposed 
GASB standard for a discount rate meets these criteria, and we strongly urge that GASB 
maintain its view that the basic discount rate for the unfunded pension obligation should remain 
the long-term expected rate of return on plan investments. 
 
Delayed implementation 
We respectfully request that with respect to any changes made to Statements 25 and 27 be 
accompanied by ample notice so as to enable affected groups to adequately prepare. Public 
pension plans are designed to operate over very long timeframes; sudden or dramatic changes in 
their operating environment can be disruptive and result in unintended consequences. 
 
Summary 
Once again, we appreciate GASB’s consideration of our views. Generally, we believe Statements 
25 and 27 in their present form have much to commend them and have served users of financial 
statements well. The view expressed by many members of the public pension community last 
year in a response to the Invitation to Comment remains valid: 
 

[W]e would encourage the GASB to proceed with caution in making major modifications to 
[Statements 25 and 27]. A wide array of users, including state legislators and other policymakers; 
public employees and employers; executive officials, such as governors, mayors, treasurers, and 
comptrollers; members of the media; and bond rating services have become accustomed to 
accessing information from public retirement system financial reports that comply with current 
GASB standards. Significant changes to this reporting model could result in confusion on the part 
of the user community and could disrupt the consistency of public pension reporting. Such 
confusion and inconsistency could in turn reduce accountability and decision usefulness of public 
retirement system financial reporting. 

Sincerely, 


