
September 17, 2010

Director of Research and Technical Activities

Project No. 34

Governmental Accounting Standards Board

401 Merritt 7, PO Box 5116

Norwalk, CT  06856-5116

RE:  Comments on GASB’s Preliminary Views on Pension Accounting and Financial Reporting by Employers

As agencies and organizations representing public employers contributing to Minnesota’s three statewide public defined benefit pension plans, we are writing to offer comments on GASB’s proposals to change Pension Accounting and Financial Reporting rules.

By way of background, Minnesota has three statewide pension plans, all of which are cost-sharing multiple employer plans.  Each is described briefly below.
· The Minnesota State Employees Retirement System (MSRS) covers approximately 50,000 active employees and 28,000 retirees of the State of Minnesota.  In addition, MSRS also covers employees of the Metropolitan Council and many non-faculty employees of the University of Minnesota.

· The Public Employees Retirement Association (PERA) covers 250,000 current and former employees and 66,000 retirees of Minnesota’s cities, counties and school districts (covering non-teaching personnel).  Over 2,000 employer units contribute to PERA.
· The Teachers Retirement Association (TRA) covers approximately 90,000 current and former teaching employees and 50,000 retirees from Minnesota’s school districts and the Minnesota State Colleges and Universities system.  Over 580 employer units contribute to TRA.
As contributing employers, we believe GASB’s proposed separation of funding standards from accounting and financial reporting standards would be a serious mistake and a disservice to public pension stakeholders including governmental employers, plan participants and the taxpayers who help fund the systems.    We are concerned that the removal of GASB standards from funding considerations will create confusion among decision makers and the public about the accuracy of pension plans’ financial data.  As a result, it will be far more difficult to develop the consensus and political resolve to promptly address financial problems when they arise.  
Minnesota’s recent history illustrates this point.  Minnesota has a long tradition of funding its statewide plans in a responsible and disciplined manner.  As a recent example, in May 2010, a major pension financial sustainability measure passed the Minnesota Legislature with overwhelming bipartisan support and was signed into law by Governor Tim Pawlenty.  The new law is a tough measure that, over the next five years, will reduce benefit liabilities by an estimated $2.1 billion as well as increase contributions for employees by $312 million and increase contributions for employers by $319 million over the same period.   The new law is expected to correct the significant funding shortfalls created by the most recent market downturns and put our systems back on track to attain stable funding levels.  Despite the pain of this measure, it had the endorsement of virtually all the major stakeholder groups representing active employees, retirees and employers.  Throughout the difficult debate and discussions on this measure, there was no confusion or second-guessing the numbers that quantified the magnitude of the financial problem. GASB’s current standards were used to calculate the shortfalls and to evaluate the financial effectiveness of corrective measures needed to stabilize our systems.  Without GASB’s authoritative standards, it would have been difficult, if not impossible, to achieve a consensus on the existence of the problem, the size of the problem, and what corrective measures were needed.
As employers, we are also concerned about GASB’s proposal to require employers to show on their balance sheets the entire Net Pension Liability (NPL), rather than any employer contribution shortfalls.  Under GASB’s current proposal, an employer’s expense recognition would bear no relationship to the employer’s expected pension contribution.  The NPL will move differently from the employer’s actuarial required contributions and it will be difficult to determine whether employers are making adequate contributions.  This disconnect will undermine the accountability and responsibility that employers have to fund their plans and manage their liabilities. 

We have serious reservations about GASB’s other proposals that affect the measurement of liabilities, in particular using a plan’s market value of assets (with little smoothing), shortening amortization periods, immediate recognition of changes in inactive liabilities, and using a municipal bond rate as the discount rate under certain circumstances.  We believe the combination of these changes will make the pension liabilities shown on employers’ balance sheets extremely volatile and unpredictable.  The liabilities would be subject to sharp increases and decreases that would come at times that would be countercyclical to the fiscal pressures public employers face.  In addition, this increased volatility undermines, rather than promotes, interperiod and intergenerational equity.
Lastly, we believe GASB’s suggestion that cost-sharing employers include a proportionate share of their collective NPL on their balance sheets to be problematic.  We question whether it is feasible to calculate a proportionate share in a reliable manner that would reflect employers’ actual obligations.  In Minnesota, typically a uniform contribution rate is charged per employee, regardless of the actual liabilities associated with the individual employer’s group of employees.  An employer’s proportionate share could change due to changes in the demographic characteristics of the employees of other employers in the plan.  

In summary, we support the continuation of the bulk of GASB’s current standards.  We support some improvements and refinements of the current standards such as uniform usage of the entry age normal actuarial method and recognition of cost-of-living allowances in projected liabilities, standards which Minnesota has previously adopted.  We also strongly support the continued use of a discount rate for liabilities that is based on historical and projected portfolio returns.
Thank you for this opportunity to provide our comments.


