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By David T. Kausch, FSA, EA, MAAA, FCA

On October 20, 2011, the Governmental Accounting Standards Board (GASB) held 
hearings in Chicago to obtain comments on its Exposure Drafts (EDs) regarding 
proposed changes to pension accounting and fi nancial reporting standards for state 
and local governments.  

The GASB accepted our request to provide testimony, which I provided on be-
half of Gabriel, Roeder, Smith & Company (GRS). The GASB proposals mark a 
signifi cant departure from the current standards. GRS has found various merits to 
the new standards. However, we also have concerns about the impact of the new 
standards on public pension plan funding, the usefulness and clarity of fi nancial 
statements under the proposed standards, and some practical diffi culties involved 
in implementing some of the proposed changes. The following is a summary of 
my testimony. 

Long-Term Nature of Governments and the Employment Exchange

GRS supports the GASB’s principles related to the long-term nature of governments 
and the career-long nature of the exchange between employers and employees. 
However, a primary concern is that the GASB’s changes to pension accounting 
standards overall would not refl ect these principles.  Moreover, the GASB’s current 
measure of pension expense (based on the annual required contribution) would 
better refl ect the long-term costs of pension benefi ts. 

Implementation of the New Standards 

In the event the GASB implements the EDs, it would be useful to extend the ef-
fective dates at least another year, given the complexity of the new regulations 
and their fundamental impact on how pensions are measured. Moreover, it seems 
impractical to implement the changes as adjustments to prior periods, therefore we 
suggested that the proposed changes only apply to future periods.

Simplifying the Proposed Calculations

GRS also offered various recommendations, many of which were intended to 
simplify the proposed calculations. Some, but not all, of our recommendations 
are summarized below.
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Circular 230 Notice: Pursuant to regulations issued by the IRS, to the extent this 
communication concerns tax matt ers, it is not intended or writt en to be used, and 
cannot be used, for the purpose of (i) avoiding tax-related penalties under the Internal 
Revenue Code or (ii) marketing or recommending to another party any tax-related 
matt er addressed within. Each taxpayer should seek advice based on the individual’s 

Net Pension Liability (NPL): With regard to determining the employer’s NPL, it 
appears that the GASB’s proposed process for determining the discount rate used to 
calculate the liability is complicated and time consuming. Also under certain circum-
stances, there is a high likelihood that the projected benefi ts would be covered by the 
projected resources, making the complicated calculation unnecessary. 

Recommendation: We recommend that the GASB provide safe harbors for certain 
cases where it is clear no shortfall will occur. This will maintain the intent of the 
proposed standards, and at the same time, simplify the calcuations and reduce the 
administrative costs of preparing the disclosures.

Pension Expense (PE): With regard to determining an employer’s pension expense, 
the GASB’s proposed period for amortizing certain actuarial gains and losses would 
be the liability weighted average remaining service life of active employees. 

Recommendation: GRS indicated that the exact approach to this calculation was 
unclear and could result in inappropriately short amortization periods. Therefore, our 
recommendation was that the GASB allow the average remaining service life to be 
calculated as a simple average.

Cost-Sharing Employers: The GASB has proposed that a cost-sharing employer’s 
net pension liability, pension expense, and deferred infl ows/outfl ows should be a 
proportionate share of the plan’s net pension liability, pension expense, and deferred 
infl ows/outfl ows. Moreover, the employer’s proportionate share should be measured 
as of the employer’s fi scal year-end date.  However, given that the fi scal year-end 
dates of employers in cost-sharing plans often do not coincide with the plan’s fi scal 
year-end date, this proposed rule could require cost-sharing plans to value their assets 
on a monthly basis.  

Recommendation: GRS explained that this could be extremely expensive for the cost-
sharing plans and recommended using the plan’s fi scal year-end date instead.  We also 
recommended other ways to simplify the calculations for cost-sharing employers.

Full written comments are available at the GRS homepage at www.gabrielroeder.
com.

Gabriel, Roeder, Smith & Company (GRS) is a national actuarial and benefits con-
sulting services leader for the public sector. Since its inception in 1938, GRS 
has placed special emphasis on services to the public sector. Our services in-
clude pension, health & welfare, OPEB, and benefit plan technology services.  

A trusted partner to its clients, GRS brings innovative, practical solutions to the chal-
lenges faced by benefi t plans and plan sponsors. If you’re looking for a fi rm with an ex-
ceptional reputation for quality work and commitment to the public sector, look to GRS.


