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July 31, 2009

Director of Research and Technical Activities

Governmental Accounting Standards Board

401 Merritt 7
PO Box 5116

Norwalk, CT  06856-5116

Submitted by way of email to director@gasb.org
Subject:  Response to Invitation to Comment – Pension Accounting and Financial Reporting 
Dear Director: 

The Institute for Truth in Accounting (the Institute, IFTA) thanks the distinguished Governmental Accounting Standards Board (GASB) members for the opportunity to respond to their Invitation to Comment – Pension Accounting and Financial Reporting.  The Institute, founded in 2002, is a nonprofit organization with no political affiliations.  It is made up of business, academic, governmental and other community leaders who are committed to high standards of ethics and integrity, and who support these principles in the private as well as in the public sector.  Our mission is to enhance the credibility of public and private sector financial reporting by encouraging the issuance of understandable, reliable and relevant information.  To be active participants in their democracies, citizens need such information.  To promote the accountability of elected officials, state and local governments have a special responsibility to provide the public with information that allows for the evaluation of the decisions made by those elected officials.
In February 2009 the Institute released “The Truth about Balanced Budgets: A Fifty State Study” (our Study).  During this Study we reviewed the budgeting and accounting practices used by states.  This study was limited to the governmental funds only.  You can review our Study at:  

http://www.truthinaccounting.org/news/listing_article.asp?section=451&section2=451&CatID=3&ArticleSource=567
To our surprise our Study found only four states had a negative GAAP basis for governmental funds ending balance for FYE 2007:  Connecticut, Illinois, Massachusetts and New Jersey.  All of the other forty six states reported positive GAAP basis ending balances.  In other words, their audited Balance Sheets reported that the states had Net Assets or that they had more assets than liabilities.  This was especially astonishing in light of news articles reporting that the states are in extreme financial trouble and that state officials have received billions of dollars in bail out money from the federal government.  

An extensive review of the GASB standards used to prepare the financial statements revealed major accounting deficiencies that result in enormous amounts of liabilities not being reported on the Statement of Net Assets.  These off-balance sheet liabilities, which could amount to more than $2 trillion, include pension and other post-employment benefits, such as retirees’ health care.  

Our concern is that this is giving state officials and their citizens a false picture of the states’ financial conditions.  Most readers of state financial reports are unaware that the liabilities on the Statement of Net Assets liabilities only represent a small portion of the state’s actuarially determined post-employment liabilities.  More precise amounts of unfunded pension liabilities are buried deep in the state CAFR reports and, until the FY 2008 CAFRs, the liabilities for the states employees’ healthcare and other retirement benefits were usually not disclosed.  

In Rhode Island, for example, the audited CAFR reported that the state had Net Assets totaling almost one billion dollars.  The state’s actuarially determined unfunded pension liability is found deep in the CAFR on page 121.  Two problems exist with this information.  The first is that even though the CAFR was for fiscal year ending June 30, 2007 the most recent actuarial valuation was done on June 30, 2006.  The second problem is that the state’s three retirement systems are listed separately.  To determine the state’s total unfunded pension liability the annual report reader needs to add the three amounts together.  If the Unfunded Accrued Actuarial Liability (UAALs) is substituted for the Net Pension Obligation and then Statement of Net Assets are recalculated, then Rhode Island reported a financial deficit of almost $4 billion.  We assume decision makers would make different decisions if they understood that the state had an accumulated deficit of $4 billion versus having Net Assets of $1 billion.  If the liability for post-employment health care and benefits were calculated and reported on the state’s Statement of Net Assets, then the Rhode Islands’ financial accumulated fiscal deficit would be even greater.  The Management’s Discussion and Analysis for Rhode Island, included in their June 30, 2007 CAFR, stated that the unfunded liability for post-employment benefits, other than pensions, equaled $696 million as of June 30, 2005.
Billions of Dollars in Pension Liabilities Are Not On State Balance Sheets

The GASB lags far behind the FASB when it comes to reporting on retirement costs.  The standards for pension and other post-employment benefits, including health care costs, enable governments to leave significant liabilities off-balance sheet.  The GASB allows an extended period of time for governments to amortize the prior under-funding of post-employment benefits.
For example, because the GASB allows pre-1997 unfunded pension liabilities to be amortized over 40 years, billions of dollars of in pension liabilities are not reported on the Statement of Net Assets.  For instance, prior to the implementation of GASB 27, Illinois had underfunded its pension plans by $13.7 billion.  Each year $343 million of the pre-1997 under-funding is included in Illinois’ Annual Pension Cost.  Therefore, as of June 30, 2007, more than $10 billion of pension liabilities, for which Illinois became liable for before 1998, are still not reported on its Statement of Net Assets.
Additional billions of dollars are not reported on the Statement of Net Assets because the GASB allows state and local governments to amortize benefit increases over 30 years.  For example, in fiscal year 2003 the Illinois legislature approved an early retirement option for teachers.  While this action increased Illinois’ actuarially calculated unfunded liability by more than $2.37 billion,
  the Net Pension Obligation on the Statement of Net Assets as of June 30, 2003 showed no increase due to this policy decision.  The full $2.37 billion became an off-balance sheet liability.  The state’s June 30, 2003 financial statements also recorded no expense related to this benefit enhancement.  Illinois chose to amortize this pension enhancement over 10 years.  Therefore only one tenth of the $2.37 billion was included in the Annual Pension Cost reported on each year’s financial statements for fiscal years 2004, 2005, 2006 and 2007.  As of June 30, 2007 merely one and half billion dollars of the cost related to this 2003 decision remains off-balance sheet.

Because the GASB allows for a 40 year amortization of pre-GASB 27 underfunding and a 30 year amortization of benefit enhancements, the amount included as the Annual Pension Costs on the financial statements is usually considerably less than the amount the actuaries calculate is needed to adequately fund the pension systems.  This allows those who approve the enhancements to escape accountability, because GASB GAAP mandates that cost not be reported in the period.  Financial statement users cannot judge interperiod equity, because cost can be incurred and deferred, but such cost are not included in the current period.

We are fortunate that the GASB does, at least, require the actuarial unfunded pension liability to be disclosed in the Required Supplementary Information.  This may allow extremely sophisticated users of the financial reports to approximate the true pension liability owed by some states. 
For example, as of June 30, 2007 the Illinois Statement of Net Assets includes a Net Pension Obligation of $17 billion.  Information about the state’s pension liability is found on page 135 of the Illinois CAFR within the Required Supplemental Information on the Schedule of Funding Progress.  This schedule shows three years of actuarial information for each of the five pension plans.  To calculate the total pension liability, the Institute had to add together the actuarial unfunded liability for each of the pension plans.  The total liability was $42 billion.  This means GASB 27 allows $25 billion of Illinois’ pension liability to be kept off-balance sheet.  In the CAFR08 Illinois disclosed an addition $24 billion of OPEB UAAL, resulting in a total off-balance sheet liability of $49 billion.
Another complication in calculating a state’s true pension liability is that the actuarial valuation date is not in sync with the fiscal year end of the state annual report.  The California CAFR for year ended June 30, 2007 is a good example of this problem.  The actuarial valuation date for the pension plans is June 30, 2006.  This means that the actuarial unfunded liability included in the required supplemental information of the CAFR is outdated.

During our Study we found it disturbing that it is possible for state and local governments to report a Net Pension Asset on its Statement of Net Assets even though they have actuarially determined pension liabilities in millions, if not billions of dollars.  This occurs if the government’s annual contributions to its pension plan are higher than the annual pension costs, as calculated according the GASB 27 rules.  An example of this phenomenon can be found in the 191-page CAFR of the city of Lakeland, Florida for September 30, 2007.
  The Lakeland Statement of Net Assets reported a Net Pension Asset of $7.9 million for its employee pension and retirement systems.  Within the Required Supplementary Information, on page 100 of the CAFR, the more precise liability can be found.  The Unfunded Actuarial Accrued Liability as of October 1, 2006, the last actuarial valuation date, was $62.4 million.
Another example of the confusion created by GASB pension accounting standards can be found in Texas.  On the 2007 Texas Statement of Net Assets there is both a $7 million Net Pension Asset and a $421 million Net Pension Obligation.  The Net Pension Asset was reported because the state contributions to its Judicial Retirement System Plan II (JRS2) have been greater than the cumulative Net Pension Costs, calculated according to GASB 27, that were reported on the Texas Statements of Net Activities.  A review of the state’s Schedule of Funding Progress finds that the JRS2 pension system actually had an unfunded actuarial accrued liability.  The more precise liability was almost $9 million.  The Net Pension Obligation was the result of the state funding other pension plans in amounts less than the Net Pension Costs as calculated under GASB 27.  
The calculation of some states’ pension liability is also made difficult, if not impossible, because the state is involved in a multi-employer pension system.  Under such systems the municipalities and the state have created one system that combines their pension assets and liabilities.  Information about the multi-employer pension system is included in the Required Supplemental Information of the state’s CAFR.  But the state’s portion, including its actuarially accrued pension liability, may not be separated. 
We could not calculate the more precise pension liability for Texas, because one of the state’s six pension plans, Teacher Retirement System of Texas, is a multi-employer plan and the amount included on the Schedule of Funding Progress appears to be the plan’s total liability for which the state is only partially responsible.  
The Institute is currently working on phase two of our 50 State Study.  The purpose of this phase is to determine the financial condition of all of the states.  This study is necessary because the financial statements presented in accordance with GASB GAAP do not provide an honest and clear presentation of a government’s financial condition.  
As a part of phase two, we have already found that California’s Statement of Net Assets in its most recent financial report (CAFR ’08) indicated that California was in good financial shape.  This statement indicates that California had more than $25 billion of net assets, including a Net Pension Obligation reported of $2 billion and Net OPEB Obligation of $2 billion.  A very sophisticated user of the CAFR can find a completely different financial picture.

Buried on pages 154 and 155 are the Schedules of Funding Progress for the Pension and OPEB plans.  In California’s case the total pension Unfunded Actuarial Accrued Liability is more than $24 billion and the total OPEB UAAL is more than $48 billion.  This indicates that more than $68 billion of State liabilities are not reported on California’s Statement of Net Assets.  Therefore instead of having net assets of more than $25 billion on June 30, 2008, California had an accumulated fiscal deficit of more than $43 billion.  

GASB standards are lax on the evaluation of pension fund assets.  GASB GAAP allows actuaries to value assets on an average of their market price over five years.  This “smoothing” of the assets’ value obscures the plan’s risk profile.  The GASB also permits each state to choose the way the pension plan actuaries will calculate pension expenses and liabilities, including the actuarial cost methods, assumptions and amortization periods.
  This makes it difficult, if not impossible, to compare pension plans from state to state.  The scope of our studies did not permit us to investigate these issues further.
Annual Reports Which Are Too Complicated and Cumbersome
Because GASB 34 requires state and local governments to use both the traditional cash basis fund accounting system and the more economic based accrual accounting system, annual reports are cumbersome, confusing and unnecessarily long.  For example, Alabama’s 2007 CAFR is 298 pages, and Illinois’ is 498 pages.  Only 9 pages of the Illinois CAFR is needed to determine a $49 billion accumulated fiscal deficit.  As a matter of comparison, the 2007 Consolidated Financial Report of the U.S. Government was 198 pages.  General Electric’s annual report for that year was only 104 pages.

One particularly complicating factor is that GASB 34 requires the inclusion of complete financial statements for eleven funds.  During our study we were continually frustrated with having to dig through the many fund statements included in the annual reports to find important disclosures.  This deficiency affects pension accounting and financial reporting because critical pension plan data, which is included in the CAFR footnotes and Required Supplemental Information, is buried after the numerous fund statements.
Other Finding:  Exposure of Financial Facts Changes Behavior
and Ends Interperiod Inequity 
While not an initial goal of our Study, it is important to understand what happens when an entity reports its truthful financial condition.  Our sense is that private and public organizations making accounting changes also exhibit significant changes in their operations.  

In the 1990’s, American corporations and other private sector entities were required to recognize the full actuarial costs of their pension promises.  In the short-term, this change in GAAP accounting requirements led to three outcomes: companies that had overfunded their pensions reported an increase in net assets; companies that had underfunded their pensions reported an increase in liabilities and those who were “just right” experienced no balance sheet effects.

The long-term effect of this accounting imperative was that many companies abandoned defined benefit plans in favor of defined contribution plans.  This change requires plan sponsors to recognize and report directly on their financial statements defined contribution plans’ current costs, eliminating the option of deferring costs into the future.  Now, nearly all private companies have moved to defined contribution plans while nearly all state governments have continued their defined benefit plans.  We believe one of reasons that governments stay with defined benefit plans is because they are not required to fully report their accumulating pension obligations.  Therefore governmental officials and the public do not fully understand the risk involved with such plans.

Some foreign governments, including New Zealand and Australia, have adopted the accrual accounting method of accounting.  Such accounting has had an effect on pension decisions.  For instance, New Zealand officials decided to terminate the defined benefit public employee pension program after pension liabilities were recognized on the balance sheet and the expenses incurred were included in the budget.  When the full service cost of public employees is recognized, citizens are then told the real costs of the government benefits and services received.

Conclusions
Based upon these findings we concluded that users of state financial reports do not have the information needed to make knowledgeable decisions about state finances and state government accountability.  It is impossible for state and local governments’ Statement of Net Assets to be decision useful, if the governments’ liabilities are not fully reported.  In the longer term faulty information is, and has been, a significant enabler of the public policies that are now becoming unsustainable.  

A user of Lakeland’s Statement of Net Assets would believe that the city’s pension plans are in great financial shape ($7.9 million in pension “assets”).  Such information may lead the user to determine that offering retirees’ additional benefits and providing less funding to the plans are appropriate decisions, when the city’s pension plans are more than $69.7 million underfunded.  California voters, legislatures and governors would have been able to more easily foresee and possibly avert their current financial problems, if their state ’s Statement of Net Assets presented a clearer picture of the government’s financial condition.
Recommendations
The GASB’s “Concept Statement No. 1” describes “the nature of information needed by users of external governmental financial reports and gives consideration to the governmental environments”.   The following was noted in that Statement: 

· “The Board believes that financial reporting plays a major role in fulfilling government’s duty to be publicly accountable in a democratic society.  Public accountability is based on the belief that the taxpayer has a ‘right to know’, a right to receive openly declared facts that may lead to public debate by the citizens and their elected representatives.” 

· “The Board also believes that financial reporting should provide information to assist users in assessing inter-period equity by showing whether current year revenues are sufficient to pay for current year services or whether future taxpayers will be required to assume burdens for services previously provided.”

The results of our Study clearly show that the financial reporting produced under the GAAP mandated by the GASB does not allow these objectives to be met by state governments.  State annual reports do not provide taxpayers with “openly declared facts that may lead to debate by the citizens and their elected representatives”.  The exclusion of the states’ true liabilities for post-employment benefits, such as pensions and health care, does not “provide information to assist users in assessing inter-period equity”. 

Deficiencies in GASB GAAP make it impossible for the basic financial statements prepared using these standards to present the economic realities of state governments’ expenses and liabilities.  Three major enhancements need to be made to GASB GAAP so annual reports accurately reflect the financial consequences of states’ policies.  These enhancements are:  

· Report the full pension liabilities on state balance sheets;

· Report total liabilities for other post-employment benefits on the state balance sheet; and

· Remove the fund statements.
Put Retirement Liabilities on States’ Balance Sheets

In October 2007 former SEC Chair Arthur Levitt declared, “It’s time to improve accounting standards for public pension and healthcare obligations to make sure that all liabilities are reported in the balance sheets of state and municipal governments, not just in their footnotes.”

To facilitate real accountability, the GASB should mandate:

· That deferred compensation, such as pension and other post-employment benefits, should be recorded as an expense in the year earned. 

· One-time prior period adjustments that would require the recording as on-balance sheet liabilities the full amount of the states’ unfunded actuarial accrued liabilities for pension and other post-employment benefits.

· That in the year that post employment benefits are enhanced, the state annual report should report as an expense the amount that the unfunded, accrued actuarial liabilities increases.  This immediate recognition would provide the public with the information needed to make a knowledgeable decision about the consequences of the legislatives’ decision, including a determination of inter-period equity.
Remove Fund Statements from Annual Reports
One characteristic that distinguishes Comprehensive Annual Financial Reports that states prepare from private sector annual reports is the inclusion of accounting for numerous fund balances.  This accounting includes the beginning balances, the funds’ annual activities, and the ending balances of the funds.  The presentation of these accounts unnecessarily complicates the CAFR, delays its production and, confuses the readers and distracts them from the important information such as the accrued pension liabilities.  We recommend dropping the requirement that all funds be included in the annual report.  Doing so would simplify the report and make it more likely to be completed in time to be useful.  We recommend that effort be shifted to the preparation of government-wide statements in the CAFR on a full accrual basis.  This would provide the information necessary to judge sustainability and accountability in a simpler, more familiar form. 

Attached are our responses to the ITC’s specific questions. 

The Institute understands the deficiencies in GASB GAAP result in lack of transparency and interperiod equity.  The Institute stands ready to offer its financial expertise forensic financial expertise any that may now, or the future, find themselves in such services.

The Institute for Truth in Accounting would like to again thank you for the opportunity to respond to your Invitation to Comment on Pension Accounting and Financial Reporting.  In your deliberation please consider that citizens need to be able to clearly see all of the relevant facts about their government’s financial position on a timely basis and in an understandable format.

We appreciate your time and consideration.

Sincerely,


Sheila A. Weinberg

Founder & CEO

GASB’s Question:

1. To best achieve the financial reporting objectives of accountability and decision usefulness, including the assessment of interperiod equity, which of the processes related to pensions  do you believe governmental accounting and financial reporting should provide information about, and why?

a. The process by which an employer incurs an obligation to employees for defined pension benefits earned by them,

b.  The process by which an employer finances its projected future cash outflows for defined pension benefits, or 

c.  Both processes.
IFTA’s Answer:  

1. a.
To best achieve the financial reporting objectives of accountability and decision usefulness, including the assessment of interperiod equity, governmental accounting and financial reporting should provide information about the process by which an employer incurs an obligation to employees for defined pension benefits earned by them.  In this document this process will be referred to as “benefit earned process”. 

As mentioned in paragraph 15 of the GASB ITC --- Pension Accounting and Financial Reporting (this ITC) “Another objective of financial reporting, related to both accountability and decision usefulness, is to provide information to help users assess whether or not interperiod equity has been achieved.”  As noted in ¶ 15 “In Concepts Statement 4, the GASB added a description of interperiod equity as ‘the state in which current period inflows of resources equal current period costs of services.’”  To reach this objective financial reporting must provide information about the benefit earned process.  It is impossible to meet this objective if information is not provided to the users about the all the “current period costs of services.”  These costs must include the costs that are incurred by governments as an employee earns defined pension and OPEB benefits.  These costs are part of an employee’s compensation, even though a check is not written at the time this compensation is earned.   Retirement benefits earned are deferred compensation.  Such deferred compensation plans, if not adequately funded at the time costs are incurred, do shift costs to future-year taxpayers under current GASB GAAP.   These costs must be measured and recorded in the period in which the benefits are earned or the ability to determine interperiod equity is forfeited.
GASB’s Question:

2. What obligations of a sole or agent employer associated with pensions meet the definition of liability in Concepts Statement 4, and why?
a. A measure of the cumulative difference between (1) amounts expensed, based on annual required contributions of the employer to the pension plan pursuant to a program of funding pension benefits developed within established parameters and (2) the amounts the employer actually has contributed to the plan
b. A measure of the employer’s unfunded accrued benefit obligation to employees at the financial report date related to the employment agreement governing the exchange of employee services for salaries and benefits
c. Other. (Please identify the obligation that you believe best meets the liability definition.)

IFTA’s Answer:  

b.
For the reasons outlined in the attached letter.
GASB’s Question:

3. Which of the following expense recognition patterns do you believe is more consistent with the concept, in paragraph 27 of Concepts Statement 4, that applicability to a reporting period or periods for purposes of expense recognition in government-wide, proprietary  fund, and fiduciary fund financial statements should be determined based on the notion of interperiod equity, and why?
a. Recognition of the effects of transactions and other events that affect the unfunded accrued benefit obligation as they occur each year 

b. Deferred recognition (deferral and amortization) of some or all components of pension cost other than normal cost over a number of future years determined by an employer or by plan trustees within accounting parameters.
IFTA’s Answer:  

3. a. 
Pensions and post employer benefits are part of the total cost of providing government services to constituents in the period that the employee earned these benefits.  In addition to salaries employee compensation includes deferred benefits.  If such benefits were not offered to the employee then the salary paid to the employee would be higher.  

The fact that these benefits will be paid in the future does not take away from the fact that the benefits are earned in the current period.  An employer incurs an expense when compensation is earned.  The form of compensation and the manner in which such compensation is earned does not negate the fact that the compensation was earned in the current period and a related expense should be recognized.  This also applies to defined benefit enhancements.  Any method of deferred costs or liability recognition lets those making such enhancement decisions escape accountability through a lack of transparency.

GASB’s Question:

4. Should the projection of pension benefits include or exclude the following projected future changes? Why?

a. Automatic COLAs

b.  Projected future ad hoc COLAs, in circumstances in which ad hoc COLAs are substantively a part of the employment agreement, as demonstrated by an employer’s pattern of practice

c. Projected future salary increases

d. Projected future service credits.
IFTA’s Answer:  

4. a. 
Include Automatic COLA’s, because these increases are part of employees’ overall compensation package earned by employees.   
b. Include ad hoc COLA’s.  We believe that impounding anticipated ad hoc COLA’s into projection of benefits would not unintentionally bias future benefit decisions in favor of granting ad hoc COLA’s.  In fact the opposite could occur.  If the ad hoc COLA’s were included in the projections and decision makers choose not to grant the ad hoc COLA’s, then the decision makers would be “rewarded” with the lowering of the accrued pension liability.  Decision makers would receive “credit” for reducing future benefits.  By not granting the ad hoc COLA’s decision makers would have an apparent impact on the government’s current expense calculation and could sustainably reduce the current deficit calculation.
c. Exclude projected future salary increases.  The Statement of Net Assets is a picture of a government at one point in time; i.e. what has happened up until now.  Including projected future salary increases is contrary to this basic accounting theory.

d. Exclude projected future service credits.  Same reasoning as the answer to 4c.

GASB’s Question:

5. What should be the basis for determining the discount rate used for discounting projected pension benefits to their present value for accounting purposes? Why?
IFTA’s Answer:  
5. c.  
The employer’s borrowing rate.  We agree with the arguments stated on page 36 of the ITC.  “(A)n employer is in the position of a debtor because it has ‘borrowed’ the amount of the unfunded accrued benefit obligation from employees and will pay it back in the future, after employment, rather than paying employees more compensation currently. Employees are viewed as creditors who have agreed to accept some deferral of compensation in partial exchange for their services to the employer in the current period. The use of a borrowing rate is consistent with what the cost of funds would be if the government had to or chose to finance the accrued benefit obligation by issuing bonds or borrowing from a bank.”
An Estimated Long-Term Investment Yield should not be used as for the reasons stated in ITC ¶ 21.

GASB’s Question:

6. If, after due process, the accounting measurement approach adopted by the Board for pensions were to be one of those discussed in Chapter 4 that includes the amortization of some components of pension cost for purposes of recognition of an employer’s pension expense:
The Institute for Truth in Accounting believes that pension cost earned and/or accrued in the current period should be reported as an expense in the current period.  Our responses to the questions below should not be viewed as divergences of this strong believe.  We view the discussion of the amortization of this legitimate expense is a debate on how far GASB should allow state and local governments to stray from the truth.
GASB’s Question:
a. Which actuarial cost method or methods should be permitted for accounting and financial reporting purposes to determine an employer’s pension obligation and expense? Why?

IFTA’s Answer:  
Comparability is one of the bedrocks of financial reporting.  To be useful, accounting information should be comparable.  The characteristic of comparability allows the users of accounting information to assess the similarities and difference among different entities.  

States’ financial conditions, as represented as Net Assets on their Statements of Net Assets, are currently not comparable amounts.  States’ financial results as represented as Change in Net Assets on their Statements of Activities are currently not comparable amounts.  This lack of ability to compare state governments also exists when attempting to compare local governments.  The major reason for this lack of comparability is that state and local governments are permitted to use a number of actuarial cost methods, which result in large variations in the measurement of pension information, including annual pension cost and the accrued benefit obligation.
We have not studied the various actuarial cost methods in detail.  Therefore, the IFTA chooses not to express an opinion on which method should be permitted.  Because we believe that pension cost should be reported as an expense when incurred, we would be in favor of whichever method reports the expense in the earliest periods.

To foster comparability one method should be used.  The current ability for governments to apply “judgment” on how expenses and obligations are reported dramatically reduces the decision usefulness of financial information.
GASB’s Question:
b. What should be the maximum amortization period or periods permitted for accounting and financial reporting purposes to determine an employer’s pension obligation and expense? Why?
IFTA’s Answer:  
NONE.  We believe that accrued costs are expenses in the period they are accrued.  We strongly agree with the issues highlighted in ITC ¶ 26.
GASB’s Question:
c. Should different maximum amortization periods be set for different types of changes to the unfunded accrued benefit obligation? Why or why not?
IFTA’s Answer:  
Different maximum amortization periods should not be set for different types of changes to the unfunded accrued benefit obligation.  Disclosure of the different types of changes would be adequate.

GASB’s Question:
e. Which amortization method or methods should be permitted for accounting and financial reporting purposes to determine an employer’s pension obligation and expense? Why?
IFTA’s Answer:  
The closed-basis amortization, because by the end of the stated amortization period with a defined beginning and end, the pension cost to be amortized would be fully recognized as expense in resource flows statements that use the economic resources measurement focus.  GASB needs to improve on the pension accounting, so it is impossible for an employer to defer indefinitely the recognition of some pension cost simply by adopting a particular set of accounting policies with regard to amortization. 

GASB’s Question:
f.
What method or methods of determining the actuarial value of plan assets should be permitted for accounting and financial reporting purposes to determine an employer’s pension obligation and expense? Why?
IFTA’s Answer:  
There is a great deal of risk involved in offering employees retirement benefits, especially under defined benefit plans.  One of the largest risks is the fluctuation in the market value of plan assets.  The use of the averaged market value technique in determining the actuarial value of plan assets masks this risk.  This risk should be highlighted not hidden from the public.  A drop in market value of plan assets may result in the government having to provide additional resources to adequately fund guaranteed benefits.  The taxpayers must be told of this possibility in the most transparent way possible.
GASB’s Question:
7. Does the relationship between a cost-sharing employer and the cost-sharing multiple-employer plan in which it participates differ enough in economic substance from the relationship that a sole or agent employer has with the plan in which it participates to support different requirements with regard to liability and expense recognition? Which of the following views best represents your view, and why?
IFTA’s Answer:  

c. The IFTA strongly agrees with the arguments discussed on page 55 in ¶ 9.  Despite the fact that the employers have comingled their funds does not take away the individual employers’ respective obligations.  

If an officer of a corporation comingles his funds with those of the corporation, then it is his responsibility to clearly track and account for the corporate funds and his funds separately.  The same should be true for employers who comingle their pension plan funds.  A part of the responsibility of comingling must be the tracking of each employer’s obligation and costs separately.  Because the comingling of funds adds another layer of complexity, each employer must be required to report their individual obligation transparently.
GASB’s Question:
8. Which of the following should a pension plan report as its liability in regard to pension benefits, and why?
IFTA’s Answer:  

b. 
The pension plan should be viewed as a subsidiary of the employer.  Reporting pension plan assets without reporting liabilities would give a false impression that the plan has assets without corresponding liabilities.
GASB’s Question:
8. Should a presentation of changes in the unfunded accrued benefit obligation be a required part of general purpose financial reporting? Why or why not?
IFTA’s Answer:  

b.
The accrued benefit obligation, however measured.

The reporting of plan assets without the corresponding liability could give a false impression that the pension plan has excess assets that are not tied to any pension obligation.  The plan trustees invest the plan assets based upon the needs of the plan.  If liabilities are not reported, then the financial report reader is not given enough information to determine if the assets are being invested in a manner that covers the amount of assets needed to cover the plan’s obligations.

GASB’s Question:
9. Should a presentation of changes in the unfunded accrued benefit obligation be a required part of general purpose financial reporting? Why or why not?

IFTA’s Answer:  

Yes.  The unfunded accrued benefit obligation is subject to fluctuations including those associated with actuarial valuations.  Such significant changes should be detailed for the reader of the financial report.

GASB’s Question:
a. If yes, which financial report(s) should contain that presentation: the employer’s, the plan’s, or both? Why?
IFTA’s Answer:  

The plan’s financial report should present the changes in the unfunded accrued benefit obligation.  If significant changes in the unfunded accrued benefit obligation affected the pension expense and/or pension liability, then the availability of such information would be beneficial to the reader of the employer’s financial report.

GASB’s Question:
b. If yes, should the presentation be a basic financial statement, a note to the basic financial statements, or required supplementary information? Why?
IFTA’s Answer:  

The presentation should be a note to the basic financial statements.  To avoid overwhelming or confusing the reader, the set of basic financial statements should not be increased.  
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