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SDCTA Backgrounder: Review of New 

GASB Statements 67 and 68 
New guidelines will help shine light on pension 

deficits, make it more difficult to hide true costs of 

employee pension plans 

 
What is GASB? 

The Governmental Accounting Standard Board 

(GASB) is the independent organization that 

establishes and improves standards of accounting 

and financial reporting for U.S. state and local 

governments.  GASB is recognized by 

governments, the accounting industry, and the 

capital markets as the official source of generally 

accepted accounting principles (GAAP) for state 

and local governments.  These principles are 

outlined in “GASB Statements.” 

 

GASB Movement toward Change in Statements 

Pensions for public employees have been a 

controversial topic in recent years as local and state 

governments have struggled with costs in an 

economic downturn.  A report by the Pew Center on 

the States, a national public policy think tank, 

indicates that the gap between states’ public 

employee retirement benefit obligations and the 

funds set aside to pay those benefits was 

approximately $1.38 trillion for fiscal year 2010.  

That’s a nine percent increase from the gap the 

previous year.
1
 

 

In 2006, GASB undertook a comprehensive review 

of financial reporting by and for public sector 

retirement systems in the United States.  The project 

began in earnest in 2008 with a review of the 

existing standards and the criticisms made of them.  

Comments from the public and interested 

stakeholders were submitted and reviewed in 2009, 

and GASB released its preliminary views on needed 

revisions in 2010.  Drafts of amendments to 

statements 25 and 27 were then issued in July 2011, 

with the subsequent adoption of statements 67 and 

68 adopted in June 2012.  The new GASB rules 

                                                 
1
 “GASB vote places unfunded pension liabilities on 

government balance sheets.” Ken Tysiac. Journal of 

Accountancy. June 25, 2012. 

don’t alter what’s owed, but will make some 

dramatic changes to the accounting value of 

liabilities. 

 

GASB Statements No. 67 & 68 

The objectives of these statements are to improve 

financial reporting by state and local governmental 

pension plans.  The statements do not address how 

governments approach pension plan funding, but 

rather focus on an accounting-based approach to the 

reporting of pension plans.  Under the statements, 

the focus of the financial reporting changes from 

how a pension plan should be funded to what the 

pension liability is for the plan.  

 

Implementation Date 

Statement 67 for pension plans is first effective for 

the 2013-14 plan year and statement 68 for 

employers is first effective for fiscal year 2014-15.  

GASB is encouraging early implementation for both 

of these statements. 

 

Previous Pension Plan Reporting Standards 

GASB previously had two statements establishing 

guidelines for reporting from pension plan sponsors, 

statements 25 and 27.   

 

GASB statement 25 establishes a financial reporting 

framework for defined benefit pension plans that 

distinguishes between two categories of 

information:  

a) Current financial information about plan assets 

and financial activities; and  

b) Actuarially determined information, from a 

long-term perspective, about the funded status 

of the plan and the progress being made in 

accumulating sufficient assets to pay benefits 

when due.
2
  

 

GASB statement 27 establishes standards for the 

measurement, recognition and display of pension 

expenditures/expense and related liabilities, assets, 

note disclosures and, if applicable, required 
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 Summary of Statement No. 25 Financial Reporting for 

Defined Benefit Pension Plans and Note Disclosures for 

Defined Contribution Plans (Issued 11/94) 
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supplementary information in the financial reports 

of state and local governmental employers.
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Net Pension Liability 

The new statements specify the required approach 

to measuring the pension liability of employers for 

benefits provided through a pension plan, called the 

net pension liability (NPL).  The NPL will be 

measured as the total pension liability (actuarial 

liability), less the amount of the pension plan’s 

fiduciary net position (the market value of assets).  

In other words, NPL will be the new term used to 

define a pension plan’s Unfunded Actuarial 

Accrued Liability (UAAL).  A major difference 

under these new requirements is the focus on the 

market value of assets as opposed to the actuarial 

value of assets.  This will result in more volatility 

on a year-to-year basis when reporting the NPL on 

an agency’s balance sheet. 

 

This change is intended to provide information 

about measures of net pension liabilities and 

explanation of how and why those liabilities 

changed from year to year.  The net pension 

liability, including funding ratios, is intended to 

offer an up-to-date indication of the extent to which 

the total pension liability is covered by the fiduciary 

net position of the pension plan. 

 

Recognition of Changes in NPL 

Unexpected changes in the net pension liability 

generally come from four sources:  

 Investment gains and losses;  

 Other actuarial gains and losses (i.e., the 

difference between actual and assumed 

experience);  

 Changes in actuarial assumptions and methods; 

and  

 Changes in plan benefits. 

 

Actuarially determined contribution amounts are 

usually based on an amortization of these changes 

over periods of 15 to 30 years, and for investment 

gains and losses, it is common to recognize the gain 
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 Summary of Statement No. 27 Accounting for Pensions by 

State and Local Governmental Employers (Issued 11/94) 

or loss over a five-year period before it even enters 

the amortization. In contrast, the new statements 

prescribe much shorter periods for recognizing 

unexpected changes in the net pension liability.  

This provision will not only require faster 

recognition of losses related to liabilities, but also 

faster recognition of changes that reduce costs. 

 

Annual Pension Expense 

Under the prior statements, agencies were required 

to make an Annual Required Contribution (ARC) to 

the pension system.  The new statements instead 

require the reporting of an annual pension 

expense.  The annual pension expense under 

statement 68 is now equal to the change in the net 

pension liability from the beginning of the year to 

the end of the year, adjusted for the deferred 

recognition of the items described above and actual 

contributions.  While the statements no longer 

outline an ARC payment, agencies will be required 

to calculate an actuarially determined employer 

contribution (ADEC).  The new statements do not 

provide the method by which the ADEC is 

calculated, so agencies will need to set these 

standards. 

 

Discount Rate Calculation Change 

In addition to the terminology change, the manner 

in which the NPL is actuarially determined has also 

been modified under this statement.  Unfunded 

pension plans will no longer be able to use the 

projected rate of return on their investments, 7.5 

percent for plans in San Diego County, to value all 

their liabilities.  Instead, any unfunded promises 

will have to be valued at a far lower rate, close to 

what it would cost them to borrow the money to 

cover that debt.  This hybrid plan – which uses one 

rate for funded liabilities and another for unfunded 

liabilities – will illustrate the present value of the 

amount owed by local governments for poorly 

funded plans more so than those that are well-

funded.
4
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 “Little-known U.S. board stokes hot pension debate.” 

Nanette Byrnes. Reuters. July 10, 2012. 
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That is to say, those plans that utilize rolling 

amortization or do not fully pay the annual required 

contribution toward their pension plans will be 

negatively impacted by this change. 

 

GASB has stated, “[T]he new information about 

rates of return on pension plan investments will 

inform financial report users about the effects of 

market conditions on the pension plan’s assets over 

time and provide information for users to assess the 

relative success of the pension plan’s investment 

strategy and the relative contribution that 

investment earnings provide to the pension plan’s 

ability to pay benefits to plan member when they 

come due.” 

 

 Closed Plan Implications 

Prior standards would have required level dollar 

amortization of the UAAL for the purposes of 

calculating the ARC under a closed plan.  The new 

statements do not promulgate an ARC and instead 

will immediately recognize the entire NPL on the 

balance sheet.  Therefore how the UAAL is paid is 

no longer an issue under the new standards.  This 

will play a pivotal role within the City of San Diego 

following passage of Proposition B and the closed 

plan for firefighters, lifeguards, and general 

employees.  The Board of the San Diego City 

Employee’s Retirement Systems will decide how to 

determine the actuarially determined employer 

contribution following a recommendation from the 

actuary. 

 

 

 

Figure 1: Comparison of Old Pension Terms and New Pension Terms 

Old Term New Term 

Actuarial Accrued Liability Total Pension Liability 

Market Value of Assets Fiduciary Net Position 

Unfunded Actuarial Accrued Liability Net Pension Liability 

Net Pension Obligation Net Pension Expense 

Annual Required Contribution Actuarially Determined Employer Contribution 
 

 

 

 

 

 

 

 

 

 


