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Major Changes & Highlights 

 Conceptually:  

- Each County is responsible for the net 

obligation for pension benefits, and it should 

be reported as a liability on the government 

wide financial statements (FS) 

- Similar information was reported in the notes 

to the FS previously 
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Major Changes & Highlights 

 Conceptual shift from a “funding” approach 

to an “earnings” approach 

-Old way – expense your pension when you 

make the required payment  

-New way – fund your pension as the 

employees “earn” their pension 

- Pension expense no longer will equal pension 

contribution  (ARC, or annually required contribution) 
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Major Changes & Highlights 

 Requires consistent assumptions within actuarial 

valuations that are more strict than Act 293 of 

1971 

- Requires use of “entry age” actuarial cost method vs. 

“aggregate cost” 
 

 Immediate recognition of most expenses related 

to changes, as compared to amortization 
 

 No phase in – restate beginning balances 
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Major Changes & Highlights 
 

 Expanded disclosure to 10 years  
 

 Incorporate other financial reporting concepts 
brought about by other standards – deferred 
inflows and outflows  
 

 Changes relate to accounting and financial 
reporting – NOT FUNDING 
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Some PA statistics… 

 Over 3,200 plans 
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Some PA statistics… 

 PA’s local government pension plans comprise more 

than 25% of public employee pension plans in the U.S. 
 

 70% are defined benefit 
 

 98% have less than 100 members in the plan 
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Some PA statistics…… 
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Counties vs. Municipalities 

 Entry age normal cost method is used by all municipal 

plans 
 

 Most County plans (41) use the aggregate cost method 

- Will be required to perform actuarial valuation for GASB 67/68 

using entry age normal – impact unknown 
 

 Most County plans have a hybrid plan consistent of 

defined benefit portion funded by the employer, and a 

defined contribution portion funded by the employee 

- Municipal Plans vary widely 
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Counties vs. Municipalities 

 County pension plans have no specific actuarial 

funding standard, as compared to Municipalities (Act 

205 of 1984) 
 



Timing for implementation 

 12/31/15 will be GASB 68 adoption 

- Most Counties will be expanding upon the GASB 67 

concept adopted in the prior year 
 

 Will require reporting of the liability on the govt-

wide (full accrual) financial statements 

- Already have much of the information from GASB 67, 

this places the NPL on the statement of net position & 

adds some footnote information. 
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Example for a County 

 Regular actuarial valuation completed for 1/1/15 

sometime in early to mid 2015 

 Source information from that valuation is used, 

and the GASB requirements are applied to a 

completely new valuation following the GASB 

criteria 

- Although the report is based on 1/1/15 census data, it 

must be “rolled forward” to 12/31/15 for use in the 

12/31/15 FS 
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Who/what is an actuary? 

 

A person who wanted to be an accountant, 

but couldn’t handle all the excitement! 



Components of the NPL 
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Total Pension Liability 

 Total pension liability is: 

- The present value of projected benefit 

payments for current and former employees, 

based on members past service, allocated to 

past years 
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Projection of Benefit Payments 

 Based on then-existing benefit terms and 

legal agreements 
 

 Includes projected salary increases, 

service credits, and COLAs 
 

 No significant change from prior practice 
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Pension Plan Assets 

 Total pension plan assets: 

- In most cases, would be the fair market value 

of assets in the Pension Trust as of the 

financial reporting date 

-Would potentially include receivables to the 

plan as well (December employee 

contribution, for example) 
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Net Pension Liability (NPL) 

 Net Pension Liability 

- Actuarially calculated liability as of the FS date 

- Less Pension Trust assets as of the FS date 

- Equals the NPL 
 

 The NPL is the amount recorded on the 

government wide FS 
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Pension Expense 

 Current standard – pension cost expensed 

when paid (ARC) 
 

 New standard – pension cost expensed as 

service provided by employee 
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Pension Expense 

 Current year pension expense on the govt-wide 

financial statements will be LESS under GASB 

68 than under current practice for many 

governments – how? 
 

 In many cases  a large part of the current year 

cost is for current and future retiree benefits that 

were already earned by the employee – not 

paying for current year service by the employee 

 
 



Example – current practice 

 Annual Required Contribution for 2015: 

$6.5 million 

- $4.0 million is “normal cost” (current year 

service cost) 

- $2.5 million is amortization of prior costs 

 $2.5m is “old costs” being paid for now 
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Amortization differences between current 
practice and GASB 67/68 

      Current practice (govt) 

• Initial unfunded liability – 30 

year amortization 

• Change in actuarial 

assumptions - 20 years or 

average future service life of 

participants 

• Modification of benefits for 

retirees – 20 years for active, 

10 years for retired 

• Actuarial experience 

adjustment – 15 years 
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GASB 

• Initial unfunded liability – 

immediate  

• Change in actuarial 

assumptions – average service 

life of participants (potentially 

zero for retirees) 

• Modification of benefits for 

retirees – immediate 

recognition 

• Actuarial experience 

adjustment – average service 

life of participants (potentially 

zero for retirees) 
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Example Government Wide FS 
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What about rating agencies? 

 S&P will be incorporating it into their basis for analyzing 

pension liabilities 

 “Debt and Liability” profile is one of the five major 

factors determining rating 

 For SERS and PSERS type situations 

- S&P already historically allocated the plan’s entire liability to 

the state sponsor 

- States liability will fall, local liabilities will increase 
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What about rating agencies? 

 Does Standard & Poor's anticipate revising state 

government ratings based on changes to the new 

GASB statements? 
 

 “In our view, the changes to pension liabilities resulting 

from the new GASB standards, such as the use of the 

blended rate, are more likely to affect governments for 

which we have already factored their weak pension 

funding status into our ratings” 
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What about rating agencies? 

 Moody’s: 

- “New pension disclosures under GASB 67/68 will 

have limited impact on US state and local 

government ratings” 

- Will not change their methodology 

- Could impact the $$ amount they use for the liability 

based upon additional disclosures / discount rate 

sensitivity 
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Random items of note 

 Proprietary Funds and Authorities 

- Since they use accrual accounting year round, this 

actually impacts numbers used for budgeting 

purposes  

- Will need to consider the impact, and potential 

allocation of the liability between the governmental 

funds vs. the business type funds 
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Random items of note 

 Changes in the plan after the measurement date 

- Keep in mind your actuary needs to know if a 

significant change in benefit structure has occurred 

since 1/1/15 
 

- An agreement or benefit change made during 

calendar 2015 would need to be considered in the 

NPL calculation for 12/31/15 
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Conclusion 

 That’s it! 

 Except….OPEBs are coming soon… 

 Questions? 
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