
 GAAP

Interpretation and Application of
GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES 
for State and Local Governments

Warren Ruppel

Wiley

2012
 GAAP for
 Governments



 



 

 

 

GAAP for 
Governments 

2012 



 
BECOME A SUBSCRIBER! 

Did you purchase this product from a bookstore?   

If you did, it’s important for you to become a subscriber.  John Wiley & Sons, Inc. 
may publish, on a periodic basis, supplements and new editions to reflect the latest 
changes in the subject matter that you need to know in order to stay competitive in 
this ever-changing industry. By contacting the Wiley office nearest you, you’ll receive 
any current update at no additional charge.  In addition, you’ll receive future updates 
and revised or related volumes on a 30-day examination review.   

If you purchased this product directly from John Wiley & Sons, Inc., we have already 
recorded your subscription for this update service.   

To become a subscriber, please call 1-877-762-2974 or send your name, company 
name (if applicable), address, and the title of the product to: 

mailing address: Supplement Department 
 John Wiley & Sons, Inc. 
 One Wiley Drive 
 Somerset, NJ 08875 

e-mail:   subscriber@wiley.com 
fax: 1-732-302-2300 
online: www.wiley.com 
For customers outside the United States, please contact the Wiley office nearest you: 

Professional & Reference Division John Wiley & Sons, Ltd. 
John Wiley & Sons Canada, Ltd. The Atrium 
22 Worcester Road Southern Gate, Chichester  
Etobicoke, Ontario M9W 1L1 West Sussex, PO19 8SQ 
CANADA ENGLAND 
Phone:  416-236-4433 Phone:  44-1243-779777 
Phone:  1-800-567-4797 Fax:  44-1243-775878   
Fax:  416-236-4447 Email:  customer@wiley.co.uk 
Email:  canada@jwiley.com 

John Wiley & Sons Australia, Ltd. John Wiley & Sons (Asia) Pte. Ltd. 
33 Park Road 2 Clementi Loop #02-01 
P.O. Box 1226 SINGAPORE 129809 
Milton, Queensland 4064 Phone:  65-64632400 
AUSTRALIA  Fax:  65-64634604/5/6 
Phone:  61-7-3859-9755 Customer Service:  65-64604280 
Fax:  61-7-3859-9715 Email:  enquiry@wiley.com.sg 
Email:  brisbane@johnwiley.com.au 



 

 
 

GAAP for 
Governments 

2012 
Interpretation and Application of 
GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES  
for State and Local Governments 

Warren Ruppel 

 

JOHN WILEY & SONS, INC. 



 

 

 

 

 

 
This book is printed on acid-free paper. ∞  

Copyright © 2012 by John Wiley & Sons, Inc.  All rights reserved. 

Published by John Wiley & Sons, Inc., Hoboken, New Jersey 
Published simultaneously in Canada. 

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form 
or by any means, electronic, mechanical, photocopying, recording, scanning, or otherwise, except as 
permitted under Section 107 or 108 of the 1976 United States Copyright Act, without either the prior 
written permission of the Publisher, or authorization through payment of the appropriate per-copy fee 
to the Copyright Clearance Center, 222 Rosewood Drive, Danvers, MA 01923, 978-750-8400, fax 978-
750-4470, or on the Web at www.copyright.com.  Requests to the Publisher for permission should be 
addressed to the Permissions Department, John Wiley & Sons, Inc., 111 River Street, Hoboken, NJ 
07030, 201-748-6011, fax 201-748-6008, or online at http://www.wiley.com/go/permission. 

Limit of Liability/Disclaimer of Warranty:  While the publisher and author have used their best efforts 
in preparing this book, they make no representations or warranties with respect to the accuracy or 
completeness of the contents of this book and specifically disclaim any implied warranties of 
merchantability or fitness for a particular purpose.  No warranty may be created or extended by sales 
representatives or written sales materials.  The advice and strategies contained herein may not be 
suitable for your situation.  You should consult with a professional where appropriate.  Neither the 
publisher nor author shall be liable for any loss of profit or any other commercial damages, including 
but not limited to special, incidental, consequential, or other damages. 

For general information on our other products and services, please contact our Customer Care 
Department within the US at 800-762-2974, outside the US at 317-572-3993 or fax 317-572-4002. 

Wiley also publishes its books in a variety of electronic formats.  Some content that appears in print 
may not be available in electronic books.  For more information about Wiley products, visit our Web 
site at www.wiley.com. 

ISBN: 978-0-470-92403-7 (paperback); 978-1-118-28206-9 (ebk); 978-1-118-28243-4 (ebk);  
978-1-118-28678-4 (ebk) 

Printed in the United States of America 
10  9  8  7  6  5  4  3  2  1  



CONTENTS 

Preface vii 

About the Author ix 

1 New Developments 1 

2 Foundations of Governmental Accounting 27 

3 Fund Accounting Fundamentals 51 

4 General Fund and Special Revenue Funds 73 

5 Capital Projects Funds 87 

6 Debt Service Funds 101 

7 Proprietary Funds 111 

8 Fiduciary Funds 135 

9 Financial Statements Prepared by Governments 141 

10 The Importance of Budgets to Governments 207 

11 Definition of the Reporting Entity 219 

12 Cash and Investments—Valuation and Disclosures 259 

13 Derivative Instruments 285 

14 Capital Assets 315 

15 Debt and Other Obligations 347 

16 Landfill Closure and Postclosure Care Costs 383 

17 Postemployment Benefits—Pension and Other 393 

18 Compensated Absences 433 

19 Accounting for Leases 445 

20 Nonexchange Transactions 465 

21 Risk Financing and Insurance-Related Activities/Public Entity Risk 
Pools 481 

22 Pension and OPEB Plan Financial Statements 511 

23 Educational and Other Governmental Entities 561 

Appendix:  Disclosure Checklist 577 

Index 607 
 



 



vii 

PREFACE 

Governmental accounting is a specialized area that has undergone significant changes over 
the past few decades.  As governmental accounting standards have developed, the complexities of 
preparing financial statements for governmental entities have greatly increased.  Providing 
meaningful financial information to a wide range of users is not an easy task.  Adding to these 
challenges, the Governmental Accounting Standards Board (GASB) brought sweeping changes to 
the governmental financial reporting model and is now continuing the process of addressing many 
important accounting areas related to that model. 

Given this rapidly changing environment, the financial statement preparer needs a technical 
resource that provides more than accurate, competent technical information.  The resource needs 
to be written to fit today’s governmental accounting environment.  It needs to take a fresh look at 
some of the long-standing accounting questions faced by governments and to provide meaningful 
up-to-date information on recently issued and soon-to-be-issued accounting pronouncements. 

The purpose of this book is to meet these needs by providing a useful, complete, and 
practical guide to governmental accounting principles and financial reporting.  Throughout, the 
book will provide the reader with 

• An understanding of the concepts and theories underlying each topic discussed 
• A complete, authoritative reference source to assure the reader that all aspects of a 

particular topic are covered 
• Practical guidance to allow financial statement preparers and auditors to meet the require-

ments of generally accepted accounting principles for governments and to efficiently and 
effectively implement new requirements 

The philosophy of this book is to provide the reader with usable information in a useful for-
mat.  Accounting theory must correspond with practical examples to be useful, because theory 
seldom matches the specific situation.  For technical information to be usable, it must be clearly 
presented without clutter and unnecessary repetition.  The substance of accounting requirements 
must also be understood in order for them to be properly applied.  Understanding the reasons be-
hind why technical requirements exist is an important ingredient in properly applying accounting 
standards. 

The 2012 edition of this book begins with an overview of governmental accounting prin-
ciples and a description of the various types of funds currently in use by governmental entities.  It 
then describes basic financial statements and provides guidance for reporting various assets, lia-
bilities, revenues and expenses/expenditures.  Finally, it examines the accounting and financial 
reporting requirements for several specific types of governmental entities.  The book also includes 
a “Disclosure Checklist,” which should prove very helpful in determining the completeness of a 
governmental entity’s financial statement disclosures. 

This book would not have come to fruition without the hard work and perseverance of a 
number of individuals.  John DeRemigis of John Wiley & Sons had the confidence to work with 
me in developing the original concept for the book and in ensuring its continuing quality and suc-
cess.  Pam Reh’s efforts in producing the book are greatly appreciated. 

Of course, the time and effort needed to write and maintain this book would not be possible 
without a supportive family, for which I am grateful to my wife Marie, and my sons Christopher 
and Gregory. 

Warren Ruppel 
Woodcliff Lake, NJ 
December 2011 
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INTRODUCTION 

The 2012 Governmental GAAP Guide incorporates all of the pronouncements 
issued by the Governmental Accounting Standards Board (GASB) through Novem-
ber 2010.  This chapter is designed to keep the reader up to date on all pronounce-
ments recently issued by the GASB and their effective dates, as well as to report on 
the Exposure Drafts, Preliminary Views, and Invitations to Comment for proposed 
new statements or interpretations that are currently outstanding.  This chapter also 
includes relevant information on the GASB’s Technical Agenda for the upcoming 
year to give readers information as to potential areas for future GASB requirements. 

RECENTLY ISSUED GASB STATEMENTS  
AND THEIR EFFECTIVE DATES 

GASB Statement Effective Date Where in this book 
51 Accounting and Reporting for 

Intangible Assets 
Periods beginning after 6/15/2009 Chapter 14 

52 Land and Other Real Estate Held as 
Investments by Endowments 

Periods beginning after 6/15/2008 Chapter 12 

53 Accounting and Financial Reporting 
for Derivative Instruments 

Periods beginning after 6/15/2009 Chapter 13 

54 Fund Balance Reporting and 
Governmental Fund Type Definitions 

Periods beginning after 6/15/2010 Chapter 4 

55 The Hierarchy of Generally Accepted 
Accounting Principles for State and 
Local Governments 

Effective upon issuance Chapter 2 

56 Codification of Accounting and 
Financial Reporting Guidance 
Contained in the AICPA Statements 
on Auditing Standards  

Effective upon Issuance Chapter 5 

57 OPEB Measurements by Agency 
Employers and Agent Multiple-
Employer Plans 

Periods beginning after 6/15/2011 
(provisions related to the use and 
reporting of the alternative 
measurement method are effective 
immediately) 

Chapter 17 

58 Accounting and Financial Reporting 
for Chapter 9 Bankruptcies 

Periods beginning after 6/15/2009 Chapter 15 

59 Financial Instruments Omnibus  Periods beginning after June 30, 2010 Chapters 12, 13, 
22 

60 Accounting and Financial Reporting 
for Concession Agreements 

Periods beginning after December 15, 
2011 

Chapter 14 

61 The Financial Reporting Entity 
Omnibus—An Amendment of GASB 
Statements No. 14 and 34 

Periods beginning after June 15, 2012 Chapter 11 

62 Codification of Accounting and 
Financial Reporting Guidance 
Contained in Pre-November 30, 1989 
FASB and AICPA Pronouncements 

Periods beginning after December 15, 
2011 

Chapter 2 
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GASB Statement Effective Date Where in this book 
63 Financial Reporting of Deferred 

Outflows of Resources, Deferred 
Inflows of Resources, and Net 
Position 

Periods beginning after December 15, 
2011 

Chapter 9 

64 Derivative Instruments:  Application 
of Hedge Accounting Termination 
Provisions—An Amendment of GASB 
Statement No. 53 

Periods beginning after June 15, 2011 Chapter 13 

EXPOSURE DRAFTS 

The GASB has a number of Exposure Drafts that it has issued which will affect 
future accounting and financial reporting requirements. The following provides a 
brief synopsis of what is being covered by each Exposure Draft. Readers should al-
ways be aware that the GASB often modifies Exposure Drafts based upon its con-
tinuing deliberations and consideration of comments that it receives on each Expo-
sure Draft. 

Exposure Draft—Technical Corrections—An Amendment of GASB Statements 
No. 10 and 62 

The proposed statement resulting from this Exposure Draft would make limited 
technical corrections to GASB Statement No. 10, Accounting and Financial Report-
ing for Risk Financing and Related Insurance Issues (GASBS 10), and GASB 
Statement No. 62, Codification of Accounting and Financial Reporting Guidance 
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements (GASBS 
62). 

GASBS 10, paragraph 63, would be amended to delete the requirement that an 
entity’s risk financing activities be accounted for either in the general fund or an in-
ternal service fund, if a single fund is used. Under GASB Statement No. 54, Fund 
Balance Reporting and Governmental Fund Type Definitions (GASBS 54), the defi-
nition of a special revenue fund would allow for certain risk financing activities to 
be reported in a special revenue fund. 

GASBS 62, paragraphs 222 and 227(b), would be amended to delete the guid-
ance that that does not allow the use of the fair value method that is permitted in 
paragraph 6(b) of FASB Statement No. 13. 

GASBS 62, paragraph 442, would be amended to clarify that the purchase of a 
loan or group of loans should be reported at its purchase price. 

Effective Date 

The Statement resulting from this Exposure Draft is expected to be effective for 
financial statements for periods ending after June 15, 2012. 

Exposure Draft—Reporting Items Previously Recognized as Assets and Liabilities 

The purpose of this Exposure Draft is to fully implement the provisions of 
GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, 
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Deferred Inflows of Resources, and Net Position (GASBS 63).  There are currently a 
number of items on financial statements that are reported as assets and liabilities that 
would meet the definition of deferred outflows and deferred inflows of resources. In 
accordance with GASBS 63 only those items specifically identified in a GASB 
standard as a deferred outflow or inflow of resources should be reported as such. 
This Exposure Draft identifies all of the items currently reported as assets and liabil-
ities that will need to be reported as deferred outflows and deferred inflows of re-
sources. 

The following are the items that would be impacted by a final statement issued 
as a result of this Exposure Draft. 

Refundings of Debt 

For current refundings and advance refundings resulting in defeasance of debt 
reported by governmental activities, business-type activities, and proprietary funds, 
the difference between the reacquisition price and the net carrying amount of the old 
debt should be reported as a deferred outflow of resources or a deferred inflow of re-
sources and recognized as a component of interest expense in a systematic and ra-
tional manner over the remaining life of the old debt or the life of the new debt, 
whichever is shorter.  

Prior to the expiration of the lease term, if a change in the provisions of a lease 
results from a refunding by the lessor of tax-exempt debt, including an advance re-
funding, in which (1) the perceived economic advantages of the refunding are passed 
through to the lessee and (2) the revised agreement is classified as a capital lease by 
the lessee, then the lessee should adjust the lease obligation to the present value of 
the future minimum lease payments under the revised lease. The adjustment of the 
lease obligation to present value should be made using the effective interest rate ap-
plicable to the revised agreement. The resulting difference should be reported as a 
deferred outflow of resources or a deferred inflow of resources. The deferred out-
flow of resources or the deferred inflow of resources should be recognized as a 
component of interest expense in a systematic and rational manner over the remain-
ing life of the old debt or the life of the new debt, whichever is shorter.  

Nonexchange Transactions  

Imposed nonexchange revenue transactions.  Deferred inflows of resources 
should be recognized when resources are received or recognized as a receivable be-
fore (1) the period for which property taxes are levied or (2) the period when re-
sources are required to be used or when use is first permitted for all other imposed 
nonexchange revenues in which the enabling legislation includes time requirements. 

Government-mandated nonexchange transactions and voluntary nonex-
change transactions.  Resources transmitted before the eligibility requirements are 
met (excluding time requirements) should be reported as assets by the provider and 
as liabilities by the recipient. Resources received or recognized as receivable before 
time requirements are met, but after all other eligibility requirements have been met, 
should be reported as a deferred outflow of resources by the provider and a deferred 
inflow of resources by the recipient.  
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Recognition of assets and revenues should not be delayed pending completion of 
purely routine requirements, such as the filing of claims for allowable costs under a 
reimbursement program or the filing of progress reports with the provider.  

Sales of Future Revenues and Intra-Entity Transfers of Future Revenues 

Sales of future revenues.  In a sale of future revenues, the transferor govern-
ment should report the proceeds as a deferred inflow of resources in both the gov-
ernment-wide and fund financial statements except for instances wherein recognition 
as revenue in the period of sale is appropriate. 

Intra-entity transfers of future revenues.  When accounting for intra-entity 
transfers of future revenues, a transferee government should not recognize an asset 
and related revenue until recognition criteria appropriate to that type of revenue are 
met. Instead, the transferee government should report the amount paid as a deferred 
outflow of resources to be recognized over the duration of the transfer agreement. 
The transferor government should report the amount received from the intra-entity 
transfer as a deferred inflow of resources in its government-wide and fund financial 
statements and recognize the amount as revenue over the duration of the transfer 
agreement. 

Deferred inflows of resources and deferred outflows of resources resulting from 
intra-entity transfers of future revenues and the periodic recognition of those bal-
ances as revenue and expense/expenditure should be accounted for similarly to inter-
nal balances and intra-entity activity within the financial reporting entity.  

Debt Issuance Costs  

Debt issuance costs include all costs incurred to issue the bonds, including but 
not limited to insurance costs (net of rebates from the old debt, if any), financing 
costs (such as rating agency fees), and other related costs (such as printing, legal, 
administrative, and trustee expenses).  

Debt issuance costs, except any portion related to prepaid insurance costs, 
should be recognized as expense in the period incurred. Prepaid insurance costs 
should be reported as an asset and recognized as expense in a systematic and rational 
manner.  

Leases  

Initial direct costs of operating leases.  The lessor should recognize initial di-
rect costs of an operating lease as expense/expenditure in the period incurred.  

Sale-leaseback transactions.  The gain or loss on the sale of property that is ac-
companied by a leaseback of all or any part of the property for all or part of its re-
maining economic life should be recorded as a deferred inflow of resources or a de-
ferred outflow of resources, respectively, and recognized in a systematic and rational 
manner over the arrangement in proportion to the recognition of the leased asset, if a 
capital lease, or in proportion to the related gross rental charged to expense/ 
expenditure over the lease term, if an operating lease, subject to certain exceptions. 
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Acquisition Costs Related to Insurance Activities  

Acquisition costs related to insurance activities should be recognized as expense 
in the period incurred.  

Lending Activities  

Lending, committing to lend, refinancing or restructuring loans, arranging 
standby letters of credit, and leasing activities are lending activities for purposes of 
applying these requirements.  

Loan origination fees and costs.  Loan origination fees, except any portion 
related to points, should be recognized as revenue in the period received. Points re-
ceived by a lender in relation to a loan origination should be reported as a deferred 
inflow of resources and recognized as revenue in a systematic and rational manner. 
Direct loan origination costs should be recognized as expense in the period incurred.  

Commitment fees.  Except as set forth in items 1. and 2. below, fees received 
for a commitment to originate or purchase a loan or group of loans should be rec-
orded as a liability and, if the commitment is exercised, recognized as revenue in the 
period of exercise. If the commitment expires unexercised, the commitment fees 
should be recognized as revenue upon expiration of the commitment. 

1. If the government’s experience with similar arrangements indicates that the 
likelihood that the commitment will be exercised is remote, the commitment 
fee should be recognized as revenue in the period received. 

2. If the amount of the commitment fee is determined retrospectively as a per-
centage of the line of credit available but unused in a previous period, and if 
that percentage is nominal in relation to the stated interest rate on any related 
borrowing, and, finally, if that borrowing will bear a market interest rate at 
the date the loan is made, the commitment fee should be recognized as reve-
nue as of the determination date.  

Purchase of a loan or group of loans. Any fees paid or any fees received 
related to this purchase should be recognized as expense or revenue, respectively, in 
the period that the loan(s) was purchased.  

Mortgage Banking Activities  

Similar to lending activities, mortgage banking activities may include the receipt 
or payment of nonrefundable loan and commitment fees representing compensation 
for a variety of services.  

Loan origination fees and costs.  If the loan is held for investment, loan 
origination fees, except any portion related to points, and the direct loan origination 
costs should be recognized as revenue or expense, respectively, in the period the 
loan is originated. Points received by a lender in relation to a loan held for invest-
ment should be reported as a deferred inflow of resources and recognized as reve-
nue, in a systematic and rational manner. If the loan is held for sale, origination fees, 
including any portion related to points, and direct loan origination costs should be 
recorded as a deferred inflow of resources and a deferred outflow of resources, re-
spectively, until the related loan is sold. Once the related loan is sold, the amount re-
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ported as a deferred inflow of resources related to the loan origination fees, includ-
ing any portion related to points, and the amount reported as a deferred outflow of 
resources related to the direct loan origination costs should be recognized as revenue 
and expense, respectively, in the period of sale. 

Fees relating to loans held for sale.  Fees received for guaranteeing the funding 
of mortgage loans to borrowers, builders, or developers should be accounted for as 
described above for commitment fees. Fees paid to permanent investors to ensure 
the ultimate sale of the loans (residential or commercial loan commitment fees) 
should be recognized as expense in the period when the loans are sold to permanent 
investors or when it becomes evident the commitment will not be used. Prior to the 
sale of the loans, the fees paid to permanent investors should be recorded as a de-
ferred outflow of resources until the sale of the loan occurs.  

Regulated Operations  

General standards of accounting for the effects of regulation.  The result of 
rate actions of a regulator can result in a liability or a deferred inflow of resources 
being imposed on a regulated business-type activity. Liabilities are usually obliga-
tions to the regulated business-type activity’s customer and deferred inflows of re-
sources represent an acquisition of net assets from the regulated business-type activ-
ity’s customers that are applicable to a future reporting period. The usual ways in 
which a transaction results in a liability or a deferred inflow of resources and the re-
sulting accounting are as follows:  

1. A regulator may require refunds to customers. Refunds that meet the criteria 
for accrual of loss contingencies should be recorded as liabilities and as re-
ductions of revenue or as expenses of the regulated business-type activity.  

2. A regulator can establish current rates intended to recover costs that are ex-
pected to be incurred in the future with the understanding that if those costs 
are not incurred, future rates will be reduced by corresponding amounts. If 
current rates are intended to recover such costs and the regulator requires the 
regulated business-type activity to remain accountable for any amounts 
charged pursuant to such rates and not yet expended for the intended purpose, 
the regulated business-type activity should not recognize as revenues 
amounts charged pursuant to such rates. Those amounts should be recorded 
as a deferred inflow of resources and recognized as revenue when the associ-
ated costs are incurred.  

3. A regulator can require that a gain or other reduction of net allowable costs 
be given to customers over future periods. That would be accomplished, for 
rate-making purposes, by allocating in a systematic and rational manner, the 
gain or other reduction of net allowable costs over those future periods and 
adjusting rates to reduce revenues in approximately the amount of the alloca-
tion. If a gain or other reduction of net allowable costs is to be allocated over 
future periods for rate-making purposes, the regulated business-type activity 
should not recognize that gain or other reduction of net allowable costs in the 
current period. Instead, it should be recorded as a deferred inflow of re-
sources for future reductions of charges to customers that are expected to re-
sult.  
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Revenue Recognition in Governmental Funds  

Revenues and other governmental fund financial resources should be recognized 
in the accounting period in which they become both measurable and available. When 
an asset is recorded in governmental fund financial statements but the revenue is not 
available, the government should report a deferred inflow of resources until such 
time as the revenue becomes available.  

In addition to the guidance on specific items above, the Exposure Draft also 
provides the following more general guidance. 

Use of the Term Deferred.  The use of the term deferred should be limited to 
deferred outflows of resources or deferred inflows of resources.  

Major Fund Criteria.  Assets should be combined with deferred outflows of 
resources and liabilities should be combined with deferred inflows of resources for 
purposes of determining which elements meet the criteria for major fund 
determination as set forth in Statement 34, as amended.  

Effective Date and Transition  

The requirements of a final Statement are expected to be effective for financial 
statements for periods beginning after June 15, 2012, with earlier application en-
couraged. Accounting changes adopted to conform to the provisions of the final 
statement would be applied retroactively by restating financial statements, if practi-
cal, for all periods presented. If restatement is not practical, the cumulative effect of 
applying the final statement, if any, should be reported as a restatement of beginning 
net position or fund balance, as appropriate, for the earliest period restated. In the 
period the final statement is first applied, the financial statements should disclose the 
nature of any restatement and its effect. Also, the reason for not restating prior peri-
ods presented should be explained. 

Exposure Draft—Accounting and Financial Reporting for Pensions—An 
Amendment of GASB Statement No. 25 

After issuing an Invitation to Comment and a Preliminary Views Document re-
garding pension accounting and financial reporting, the GASB has issued two Expo-
sure Drafts in this area. This Exposure Draft addresses pension plan accounting and 
financial reporting. The Exposure Draft discussed in the following section addresses 
employers’ accounting for pensions. 

Assuming that the matters provided in these Exposure Drafts make it to final 
GASB statements, the area of pension accounting and financial reporting will un-
dergo significant changes. 

The Exposure Draft that would significantly amend GASBS 25 is summarized 
below, based upon the GASB’s summary of the important changes that would result. 
The Exposure Draft itself and the ultimate GASB statement that would result from it 
provides an even greater level of detail than is described below. 

The proposed statement would amend the requirements of GASBS 25 and 
GASB Statement No. 50, Pension Disclosures (GASBS 50) as they relate to pension 
plans that are administered through trusts, or equivalent arrangements, that meet 
certain criteria. The requirements of GASBS 25 and 50 would remain applicable to 
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pension plans that are not covered by the scope of the proposed statement, and re-
quirements applicable to defined contribution plans that provide postemployment 
benefits other than pensions would remain effective for those plans.  

The proposed statement and the related proposed statement for employers would 
establish a definition of pension plan that reflects the primary activities of a fund 
that is used to provide pensions—the accumulation and management of assets dedi-
cated for pensions and the payment of pensions to plan members as the benefits 
come due. A trust, or equivalent arrangement, that is used to administer a pension 
plan and that has the following characteristics is referred to by the Exposure Draft as 
a qualified trust:  

1. Employer contributions to the plan, including contributions made on behalf 
of the employer(s) by a nonemployer contributing entity, and earnings on 
those contributions are irrevocable.  

2. Plan assets are dedicated to providing pensions to plan members in accord-
ance with the benefit terms.  

3. Plan assets are legally protected from the creditors of the employer(s), non-
employer contributing entities, and the plan administrator.  If the plan is a de-
fined benefit plan, plan assets also are legally protected from creditors of the 
plan members. 

NOTE: The criteria listed above are meant to make the criteria for a qualified trust essen-
tially the same as those for a qualified trust under GASB Statement No. 43, Financial Re-
porting for Postemployment Benefit Plans Other Than Pension Plans (GASBS 43). Basi-
cally, the GASB does not want to report as pension assets any assets over which the em-
ployer has discretionary control to redirect the resources for other uses. 

The proposed statement would establish standards for financial reporting by de-
fined benefit pension plans administered through qualified trusts. These standards 
would outline the basic framework for the separately issued financial reports of de-
fined benefit pension plans and specify the required approach to measuring em-
ployer obligations associated with pensions.  

The Exposure Draft makes distinctions regarding the particular requirements 
depending upon the type of plan administered:  

• Single-employer pension plans—those in which pensions are provided to the 
employees of one employer 

• Agent multiple-employer pension plans—those in which plan assets are 
pooled for investment purposes but are legally segregated to pay the pensions 
of each employer’s employees  

• Cost-sharing multiple-employer pension plans—those in which the partic-
ipating employers pool or share their obligations to provide pensions to their 
employees, and plan assets can be used to pay the pensions of the employees 
of any participating employer.  
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The standards proposed by the Exposure Draft would also detail the note disclo-
sure requirements for defined contribution pension plans administered through quali-
fied trusts.  

Defined Benefit Pension Plans  

Financial statements.  The standards proposed by the Exposure Draft would 
require defined benefit pension plans administered through qualified trusts to present 
two financial statements—a statement of plan net position and a statement of 
changes in plan net position. The statement of plan net position would present the 
following items as of the end of the plan’s reporting period:  

• Assets, such as cash and cash equivalents, receivables from employers and 
plan members, the fair value of investments, and equipment and other assets 
used in plan operations  

• Deferred outflows of resources  
• Liabilities, such as benefit payments due to plan members  
• Deferred inflows of resources  
• Net position, which equals assets plus deferred outflows of resources minus 

liabilities minus deferred inflows of resources.  

The statement of changes in plan net position would present the following items 
for the plan’s reporting period:  

• Additions, such as contributions from employers (including those from non-
employer contributing entities on behalf of employers), contributions from 
plan members, and net investment income  

• Deductions, including benefit payments and administrative expenses  
• Net increase (decrease) in plan net position, which equals the difference be-

tween additions and deductions.  

Defined benefit pension plans also would continue to be required to follow all 
accounting and financial reporting requirements of other standards, as applicable. 

NOTE: The basic statements for pension plans remain unchanged except for the significant 
change to reflect deferred outflows and inflows of resources under GASB Statement No. 63, 
Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, 
and Net Position (GASBS 63). 

Notes to financial statements.  The notes to financial statements of defined 
benefit pension plans administered through qualified trusts would offer descriptive 
information, such as the types of benefits provided, the classes of plan members 
covered, and the composition of the plan’s board. 

Notes regarding plan investments would present the plan’s investment policies, 
describe how it determines fair value, identify concentrations of investments with 
individual organizations equaling or exceeding 5% of plan net position, and disclose 
both time-weighted and money-weighted rates of return on plan investments. The 
notes also would provide information about contributions, reserves, and allocated in-
surance contracts.  
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Single-employer and cost-sharing pension plans also would disclose the fol-
lowing:  

• As of the end of the plan’s reporting period, (1) the total pension liability of 
the employer(s), (2) the amount of plan net position, (3) the net pension lia-
bility of the employer(s), and (4) the ratio of plan net position to the total 
pension liability of the employer(s)  

• Significant assumptions used to calculate the total pension liability of the em-
ployer(s), including those about salary increases, inflation, mortality, cost-of-
living adjustments (COLAs) and other postemployment benefit changes, and 
the discount rate, as well as the date(s) of the experience studies and pub-
lished sources, such as mortality tables  

• With respect to the discount rate, assumptions used in calculating the dis-
count rate, including those related to contributions and other projected cash 
flows, the basis for selecting the long-term expected rate of return on plan in-
vestments and the municipal bond index rate (if applicable), the projection 
periods to which each rate was applied to determine the single rate that was 
used as the discount rate, and the sensitivity of the net pension liability of the 
employer(s) to the discount rate assumption. 

NOTE: The proposed standard has a number of new disclosure requirements, with one of 
the most notable being those related to the investment performance of the trust’s assets. 

Required Supplementary Information  

The standards proposed by the Exposure Draft would require single-employer 
and cost-sharing pension plans administered through qualified trusts to present the 
following schedules covering the past 10 fiscal years as required supplementary in-
formation:  

• Changes in the net pension liability of the employer(s), including the begin-
ning and ending balances of the total pension liability of the employer(s), the 
amount of plan net position, and the effects on those amounts of items such 
as service costs, benefit changes, changes of assumptions, contributions, net 
investment income, and benefits paid  

• Information about the components of the net pension liability of the em-
ployer(s) and related ratios, including (1) the total pension liability of the 
employer(s), (2) the amount of plan net position, (3) the net pension liability 
of the employer(s), (4) the ratio of plan net position to the total pension lia-
bility of the employer(s), (5) the amount of covered-employee payroll, and 
(6) net pension liability of the employer(s) as a percentage of covered-
employee payroll.  

If the contributions of employer(s) to a single-employer or cost-sharing pension 
plan are actuarially determined, the plan would present in required supplementary 
information a schedule covering the past 10 fiscal years that includes (1) the actuari-
ally calculated employer contribution, (2) the amount of employer contributions 
made, (3) the difference between 1 and 2, (4) the amount of covered-employee pay-
roll, and (5) contributions made as a percentage of covered-employee payroll. 
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All defined benefit pension plans, including agent pension plans, would present 
in required supplementary information a schedule covering the past 10 fiscal years 
that includes (1) the actual annual time-weighted rate of return on plan investments, 
net of investment expenses, and (2) the actual annual money-weighted rate of return 
on plan investments, net of investment expenses.  

Single-employer and cost-sharing pension plans also would identify significant 
methods and assumptions used in determining the actuarially calculated contribu-
tions as notes to the schedules, if not disclosed elsewhere, and all plans would ex-
plain factors that significantly affect the identification of trends in the amounts 
reported in the schedules, such as changes in benefit provisions, the size or composi-
tion of the population covered by the pensions provided through the plan, or 
assumptions used. 

NOTE: The revised components of Required Supplementary Information reflect the fact that 
the GASB is moving away from actuarial liability calculation based on the funding calcula-
tions to a more standardized measure. In addition, previous requirements for display of 
historical information have been increased to ten years. 

Measurement of the Net Pension Liability of the Employer(s)  

NOTE: The changes discussed below to the inclusion of automatic COLAs in the liability 
calculation, the rules for selecting discount rates and the required use of the entry age nor-
mal actuarial method to calculate the pension liability are very significant changes to cur-
rent standards. These changes are consistent with what will be required for employer’s 
accounting and financial reporting that is discussed in the next Exposure Draft after this 
section. The resulting calculations will result in a standardized methodology for measuring 
net pension liability, rather than having this measurement dependent on the funding calcu-
lation methodologies permitted in current standards. 

NOTE: While the GASB has reduced the acceptable number of actuarial attribution meth-
ods for calculating net pension liability from six to one (entry age normal), that does mean 
that governments are required to make any changes to the actual funding calculation meth-
odologies that they currently utilize. However, as will be seen later, an employer’s annual 
required contribution for financial reporting purposes will be calculated using the entry age 
normal attribution method. 

The net pension liability of the employer(s) would equal the total pension liabil-
ity of the employer(s) less plan net position restricted for pensions (plan net posi-
tion). The total pension liability of the employer(s) would be the portion of the pres-
ent value of projected benefit payments that is attributed to plan members’ past 
service. 

Actuarial valuations of the total pension liability of the employer(s) would be 
required of the employer(s) to be conducted at least every two years, with more fre-
quent valuation encouraged. If a valuation is not conducted as of the end of the 
plan’s reporting period, measurement of the total pension liability of the employer(s) 
would be based on update procedures to roll forward amounts from the most recent 
actuarial valuation conducted as of a date no more than 24 months prior to the plan’s 
most recent year-end.  
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Projections of benefit payments.  Projections of benefit payments to plan 
members would be based on the then-existing benefit terms and legal agreements 
and would incorporate projected salary increases (if the pension formula is based on 
compensation levels) and service credits (if the pension formula is based on periods 
of service), as well as projected automatic COLAs and other automatic postem-
ployment benefit changes. Projections also would include ad hoc COLAs and other 
ad hoc postemployment benefit changes, if they are considered to be substantively 
automatic. All assumptions underlying the projections would be made in conformity 
with Actuarial Standards of Practice issued by the Actuarial Standards Board of the 
American Academy of Actuaries.  

Discount rate.  Projected benefit payments would be discounted to their present 
value using a single rate that would reflect (1) a long-term expected rate of return on 
plan investments to the extent that plan net position is projected to be sufficient to 
pay benefits and the net position projected to remain after each benefit payment can 
be invested long-term, and (2) a tax-exempt, high-quality municipal bond index rate 
to the extent that the conditions in (1) are not met.  

Attribution method.  The attribution of the actuarial present value of benefit 
payments would be accomplished using the entry age normal actuarial cost method 
as a level percentage of pay. The actuarial present value would be attributed to each 
plan member individually, from the period when the plan member first accrues pen-
sions through the period when the employee retires. 

Defined Contribution Pension Plans  

Defined contribution pension plans would apply the existing reporting require-
ments for fiduciary funds when preparing their financial statements. In the notes to 
their financial statements, defined contribution plans would disclose the classes of 
employees covered, current membership, the number of participating employers and 
nonemployer contributing entities, and the fair value of plan investments (if they are 
not reported at fair value in the financial statements).  

Effective Date and Transition 

The resulting standard from this Exposure Draft is expected to have the follow-
ing implementation schedule: 

A single-employer pension plan with plan net position of $1 billion or more in 
the first fiscal year ending after June 15, 2010, would be required to implement the 
requirements of the proposed Statement in periods beginning after June 15, 2012, if 
all of the following conditions are met:  

• The participating employer does not have a special funding situation in which 
the nonemployer contributing entity has an unconditional legal requirement 
to make contributions, as described in paragraph 12 of the related proposed 
Statement.  

• The plan is not included in the financial report of a public employee retire-
ment system or other government that also reports (1) a single-employer pen-
sion plan in which a nonemployer contributing entity has an unconditional 



14 Wiley GAAP for Governments 2012 

legal requirement to make contributions, (2) an agent pension plan, or (3) a 
cost-sharing pension plan.  

For all other pension plans, the proposed statement is expected to be effective 
for financial statements for periods beginning after June 15, 2013, with earlier appli-
cation encouraged for all plans.  

Exposure Draft—Accounting and Financial Reporting for Pensions—An 
Amendment of GASB Statement No. 27 

After issuing an Invitation to Comment and a Preliminary Views Document re-
garding pension accounting and financial reporting, the GASB has issued two Expo-
sure Drafts in this area. The Exposure Draft discussed above addresses pension plan 
accounting and financial reporting. The Exposure Draft discussed in this section ad-
dresses employers’ accounting for pensions. 

Assuming that the matters provided in these Exposure Drafts make it to final 
GASB statements, the area of pension accounting and financial reporting will un-
dergo significant changes. 

The Exposure Draft that would significantly amend GASBS 27 is summarized 
below, based upon the GASB’s summary of the important changes that would result. 
The Exposure Draft itself and the ultimate GASB statement that would result from it 
provides an even greater level of detail than is described below. 

The proposed statement and the related proposed statement for employers would 
establish a definition of pension plan that reflects the primary activities of a fund 
that is used to provide pensions—the accumulation and management of assets dedi-
cated for pensions and the payment of pensions to plan members as the benefits 
come due. A trust, or equivalent arrangement, that is used to administer a pension 
plan and that has the following characteristics is referred to by the Exposure Draft as 
a qualified trust:  

1. Employer contributions to the plan, including contributions made on behalf 
of the employer(s) by a nonemployer contributing entity, and earnings on 
those contributions are irrevocable.  

2. Plan assets are dedicated to providing pensions to plan members in accor-
dance with the benefit terms.  

3. Plan assets are legally protected from the creditors of the employer(s), non-
employer contributing entities, and the plan administrator. If the plan is a de-
fined benefit plan, plan assets also are legally protected from creditors of the 
plan members. 

NOTE: The criteria listed above are meant to make the criteria for a qualified trust essen-
tially the same as those for a qualified trust under GASB Statement No. 43, Financial Re-
porting for Postemployment Benefit Plans Other Than Pension Plans (GASBS 43). Basi-
cally, the GASB does not want to report as pension assets any assets over which the 
employer has discretionary control to redirect the resources for other uses. 

The statement resulting from this Exposure Draft would establish standards for 
accounting and financial reporting by governments whose employees are provided 
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with defined benefit pensions through qualified trusts. These standards would estab-
lish the procedures for measuring and recognizing the obligations associated with 
pensions as liabilities and the costs of pensions as expenses, deferred outflows of re-
sources, or deferred inflows of resources. The proposed statement identifies the 
methods and assumptions that would be used to project pension payments, discount 
projected payments to their present values, and attribute those present values to peri-
ods of employee service.  

The note disclosure and required supplementary information requirements for 
employers whose employees are provided with defined benefit pensions through 
qualified trusts also are addressed. Distinctions are made regarding the particular re-
quirements for employers based on the number of employers whose employees are 
provided with pensions through the plan and whether pension assets and obligations 
are shared. 

Employers are classified in one of the following categories for purposes of ap-
plying the requirements of the proposed statement:  

• Single employers are those whose employees are provided with defined ben-
efit pensions through single-employer pension plans—plans in which pen-
sions are provided to the employees of only one employer.  

• Agent employers are those whose employees are provided with defined bene-
fit pensions through agent multiple-employer pension plans—plans in which 
plan assets are pooled for investment purposes but are legally segregated to 
pay the pensions of each employer’s employees.  

• Cost-sharing employers are those whose employees are provided with de-
fined benefit pensions through cost-sharing multiple-employer pension 
plans—plans in which the participating employers pool or share their obliga-
tions to provide pensions to their employees, and plan assets can be used to 
pay the pensions of any participating employer’s employees. 

NOTE: These definitions are consistent with those in current use. The accounting and finan-
cial reporting requirements of the statement proposed by the Exposure Draft vary by type of 
employer as categorized above, so it remains very important to pay particular attention to 
their proper classification. 

In addition, the proposed Statement details the recognition and disclosure re-
quirements for employers with liabilities to a pension plan administered through a 
qualified trust and those whose employees are provided with defined contribution 
pensions through a qualified trust. It also addresses special funding situations. Each 
of these areas is discussed below.  

Defined Benefit Pensions  

Single and agent employer liabilities to employees for defined benefit pen-
sions.  A single or agent employer whose employees are provided with defined ben-
efit pensions through a qualified trust would be required to recognize a net pension 
liability in financial statements prepared using the economic resources measurement 
focus and accrual basis of accounting. The net pension liability would equal the em-
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ployer’s total pension liability less the amount of plan net position restricted for pen-
sions (plan net position), as of the end of the employer’s reporting period. The total 
pension liability would be the portion of the present value of projected benefit pay-
ments that is attributed to employees’ past periods of service. Actuarial valuations of 
the total pension liability would be required to be conducted at least every two years 
under the proposed statement, with more frequent valuation encouraged. If a valua-
tion is not conducted as of the end of the employer’s reporting period, measurement 
of the total pension liability would be based on update procedures to roll forward 
amounts from the most recent actuarial valuation conducted as of a date no more 
than 24 months prior to the employer’s most recent year-end. 

NOTE: This is a significant change in that single and agent employer liabilities will now 
actually record in their financial statements what essentially is their unfunded pension lia-
bility.  Previously, this amount was only disclosed in the financial statements. The reporting 
of this liability in the financial statements would follow a similar requirement adopted for 
private sector (i.e., FASB reporting) entities several years ago, although the offsetting 
amounts recorded as deferred outflows of resources is definitely different in the proposed 
GASB reporting. 

Note also that this requirement only applies where the accrual basis of account-
ing and economic resources measurement focus is used—basically proprietary funds 
and the government-wide financial statements. Governmental funds (which use 
modified accrual accounting and the current financial resources measurement focus 
would not record this liability. 

Selection of assumptions.  Unless otherwise specified, all assumptions under-
lying measurements required by the proposed statement would be made in conform-
ity with Actuarial Standards of Practice issued by the Actuarial Standards Board of 
the American Academy of Actuaries.  

NOTE: The changes discussed below to the inclusion of automatic COLAs in the liability 
calculation, the rules for selecting discount rates and the required use of the entry age nor-
mal actuarial method to calculate the pension liability are very significant changes to cur-
rent standards. These changes are consistent with what will be required for plan accounting 
and financial reporting that was discussed previously in the related Exposure Draft. The re-
sulting calculations will result in a standardized methodology for measuring net pension li-
ability, rather than having this measurement dependent on the funding calculation method-
ologies permitted in current standards. 

Projections of benefit payments.  Projections of benefit payments to employees 
would be based on the then-existing benefit terms and legal agreements and would 
incorporate projected salary increases (if the pension formula is based on 
compensation levels) and service credits (if the pension formula is based on periods 
of service), as well as projected automatic cost-of-living-adjustments (COLAs) and 
other automatic postemployment benefit changes. Projections also would include ad 
hoc COLAs and other ad hoc postemployment benefit changes, if they are consid-
ered to be substantively automatic.  
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Discount rate.  Projected benefit payments would be discounted to their present 
value using the single rate that would reflect (1) a long-term expected rate of return 
on plan investments to the extent that plan net position is projected to be sufficient to 
pay pensions and the net position projected to remain after each benefit payment can 
be invested long-term and (2) a tax-exempt, high-quality municipal bond index rate 
to the extent that the conditions in (1) are not met. 

NOTE: Since the long-term expected rate of return on plan assets is almost always earned 
from investments whose income would be taxable were it not held in a pension trust, this ex-
pected return is likely to be a higher rate than that of the municipal bond index. Accord-
ingly, assuming that the plan assets will not be sufficient to be projected to cover the pen-
sion liability, factoring in the lower rate from the municipal bond index will generally result 
in a lower discount rate, which will result in a larger pension liability on a discounted basis. 

Attribution method.  The attribution of the actuarial present value of benefit 
payments would be accomplished using the entry age normal actuarial cost method 
as a level percentage of pay. The actuarial present value would be attributed for each 
employee individually, from the period when the employee first accrues pensions 
through the period when the employee retires.  

NOTE: While the GASB has reduced the acceptable number of actuarial attribution meth-
ods for calculating net pension liability from six to one (entry age normal) that does mean 
that governments are required to make any changes to the actual funding calculation meth-
odologies that they currently utilize. However, an employer’s annual required contribution 
for financial reporting purposes will be calculated using the entry age normal attribution 
method. 

Measurement of Pension Expense and Deferred Outflows of Resources and 
Deferred Inflows of Resources Related to Pensions  

The pension expense and deferred outflows of resources and deferred inflows of 
resources related to pensions that would be recognized in the financial statements of 
an employer whose employees are provided with defined benefit pensions through a 
qualified trust would result from changes in the net pension liability—that is, 
changes in the employer’s total pension liability and the pension plan’s net position.  

Changes in the total pension liability relating to current period service cost, in-
terest on the total pension liability, and benefit changes would be included in pen-
sion expense immediately. With regard to the effects on the total pension liability of 
changes of economic and demographic assumptions and of differences between ex-
pected and actual experience, the portion related to inactive employees would be in-
cluded in pension expense immediately. The portion related to active employees 
would be recognized as deferred outflows of resources or deferred inflows of re-
sources related to pensions and included in pension expense in a systematic and ra-
tional manner over a closed period that is representative of the expected remaining 
service lives of active employees, beginning with the current period.  

Changes in plan net position resulting from projected earnings on the plan’s in-
vestments would be included in pension expense immediately. The effect of differ-
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ences between the projected earnings and actual experience would be recognized as 
deferred outflows of resources or deferred inflows of resources related to pensions 
and included in pension expense in a systematic and rational manner over a closed 
period of five years, beginning with the current period.  

All other changes would be included in pension expense in the period in which 
they occur. 

NOTE:  The calculations of what is reported as pension expense and what is reported as a 
change in deferred outflow or inflows of resources is very specific (and somewhat complex 
and confusing.) What is important to keep in mind is that the distinctions are being made to 
determine what amounts are included in pension expense for a reporting period and what 
amounts are included as deferred outflows or inflows of resources, which do not affect pen-
sion expense but instead are reported on the “balance sheet” (i.e., the net position 
statement). 

Financial Statements Prepared Using the Current Financial Resources 
Measurement Focus and Modified Accrual Basis of Accounting  

In financial statements prepared using the current financial resources measure-
ment focus and modified accrual basis of accounting, a net pension liability would 
be recognized to the extent the liability is normally expected to be liquidated with 
expendable available financial resources. Pension expenditures would be recognized 
equal to the total of amounts contributed to the pension plan and amounts normally 
expected to be liquidated with expendable available financial resources. 

NOTE: In other words, pension accounting in the governmental funds remains essentially 
unchanged from current requirements. 

Notes to Financial Statements of Single and Agent Employers  

The notes to financial statements of single and agent employers whose employ-
ees are provided with pensions through a qualified trust would be required by the 
proposed statement to provide descriptive information, such as the types of benefits 
provided and the composition of the employees covered by the benefit terms. Single 
and agent employers also would disclose the following:  

• For the current year, changes in the net pension liability  
• Significant assumptions used to calculate the total pension liability, including 

assumptions used in calculating the discount rate  
• The date of the underlying actuarial valuation, information about changes of 

assumptions and benefit terms, the basis for determining employer contribu-
tions to the plan, and information about the purchase of allocated insurance 
contracts, if any  

• The individual components of the current period pension expense  
• Explanations of the changes in the deferred outflows of resources and de-

ferred inflows of resources related to pensions during the current period. 


