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Appendix G

Government Accounting Standards Board (GASB)

The Government Accounting Standards Board - GASB - is the source of generally accepted accounting
principles (GAAP) used by State and Local governments in the United States. Financial reports must be in
accordance with GASB rules. The City’s Financial Report — the Comprehensive Annual Financial Report —
CAFR — is in accordance with GASB.

GASB issues accounting rules with which financial reports must comply. There are 3 GASB rules that are
cited in this Task Force report — 45, 67 and 68,

GASB 45 was issued in June 2004 and addresses accounting for Other Post Employment Benefits (OPEB). It
was effective for the City financial reporting beginning FY 2007-08.

GASB 45 requires the City to report its “Net OPEB Obligation” in its financial statements. The City reports
this in its “Business Type Activities” section of the financial report - which is not part of the General Fund.
GASB 45 reporting only requires that new obligations after the effective date of the rule be reported,
Therefore the City’s Net OPEB Obligation represents the cumulative underfunding of these obligations
since July 1, 2007, rather than the entire unfunded OPEB liability. The City’s “Net OPEB Obligation” as
of June 30, 2013 is $64.4 million - while the total unfunded OPEB liability is $273 million.

GASB 67 and 68 were issued in June 2012 and address financial reporting for Pension plans. GASB 67 was
effective for FY 2013-14, and GASB 68 will be effective for FY 2014-15.

GASB 67 and 68 replace GASB 25 and 27. GASB 67 addresses financial reporting for pension plans (the
City’'s MERF) and GASB 68 addresses financial reporting for employers (the City - as reported in the
CAFR).

These rules are very detailed, and complex for the layman. Because they are intended to address the
financial reporting of all state and local governments, they include changes that will impact some cities
and states and not others.

The significant issues for Hartford policy makers are:

¢ The new rules separate accounting from funding. That is, these accounting rules do not set rules
for how the pension fund is funded - only how the assets and liabilities are reported.

¢ City financial reports will be required to report any unfunded pension liability on the City’s
balance sheet ~ rather than in a footnote.

¢ For financial reporting purposes, the new rules address the discount rate - that is, the assumed
annual rate of return on assets in the pension fund - used to value the pension plan liabilities.

¢ There is a requirement that if the assets of the pension fund fall below a certain level (using a
complex calculation) - a “crossover point” occurs, and the City would need to use a lower expected
rate of return to calculate its unfunded liability. This would only impact financial reporting - not
the calculation of the amount the City would need to pay into the fund in any year.

¢ The City’s actuary has stated to the Task Force that a blended rate would be required by GASB 68 only
if the trust fund is expected to be unable to pay its benefits. A municipality having a funding policy,
following that policy, and having a funding level above 70% should not need to use a blended rate.
Accordingly, the actuary did not believe that the City of Hartford, under current circumstances, would
be subject to a lower or “blended” rate.
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