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Pension and retiree health care accounting standards don’t make for scintillating reading, but they 
matter greatly to NEA members. The reason is simple: Employers’ financial statements often set the 
stage for members’ salary and benefit discussions. Legislatures, politicians, and the news media also 
make much of employers’ books. The organization that produces accounting standards for public 
sector employers has proposed a broad new approach to the way governments, including school 
districts, account for and report on their retiree health and other non-pension retirement benefits. 
The proposed changes will have a significant impact on NEA members.  
 
Q1: What is the GASB, and why do its standards matter? 
 
A1: The Governmental Accounting Standards Board (GASB) is the independent, non-

governmental organization that sets standards for accounting and financial reporting for 
state and local government entities in the United States, including cities, counties, school 
districts, and the trust funds that they establish. The GASB proposed the new standards 
we review here.  

 
The GASB does not have legal authority to compel compliance with its standards, but it is 
recognized by governments, the accounting industry, investors, and others as the official 
source of generally accepted accounting principles (GAAP) for state and local 
governments. From a practical standpoint, the users of financial statements usually 
expect, and often require, that financial statements be prepared in accordance with GAAP.  

 
Q2: What are “other postemployment benefits—OPEB?” 
 
A2: Other postemployment benefits, or OPEB, are a category of benefits, including medical, 

dental, vision, and hearing, paid after active employment ends, generally in retirement.  
The word “other” refers to “other than pensions.” In addition to the benefits listed above, 
OPEB also include life insurance, disability insurance, long-term care, and other non-
health and non-pension benefits when provided separately from a pension. 

 
Q3: What new proposals did the GASB put on the table related to OPEB? 
 
A3:  In May 2014, the GASB released what it calls “exposure drafts” of two sets of OPEB 

accounting standards. One set of standards deals with the way state and local 
governments account for and report on their OPEB plans. The other addresses the way 
OPEB trust funds handle their own accounting. Exposure drafts contain detailed 
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proposals for what new accounting standards would look like, but they are issued with an 
invitation for comments, so they are not final. 

 
Q4: What is the biggest change in the proposed OPEB standards? 

A4:  There are many significant changes in the proposed OPEB standards, and they all stand to 
cause confusion. One of the biggest changes is that governments would have to show the 
total amount of their unfunded OPEB liabilities—the amount of promised OPEB benefits 
for which funding has not yet been set aside—in their financial statements. Current 
standards call for state and local governments to show in their financial statements the 
cumulative amount of required OPEB contributions that they have not actually 
contributed. The new standards call for showing the plan’s unfunded liability in financial 
statement notes.  

Q5:  The proposed OPEB accounting standards create the term “OPEB expense,” which is 
an annual measure, so will my employer be expected to pay that expense every 
year? 

 
A5: No, “OPEB expense” is an accounting measure, not a funding measure, and it would be 

neither expected nor appropriate for an employer to include OPEB expense in its annual 
budget.  

 
“OPEB expense” is another new term created by the proposed standards. It would include 
many volatile components, including the market value of assets if a trust has been set up, 
so it would be likely to fluctuate wildly from year to year. As a result, it would be an 
unpredictable budgeting tool. And, given that employers tend to prepare their OPEB-
related accounting reports retrospectively, OPEB expense would tend to be a primarily 
backward-looking reporting measure based on the previous year; it would indicate little 
about what an employer’s upcoming budget should look like. Keep in mind that public 
employers generally prepare budgets long before that fiscal year for the OPEB plan is 
even finished. For employers that use pay-as-you-go, the projected benefit payments are a 
better indicator of what type of cash expenditures will be required over the next few 
years. 
 

Q6: If “OPEB Expense” is not intended to be used as a funding measure, can my 
employer continue to calculate and contribute the “annual required contribution” 
(ARC)? 

  
A6: Yes, an employer can still fund a plan using an ARC as has been done in the past.  
 

The proposed standards would intentionally delink a government’s OPEB accounting and 
financial reporting from its OPEB funding strategy. The current standards directly tie 
accounting and financial reporting to OPEB funding by establishing annual and 
cumulative OPEB cost measures that are based on how much an employer is prefunding 
the OPEB plan. Under the proposals, an employer would have the option to calculate and 
contribute an ARC, but information related to any actuarially determined contribution 
amount—if produced at all—would be in footnotes to the financial statement. Under the 
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proposals, budgeting might be more confusing, because employers could have one figure 
for “OPEB expense” and another one for OPEB funding. 

 
Q7: State and local governments use trusts to pre-fund defined benefit pension plans, 

but many do not take the same approach to defined benefit retiree health plans. 
How do the proposed OPEB standards handle variations in how governments pay 
for retiree health benefits?  

A7: The proposals generally differ depending on whether a government pre-pays health 
insurance premiums for future retirees, establishes and prefunds an OPEB trust, or pays 
for annual OPEB costs on a pay-as-you-go basis. Where trusts exist, the proposals also 
vary depending on the trust’s structure. Overall, though, the thrust of the proposed OPEB 
standards is the same: Move unfunded liabilities to government financial statements, 
delink a government’s accounting for OPEB from how it chooses to fund OPEB, and 
change how OPEB expenses are calculated. 

Q8: What would the new accounting standards do to the credit ratings of state and local 
governments? 

 
A8:  During the last decade, the GASB produced major new OPEB and pension accounting 

standards, and each time the changes were met with doom-and-gloom predictions about 
governments’ credit ratings. Those predictions were sometimes made by people or 
groups with an ulterior motive—wanting to cut public employees’ retirement benefits. 
Credit ratings are serious business, and pension and OPEB obligations are legitimate 
credit rating factors, but, by and large, the accounting standards have not led to the 
predicted credit downgrades. Besides, credit rating agencies are already aware of these 
obligations and the associated costs are taken into consideration.   

 
Q9:  How would the Affordable Care Act’s excise tax on high-cost plans interact with the 

proposed OPEB standards? 
 
A9: The proposed OPEB standards explicitly call on employers to factor the Affordable Care 

Act’s excise tax on high-cost health plans into projected benefit costs for purposes of 
accounting and financial reporting. Given the projected timetable for the new accounting 
standards, the excise tax on high-cost health plans, which is effective in 2018, would affect 
employers’ books for fiscal years starting after December 15, 2016.  

 
The excise tax on high-cost plans is a 40 percent tax on the cost of employer-sponsored 
coverage that is above certain dollar-based taxable thresholds. The tax is not levied on 
employees. Instead, “coverage providers”—those who administer employer-sponsored 
coverage—are responsible for paying the tax, although they may try to push the tax onto 
health care consumers.  
 
The base taxable thresholds in 2018 are $10,200 for self-only coverage and $27,500 for all 
other coverage; they are indexed to the Consumer Price Index (CPI) plus 1 percentage 
point in 2019 and to the CPI after that. There are several ways that the thresholds could 
be higher for all employer-sponsored coverage or for the coverage for a particular group 
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of employees. For example, they will increase for coverage offered by an employer to the 
extent that the age and sex characteristics of the employer’s employees would be 
expected to lead to costlier coverage than would the age and sex characteristics of the 
national workforce.  
 

Q10: Didn’t the GASB already make big changes to standards for OPEB accounting 
and financial reporting? 

A10: Yes, it did. A decade ago, the GASB finalized new OPEB standards (GASB Statement No. 43 
and Statement No. 45). Many OPEB plans were (and still are) financed on a pay-as-you-go 
basis, and prior to that time, financial statements did not reflect the financial effects of the 
OPEB plans until the promised benefits were paid. Ten years ago, the new standards 
made big changes to the way state and local governments accounted for and reported on 
OPEB by requiring them to include on their books information about the degree to which 
they were meeting their funding targets. They also called for governments to provide 
information in the footnotes to financial statements about the liabilities for promised 
OPEB associated with past service and to what extent, if any, those benefits had been 
funded. 

Q11:  How long will it be until the new OPEB standards are finalized?  

A11:  The proposals are still in draft form and it’s not certain when the new accounting 
standards will become effective. That said, the GASB has indicated that the new standards 
for trust funds would become effective for the first fiscal year starting after December 15, 
2015, and the new standards for state and local governments would become effective for 
the first fiscal year beginning after December 15, 2016.  

Q12: Is this issue likely to come up at the bargaining table, during health plan renewal, in 
school board meetings, or in the state legislature? 

A12: The issue certainly might come up in these—or other—settings, but keep in mind that the 
changes are just proposals at this point.  

Q 13:  Does the National Education Association have additional information on accounting 
standards? 

 
A 13:  Sure. For much more detail, check out “Protecting Pension and Retiree Health Care 

Benefits: A Glossary of Actuarial and Accounting Terms and Concepts for Public 
Employers and Plans” (January 2015).  To obtain a copy, please contact the NEA Collective 
Bargaining and Member Advocacy Department at collectivebargaining@nea.org or (202) 
822-7080. 
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