




Benefits Information Bulletin 03-01 New Disclosures for 
December 31, 2003                                           Pension and Other Post-Retirement Benefits 
 
 

 
connect with milliman usa on the world wide web at www.milliman.com 

3 

As with all minimum requirements, more information, such as both measurement dates in this example, is 
encouraged.  It is also encouraged that the relative amount of assets and liabilities covered by each 
measurement date also be disclosed, although that is not a specifically stated requirement. 
 
Accumulated Benefit Obligation 
 

Defined benefit plans must disclose the aggregate accumulated benefit obligation (ABO).  No 
new similar disclosure is required for other post-retirement benefit plans.  Under the previous SFAS 132, 
the ABO was only disclosed if it exceeded a particular plan’s assets.  Reporting entities must still isolate 
underfunded plans and separately disclose ABO and asset information for those plans.  
  
Major Categories of Plan Assets 
 

Reporting entities must segregate data on the market values of plan assets into broad asset 
categories.  This information must be reflected as of the measurement date(s), not the annual statement 
date.  At a minimum, the categories should include, if applicable: equity∗ securities; debt securities; real 
estate; and all other assets.  However, disclosure of additional and/or narrower asset categories and 
additional information about specific assets within a category is encouraged if that information is 
expected to be useful in understanding the risks associated with each asset category and the overall 
expected long-term rate of return on assets.  According to the FASB’s associated Frequently Asked 
Questions, “Among the criteria that should be considered are concentrations of investments with 
associated risks that are different from the broader category, for example, foreign exchange, commodity, 
or derivative instruments.  In addition, narrower asset categories may be appropriate if use of broader 
asset categories does not provide a clear picture of the underlying investments (for example, the expected 
long-term rate of return on a combination of government and high-yield bonds, when averaged together, 
may lead financial statement users to believe that investments are in a portfolio of high quality corporate 
bonds).  If it appears that combining assets with different risks would mislead financial statement users, 
separate presentation should be considered.” 
 

In addition to the above new disclosures, reporting entities must continue to disclose, if 
applicable, the amounts and types of securities of the employer and related parties included in plan assets, 
the approximate amount of future annual benefits of plan participants covered by insurance contracts 
issued by the employer or related parties, and any significant transactions between the plan and the 
employer or related parties during the period. 
 
Investment Policy 
 

A new narrative description of the investment policy of plan assets must be disclosed.  If one of 
the strategies of the policy is to have a target allocation percentages or range of percentages for each 
major category of plan assets, this must be disclosed.  The narration might include, in addition to the basis 

                                                           
∗ The definition of equity securities is very broad.  It not only covers common, preferred, or other capital stocks, but also any 
right to acquire or dispose of an ownership interest in an enterprise at fixed or determinable prices (e.g., warrants, rights, call 
options, and put options, but not convertible debt or preferred stock that by its terms must be redeemed by the issuing enterprise 
or is redeemable at the option of the investor).  All mutual funds, shares of investment trusts, and other similarly pooled assets are 
equity securities.  For example, investments in mutual funds that invest only in US government debt securities are equity 
securities, not debt securities. 
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for the allocation of assets, the frequency of rebalancing, limitations or latitude to invest in foreign 
markets and derivatives, and risk management practices.  Various types of investment objectives within 
an investment policy may be part of the narrative description, such as: optimizing returns; producing 
stable earnings; maintaining the relationship between plan assets and benefit obligations; or producing 
stable contributions or net periodic benefit costs. 
 

An example of the relationship between plan assets and benefit obligations is the use of a 
dedicated portfolio of bonds, in which cash flows match the expected cash flows of all or a segment of 
benefit payments.  Another example is the matching of the duration of bonds with the duration of 
obligations such that the funded status is immunized against the effects of changes in market interest 
rates. 
 

The FASB purposely decided to not identify the specific information to be included in the 
description of investment strategy and policies due to the lack of uniformity from plan sponsor to plan 
sponsor.  Any type of information should be included in the description if it is an important element of the 
entity’s investment strategy.  This description is so entity-specific that the illustrations included in SFAS 
132(R) do not provide any examples of such a narrative description, and thus, no FASB-sanctioned 
“boilerplate” language is available. 
 
Basis for the Expected Long-term Rate of Return on Plan Assets 
 

A narrative description also is required for the basis for the development of the expected long-
term rate of return on plan assets.  Again, the FASB does not specify the particular information to include, 
nor does it provide an example in the illustrations.  SFAS 132(R) states that the disclosure should 
describe important considerations, “such as the general approach used, the extent to which the expected 
long-term rate of return is based on historical returns, the extent to which adjustments were made to those 
historical returns in order to reflect expectations of future returns, and how those adjustments were 
determined.” 
 
Expected Contributions in Next Fiscal Year 
 

Reporting entities must disclose the expected contributions to be made to the plan on a cash (not 
accrual) basis over the next fiscal year.  For funded pension plans in the US, this will generally be a 
mixture of contributions for two different plan years of the plans.   
 

Minimum contribution requirements for funded plans in the US undergo frequent statutory 
changes and regulatory interpretations.  Expected contributions as of the financial statement date should 
be based on the law in effect at that time.  If the law changes after that date, any effect on the expected 
contributions should be disclosed in the quarterly interim reports (see the section below on new quarterly 
interim reporting requirements). 
 

Expected contributions are not just the minimum required contributions.  Often, plan sponsors 
will contribute more than the minimum to satisfy other objectives, such as avoiding any under-funding of 
the ABO at the end of the fiscal year.  As soon as practical, projections of these amounts must be made if 
there is an intention to make such a contribution. 
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For funded pension plans in the US, the minimum required contribution for a plan year is not due 
until 8-1/2 months after the plan year.  For tax-deductibility, the contribution does not have to be made 
until the date of the plan sponsor’s due date for filing a tax return.  To complicate matters, some plans are 
subject to quarterly contribution requirements.  Quarterly contributions also span two plan years because 
the fourth quarterly contribution is not due until 15 days after the end of the plan year.  Another 
complicating factor might be plan years that are different from the fiscal year of the reporting entity.  
With all of these issues in mind, the new reporting rule focuses specifically on the expected contributions 
during the coming fiscal year and not during or attributable to any specific plan years. 
 

For unfunded arrangements, benefits are often paid directly from the plan sponsor to the 
participants.  These payments are deemed to be both contributions to the plan and benefit payments to the 
participant.  These, too, must be included in the expected contributions for the coming fiscal year. 
 
Expected Benefit Payments in Next 10 Fiscal Years 
 

The expected benefit payments for each of the next 10 fiscal years must be disclosed.  For the 
first five fiscal years, expected benefit payments in each year must be listed.  For the second five fiscal 
years, a single aggregate amount is to be disclosed.  The effective date of this disclosure is delayed until 
fiscal years ending after June 15, 2004.  
 

Note that the expected benefit payments must be disclosed according to fiscal years, not plan 
years.  Many benefit plans have plan years that are different from the reporting entity’s fiscal year.  If a 
valuation process produces projected benefit payments for plan years, adjustments must be made to fit 
into the fiscal year requirements of this disclosure. 
 

The 10-year projection should be based on the same actuarial assumptions and participant data 
used in the measurement of obligations.  This is often referred to as a “closed group” projection (instead 
of an “open group” projection that would include new entrants to the participant population).  The 
expected benefit payments should incorporate any expected changes in benefits due to changes in salary, 
additional service, or any other factor that affects the benefits to be paid over the next 10 fiscal years. 
 

For an unfunded executive retirement plan, the requirement to use the same actuarial assumptions 
may raise issues for the reporting entity.  For example, an executive may have already fully accrued a 
retirement benefit payable in a lump sum upon termination of employment.  At the time of the financial 
statement, a public announcement about the executive’s future employment termination might not have 
been made.  The actuarial valuation of the benefit obligation may have assumed the executive will retire 
immediately.  In this example, because the benefit is fully accrued, changing the assumption of when the 
lump sum will be paid does not materially change the value of the benefit obligation.  However, to 
disclose an expected lump sum in the first fiscal year (matching the assumption used in the measurement 
of the obligation) might not be appropriate because there has been no public announcement of the 
executive’s termination.  In these cases, a reporting entity might prefer to disclose such a benefit payment 
in an additional narrative description instead of adding the benefit amount to one of the expected benefit 
payments for a particular fiscal year.  (Note that this same issue applies to expected contributions for this 
scenario because contributions and benefit payments are the same for unfunded arrangements.)  
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components the amounts attributable to these events.  It is very likely the assumptions would change due 
to the remeasurement and other components would then be different going forward for the rest of the year 
(rather than one-fourth of the annual amount); and the new set of assumptions should be disclosed. 
 

Reduced Requirements for Non-publicly Traded Entities 
 

Non-publicly traded entities are exempt from quarterly interim reporting of the net benefit cost 
and its components.  Additionally, they are subject to delayed effective dates (see the section on effective 
dates, above).  Many items of the original SFAS 132 continue not to apply to non-publicly traded entities 
under the revised disclosure requirements. 
 

Future Changes by the FASB 
 

Although the FASB only addressed disclosure requirements, it continues to contemplate – and 
lean toward – revising the measurement and attribution of obligations.  However, whether such a change 
will occur as a result of convergence with international accounting standards (expected before the decade 
is complete) or due to the FASB directly modifying requirements under SFAS 87 (for pensions) and/or 
SFAS 106 (for other post-retirement benefits) is unknown at this time. 
 

Meanwhile, the FASB has already begun a project on the interpretation of SFAS 87 for 
measuring the obligations of a “cash balance” pension plan.  This project is expected to culminate in 
guidance sometime in 2004, with application by the end of the year.  The main issue in the FASB’s 
deliberations is whether to project account balances and discount them back at a high-quality corporate 
bond rate to compute the obligation, or whether the obligation should be set equal to the current account 
balance. 
 

Disclosures Required by the SEC 
 

The SEC has updated its guidance on what should be included in the Management Discussion and 
Analysis (MD&A) section of a reporting entity’s annual report and also has issued new rules concerning 
off-balance sheet obligations.  Both of these rules have tangential effects on disclosures about pension and 
other post-retirement benefit plans. 
 

The portion of the new MD&A guidance (published in the December 29, 2003 Federal Register) 
that is most applicable to information about pension and other post-retirement benefit plans is the SEC’s 
focus on “critical accounting estimates.”  Nearly all calculations under SFAS 87 and SFAS 106 are, by 
definition, accounting estimates.  Therefore, if any future changes in these estimates (e.g., due to a 
different discount rate) are material to the overall results of the reporting entity, a discussion in the 
MD&A of the potential impact of such a change is necessary.  Information that is already in the footnotes, 
per SFAS 132, does not have to be repeated in the MD&A. 
 

The SEC guidance on MD&A states:  “For example, if reasonably likely changes in the long-term 
rate of return used in accounting for a company's pension plan would have a material effect on the 
financial condition or operating performance of the company, the impact that could result given the range 
of reasonably likely outcomes should be disclosed and, because of the nature of estimates of long-term 
rates of return, quantified.”  
 




