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A legal update from Dechert’s Employee Benefits and Executive Compensation Group 

FASB Proposes Changes to Accounting  
Standards for Pensions and Postretirement  
Benefit Plans 
 
The Financial Accounting Standards Board 
(“FASB” or the “Board”) recently announced a 
project to reconsider the existing accounting 
rules related to pensions and other postretire-
ment benefit plans. The objective of this project 
is to improve the reporting for pensions and 
other postretirement benefit plans in company 
financial statements by making this information 
more useful and transparent for investors, credi-
tors, employees, retirees, and other users. The 
project will proceed in two phases. 

In the first phase, the Board will reconsider the 
current accounting rules related to the reporting 
of pension and postretirement benefits on corpo-
rate balance sheets. The proposed first phase 
changes include the following items. 

The Board proposes to require companies to 
recognize their pension and postretirement bene-
fit plans as either assets or liabilities on their 
balance sheets. Current accounting rules permit 
information related to the funded status of pen-
sion and other postretirement obligations to be 
provided in footnotes to the financial statements, 
as opposed to being provided in the financial 
statement itself. 

Under the Board’s proposal, the liability or asset 
to be recognized on the balance sheet with re-
spect to each pension or postretirement benefit 
plan will equal the difference between the fair 
value of plan assets and the benefit obligation 
(i.e., projected benefit obligations (“PBO”) for 
pensions and the accumulated postretirement 
benefit obligations (“APBO”) for other postre-
tirement benefits). 

The Board also proposes to change the current 
accounting rules that permit plan assets and 

obligations to be measured as of a date up to 
three months prior to the balance sheet in favor 
of a rule that would require companies to report 
the overfunded or underfunded status measured 
as of the date of the financial statements. 

Finally, the Board would also require recognition 
of an asset for overfunded plans and a separate 
liability for underfunded plans. 

The Board hopes to implement the phase one 
changes as quickly as possible, and has indi-
cated a goal of making them effective for years 
ending after December 15, 2006. It is expected 
that an Exposure Draft will be circulated in 
March 2006. In the second phase, which is ex-
pected to take several years, the Board plans to 
completely reevaluate postretirement benefit 
accounting. Some of the issues expected to be 
addressed in phase two include: 

 How the various elements that affect 
the cost of postretirement benefits 
are best recognized and presented on 
the income statement 

 How to best measure an entity’s 
benefit obligations 

 Whether postretirement benefit trusts 
should be consolidated by the plan 
sponsor 

As already reported in the press, these proposed 
accounting changes may be the “last straw” for 
many employers who no longer see their pension 
plan as a necessary employee benefit. Recently, 
more and more employers have abandoned their 
defined benefit plans in favor of defined contri-
bution plans (e.g., 401(k) plans). It is likely that 
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the prospect of recording a significant balance sheet 
liability for an underfunded pension plan will cause 
many more employers to move to the defined contribu-
tion plan only approach. 

Although companies need not take any particular action 
at the current time, it is recommended that companies 
begin to consider the impact of the Board proposals on 
their financial statements.
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