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Cost Accounting Standar ds Boar d; Accounting for the Costs of Post-Retirement
Benefit Plans Sponsored by Gover nment Contractors.

AGENCY: Cogt Accounting Standards Board, Office of Federal Procurement Policy, OMB
ACTION: Advance Notice of Proposed Rulemaking.

SUMMARY:: The Office of Federd Procurement Policy, Cost Accounting Standards Board
(CASB), invites public comments on a proposed Cost Accounting Standard (CAS) on the
costs of pogt-retirement benefit plans to be recognized as contract cost under Government
cost-based contracts and subcontracts. Thisisanew Standard that would directly address the
costs of post-retirement benefit plansfor the first time in detail. The proposed Standard
provides criteriafor measuring the codts of podt-retirement benefit plans, assgning the
measured costs to cost accounting periods, and alocating the assigned costs to segments of an
organization. The alocation of a segment’ s assigned podt-retirement benefit costs to contracts
and subcontracts is addressed in other existing Standards. The proposed Standard also
provides for the adjustment of post-retirement benefit cogts for the effect of a curtailment of a
post-retirement benefit plan, a settlement of a podt-retirement benefit obligation, a granting of
termination benefits, atermination of a podt-retirement benefit plan, or a segment closing.

DATES. Comments must be in writing and must be received by December 19, 2000.

ADDRESSES: Comments regarding this Advance Notice of Proposed Rulemaking should be
addressed to Mr. Eric Shipley, Project Director, Cost Accounting Standards Board, Office of
Federa Procurement Policy, 725 17th Street, NW, Room 9013, Washington, DC 20503,
Attn: CASB Docket No. 96-02A. Please include an eectronic copy of your commentsin a
format readable by MS Word.

FOR FURTHER INFORMATION CONTACT: Eric Shipley, Project Director,
(telephone: 410-786-6381 or e-mail: EShipley@hcfa.gov) or Rein Abdl, Director of
Research, Cost Accounting Standards Board (telephone: 202-395-3254).
SUPPLEMENTARY INFORMATION

A. Regulatory Process

The Cost Accounting Standards Board's rules, regulations and Standards are codified
at 48 CFR Chapter 99. Section 26(g)(1) of the Office of Federal Procurement Policy Act, 41



8 U.S.C. 422(g)(1), requires that the Board, prior to the establishment of any new or revised
Cost Accounting Standard, complete a prescribed rulemaking process. The process generaly
consgs of the following four steps:

1. Consult with interested persons concerning the advantages, disadvantages and
improvements anticipated in the pricing and administration of Government contracts as a result
of the adoption of a proposed Standard (e.g., promulgation of a Staff Discussion Paper.)

2. Promulgate an Advance Notice of Proposed Rulemaking (ANPRM).

3. Promulgate a Notice of Proposed Rulemaking (NPRM).

4. Promulgate aFind Rule.

This ANPRM isissued by the Board in accordance with the requirements of 41
U.S.C. 422(g)(1)(B) and (C) and is step two of the four-step process.

B. Background and Summary

Prior Promulgations

Pogt-retirement benefit plans have existed for many years, sometimes as an adjunct to a
company's pension plan, but they generdly recaived little atention until the Financid Accounting
Standards Board (FASB) decided to examine the potentid liabilities and costs of these plans
and ultimately issued Statement No. 106, “ Employers’ Accounting for Post-retirement
Benefits Other Than Pensions,” (SFAS 106) in December of 1990. The adoption of SFAS
106 had the effect of exposing the substantial unfunded ligbilities associated with
post-retirement benefit plans.

The Cost Accounting Standards Board has received numerous public comments
recommending that it establish a case concerning the measurement, assignment, and alocation
of the costs of podt-retirement benefit plans. These letters came from Federal Government
agencies, Government contractors, law firms, trade associations and other respondents. The
Board recognized the need to establish a case addressing contract cost accounting issues
related to podt-retirement benefit plans, but because of the smilarities between post-retirement
benefit plans and more traditiona pension plans, it was decided to defer commencement of this
case until the pension case was completed. The pension case was completed when the
amendments to Cost Accounting Standards 9904.412 and 9904.413 were published as afina
rule on March 30, 1995 (60 Fed. Reg. 16534). At its February 24, 1995 mesting, the CAS
Board directed the staff to begin work on a Staff Discussion Paper addressing the accounting
treatment of cogts of post-retirement benefit plans.



As part of the development of the Staff Discussion Paper, the staff solicited preliminary
comments from certain interested and knowledgeabl e organizations and individuas from both
the procuring agencies and contractor communities. The staff aso sought comments from
organizations and individuas from the accounting, actuaria, and legd professons. The gtaff
asked for assstance in identifying existing guidance and operationd practices that should be
investigated. These comments provided important information and ideas that were
incorporated into the Staff Discussion Paper.

The Board made available on September 20, 1996, (61 Fed. Reg. 49533), a Staff
Discussion Paper, Post-Retirement Benefit Plans Other Than Pension Plans Sponsored by
Government Contractors, identifying the cost accounting issues related to pogt-retirement
benefit plans. The Staff Discussion Paper identified mgor topics for consderation by the
Board in its deliberations concerning the possible promulgation of an Interpretation, an
amendment to existing Standards, or a new Standard regarding post-retirement benefit costs.
The Staff Discussion Paper neither advocated nor assumed any position regarding the
accounting treatment of post-retirement benefit costs. Rather, the Staff Discussion Paper
explored many different gpproaches in depth so that the Board would have an opportunity to
fully consder dternative treatments for costs of podt-retirement benefit plans.

Asthe Board and its staff anayzed the comments and other information submitted for
congderation, it became gpparent that many commenters had strongly held opposing positions
regarding the firmness of the SFAS 106 ligbility and the role, if any, that funding should play.
To better understand these opposing positions, and hopefully to be able to reconcile these
positions, on January 12, 1999 the Board sent a letter to dl the respondents to the Staff
Discusson Paper. Thisletter was dso made widely available for public comment on February
18, 1999 (64 Fed. Reg. 8141).

Public Comments

The Board received eighteen (18) sets of public comments in response to the Staff
Discussion Paper. These comments came from contractors, Government agencies,
professond associaions, actuaria firms, and individuas. These public comments are briefly
summarized as follows

Mogt respondents did not favor the promulgation of a new Standard and
believed that the Board could adequately address post-retirement benefit costs through
amendmentsto CAS 9904.412 and 9904.413. A few respondents expressed the
belief that the measurement, assgnment, and allocation of pogt-retirement benefit costs
were complex and technical subjects and recommended that the Board address post-
retirement benefit costsin a comprehensive manner.



The respondents dmost universally agreed that accrud accounting following the
provisons of SFAS 106 was the most appropriate basis for measuring and assgning
the costs of a pogt-retirement benefit plan that created afirm ligbility. They stated that
the pay-as-you-go cost method (cash basis accounting) was appropriate if there was
not afirm; i.e., compellable, liability to provide the promised benefits. However, there
was no generd agreement as to the criteriafor ascertaining the firmness of aplan’s
ligbility; especidly as to whether funding of the cost should serve as acriterion. There
was agreement that if funding was to be a prerequisite for accrud accounting, then any
rule or amendments should provide sufficient flexibility in the choice of accounting
methods to permit contractors to dign their cost accounting practice with their funding
opportunities.

Respondents recommended that the Board address special events such asa
curtailment of benefits or the termination of the post-retirement benefit plan. Many
commenters suggested that afunding requirement may not be necessary if the Board
provided adequate safeguards in case of a plan termination or segment closing. Some
respondents asked that the segment closing provisions for post-retirement benefit costs
be explicitly coordinated with the segment closing provisions of paragraph 9904.413-
50(c)(12) regarding pensions.

The Board also received ten (10) sets of comments in response to the Board' s | etter of
January 12, 1999, which can be summarized asfollows:

The comments from contractors and other industry representatives reiterated
their belief that funding was not necessary to substantiate the ligbility. Severd of these
respondents opined that funding did not improve the firmness of the liability. Instead,
these respondents expressed the belief that the terms of the post-retirement benefit plan
determined the firmness of the liability.

Most commenters, including the Office of the Under Secretary of Defense
(OUSD), argued that funding was an dlowahility; i.e., procurement policy issue, and
not an accounting issue. The other two Government respondents expressed a strong
belief that funding demongtrated the contractor’ s intent to continue the post-retirement
benefit plan and to be financiadly prepared to provide the promised benefits.

The Board a so reviewed proposed amendments to CAS 9904.412 and 9904.413
addressing pogt-retirement benefit costs which were voluntarily submitted by the Council of
Defense and Space Industry Associations (CODSIA), aswel as comments submitted by the
American Bar Association’s (ABA) Public Contract Law Section regarding CODSIA’S
proposal.



The Board reviewed information from the Towers Perrin surveys of “SFAS 87
[Statement 87 of the Financia Accounting Standards Board] and SFAS 106 Annual Report
Footnote Data’ for years 1995, 1996, 1997, and 1998 which was extracted from the
corporate financia statements of the “Fortune Top 100" companies. The Board notes three (3)
magor observations that one can generdly conclude from this survey information that influenced
the development of this proposed Standard.

1. For pensions, the plan assets generally equaled or exceeded the liability for
projected benefits, as measured by the SFAS 87 projected benefit obligation. On the
other hand, only dightly over one-hdf (2! of the companiesincluded in the survey
reported any plan assets for their post-retirement benefits plans. For companies that
did report plan assets, for 1998 the average plan assets only covered around one-third
(1/3) of the average SFAS 106 accumulated post-retirement benefit obligation.

2. Whilethe average SFAS 106 accumulated post-retirement benefit
obligation for these Fortune 100 companies is less than one-third? of the average SFAS
87 projected benefit obligation for pensions, at $2,312.5 million for 1998, the average
post-retirement benefit obligation is Hill quite large.

3. The 1998 average net periodic cost for post-retirement benefit plans
($150.7 million) exceeds the average net periodic cost for pension plans ($58.4
million).

This proposed Standard is based upon the continuing research performed by the staff
of the Cost Accounting Standards Board and the public comments received in response to the
Staff Discussion Paper and the Board' s January 12, 1999, |etter.

The various comments and proposals are discussed in greater detail under Section E,
Public Comments. The Board and its saff would like to thank dl the organizations and
individuals who provided comments and information in response to the Staff Discussion Paper
and the Board' s January 12, 1999, |etter.

1 82 companies reported pension plan assetsin their SFAS 87 footnotes and 45 companies
reported post-retirement benefit plan assetsin their SFAS 106 footnotes.

2 The average Projected Benefit Obligation reported in the SFAS 87 footnotes was $7,170.6
million.



Condudons

While accounting for post-retirement benefits has some similarities with penson
accounting, the Board has concluded that post-retirement benefit costs should be treated
distinctly from pension costs. The Board proposes to address the accounting treatment of
post-retirement benefit costs through the promulgation of anew Cost Accounting Standard
rather than through an Interpretation of or an amendment to an existing Standard or Standards.
Pogt-retirement benefits, pensions, and insurance are each intrinsically complex and technica
subjects. The Board has determined that it would be extremely difficult, if not impossible, to
effectively and efficiently interleave coverage for podt-retirement benefit costs into ether the
pension or insurance Standards.

The Board believes that accrud accounting is the appropriate method for determining
the costs of podt-retirement benefit plans that creete a sufficiently firm liability for contract cost
recognition. The Board has concluded that SFAS 106 with some modifications and restrictions
provides adequate and agppropriate accounting guidance regarding the measurement and period
assgnment of post-retirement benefit costs when accrud accounting is utilized. In order to
implement a definite determination of afirm ligbility, the Board decided that the annua accrud
of the pogt-retirement benefit cost must be compared to the nonforfeitable portion of the
accumulated pogt-retirement benefit obligation. Pogt-retirement benefit plans that do not creete
afirm liability for contract costing purposes must be accounted for using the pay-as-you-go
cost method.

The Board has dso determined that specific guidance is required regarding the
alocation of podt-retirement benefit cost to segments. Specificaly, the Board believes criteria
are necessary regarding when the post-retirement benefit costs of a segment should be based
on agenerd dlocation or a separate caculation. Furthermore, because the current and future
costs of post-retirement benefit plans are dependent upon the costs accrued in prior periods
and the funding of such prior accruds, the Board finds it necessary to provide for the
accounting treatment for assets and for the accumulation and reporting of unfunded accruals at
the segment leve.

The Board has concluded that the SFAS 106 provisions on benefit curtaillments, ligbility
settlements, and the granting of specid termination benefits are inadequate for contract costing
purposes and additional guidance is needed. The Board further concluded that specific
guidance is needed to address the appropriate contract cost accounting when a segment, as
defined by paragraph 9904.403-30(a)(4), is abandoned, sold, or otherwise closed.



Bendfits

The Board's proposd will diminate the existing confusion as to which Standard, if any,
addresses the contract cost accounting for post-retirement benefits. There have been various
opinions and theories asto the proper basis for contract cost accounting for post-retirement
benefit plans. Various parties have advocated using ether the penson Standards, CAS
9904.412 and 9904.413, or the insurance Standard, Cost Accounting Standard 9904.416.
Others have expressed a belief that no existing Cost Accounting Standard addresses such
costs. Many parties have argued that Generdly Accepted Accounting Principles (GAAP) as
evidenced by SFAS 106 should govern the accounting of post-retirement benefit costs, and in
fact, paragraph 31.205-6(0) of the Federd Acquisition Regulation (FAR 31.205-6(0))
gpecifies SFAS 106 asthe bass for accrua accounting. A few have even suggested that the
tax accounting rules for Internal Revenue Code (IRC) § 501(c) (26 U.S.C. § 501(¢)) trusts
might be an appropriate basis. The Board proposes to clarify the accounting treatment of post-
retirement benefit costs for Government contract costing purposes by specifying SFAS 106 as
the basis for measurement and period assignment when the proposed criteria for accrua
accounting are satisfied.

The Board acknowledges that the accounting for post-retirement benefit costsisa
complex subject. When accruad accounting is used, the reliance on the methods and techniques
of SFAS 106 for measurement and period assignment eases the burden of complying with this
proposed Standard because contractors will be able to use much of the same data and methods
used for financial accounting purposes. If use of the pay-as-you-go cost method is required,
the determination of costs will be based on actua payments of benefits. Therefore, there should
be minima additiona cost associated with complying with the Standard for the plan as awhole,
athough certain additiona effort may be necessary to comply with the proposed provisions
regarding the accounting for costs of segments. Furthermore, the proposed criteria regarding
when to use accrua accounting or the pay-as-you-go cost method will iminate disputes and
will increase uniformity among contractors.

In the Board' s judgement, a Standard is needed to increase consstency of results
between accounting periods. Various provisons of SFAS 106 permit contractors to select
between full immediate recognition, amortization, and in the case of annua gains and losses,
delayed recognition of the various components of post-retirement benefit cost. The Standard
being proposed today generdly limits the contractor’ s cost recognition to the amortization
method. Besides enhancing uniformity between accounting periods, dampening volatility
through amortization will increase predictability when cost datais used to price contracts
covering future periods.

The provisons of SFAS 106 and GAAP generdly do not address the alocation of
costs to segments of the contractor. The additiona guidance being proposed addresses this



point. While SFAS 106 addresses how mgjor changes in the post-retirement benefit plan; i.e.,
benefit curtallments, ligbility settlements, and granting specia termination benefits, are to be
reported within the results of operations for financid reporting purpose, SFAS 106 does not
address how such results are alocated to cost objectives. This proposa provides guidance on
how the costs resulting from such mgor changesin post-retirement benefit plans are to be
alocated and recognized for Government contract costing purposes. This proposed Standard
aso provides for afind settlement based on the proposed measure of the firm ligbility when the
contracting relationship between the Government and a segment ends; this is not addressed by
SFAS 106.

The proposed Standard aso delineates how post-retirement benefit assets and liabilities
are to be accounted for when a segment is divided or combined with another segment as part of
an internd reorganization, corporate merger, or when part of the segment is sold or ownership
istrandferred. This delineation will enable the parties to the sde or trandfer to better determine
the vaue of the segment’ s post-retirement benefit plan assets and liabilities maintained for
Government contracting purposes.

In summary, the Board believes that the consstency with financia accounting,
specificity asto which benefits are recognized on an accrud or cash accounting bass, and the
guidance on alocation of cost to segments will enhance the cost proposal, price negatiation,
contract administration and audit processes. The benefits of such enhancements should be
substantial and should greetly outweigh any added costs.

Summary Description of Proposed Standard

The proposed Standard is divided into Six subsections which address (a) the
recognition and identification of post-retirement benefit cogts, (b) the measurement and period
assgnment of post-retirement benefit costs, (c) the dlocation of podt-retirement benefit costs to
segments, (d) the dlocation of post-retirement benefit costs from segments to the intermediate
and fina cost objectives of a segment, (€) the adjustment of the contractor’ s records when
there is a curtailment, settlement, or granting of specid termination benefits, and (f) the
adjustment of contract pricing when asegment is closed. Onceit is determined under
subsection (a) whether the cost of a particular post-retirement benefit plan is to be accounted
for using accrua accounting or the pay-as-you-go cost method, the other sections present the
relevant provisionsin the following order of applicability: dl plans, plans using the pay-as-you-
go cost method, defined-contribution plans usng accruad accounting, and finaly, defined-benefit
plans using accrud accounting. In thisway, readability and the ability to reference is enhanced.
For example, contractors using the more straightforward pay-as-you-go cost method do not
need to search the entire subsection for gpplicable guidance.



1. Definitions

Proposed subsection 9904.419-30(a) includes severd new definitions of terms that are
unique to post-retirement benefit plans. These new definitions include modified SFAS 106
definitions and selected unmodified SFAS 106 definitions that are frequently used in the
proposed Standard. Terms that are applicable to post-retirement benefits plans, but which
have previoudy been defined for pensons, have been modified (usudly substituting “ post-
retirement benefit” for “pension”) in subsection 9904.419-30(b) for purposes of this proposed
rule. Subsection (c) incorporates adl other SFAS 106 definitions into the proposed Standard.

2. Recognition of post-retirement benefit costs
(a) Criteriafor accrua accounting

For SFAS 106 purposes, the post-retirement benefit promise arises from the written
documents or established practices that comprise the “ substantive plan.” Subsection
9904.419-40(a) satsforth criteriafor determining when the liability for the post-retirement
benefit is sufficiently estimable, contractually obligated (compellable), and reasonably
foreseeable to warrant accrua accounting for government contract accounting purposes. The
proposed criteria require that the promise of future benefits be: (i) documented in writing, (ii)
communicated to employess, (iii) nonforfeitable once earned, and (iv) legaly enforceable.

The proposed Standard’ s requirement that the benefit promise be formaized in writing
is congsgtent with smilar CAS provisons regarding pension, insurance, and deferred
compensation cods. The pension and insurance Standards require that costs of employee
benefits contingent on pogt-retirement events, such as mortdity and inflation, be actuaridly
determined and funded. This proposed Standard, like Cost Accounting Standard 9904.415,
which addresses the accounting for costs of deferred compensation, does not require funding
but instead requires that the contractor have a duty to pay the benefit earned by the employee
which the contractor cannot unilaterally avoid. As with the pension and insurance Standards, if
the pogt-retirement benefit plan fails to meet the specified criteriafor accrud accounting, then
the contractor must use the pay-as-you-go cost method.

(b) Identification of the pogt-retirement benefit plan

Some companies that have chosen to fund al or a portion of their post-retirement
liability use a combination of investment vehicles to achieve tax-efficient funding of post-
retirement benefits. Companies sometimes find they must sponsor somewhat different retiree
insurance plans for different plants, states, or classes of employeesin order to provide an
overdl genera pogt-retirement benefit promise. Thus, their post-retirement benefit program is
frequently not a single benefit plan, but severa different benefit promisesto different groups of
employees.



To accommodate such pragmatic concerns associated with sponsoring and
administering a pogt-retirement benefit program, the proposal being published today permits
contractors to combine different investment vehicles and trust arrangements when identifying the
assets of a post-retirement benefit plan. Similarly, the proposed Standard also provides that
different benefits provided to the same group of employees, or the same benefit provided to
different groups of employees may be aggregated for Government contract accounting
purposes. Conversdly, different benefits within asingle overdl plan may be accounted for

Separately.

Congstent with the position taken by the FASB, the proposed paragraph 9904.419-
50(a)(7) explicitly covers separate accounts for medica benefits that are a part of aqualified
pension plan and trust (IRC 8§ 401(h) accounts) in this proposed Standard on post-retirement
benefits. These medica benefit accounts, which are established, accounted for, and funded
digtinctly from the retirement income benefit of a qudified penson plan, are not an “integrd part
of apendon plan.”

3. Measurement and assignment of post-retirement benefit costs

(a) Pay-as-you-go cost method

The proposed Standard provides that for plans using the pay-as-you-go cost method,
the assgnable cost is measured by an amount equal to the payments made to or on behdf of the
plan beneficiaries, providers, and insurers for benefits incurred during the current period, except
that any amount paid to settle or terminaly fund aliability for current and future benefits must be
amortized over fifteen (15) years. Because the fifteen-year period represents an approximation
to the life expectancy of anewly retired employee, this provision is consgstent with paragraph
52 of SFAS 106 which requires the cost to be spread over the life expectancy of the retireesiif
the obligation is primarily attributable to such retirees. The proposed Standard is aso
consggtent with the andogous provisons for pensions and insurance which are found at
9904.412-40(b)(3)(ii) and 9904.416-50(a)(1)(v)(C), respectively. The proposed transition
provisons permit the continued use of the termind funding method (without amortization) for
contractors who have an established practice of termina funding prior to this proposed
Standard becoming applicable.

When describing the post-retirement benefit payments considered under the pay-as-
you-go cost method, the proposed Standard augments the CAS 9904.412 definition of the
“pay-as-you-go cost method” by adding the phrase “or on behdf of” because post-retirement
benefit payments are often made directly to third parties, e.g., hedth care providers. The
proposed Standard dso refers to the “net amount” of the benefit paid to indicate that the cost is
based on the contractor’ s share of the podt-retirement benefit after considering refunds, co-
payments, deductibles, and amounts payable by unrelated third parties, such as Medicare and
Medicaid. Thisuse of “net amount” is condstent with the SFAS 106 provisons relating to

10



“incurred clam cost (by age)” and “net incurred clam cost (by age).” This concept isaso
cons stent with subparagraphs 9904.416-50(a) (1) (i) and (a)(1)(vi) of the insurance Standard,
CAS 9904.416.

(b) Accrud accounting for defined-contribution plans

For defined-contribution plans using accrua accounting, the proposed Standard follows
paragraph 104 of SFAS 106 and measures the assignable cost as the annua amount paid to or
otherwise distributed to individud participant accounts. However, in contrast to paragraph 105
of SFAS 106, the proposed Standard does not permit the pre-retirement accrua of
contributions expected to be made after retirement. Rather, contributions made after retirement
are recognized in the period when the contribution is required under the terms of the plan. This
proposed provision, paragraph 9904.419-40(b)(3), is generally consistent with paragraph
9904.412-40(a)(2) of the pension Standard.

(c) Accrua accounting for defined-benefit plans

For post-retirement benefit plans that meet the proposed prerequisites for accrua
accounting, the Standard being proposed today accepts the actuarid cost method and actuarial
assumptions used by the contractor for financial accounting purposes under SFAS 106. The
assignable cost is based on the same six (6) components used by SFAS 106, namely: service
cos, interest cogt, actud return on assets, amortization of prior service costs, amortization of
gains and losses, and recognition of the transition obligation’. However, the Board proposes to
modify or restrict the SFAS 106 measurement and assignment of some components as
explained below. Therefore, the vaues of these components used for contract costing
purposes may differ from the values used for financia accounting purposes. Because the
proposed measurement and assignment methods and techniques follow SFAS 106 rather than
CAS 9904.412, thereis no floor placed on the measurement and assignment of the period cost;
e.g., the assgnable post-retirement benefit cost could be a negative amount.

Because contractors may wish to maintain the right to curtail or terminate the benefits
for employees who have not yet reached full digibility, the Board has decided thet it would be
inappropriate for Government contract costing purposes for the accumulated value of accrudls,
whether funded or unfunded, to exceed the unavoidable liability for post-retirement benefits.
The proposed rules include a ceiling on the accrua cost recognition equd to the benefits paid
during the period plus the unfunded portion of the accumulated post-retirement benefit

3 Throughout this preamble, the term “transition obligation” is used to refer to either atrangition
obligation or atrangtion asst.
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obligation for benfits that cannot be forfeited.* The Board notes that the greater the portion of
forfetable benefits included in the accumulated podt-retirement benefit obligation, the more
restrictive will be the effect of the celling.

(1) Service cost, amortization of prior service costs, and interest components

The Board proposes to accept the SFAS 106 provisions regarding the measurement
and assgnment of the service cost and the amortization of prior service cost components of
post-retirement benefit cost but restricts that measurement to the written terms of the post-
retirement benefit plan rather than the “ substantive plan.”  Otherwise, there are no modifications
or regtrictions to the SFAS 106 measurement and assignment provisions for these three
components of post-retirement benefit cos.

(i) Return on assets component and associated asset values

The Board proposes to accept the same measurement of the fair value of assets and the
market-related vaue of assats used for financid accounting. The terminology of the proposed
Standard follows that of SFAS 106 and differs from that used for pensonsin CAS 9904.412
and 9904.413. The CAS 9904.412 term “market value of plan assets’ is andogous to the
term “fair value of plan assets’ asused in SFAS 106 and this proposed Standard. The term
“actuarid vaue of assts’ used in the Employees Retirement Income Security Act of 1974
(ERISA) and CAS 9904.412 is defined smilarly to the “market-related vaue of plan assets’ as
used by SFAS 106 and this proposed Standard. For pensions the actuarid vaue of assets not
only affects the recognition of gains and losses, but dso is used to determine the unfunded
actuarid ligbility. However, the market-related value of plan assetsis only used to measure the
annual assat gain or loss under SFAS 106 and this proposd. In SFAS 106 and in this
proposed Standard, the fair value of assetsis used to determine the unfunded accumul ated
post-retirement benefit obligation.

SFAS 106 is not concerned with the sources of any net accumulated accrued
(unfunded) or prepaid pogt-retirement benefit cost. By contrast, the Board proposes that the
contractor record and track each portion of unfunded accrua and prepayment credit.
Conggtent with CAS 9904.412, the accumulated values of unfunded accruas and prepayment
credits are carried forward and adjusted for interest. The accumulated vaue of unfunded
accruasistreated asif it were aplan asset and the accumulated value of prepayment creditsis
treated as areduction to assets. The proposed Standard requires that the actua return on
assets component be increased by an interest equivaent on the accumulated vaue of unfunded
accruasto reflect that assets would have generated earnings had the full accrua amount been

4 Hereafter, the accumul ated post-retirement benefit obligation for benefits that cannot be
forfeited is referred to as the “ nonforfeitable post-retirement benefit obligation.”
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funded. Similarly, the actud return on assets component is reduced by an interest equivaent on
the accumulated value of prepayment credits to reflect the additiona earnings generated by any
funding in excess of the annud accrud.

The Board has decided that the interest rate determined by the Secretary of the
Treasury pursuant to Public Law 92-41, 85 Stat. 97, shall be used to measure the interest
equivaent on the accumulated vaues of unfunded accruds and prepayment credits. The Board
notes that for unfunded plans, there are no assets (no investments) and the contractor does not
need to make an assumption concerning the long-term expected rate of return. In other cases,
the amount of plan assets may be so smal that reliance on this assumption may be ingppropriate
for Government contracting purposes. Also, use of the Treasury rate is consstent with the
other Standards.

(i) Annual gain or loss component

In order to more closely assign costs to cost accounting periods in which they arise, the
proposed Standard requires the amortization over the average remaining service period of
active participants® of the full amount of the annua gain or loss for a cost accounting period,
that is, gains and losses other than gains and losses attributable to curtallments, settlements, or
gpecid termination benefits. While SFAS 106 permits such amortization, SFAS 106 only
requires amortization of that part of the cumulative net gain or loss that fals outsde a corridor
defined by 10% of the greater of the accumulated podt-retirement benefit obligation or the
market-related vaue of plan assets. Under SFAS 106, recognition of any gain or loss within
that corridor may be delayed indefinitely. Such delayed recognition is not permitted by this
proposed Standard.

(iv) Amortization of the transition obligation component

This proposed Standard restricts the measurement and period assignment of the
trangition obligation to the delayed recognition method described in paragraphs 112 and 113 of
SFAS 106. The proposed Standard provides that when a contractor first becomes subject to
the proposed Standard, the contractor will base its period costs on the annual amortization
ingalment for the unrecognized portion of the trangition obligation aready established for
financia accounting purposes. The proposed trangtion provisions address the recognition of
any portion of the SFAS 106 transition obligation that was recognized for financid statement
purposes during prior periods for those contractors that used the pay-as-you-go cost method
for Government contract costing purposes.

5 |f the plan population is composed primarily of retirees, the gain or lossis spread over the life
expectancies of the retirees. (See paragraphs 52 and 112 of SFAS 106.)
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(d) Pogt-retirement benefits provided through insurance contracts

If the contractor provides al or a portion of the post-retirement benefit by purchasing
insurance, the Board proposes that the contract accounting cost be determined by the net
premium paid for such insurance and that the measurement, assgnment to cost accounting
periods, and dlocation of such premium be subject to the provisons of CAS 416. However, if
the insurance is acquired from a captive insurer, then the cost of the pogt-retirement benefit
remains subject to the provisions of this proposed Standard. Because the SFAS 106 definition
of “captive insurer” differs from the term as used in the FAR, a potentid for disputes exigts. In
addition, the proposed definition clarifies that affiliates, related organizations and entities thet are
“owned by or under the control of” the contractor are aso included so that the proposed
Standard incorporates the phrase found at FAR 31.201-19(c) which is dready in use for
Government contracting purposes. Consistent with SFAS 106, this proposed Standard permits
benefits provided by purchased insurance to be accounted for separately from any portion of a
plan’s benefits that are not provided through such insurance. The Board notes that this
treatment contrasts with the analogous provision in the pension Standard, paragraph 9904.412-
50(a)(6), which specifies the accounting for so-called “ split-funded” plans.

4. Allocation of post-retirement benefit costs to segments

The proposed Standard appliesto al post-retirement benefit plans regardless of
whether accrua accounting or the pay-as-you-go cost method is used. It embraces the genera
precepts of paragraph 9904.403-40(b)(4) dedling with the allocation of centra payments and
accruals to segments. However, this proposed Standard provides specific criteriaregarding the
adlocation of pogt-retirement benefit costs to intermediate home offices and segments®. The
contractor must alocate a portion of the total post-retirement plan cost to each segment,
including home offices, elther by use of an gppropriate alocation base (i.e., indirect dlocation)
or, if certain conditions exist, by use of post-retirement benefit costs separately computed (i.e.,
direct alocation) at the segment leve.

Cong gtent with the pension and insurance Standards, the Board proposes thet the tota
post-retirement benefit plan cost be alocated to intermediate home offices and segments based
upon the factors used to determine the costs. For plans that are accounted for using the pay-
as-you-go cost method, the cost is to be alocated only to segments and intermediate home
offices that can be identified with the pogt-retirement benefit plan (e.g., those segments having
inective participants who are digible to receive benefits under that plan). For defined-benefit
plans using accrua accounting, the proposed Standard requires that both active and inactive
plan participants of the segment or intermediate home office be included in the alocation base

® Throughout the discussions of dlocations to segments and to intermediiate and final cost
objectives, the term “segment” is used to refer to a segment, home office, or intermediate home office.

14



because five of the six components of post-retirement benefit cost are dependent upon the
obligation for both groups’.

The criteria requiring separate caculaion are smilar to those found in CAS 9904.413
for pension costs of segments. If actua benefits are disproportionately paid to participants of
certain segments, the proposed Standard requires a separate caculation of the cost for the
segment instead of an alocation, even for costs determined under the pay-as-you-go cost
method. An additiona criterion for separate calculation that 1ooks at the “ cost of benefits’
reflects the fact that post-retirement benefit costs may vary sgnificantly due to differencesin
dtate laws, geographica location, or insurance market.

Unless the podt-retirement benefit cost dlocable to a segment is separately calculated,
the same set of actuarid assumptions is used to determine the cost for dl segments. Similar to
CAS9904.413, if costs are separately calculated, only those assumptions relating to the
demographic differences of a segment’s employees are permitted to be different than the
assumptions used for other segments. For example, the use of a different turnover assumption
to reflect the unique termination of employment experience of one segment does not permit the
contractor to use a different pre-retirement mortaity assumption without evidence that the
segment’s mortaity is materidly different from the average mortdity assumed for the plan asa
whole,

For defined-benefit plans using accrua accounting the proposed Standard requires that
the tracking of assats and funding at the segment level be maintained if costs are separatey
caculated for the ssgment. This provision increases the vishility and verifigbility of post-
retirement benefit costs that are separately caculated for a segment.

This proposed Standard aso requires that the market-related value of plan assets be
dlocated each year in proportion to the fair vale of plan assets dlocated to the segments. This
provison ensures that the sum of the market-related vaue of plan assatsfor al segments equas
the total plan’s market-related value of assets.

The proposed provisons regarding transfers of plan participants between segments
reflect the fact that the accumulated post-retirement benefit obligation is determined by and
must follow the plan participants. Therefore, both the assets that funded the obligation and the
unfunded portion of the accumulated post-retirement benefit obligation follow the participants,
so that future contract costs better follow the performance of future contracts. The Board notes

" The sarvice cost component is only determined for active plan participants who are ill in the
atribution period, i.e,, prior to the date of full digibility. A service cost is not developed for inactive
plan participants.
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that the exception for immaterid transfers might create asmall gain or loss because assets and
other values are not transferred.

5. Allocation to intermediate and final cost objectives of the segment

Once the post-retirement benefit cost has been measured, assigned to a period, and
initidly dlocated to segments and home offices, the Board bdieves that Cost Accounting
Standard 9904.403 adequately addresses the redll ocation from home offices to segments and
that Cost Accounting Standard 9904.410 and Cost Accounting Standard 9904.418 fully and
adequately address the intra-segment alocation of cost to intermediate and final cost objectives.

6. Adjustmentsfor curtailments, settlements, and special termination benefits

(a) Defined-contribution plans usng accrua accounting

While a defined-contribution plan is on-going, any nonvested account baances that are
forfeited by participants who terminate employment during a cost accounting period are
typicaly either redlocated to the other participants or used to reduce the contribution (deposit)
required under the terms of the plan. The Board presumes that such forfeiture credits are fairly
evenly digtributed among periods and therefore no undue volatility occurs. However, when a
defined-contribution plan is terminated, the forfeiture of nonvested account balances could
cause an inordinately large and non-recurrent credit. In fact, the values of the non-vested
account balances could revert to the contractor. To prevent the disruption to the budgeting
process for cost type contracts and the forward pricing process for cost-based fixed price
contracts, the Board proposes that forfeiture credits due to a termination of a defined-
contribution plan using accrua accounting be amortized over 10 years S0 that the credit can
flow to costs included in both cost type contracts and the forward pricing of other negotiated
cost-based contracts.

The Board aso proposes that this provision will apply to forfeitures that occur
whenever the plan participants’ rights to become vested are diminated because the right to earn
future vesting or retirement igibility serviceis curtailed or terminated by plan amendment or
other unilateral action of the contractor.

The penson Standards do not contain asimilar provison because qudified penson
plans are subject to the vesting requirements of ERISA. However, many post-retirement
benefit plans are not subject to Smilar vesting sandards and the Board believes these
provisions are necessary to address the significant amount of nonvested account bal ances that
might be forfeited.
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(b) Defined-benefit plans using accrud accounting

Congstent with the Board' s intention to accept the accounting provisions of SFAS 106
where practicable, the proposed Standard begins by accepting the SFAS 106 measurement of
the adjustment for gains and losses due to benefit curtailments, benefit settlements, and granting
of specid termination benefits. SFAS 106 provides that any gain or loss not offset againgt the
unrecognized gain or loss, unrecognized trandtion obligetion, or unrecognized prior service
cos, as appropriate under SFAS 106, will be immediately recognized inincome. To require an
andogous immediate recognition for Government contract costing purposes could disrupt the
budgeting of cost type contracts as well as the forward-pricing process for cost-based fixed
price contracts. Regardless of whether or not the post-retirement plan is terminated, the
proposed Standard requires that an adjustment be recorded and that the adjustment for the
curtallment, settlement, or termination benefit gain or loss be amortized over aperiod of 10
years.

7. Adjustmentsfor segment closings.

The Board proposes to adopt the CAS 9904.413 definition of segment closing which
encompasses three Stuations. (i) the ownership of the segment changes by sale or trandfer, (ii)
the segment discontinues operations or is abandoned, and (iii) the contractor is no longer
performing or actively seeking government contract work at that segment. Based on comments
regarding the amendments to the pension rule, the Board has modified the CAS 9904.413
definition of ssgment closing to explicitly Sate that segment mergers or splitswithin the
contractor’ s on-going operations are not considered to be a segment closing for purposes of
this proposed Standard.

(a) Pay-as-you-go cost method

When a segment is closed for any of the reasons described above, this proposed
Standard does not provide for any adjustment to current or previoudy determined post-
retirement benefit costs for plans that use the pay-as-you-go cost method. The post-retirement
benefit cogts attributable to current and prior periods were previoudy determined by the net
amount paid to or on behdf of retired employees or their beneficiaries for podt-retirement
benefits incurred during those periods. The measurement of these prior actud expendituresis
undtered by the segment closing. These previoudy determined costs include any amortization
ingtallments assigned to such prior periods for net amounts paid to irrevocably settle an
obligation for pogt-retirement benefits.

The proposed segment closing provisons aso require that any inactive participants left
“homeless’ (that is, inactive participants that are no longer associated with an operationa
segment) when a segment is sold or abandoned must be moved to the intermediate or
corporate home office to which the closed segment had directly reported. In the future the pay-
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asyou-go codts for these transferred inactive participants will be included in the post-retirement
benefit costs dlocated by the closed segment’ s immediate home office (the proximate home
office to which the segment had reported.) Likewise the amortization of lump sums and other
settlements for these inactives will continue unabated after being transferred to the closed
segment’ simmediate home office. Any Government contracts performed in other segments
reporting to that home office will receive an dlocated portion of the podt-retirement benefit
cogts attributable to the trandferred inactive participants.

(b) Defined-contribution plans using accrud accounting

When a segment is closed for any of the reasons described above, the Board proposes
that the contractor measure an immediate period adjustment to recognize any unrecognized
portions of any credits for forfeited nonvested account balances due to plan termination or
curtallment of vesting or retirement digibility service. Essentidly, this provision abortsthe
amortization of these credits because there will be no Government contractsin future periodsto
absorb a share of the credit.

(c) Defined-benefit plans using accrua accounting

When a segment is closed for any of the reasons described above, the Board proposes
that the contractor measure an immediate period adjustment based upon the unavoidable
ligbility for pogt-retirement benefits. The adjustment is measured as the difference between the
nonforfeitable pogt-retirement benefit obligation and the sum of the plans assets plusthe
accumulated value of unfunded accruds (net of any prepayment credits.)

Basing the segment closing adjustment on the nonforfeitable post-retirement benefit
obligation may appear to be a fundamenta conceptua departure from both the origind and
amended CAS 9904.412 and 9904.413. The benefit liability for penson plans generdly is
subject to the stringent controls of ERISA. For post-retirement benefit plans, the nonforfeitable
post-retirement benefit obligation provides the nearest andogue to the ERISA protected
lighility.

In addition to the above proposed generd rules for segment closings, the following
points should be noted:

(1) Massive layoff gains

The Board notes that when a segment closes, often there is a sizable termination of
employees which was one of the origina Board' s concerns that eventudly led to the origind
9904.413-50(c)(12) segment closing provision. For post-retirement benefit plans, the effects
of any “abnormd forfeitures’ or massve layoff gan will dramaticdly reduce the ligbility such
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that the remaining accumulated pogt-retirement benefit obligation will gpproximate or equd the
nonforfeitable podt-retirement benefit obligation.

(i) Sale or other transfer of ownership of a segment

When a segment is sold or transferred, the active participants of the segment
immediately before the sdeis effective can be: (i) trandferred with the segment and become
active employees of the buyer, (ii) transferred as active employees to other operationa
segments of the sdller, or (iii) terminated and become inactive participants of the sdler. When
andyzing the proposed provision concerning the sale or transfer of a segment, the reader should
carefully consider the plan participants gatus in the post-retirement benefit plans of each party
to the sde. If both partiesto the sale sponsor post-retirement benefit plans, the ssgment’s
employees can be both inactive participants in the seller’ s post-retirement benefit plan and

active participantsin the buyer’s plan.

If only aportion of the operations of a segment is acquired, the proposed Standard
provides that the sdlling contractor first divide the accounting records for the segment into two
groups based upon the liability for participants being retained and trandferred. Then the
segment closing adjustment will be determined using the accounting records for the participants
being transferred to the buyer or transferee. This proposed Standard aso provides that, when
asegment is divided into two or more segments as part of a reorganization, the assets shdl be
divided in proportion to the accumulated podt-retirement benefit obligation. This provisonis
more specific than the smilar coverage found a 9904.413-50(c)(v) for pension plans.

If no active employees are retained in the segment, the unrecognized transition
obligation, prior service cog, gains and losses attributed to the remaining inactive participants
are moved up to the next immediate home office dong with the associated fair vaue of plan
assats, accumulated value of unfunded accruas and accumulated value of prepayment credits.
All amortizations continue unabated. This amortization of these unrecognized amounts pardlds
the trestment of the liability for future payments to remaining inactives under the pay-as-you-go
method.

Unless a segment is sold to a successor-in-interest, the adjustment will be determined
using the values of assets and accumulated benefit obligations immediatdy prior tothe sde. If
the segment is sold to a successor-in-interest, this proposed Standard provides that the segment
accounting will continue at the successor contractor based on the segment accounting up to the
time of the sde, taking into account any divison of the segment’ s assets and obligations.

(ilf) Government’ s share of segment closing adjustment

The Government’ s share of the segment closing adjustment shall reflect the
Government’s historical participation in post-retirement benefit cost from the time this proposed
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Standard first becomes applicable. Theintent of this provision isfor the cognizant Federa
agency officid and the contractor to generaly determine the Government’ s hitorical share of
pogt-retirement benefit costs that were alocated to cost type and negotiated cost-based fixed
price contracts. The proposed transition provisions extend this period of participation for
contractors who employed accrua accounting for Government contract costing in accordance
with SFAS 106 prior to this proposed Standard becoming applicable. In such cases, the
Government’ s participation shal be measured from the date that SFAS 106 accruas used for
financia statement purposes were first used for Government contract costing purposes. The
proposed Standard aso permits the parties to negotiate a delayed recognition of the segment
closing adjustment through an amortization process. This proposed provison provides more
flexibility for the parties to determine the appropriate proportion than paragraph 9904.413-
50(c)(vii) of the penson Standard.

8. lllustrations

Generdly theillugtrations show the accumulated post-retirement benefit obligation and
other ligbilities or |osses as debit baances and the fair vaue of assets and other asset equivaent
vaues and gains as credit baances. However, for consstency with financia accounting
presentation, when the illugtrations include SFAS 106 disclosures, the accumulated post-
retirement benefit obligations are shown as credit balances and fair values of assets and other
asset equivalent values are shown as debit balances.

Because hedlth and life benefits account for about 98% of al post-retirement benefit
plan obligations, there are no illudtrations or speciad provisions for pogt-retirement benefits other
than hedth and life benefits. Thislack of text or illustrations regarding other types of post-
retirement benefits does not imply nor indicate that the obligations for such benefits, if materid,
are excluded from coverage under this proposed Standard.

9. Trandgtion provisons

One of the issuesraised in discussions about post-retirement benefit costs concerns
inactive plan participants who may have worked for atrictly commercid segment or a
government segment that was sold or abandoned at sometimein the past. It has been argued
that the post-retirement benefit costs associated with these so-called “homeless’ inactives
should be explicitly excluded from the post-retirement benefit costs allocated to current and
future Government contracts. However, often it isimpossible to ascertain whether these
“homeess’ inactives were formerly employed in an abandoned or sold segment or if they are
“homeless’ because of incomplete human resource records. Rather than require a herculean
and possibly futile effort to identify where these inactive participants had been employed, the
Board proposes that the retained liability for these “homeless’ inactive participants be assgned
to an intermediate home office or corporate office in accordance with the contractor’s past
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practice. The cogts associated with these inactive participants will be treated as a generd cost
of doing business for such home office and alocated in accordance with CAS 9904.403.

Some contractors may not have established a specific practice or method for assgning
the “homeless’ participants to a corporate or intermediate home office. In that case, the Board
envisons saverd acceptable methods of making such an assgnment to home offices. These
include, but are not limited to:

(1) Assgning dl “homeless’ to the corporate home office if the post-retirement
plan covers employeesin al units that report to the corporate home office;

(i) Assigning the “homeless’ to the immediate home office that hed
responsbility for the closed or abandoned segment;

(iii) If the closed or abandoned segment(s) were primarily associated with a
portion of the contractor’s current business, assgning the “homeless’ to a home office
which dlocates the post-retirement benefit cost as aresidud expense to segments
currently performing work for that portion of the contractor’s business; or,

(iv) Those “homeess’ participants for whom employment records are
unavailable, or who worked in amultiplicity of the contractor’s operations could be
assgned to the corporate home office.

In any of these cases, the Board accepts the fact that the costs associated with these
“homeless’ will bear no relationship to its current activities and the cost would be alocated to
intermediate home offices and segments as an residua expense.

The proposed trangtion provisions address how a contractor’s prior accounting
practices are to be reconciled with the accounting provisions of the proposed rule. Some
contractors who were using accrua accounting prior to becoming subject to the proposed rule
will continue to use accrud accounting if the criteriafor accrua accounting are satisfied.
Likewise, other contractors who had been using the pay-as-you-go method will continue to use
the pay-as-you-go method if those criteria are not satisfied. However, specid provisons are
needed whenever a contractor must change its previoudy disclosed accounting practice for
post-retirement benefit costs.

If a contractor changes from the pay-as-you-go cost method to accrua accounting for
contract costing purposes, the transition section of the proposed Standard provides for the
establishment of a supplementd trangtion obligation so that prior SFAS 106 accruas measured
during prior periods when the contractor had cost-based Government contracts can be
assigned to periods after the contractor becomes subject to the proposed Standard. Once
established, the supplementa trangition obligation is accorded the same treatment as the SFAS
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106 trangtion obligation. The prior accrudsincluded in the supplementd trangtion obligation
are based on the delayed recognition of the trangition obligation regardless of how the trangtion
obligation was recognized for financia accounting purposes. As an dternative to establishing a
supplementd trangition obligation, the proposed Standard permits these contractors to use a
so-cdlled “fresh start” gpproach provided the contractor has continually been performing
government cost-based contracts since adopting SFAS 106.

If acontractor switches from accrua accounting to the pay-as-you-go cost method, this
proposed Standard requires that the accumulated vaue of prior unfunded accruas measured
during periods when the contractor had cost type or cost-based fixed price Government
contracts be carried forward. Like the andogous provision in the amendments to the pension
Standard, CAS 9904.412, benefit payments must be charged againgt the accumulated value of
unfunded accruals before pay-as-you-go costs can be measured, assigned to cost accounting
periods, and alocated to cost objectives.

If the contractor has an established practice of usng termina funding for its post-
retirement benefit codts, that contractor may continue the use of the termina funding method. A
switch from termind funding to pay-as-you-go accounting is permitted if the criteria for accrud
accounting are not met. Any payments previoudy consdered as termina funding and alocated
to cost objectives would not be subject to the fifteen-year amortization requirement. If the
criteriafor accrud accounting are met and the contractor switches from termind funding to
accrual accounting, then any prior SFAS 106 accruas that exceeded amounts paid for termina
funding may be treated as a supplementa trangtion obligation

C. Paperwork Reduction Act

The Paperwork Reduction Act, Public Law 96-511, does not apply to this proposed
rule, because this rule imposes no paperwork burden on offerors, affected contractors and
subcontractors, or members of the public which requires the gpproval of OMB under 44
U.S.C. § 3501, &t seq. The records required by this proposed rule are those normally
maintained by contractors who claim reimbursement of post-retirement benefit costs under
government contracts.

D. Executive Order 12866 and the Regulatory Flexibility Act

Because most contractors must measure and report their post-retirement benefit
ligbilities and expensesin order to comply with the requirements of SFAS 106 for financid
accounting purposes, the economic impact of thisfind rule on contractors and subcontractorsis
expected to be minor. Asaresult, the Board has determined that this rule will not result in the
promulgation of a“magor rule’ under the provisons of Executive Order 12866, and that a
regulatory impact analysiswill not be required. Furthermore, this proposed rule does not have
aggnificant effect on asubgtantia number of small entities because smal businesses are exempt
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from the gpplication of the Cost Accounting Standards. Therefore, this rule does not require a
regulatory flexibility analyss under the Regulatory Hexibility Act of 1980.

E. Public Comments

Public Comments. This proposed Standard is based upon responses to the Staff
Discussion Paper made available for public comment on September 20, 1996, 61 Fed. Reg.
49533. Eighteen (18) sets of public comments were received from contractors, Government
agencies, professond associations, actuarid firms, law firms, public accounting firms, and
individuals. The proposed Standard is aso based upon the ten (10) sets of responses to the
Board'sletter of January 12, 1999, which was also made available for public comment on
February 18, 1999, 64 Fed. Reg. 8141. The comments received and the Board's actions
taken in response thereto are summarized below:

1. Need for a Cost Accounting Standard

Comment: The industry associations and some contractors expressed the belief that a
Standard might not be needed because GAAP, as articulated by SFAS 106 and augmented by
CAS 9904.403, 9904.412, 9904.413, and 9904.418, provide full and adequate guidance on
the measurement, assgnment to periods, and alocation of post-retirement benefit costs. Some
commenters expressed the notion that the promulgation of a Cost Accounting Standard on any
subject dready addressed by a FASB Statement would be superfluous. But, many
respondents noted subject areas where SFAS 106 was either inadequate or inappropriate for
contract cost accounting purposes and suggested that some CASB guidance would be helpful.

Both contractor and Government commenters generaly preferred amendmentsto the
pension Standards, CAS 9904.412 and 9904.413, and possibly the insurance Standard, CAS
9904.416, rather than the promulgation of a new Standard. The commenters unanimoudy
agreed that a Board Interpretation would be insufficient to address the new and complex issues
concerning post-retirement benefit costs. Severa commenters opined that substantive action
should be taken by the Board. SDP Technologieswrote: “While many technica questions
need to be resolved, SDP urges the CASB to pursue this effort and develop a comprehensive
solution.” And, TRW gated, “the levd of detaill and range of issues posed in the Discussion
Paper highlight the numerous accounting, legd, and practical consderations that must be
addressed.” The OUSD generdly concurred when it sated: “Whileit is generdly preferable to
amend existing Standards, a new Standard may be necessary if amendments of existing
Standards cannot be accomplished without unreasonably complicating existing Standards.”

Initsletter of August 4, 1997, CODSIA submitted a straightforward and smple
proposd to illustrate how the Board might address post-retirement benefit costs by amending
CAS9904.412 and CAS 9904.413. CODSIA did not support the development of a separate
Cost Accounting Standard on post-retirement benefits on the grounds that it would not be an

23



economica and efficient way to addressthisissue. The Board dso received aletter from the
ABA discussing some of the shortcomings of the CODSIA proposd, but which generdly
favored CODSIA’s approach of amending the pension Standards.

Response: The Board recogni zes the concerns expressed regarding the promulgation
of anew Standard. These concerns appear to be driven by fears that a new Standard might be
conceptudly different from the current pension and insurance Standards. However, the Board
has determined that amending CAS 9904.412, 9904.413, and 9904.416 would be extremely
cumbersome and would add unnecessary complexity. The Board notes that the FASB did not
merely extend Statements 87 and 88 (SFAS 87 and 88) to podt-retirement benefits, but
promulgated a separate Statement, SFA'S 106, building upon the concepts and structures of
SFAS 87 and 88. The Board believes that the most manageable approach to providing
subgtantive measurement, assgnment, and dlocation criteriais the promulgation of anew and
separate Standard addressing the costs of post-retirement benefits. The Board does not see
any reason to unnecessarily muddy the water for the sake of arbitrarily avoiding the
promulgation of another Standard.

The Board believes it is appropriate to promulgate a separate Cost Accounting
Standard on a subject matter that the FASB has addressed for financia accounting purposes.
The Board notes the CASB Concepts Statement (57 Fed. Reg. 31039) which dtates:

“The Board will give careful consderation to the pronouncements affecting financid and
tax reporting and, in the development of Cost Accounting Standards, it will take those
pronouncements into account to the extent it can do so in accomplishing its objectives.
The nature of the Board' s authority and its misson, however, is such that it must retain
and exercise full respongbility for meeting its objectives”

In this regard the Board must specificaly consider what € ements condtitute a proper
measure of post-retirement benefit costs for contract cost accounting purposes.

The Board agreesthat SFAS 106 should be used as the basdline for the development
of any promulgation regarding post-retirement benefit costs. However, the Board believes that
SFAS 106, augmented by existing Standards, does not provide adequate guidance on contract
cost accounting for post-retirement benefit costs. The Board proposes to generdly accept the
terminology, measurement, assgnment, and adjustment provisons of SFAS 106. Modifications
and redtrictions are made only where necessary for Government contract cost accounting
purposes. Thus, the Standard being proposed today does modify, augment, and restrict SFAS
106 provisionsthat are either inadequate or ingppropriate for contract cost accounting. This
proposed Standard aso augments SFAS 106 and existing Standards by addressing the
dlocation of cogsto segments, segment closing adjustments, and the trangition from current
contract cost accounting practices to this new Cost Accounting Standard for post-retirement
benefit cogts.
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The essence of the CODSIA proposal to amend CAS 9904.412 was smply to add a
sentence to subsection 9904.412-40(b) stating that for administrative convenience, the
contractor may, at its option, utilize the methodology provided in SFAS 106 to measure the
costs of podretirement medica and life insurance costs. The CODSIA approach would permit
very different aternative accounting practices for the same category of cost without any
judtification for having a choice of accounting methods. Such an approach would be
contradictory to the Board' s god of uniformity. The Board does not believe that post-
retirement benefit costs should be subjected to the pension rules of CAS 9904.412 and
9904.413 that were origindly designed and recently amended to coordinate with the vagaries
of the tax code. Furthermore, the subject matter and the terminology employed in the current
CAS 9904.412 and 9904.413, as compared with SFAS 106, are so different that any attempt
to treat them together in asingle amended CAS 9904.412 and 9904.413 would produce an
unwieldy document that would be difficult to comprehend or implement.

Thus, the Board has concluded that the promulgation of a new Standard is necessary to
adequately and clearly address the cost accounting (measurement, period assignment, and
alocation) issues unique to post-retirement benefit costs of Government contracts. Having a
separate and ditinct Standard will make it clear to users and practitioners where the CAS
Standards and GAAP are in agreement and where the Standards and GAAP diverge.
Promulgating a new and separate Standard will reduce the adminigtrative burden of trying to
apply a angle pronouncement for two different purposes; to wit, financia reporting and contract
cost determination.

2. Rélationship to existing Standards

Comment: Generdly the respondents agreed that tax consegquences should not be
consdered in the determination of contract cost. The Aerospace Industries Association (AlA)
did suggest that if funding were required as a condition of using accrua accounting, the tax
consequences might have to be consdered * because funding and tax consderations are
irretrievably interwoven.” The AlA dso noted that if the Board “permits accrua accounting
without a funding requirement, tax consequences are generdly irrdlevant.” The industry
associations and most contractors believed that CAS 9904.412 and 9904.413, possibly
augmented by CAS 9904.416, should form the basdline if there were to be afunding
requirement. While some industry commenters felt that the Board should consider tax-rate
complementary funding, others expressed their belief that tax-rate complementary funding for
nonquaified penson plansin CAS 9904.412 is overly complicated. While Government
respondents opposed the use of such tax-rate complementary funding, the OUSD did express
its belief that “tax consequences should be considered only to the extent the contractor is unable
to fund the entire amount of the accrued cost to atax deductible funding vehicle”

Some industry commenters expressed their belief that if funding were to be required for
cost recognition, then an “assignable cost limitation” would be reasonable, especidly if spread-
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gan actuarid cost methods were permitted. The AlA noted, “the origind CAS Board limited
the gpplication of spread gain methods by imposing an assignable cost limitation (see old CAS
412.50(b)(2)).” Government respondents believed there should be an assignable cost limitation
defined smilarly to the one used for pensions regardiess of whether funding would be required
as aprerequisite for accrua accounting.

The Government respondents did not favor any explicit linkage between segment
closing adjustments for pension and post-retirement benefit plans. Industry respondents asked
that the Board provide that any pension surplus measured under 9904.413-50(c)(12) be
explicitly offset againgt any unfunded post-retirement benefit obligation when a segment closes.
Texas Instruments stated:

“Concelvably, the same business interruption event that triggers an adjustment to PRB
cogtswill aso trigger asmilar adjustment to pension costs. Therefore, both these
determinations should be connected.”

The Department of Defense commenters expressed an interest in amending CAS
9904.416 to reflect the differences between life insurance, medica insurance, and property and
casudty insurance. These respondents noted that each of these types of insurance requires
unique actuaria approaches and are generdly unrelated to each other. They dso
recommended that the Board review workers: compensation coverage, which includes hedlth,
disability and ligbility provisons. The comments from industry generdly stated that they had no
major concerns or problems with CAS 9904.416.

Response: When developing these proposed modifications to SFAS 106, the Board
sought to maintain consistency where practicable with the anadogous provisons of (a) CAS
9904.412 and 9904.413 on pensions, (b) CAS 9904.415 on deferred compensation plans,
and (c) CAS 9904.416 on insurance costs. However, this proposed Standard addresses the
accounting issues of measurement and period assignment of pogt-retirement benefit costs and
does not address tax-deductibility concerns. The recent amendmentsto CAS 9904.412 and
9904.413 were exceptiond in the incorporation of tax-implications into a Standard. The Board
recognizes that tax accounting rules can produce voltility and that such tax rules primarily affect
the timing of cost recognition. The Board notes that pension accounting and practices, unlike
those for post-retirement benefits, evolved in an environment in which funding was not only
permitted, but dominated by tax law and Internad Revenue Service (IRS) and Department of
Labor regulations regarding the determination of the benefits and the actua funding and
adminidration of penson plans.

In this proposed Standard, the determination of the cost for a period when accrua

accounting is used generdly follows SFAS 106 with some restrictions and modifications.
SFAS 106 imposes no minimum or maximum limits, such as the assgnable cogt limitation, on
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the determination of the net periodic post-retirement benefit cost, and neither does this
proposed Standard.®

The proposed Standard does not address the offsetting of a post-retirement benefit
segment closing adjustment againgt any pension segment closing adjustment. The Board
believesthat CAS 9904.413 determines the plan termination and segment closing adjustment
for pension plans and this proposed Standard would determine the adjustment for post-
retirement benefit plans. How ether adjustment is actudly transacted or effected is best
determined by the contracting parties. This proposed Standard and CAS 9904.413 neither
require nor preclude the aggregation of these adjustments with each other or other issues for
resolution and settlement purposes.

This proposed Standard addresses many issues smilar to those considered in the
March 30, 1995 amendments to CAS 9904.412 and 9904.413. The fact that any of these
issues are treated differently in this proposed Standard on post-retirement benefit costs does
not necessarily imply that changes will be made to the penson Standards, nor doesiit preclude

such possihility.

The Board notes the comments from the Department of Defense regarding a generd
review of CAS 9904.416, but believes that addressing podt-retirement benefits as defined by
SFAS 106 isa subgtantid task initsown right. To expand this caseto include a
comprehensive review of CAS 9904.416 would make the case unmanagesble. The Board
proposes that the provisons of CAS 9904.416 relating to prefunding of retiree benefits be
replaced by this Standard. Otherwise the Board has concluded that any generd review of
CAS 9904.416 is outside the scope of this project.

3. Funding asa prerequistefor accrual accounting

Comment: The perception that any post-retirement benefit liability recognized in the
financid statements might be a*“soft” liability led some respondents, especialy Government
respondents, to express the belief that funding must be used as atool in assessing the firmness
of these lighilities.

In generd, industry commenters argued funding does not necessarily subgtantiate the
ligbility. They expressed their belief that funding may be an important business congderation,
but such consderations generaly deal with cash flow consequences and income tax
congderations. They recommended that any criteria established as a prerequisite for accrua

8 As discussed esewhere, the proposed Standard does compare and limit the net periodic
post-retirement benefit cost so that the accumulated vaue of plan assets and unfunded accruas do not
exceed the unavoidable liability, i.e., the nonforfeitable post-retirement benefit obligation.
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accounting should address the existence of the ligbility rather than the existence of funding.
They ds0 beieved that funding is an dlowability issue, not an accounting issue.

The ABA noted that for financid accounting purposes the threshold for recognition is

met by a probability that an obligation exists. The ABA did suggest there may be Stuations
when the funding of the annud accrua might serve alegitimate purpose. The ABA wrotein

part;

“We do, however, agree that contractors should not be permitted to accrue costs
without funding them in cases where the payment cannot be compelled. In such cases,
no vaid liability has been incurred unless the liability isfunded. Additiondly, if
circumstances indicate that a contractor is likely to default on its PRB obligations,
accrud without funding should not be dlowed.”

The NDIA dso acknowledged that while funding could be one means to substantiate

(validate) the obligation, there were disadvantages to using funding for contract cost
measurement and assgnment.

“It isclear that funding vaidates aligbility. Itisaso clear that funding does not match
cost with products. It isaso clear that the use of funding (or any other cash payment)
as adeterminant of cost incurrence decreases uniformity and congstency in
accounting.”

Industry representatives pointed out the reason for including a funding requirement in

the pension Standards and the ingppropriateness of a funding requirement for post-retirement
benefits costs. The AIA made the point as follows:

“Public policy, as articulated in the tax code, has |ong encouraged pension plan
sponsors to fund their programs a an adequate level. While industry does not agree
that funding has any place in the Cost Accounting Standards, the addition of afunding
requirement in the recent changesto CAS 412, aswell as explicit recognition of tax
deductible limits, did not create tenson between public policies as expressed in the
Internal Revenue Code and the Cost Accounting Standards.

“In contrast, however, Congress has intentiondly discouraged prefunding of post-
retirement medica benefits. It would be inconsstent for the Cost Accounting
Standards Board to in essence force contractors to fund these post-retirement benefit
costs.”

On the other hand, in its response to the Staff Discussion Paper, the OUSD articulated

the concern of some members of the Government procurement community that any potentia
risk that the liability might not be liquidated is unacceptable. The OUSD unequivocaly stated:
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“Yes, funding is necessary to substantiate accrud of cogs. Thelevd of funding
necessary is 100 percent of the maximum amount of possible funding in accordance
with the contractor’ s funding vehicle. Permitting funding at less than 100 percent of the
cost accrud resultsin a potentid risk that the ligbilities for which the Government has
paid itsfair share might never be liquidated. A 100 percent funding requirement assures
the Government that the money will be available when the ligbility must be paid. If
there are valid reasons to accrue the liabilities, the accruas should be fully funded.
Permitting less than 100 percent funding effectively results in the Government providing
along-term interest free loan to contractors. Permitting funding at less than 100 percent
of the cost accrua would require that earnings on the unfunded amounts be imputed
each year to preclude increased codsts to the Government resulting from lost earnings on
the unfunded amounts.”

Government respondents stated there are no gppropriate dternatives to a requirement
that the cost accrud be fully (100%) funded. Generdly, industry respondents Stated thet the
Board did not need to consder any aternatives to a funding requirement because funding was
unnecessary to substantiate the cost accrud. Boeing concurred with the beief that funding does
not necessarily substantiate the liability, but suggested that more restrictive measures of accrua
accounting or cash bas's accounting might be used where the contractud rights to a benefit are
lacking. Boeing commented that:

“The accounting must be based upon the likelihood that the contractor will liquidete the
ligbility. If the likelihood isin some doubt or remote then the costs should be
recognized on more limited accrud basis, i.e., termina funding or those vested, or if not
appropriate on acash basis. Otherwise the costs must be recognized on an accrua
bass over the period of time the benefit is earned.”

The responses to the Board' s January 12, 1999 |etter did focus and advance the
discussons regarding therole of funding. Most industry representatives continued to argue that
funding neither enhances nor proves the firmness of the ligbility for pog-retirement benefits.
Some industry commenters expressed the belief that once established, a contractor’s promise
to provide podt-retirement benefits could not easily be avoided and therefore, afunding
requirement might be superfluous. Industry commenters again argued that funding was merdly a
cash-flow or financiad management decision and as such, was an ingppropriate consideration for
an accounting standard. These respondents did believe that funding would be a proper
consderation for an dlowability rule which addresses procurement policy concerns.

Comments from the Department of Defense Inspector Generd (DOD 1G) and the
Department of Energy reiterated the postion that full (100%) funding of pogt-retirement benefit
cogts should beincluded in the criteriafor accrua accounting. The OUSD maintained its
opinion that post-retirement benefit costs must be funded, but agreed with the industry
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comments that funding should be addressed as an dlowability congtraint and not within the
dlocability criteriaof an accounting standard.

Response: In Standards promulgated by the origind CAS Board dealing with pension
and insurance codts, in most instances the gpplicable Standards require that pension and retiree
insurance costs be funded. Therefore, the Board believes that to maintain consstency with the
promulgations of the origina CAS Board and amendments promulgated by the current Board,
the Board had to consider the role of funding as a prerequisite for the use of accrua accounting
for the costs of post-retirement benefits. The Board considered a criterion for accrua
accounting based on the contractor’ s documented commitment to fund at least the government
segments’ post-retirement benefit costs. But, after reviewing the merits of assessing the
lighility’ s firmness using funding as opposed to the terms of the pogt-retirement benefit plan, the
Board decided to propose criteria concerning the contractor’ s ability to unilaterally reduce or
eliminate benefits.

The origina pension Standard, CAS 412, and the March 30, 1995 amendments were
developed in an environment wherein the large mgority of pension costs arose from qudified
pension plans subject to ERISA. For qudified pensons plans there was less concern with
whether the pension obligation would be systematically funded as costs are accrued for benefits
earned by employees working on Government contracts. Tax accounting, financia accounting
and contract cost accounting for pensons mogtly differ in the pattern in which tax deductible
accruds (contributions), financia accounting expense accruas and the contract cost accruas
are ascribed to accounting periods.

Generdly CAS 412 did not have to establish the contractor’ s commitment to fund its
tax-qualified pengon plan as a prerequidte for accrua accounting, the funding requirement was
aready imposed by ERISA. Even asfar back as 1968 paragraph 42 of APB-8 stated: “This
Opinion [APB 8] iswritten primarily in terms of pensgon plansthat are funded.” Conversdy,
for post-retirement benefits, financia accounting uses “pure’ accrua accounting while tax
accounting for pogst-retirement benefits is generdly limited to cash basis accounting. Thus post-
retirement benefits are shown on an accrud basis for the more conservative financia accounting
purposes (which tend to maximize liability recognition), but are usudly operated on a pay-as-
you-go bass.

Despite assartions by some respondents, the original Board did believe that funding
played alegitimate role in determining whether the ligbility for a penson or pod-retirement
benefit was sufficiently firm for contract cost recognition. In the May 15, 1978 preamble to the
Notice of Proposed Rulemaking for CAS 416 (43 Fed. Reg. 20806), the origina Board
addressed the funding issue when it proposed subparagraph 416.50(a)(1)(v) (which was
unchanged when published in the find rule):
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“One respondent objected to the requirement that costs which represent additionsto a
‘retired lives reserve be evidenced by paymentsto an insurer or trustee. Retired lives
benefits are andogous to pension costs in that a contract cost is to be recognized in the
present but payment of the benefit isto take place in the relatively distant future. In
most such programs, the employer reserves the right to discontinue the program at any
time, and benefits are limited to those which can be provided by amounts aready
funded. If an amount isto be recognized currently as acost of aretired lives program,
there should be some evidence that a contractor has, in fact, incurred aligbility which
he cannot subsequently avoid by a unilateral decision.

“ Some respondents suggested the deletion of the requirement that the contractor have
no right of recapture of the fund as long as any active or retired participant in the
program remains dive. Under some fully prefunded programs, a substantia portion of
the fund isto provide for ligbility to active employees. Without the cited provision, it
would be possible for the contractor, a any time, to terminate the program asto
employees who had not yet retired, thereby creeting a surplus in the fund and obtaining
awindfal.”

And in Section (1) “RELATIONSHIP TO THE EMPLOYEE RETIREMENT
INCOME SECURITY ACT OF 1974 AND TO GENERALLY ACCEPTED
ACCOUNTING PRINCIPLES’ of the September 24, 1975 preamble to the promulgation of
CAS 412 asafind rule (40 Fed. Reg. 43873), the origina Board stated:

“APB-8 provides criteriafor accounting for the cost of pension plans for financid
accounting purposes. The Board believes that certain of these criteria are not
gppropriate for Government contract costing purposes. For example, a fundamenta
concept of APB-8 is that the annua pension cost to be charged to expense for financid
accounting purposesis not necessarily determined by the funding of a pension-plan.
The Board bdlieves that arequirement of law for annua minimum funding of penson
costson an irrevocable basis, is strong evidence that an obligation for at least such

period.”
The Board went on to state;

“In developing the accompanying Cost Accounting Standard, the Board has attempted
to stay within the general condraints of APB-8 and the funding provisons of ERISA.”

Later, in Section (11) “ASSIGNMENT OF PENSION COST” of the September 24,
1975, Preamble, the Board writes:

“Certain commentators expressed their disagreement with the sections of the
FEDERAL REGISTER proposd dedling with the assgnment of pension costs among
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cost accounting periods. The concept set forth in the proposal related in the assgnment
of cogsto the vaidity of theliability for such costs. Commentators referred to the
concept set forth in APB-8 that the accrud of pension expenses and the funding of
pensions are not necessarily related. They stated that cost should be assigned to cost
accounting periods irrespective of whether or when funded.

“The Board believes that assigning pension costs to cost accounting periods on a cash
badisis inappropriate from an accounting viewpoint and could lead to the improper
assgnment of penson costs among periods. The Board believesalso that the
concept which statesthat funding isunreated to pension accrualsis not
appropriatefor contract costing because, under such a concept, pension costs
could be assigned to cost accounting periods and never be funded; yet such
costswould be reimbur sed by the Gover nment. (Emphasis added)

“The underlying concept of the Standard isthat when avdid liaaility exids, the
corresponding costs may be accrued irrespective of when the liability isliquidated. If
the liability (to the penson fund or, for pay-as-you-go plans, to retirees) isnot valid, it
cannot be accrued; in order for it to be alocated to cost objectives of the current
period, it must be liquidated (funded) in that period or within areasonable period of
time theregfter. In order to clarify itsintent with regard to the dlocation of pension
costs to cost objectives of individua cost accounting periods, the Board has revised the
wording of 412.40(c) of the Standard.”

Clearly, the origind Board believed that funding was a proper accounting cong deration
in promulgating a Cost Accounting Standard. This Board agrees and recognizes that in any
case, funding is one method for vaidating the ligbility.

The Board dso congdered adopting the tax-rate complementary funding requirement
gpplicable to nonqudified penson plans. While negating the tax consegquences of funding such
plans, tax-rate complementary funding adds adminigtrative burden and complexity. Sincethe
amendments to the penson Standards were published in March 1995, it appears that very few,
if any, contractors have dected to use the “tax-complement” approach. Furthermore, unlike
pensions, the funding of podt-retirement benefits is not driven by tax law. The Board has
concluded that it is ingppropriate to develop provisions of this proposed rule based on tax law.

Looking to other accounting sandards, an dternative to imposing a funding requirement
might be to follow the approach that the National Association of Insurance Commissioners
(NAIC) usssfor the statutory accounting policy for “Employer’ s Accounting for Post-
retirement Benefits Other Than Pensions’ wherein the obligation is determined for
recognizing only benefits for which plan participants are currently digible. However, the
responses to the Staff Discussion Paper, “ Accounting for Unfunded Pension Costs,”
published on June 17, 1991 (56 Fed. Reg. 27780), argued that such recognition would neither
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have the amplicity and ease of cash basis accounting nor the matching of costs with activities
achieved by accrud accounting. These same comments and criticisms would gpply to such an
approach for pogt-retirement benefit costs. The Board disagrees and believes that such a
restrictive gpproach does have merit and can address the issue of whether afirm ligbility exigts.
Therefore, the Standard being proposed today imposes a cap on the net periodic post-
retirement benefit cost for a period which is based on the firm liability for benefits payable to
vested and fully-digible participants.

There is much confusion, misnformation, and perhgps disnformation, concerning
funding as a prerequisite for accrua accounting. The Board believes the question of whether
accrua accounting or cash basis accounting should be used to measure, assgn and dlocate
cogs to Government contracts is an accounting question within the purview of the Cost
Accounting Standards Board. The establishment of criteria concerning when dternative
accounting gpproaches (cash versus accrua) should gpply is aso an accounting question that
the CAS Board can and should address. (See CASB Statement of Objectives, Policies and
Concepts published May 1992, after SFAS 87 and 106 were promulgated.) The Board
disagrees that requiring funding of the period cost developed under an accrud accounting
method converts the funded accrua to cash basis accounting because the primary measurement
and assgnment is till based on accrud accounting.  Although this proposal does not impose a
funding requirement, the Board reiterates its belief that funding can be an appropriate criterion
to ascertain the contractor’s commitment to ultimately provide a promised benefit.

4. Criteriafor assessing the firmness of the post-retirement benefit liability

Comment: The Staff Discussion Paper asked if the post-retirement benefit liability was
reasonably foreseeable and could be reasonably estimated. The response from the Nationa
Defense Industrid Association (NDIA) was representative of the comments from both industry
and the government when NDIA dated: “If it can be determined that thereisavalid obligation
to pay, determining an annual estimate of the cost of that liahility isfeasble” Severd
commenters concurred with AIA who noted that the FASB had “consdered thisissue at length,
and concluded that these amounts could be reasonably estimated (see paragraphs 159 through
163 of SFAS 106).” Towers-Perrin, an actuaria consulting firm, sated that it performs nearly
600 SFAS 106 postretirement benefit plan vauations for nearly 600 clients each year.

Most commenters who addressed the SFAS 106 definition of the * substantive plan”
dtated the definition might be inadequate for contract cost accounting purposes. There
appeared to be a generd consensus that in order for a post-retirement benefit to be
recognizable, criteriasmilar to that found in CAS 412 requiring that the plan be in writing and
communicated to the employees, and that the benefits be materialy nonforfeitable should be

applied.
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However, comments from the industry associations questioned the usefulness of
requiring that the pogt-retirement benefit plan be written as adequate evidence of afirm liability.
NDIA argued that the SFAS 106 concept of established practice coupled with employee
communication might be more gppropriate: “A written document enhances the likelihood that
thereisavalid obligation. However, employee natification of future benefits, coupled with a
history of payment of benefits, also seemsto be substantia evidence of an intent to pay.” AlIA
agreed with NDIA: “A formad document does not make the liability any more compdllable than
informa documentation or an established practice. A forma document may enhance the
auditing of the ligbility but it doesn't necessarily enhance the vdidity of the ligbility.”

Funding as a precondition to the use of accrua accounting remains controversad and
was discussed in the previous subsection (3). Other than a funding requirement, no
commenters suggested any additiona or dternative criteriathat might be used to assess the
firmness of the pogt-retirement benefit obligation.

The Staff Discussion Paper dso inquired whether the firmness of the liability could be
enhanced by not projecting benefit levels. None of the commenters found any utility to placing
such aredtriction on the recognition of the pogt-retirement benefit ligbility.

Response: The Board agrees that the liability for a plan that meets the criteriafor
accrual accounting set forth in this proposed Standard can be reasonably estimated. However,
the Board does not believe that aliability isafirm ligbility smply because it can be estimated.
The financid effect of many contingencies can be estimated, but the estimated val ue associated
with these contingencies may not rise to the level of afirm ligbility for contract costing purposes
without meseting other criteria

The SFAS 106 definition is intended to identify any potentid ligbility for financid
accounting disclosure purposes. For contract cost accounting purposes, the Board believes
there must be a greater expectation that the benefits will ultimately be paid to the employees.
The Board concludes that, at a minimum, when accruad accounting is used for contract cost
accounting, the benefits must be described in aforma written document, the right to the benefits
must be communicated to the plan participants, and the benefit must be materidly nonforfeitable
once digibility is attained. The forma document provides the vehicle by which employees can
legdly enforce payment of the promised benefits. Furthermore, with the numerous changes that
corporations have been making to their post-retirement benefit plans to reduce or iminate
benefits or shift the cost to the employees, the Board believes that only benefits currently
provided by the written document and which the contractor cannot unilaterally negate or
otherwise diminate form afirm ligbility that should be recognized on an accrud basis.

The Board notes that, unlike pension benefits, employees' rights to promised post-

retirement benefits often do not vest until the employee approaches retirement digibility, eg.,
age 50 and 20 years of employment. Because of this substantial delay in vesting, a contractor
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can have aformd, ironclad contractua promise that is communicated to its employees, but il
be able to discontinue the plan leaving only those employees who are currently digible or close
to digibility with rights to post-retirement benefits. This Board, like its predecessor, is
concerned that the contractor could regp a substantia gain attributable to the liability released
by nonvested participants. The recent court decison in Sprague v Generd Motors
Corporation, (Nos. 94-1896, 94-1897, 94-1898, 94-1937, US Court of Appedls, 6th Circuit,
January 7, 1998) throwsinto question the usefulness of relying on established practice,
documentation, and communication collectively or individualy. Even when the pod-retirement
benefits are provided pursuant to a collectively bargained agreement, a Circuit Court recently
found that the commitment to provide post-retirement benefits does not survive beyond the
current bargaining agreement (Joyce, Charles v Curtiss-Wright Corporation (1999, CA2, 1999
WL 152535). The Board is aware that asmilar systemic weakness in the promise of pension
benefits to the employees of Studebaker Corporation was amgor impetus for the enactment of
ERISA in 1974.

The Board examined how the earning of post-retirement benefits is attributed to cost
accounting periods by the actuaria cost method employed by SFAS 106. The Board adso
considered the ERISA and DOL rules which require that pension benefits, once earned, cannot
be reduced by the plan sponsor. For accrua accounting, this proposed Standard smilarly
requires that the portion of the podt-retirement benefit for which the employee has achieved
eigibility cannot be eiminated or reduced by the unilatera action of the contractor.

Because the Board does not accept the SFAS 106 substantive plan as the basis for the
recognizable liability and has chosen not to use funding to substantiate the cogt, the proposed
rule relies on the nonforfeitable portion of the accumulated post-retirement benefit obligation as
the measure of the vdid, thet is, compellable, liability. To accomplish this, the proposed rule
imposes a limitation on the post-retirement benefit cost measured for aperiod. The proposed
limitation is measured as the benefits paid during the period plus the unfunded amount of
nonforfeitable accumul ated post-retirement benefit obligation. The amount of valuation assetsis
the fair value of plan assets plus the accumulated vaue of unfunded accruas minus the
accumulated value of prepayment credits. The proposed rule further requires that the
measurement of nonforfeitable accumulated post-retirement benefit obligation include
nonforfeitable benefits that would be earned during the year®.

° Including the additiona nonforfeitable post-retirement benefit obligation accrued during the
year is anaogous to, but more straight-forward than, measuring and adding a nonforfeitable annua
service cost.
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5. ldentification of the post-retirement benefit plan

Comment: Industry and Government commenters dike argued that the Board should
permit the use of different accounting methods for different benefits because a podt-retirement
benefit plan often is not a angle-purpose, homogeneous plan. Asthe AIA expressed it:

“One area of difference between pensions and post-retirement benefits concerns the
definition of asngle “plan.” While the contracting parties must be clear asto the
underlying benefits that are reflected in contract costs, and how amounts funded or
accrued relate to those individua cost dements, industry feds strongly that the CAS
Board should not require contractors to restructure their plans from an ERISA
perspective in order to achieve effective cost alocation. In other words, form should
not be elevated over substance with regard to plan structure.”

The OUSD summed it up thisway:

“If separate plans are used to provide different types of post-retirement benefits,
different accounting methods should be permitted. Different accounting methods dso
should be permitted for different benefits provided through the same plan, but only if
separate records are maintained.  Different accounting methods generaly should not be
permitted for different groups within the same plan population (e.g., union versus
non-union). However, if contractors are permitted to use cash accounting for current
retired employees and accrud accounting for active employees, the treatment of
post-retirement benefit costs for future retirees must be on an accrua bass. Since the
post-retirement benefit liability would have aready been accrued during the period of
active employment, there is no additiond liability to be recognized when active
employeesretire”

Most commenters fdt that immaterid benefits, e.g., legd services, retiree discounts,
etc., could be accounted for by the contractor in any reasonable manner. They stated that, as
with any item of cogt, the CAS should only address codts that are materidl.

Response: The Board agrees. The Board is aware that it is often necessary for a
company to use a combination of invesment vehicles, eg., aVoluntary Employee Benefit
Asociation (VEBA) trust combined with an IRC 8§ 401(h) trugt, to achieve tax-favorable
funding of podt-retirement benefits. Similarly, dightly different retiree insurance plans may be
required in different plants, locations, or states to provide an overdl genera podt-retirement
benefit promise. Thus, the podt-retirement benefit plan is frequently not a single benefit plan,
but severd different benefit promises to different groups of employees.

The proposed Standard permits the contractor to parseits overall post-retirement
benefit plan or its plan population into severa separately identified plans for purposes of
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contract cost accounting. Once S0 established, such division of the plan or population must be
consstently maintained and often will require disclosure on the DS-1 Statement.  For
adminigrative ease, the proposed Standard aso allows the contractor to aggregate different
plans or populations for which the same contract cost accounting method is used.

Costs of pogt-retirement benefits that are immateriad may be accounted for separately
on acongstent basis. This proposed Standard does not address post-retirement benefit costs
that are immaterid.

6. Cash basis accounting (pay-as-you-go cost method and terminal funding)

Comments: Many commenters expressed their belief that cash basi's (pay-as-you-go)
accounting is gppropriate whenever the podt-retirement benefit liability is not firm. Some
commenters expressed a desire for cash basis accounting to be permitted even when the
criteriafor accrud accounting are satisfied so that contractors could maintain the flexibility to
coordinate their contract cost accounting with their financid management decisions regarding
the funding of the liability. Other commenters asked that cash basi's accounting be permitted as
an dternative if afunding requirement were to be imposed as a prerequisite to accrua
accounting.

The commenters who addressed termind funding stated that while termina funding was
not an acceptable accounting method, the Board should permit contractors to continue use of
the termind funding method.

Response: The Board generdly agrees. Therefore, this proposa provides thet if the
post-retirement benefit plan does not satisfy the criteriafor accrua accounting, then cash basis
accounting is the only appropriate cost accounting method. However, this proposed Standard
requires that if the plan does meet the proposed criteriafor accrua accounting, then the
contractor must use accrua accounting.

The Board agrees that termind funding is not a generdly acceptable accounting method
and may introduce excessive volatility into costs. This proposal does not permit contractors to
use the termind funding method, dthough the trangition provisions permit a contractor who has
an established practice of using termind funding to continue such practice.

Asdiscussed later, if the plan fails the criteriafor accrua accounting, the Board believes
it isingppropriate to recognize any unfunded ligbility that may exist when a segment closes

7. Accounting for the funding of post-retirement benefit plans

Comment: The commenters generdlly agreed that any portion of the accrued cost for
the period that is not funded should be accounted for in some manner. The commenters

37



suggested that the provisons of CAS 9904.412 regarding unfunded accruds could serve as
gppropriate guidance. The NDIA suggested that some restrictions might be placed on the
interest equivaent used to update the accumulated value of the unfunded accruds. The OUSD
recommended that the accumulated value of the unfunded accruds be reduced appropriately
when post-retirement benefits are paid.

Response: The Board agrees with these comments. For plans using the pay-as-you-go
cost method, funding is accomplished by payments made directly to the participant or elseto a
third party to provide service or insurance for the participant. The cost of defined-contribution
plans usng accrua accounting is measured by the net distribution to individud participant
accounts of the amount deposited to the funding agency or paid to cover the adminigtrative
expenses of the plan. Interest expenses or other costs of borrowing are excluded from post-
retirement benefit costs. For defined-benefit plans using accrua accounting, depositsto the
funding agencies plus benefits paid to or on behdf of participants comprise the funding. When
accrual accounting is used, the Board believes that contractors who pay benefits directly from
corporate resources should be accorded the same treatment as contractors who would make a
deposit to afunding agency and then dmost immediatdy use that funded deposit to pay
benefits.

Depending on its financid management decisons, a contractor’s actuad funding may be
more or less than its assigned post-retirement benefit cost, therefore the proposed measurement
and assgnment section includes provisions to account for unfunded accruas and prepayment
credits. The Board proposes that any portion of the period accrud that is not funded shall be
accounted for and accumulated with interest as an accumulated value of unfunded accruas.
Generdly the accumulated value of unfunded accruas would be trested the same as a plan
asset.

This proposed Standard specificaly provides that prepayment credits are not allocated
to segments until used to fund the pogt-retirement benefit cost in afuture period. When a
portion of the prepayment credit is used to fund post-retirement benefit codt, that portion will be
dlocated as part of the tota funding for that cost accounting period. This means that the
paragraph 9904.419-40(b)(5)(iii) balance tests would not include the prepayment credit when
goplied a the segment leve.

Congstent with the pension Standard, CAS 9904.413, a contractor may choose to
dlocate funding to those segments, including home offices, that alocate cogts to contracts
subject to this Standard before dlocating any funding to other ssgments. This proposed
provison gives contractors flexibility to comply with any funding requirement that might be
imposed by procurement alowability rules. Pogt-retirement benefit plans, like nonqudified
pension plans, are not subject to plan-wide minimum funding requirements o that funding the
Government segments firgt could creete a Situation where those segments are fully funded while
the commercia segments are unfunded. The Board is concerned that because al participants
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generdly would have aclam to any assets of the plan, the Government could, in fact, be
subsidizing the obligations of commercid operations and therefore funding must then be applied
to those segments once the Government segment(s) isfunded. Notethat in lllustration
9904.419-60(d)(6), the contribution in excess of the minimum required to fund the cost of the
Government segments was dlocated toward the funding of the commerciad segments rather than
as a prepayment credit for the Government segments.

If the criteriafor accrua accounting are satisfied, this proposed Standard provides that
the full post-retirement benefit cost be dlocated to segments based on ether a separate
caculation of costs or generd dlocation using an gppropriate base, e.g., headcount or sdlaries,
etc. Once the pogt-retirement benefit cost is alocated to segments and intermediate home
offices, this proposa provides that the cost be dlocated to intermediate and find cost
objectives in the same manner as other persona service compensation costs of that segment or
home office.

8. Accounting for the assets of post-retirement benefit plans

Comment: Both Government and industry respondents found IRC § 401(h) accounts
within aqudified penson trust, VEBA trusts, and secular trusts to be acceptable trust
arrangements. Industry respondents believed that “rabbi” trusts would be acceptable funding
agencies for pogt-retirement benefit plansjust as they are acceptable for nonqudified penson
plans under CAS 9904.412. The AlA advised the Board that “any Standards should permit
the use of these and other new arrangements asthey emerge” Government respondents
expressed their belief that any trust arrangement must not be subject to the claims of creditors
and therefore objected to “rabbi” trusts. The DOD IG stated:

“CAS 9904.416.50(a)(1)(v)(B) requires that there be no right of recovery from atrust
by the trustor as long as any active or retired participant in the program remains dive
unless the interests of such remaining participants are satisfied through reinsurance or
otherwise. This provison has served to adequately restrain contractors from attempting
to cost contingent liabilitiesin current costing periods.”

Some industry respondents believed there was no accounting difference between
treating IRC 8 401(h) separate accounts as the assets of a podt-retirement benefit plan or the
assets of an ancillary benefit that is an integrd part of the penson plan. On the other hand, the
OUSD said:

“Separate 401(h) accounts should be considered part of the post-retirement benefit
plan assets because the assets are segregated in atrust and they are redtricted by the
IRC to be used solely for podt-retirement benefits. Thisis condstent with the
description of post-retirement benefit plan assets contained in paragraph 63 of SFAS
106.”
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Commenters noted many insurance arrangements, e.g., restricted insurance reserves,
separate investment accounts, trust owned life insurance (TOLI) arrangements, that might
qudify asfunding agencies. While they agreed that dl insurance arrangement should be
considered, they also agreed that access to the assets must be redtricted. In thisregard, the
commenters expressed a belief that a corporate owned life insurance (COLI) arrangement
should not be considered a funding vehicle because a COLI is an unrestricted investment of the
company and not the post-retirement benefit plan. The Government respondents believe
insurance arrangements must be subject to the same criteriaastrusts. The OUSD echoed their
concern about “rabbi” trusts and stated, “Insurance arrangements should be permitted to the
extent the assets are protected from general creditors and cannot be used at the contractor’s
discretion.”

The commenters agreed that severa funding agencies could be combined to form the
assets of a podt-retirement benefit plan. No one believed that any particular type of funding
agency should be given preference or priority.

Response: This proposed Standard on post-retirement benefit costs adopts the CAS
9904.412 definition of funding agency. Any investment vehicle or arrangement and any
insurance product or reserve that satisfies that definition can be recognized as an asset of the
post-retirement benefit plan. Severd individud arrangements, such asa VEBA trust, aTOLI
arrangement, and an IRC § 401(h) subaccount could be aggregated together to form the plan
assets. The Board expresses no preference for one arrangement over another.

The Board is not concerned about the use of “rabbi” trusts. If a“rabbi” trust meets the
funding agency definition, the plan participants and beneficiaries rights are superior to that of
the contractor. Because the procuring agencies are responsible for ensuring that their
contractors are financidly viable, the Board does not perceive any undue risk to the
Government that should affect this proposed accounting Standard.

9. Measurement and assgnment under the accrual accounting method

Comment: The commenters were in generd agreement that accrua accounting isthe
most desirable accounting method for determining the costs of pogt-retirement benefit plans that
mest the criteriafor establishing afirm liability. They uniformly observed that accrud
accounting affords the best matching of post-retirement benefit costs with the contract activity.

None of the commenters favored limiting the measurement and period assgnment of
post-retirement costs to a Sngle accounting method. In addition to the firmness of the liability,
the commenters expressed their belief that the choice of the gppropriate cost accounting
method would depend on the nature of the podt-retirement benefit plan, the financia
management of the plan, and factors affecting a particular industry and employee population.
AsAIA observed:
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“CAS conagtency and uniformity isreferring to identica treatment under like
crcumdances. Inthisares, it is highly unlikely there will be like circumstance.
Contractors are different, plans are different, IRS rules are changing and the hedlth care
environment is extremdy dynamic. A “one sizefitsdl” uniformity is not gppropriate for
measuring, assgning or alocating this type of cost.”

Smilarly, TRW dated:

“Dueto the different characteristics of pogt-retirement benefit obligations (for example,
the magnitude of the obligation or the ability to fund in atax-effective manner), a
contractor should be free to determine which method is most appropriate.”

Response: The Board generally agrees that accrua accounting does provide the best
matching of costs associated with afirm ligbility with contract activities. Therefore, for a post-
retirement benefit plan that meets the criteria set-forth in this proposed Standard the contractor
must use accrua accounting. Pogt-retirement benefit plans that do not meet the proposed
criteriamust use cash badi's accounting.

10. Actuarial cost methods and assumptions

Comment: Looking to SFAS 106 as the primary mode, some respondents have
implicitly advocated the use of a single method; that is, the unit credit cost method. Other
commenters, concerned with matching costing and funding to the greatest degree possible,
advised the Board to permit any generaly accepted actuarid cost method, including spread-
gan methods. Discussing why spread-gain methods should be permitted, TRW suggested.

“ Spread-gain methods should be dlowed because they frequently are the basis for
determining deductible contributions to 401 (k) [Sic] accounts and VEBAS. If only
immediate gain methods are permitted, many contractors will find it difficult if not
impossible, to match permitted funding with the expense accrud.”

Echoing TRW's comment, the AIA recommended “flexibility to follow tax rulesis criticd if
funding is to be a prerequisite for cost dlowability.” The AIA went on to suggest that “changes
in the techniques used from one year to the next should not be trested as accounting changes.”

Respondents also commented that the Board should consider addressing actuaria
assumptions, especidly those used for discount rates and medical cost inflation rates. They
were concerned that the SFAS 106 emphasis on current period results, rather than long-term
expectations, would cause volatility in annua costs. Several commenters recommended thet
the assumptions be subject to the same “best-estimate,” |ong-range expectation criteria as the
actuaria assumptions used for penson costs. The ABA was adamant that the Board should
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“refrain from mandating actuaria assumptions” None of the commenters fdt that any
certification by the plan’s actuary or any sengtivity andys's was necessary.

Some commenters held the view that changesin actuaria assumptions should not be
treated as a change in cost accounting practice. Other commenters stated that if the basis for
actuaria assumptions is changed, rather than the numeric values of assumptions themsdves,
such changes would appear to meet the criteria of CAS 9903.302 as a change to a cost
accounting practice. One commenter added that the Standards need not include guidance
aready provided for in the regulations.

Response: As part of its acceptance of SFAS 106 for the measurement of post-
retirement benefit obligations and codts, the Board accepts the SFAS 106 provisions regarding
actuaria assumptions. The Board does remain somewhat concerned that currently post-
retirement benefit plans are generdly unfunded or significantly underfunded. Furthermore, there
are no insurance products available to settle the liability for hedth care benefits. Therefore
assumptions regarding expected discount rates cannot be based on the results of actua fund
yields nor are there any insurance contracts from which discount rates can be extracted.

The Board notes that the amended CAS 9904.412 prohibits the use of spread-gain
methods. Furthermore, when CAS 9904.412 was promulgated, the original Board was
concerned that spread-gain methods did not separately identify gains and losses and explicitly
imposed aform of assgnable cost limitation on costs determined under a spread-gain actuaria
cost method.

The Board concurs that post-retirement benefit costs are not sufficiently distinct from
pensions and insurance to warrant any specid actuarid certification. The Board aso notes that
when an actuary performs a post-retirement benefit vauation or advises contractors concerning
their plans, the actuary is persondly subject to the professond standards promulgated by
Actuaria Standards Board. The Board has concluded that no specia certification requirements

are necessary.

The Board proposes to expand the provisons of CAS 9904.416 that require the
accrud cost of prefunded retiree insurance plans be “ actuaridly determined” and move these
provisions to this proposed Standard. By accepting SFAS 106 as the basis for the actuaria
determination of the accrua accounting cogts for defined-benefit post-retirement plans, the
Board is accepting the unit credit actuariad cost method as described in SFAS 106. The
proposed Standard does not preclude the contractor from using a spread-gain actuarial cost
method to determine the annua contribution to atax-qudified funding agency, but the contract
cost determination islimited to the unit credit cost method as described in SFAS 106.

What condtitutes a change in cost accounting practice should be determined in
accordance with the provisions of CAS 9903.302. Those provisions describe cost accounting
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practicesas” . .. any disclosed or established accounting method or technique which is used
for alocation of cost to cost objectives, assgnment of cost to cost accounting periods, or
measurement of cost.” Additiona guidance regarding the disclosure of cost accounting
practices gpplicable to post-retirement benefit plansis provided in Part VI of the Disclosure
Statement (Form CASB DS-1 (Rev 2/96)). The DS-1 guidance makes clear that any
disclosure only appliesto the basis for setting and updating sgnificant actuaria assumptions.
Such disclosure does not gpply to the current numerica vaues of the actuaria assumptions
which may change in response to experience. On the other hand, a change in the basis used for
determining actuarial assumptions would condtitute a change in cost accounting practice that
should be addressed on a case-by-case basis under the provisions of CAS 9903.302.
Additiond provisonsin this proposed Standard are not deemed necessary.

The Board proposes to place a redtriction on the hedlth care trend rate assumption.
The proposed limit isimplemented by imposing a cap on the hedth care trend rate equd to the
long-term expected rate of return. Of dl the actuarid assumptions, the hedlth care trend rate is
one of the most volatile and difficult to estimate. Moreover, many economists and other experts
do not believe that health care expenditure can continue to increase as a percentage of Gross
Domedtic Product. Therefore, the Board bdlieves that this restriction will not only reduce
volatility, but will introduce a long-term reasonability™ limit on this problematic assumption.
The Board does note that increases in the projected and accumulated post-retirement benefit
obligations that are attributable to aperiod of high hedth care cost increases will be measured
and recognized as an actuaria loss.

11. Accounting for thetranstion obligation

Comment: Both industry and Government commenters agreed that if afirm liability
exigts, then the trangtion obligation portion of the tota liability isafirm ligbility and should be
included in any accrud accounting provisons promulgated by the Board. The commenters
noted that both the origina and amended CAS 9904.412 identify the initid unfunded lighility,
which is analogous to the SFAS 106 trangtion obligation, as one of the portions of unfunded
actuarid liability to be recognized and amortized. Smilarly, CAS 9904.416 recognized and
amortized the actuarid present value of benefits for employees aready retired when contractors
switched from the pay-as-you-go cost method to the termind funding method. The
commenters generaly agreed that immediate recognition of the transition obligation would be
disruptive to contract cost accounting. The commenters recommended that the trangtion

10 The Board has generally accepted the SFAS 106 guidance on actuarial assumptions which
places more emphasis on current conditions rather than long-term expectations. However, inthis
ingtance, placing along-term expectation on the hedlth care trend rate which can exert such aleveraging
effect on post-retirement benefit costs seems appropriate

43



obligation be amortized over either aperiod of 10 to 30 years asrequired by CAS 9904.412
or else over the average future working lives of the participants as required by SFAS 106.

One commenter argued for some mechanism to reflect the contractor’ s historical level
of cost-based contracts as ameans of achieving equity for both parties if there had been a
major increase or decrease in the contractor’ s cost-based Government work over the last ten
(10) years. Another commenter suggested that the contractor and the cognizant Federa
agency officid should be given the latitude to negotiate such an equitable arrangement. Other
commenters opined that attempting to reflect past levels of Government participation in costs
assigned to future periods would be exceedingly complicated and would impose an
adminigtrative burden for both parties.

Response: Consistent with the conceptual approaches of CAS 9904.412, SFAS 87
and SFAS 106, the Board agreesthat if the post-retirement benefit plan meets the criteria for
accrud accounting, the trangition obligation should be recognized in accordance with SFAS
106. However, immediate recognition of the trangtion obligation, as permitted by SFAS 106,
would be unmanageable and disruptive to the budgeting process for cost type contracts and the
forward-pricing process for negotiated fixed price contracts. The Board proposesto limit
recognition of the trangtion obligation to the delayed recognition method of paragraphs 112 and
113 of SFAS 106.

Neither CAS 9904.412 nor CAS 9904.416 includes any provision to reflect past levels
of Government contracting prior to the initid recognition of the prior service ligbility.
Furthermore, the Board views the granting of prior service benefits, which creates the trangition
obligation, as an inducement or compensation for current and future employment. Accordingly
the trangition obligation component is to be alocated to the find cost objectives of the period in
the same manner as the other five post-retirement benefit components.

12. Accounting for annual gainsand losses

Comment: The commenters generdly recommended that annua gains and losses (o
referred to as experience gains and losses) should be amortized. Industry representatives
preferred the gain and loss provisions of SFAS 106, while the Government representatives
preferred the 15-year amortization period used in CAS 9904.413 and CAS 9904.416. The
commenters agreed that immaterid gains and losses could be recognized immediately.

Response: As with the other components of post-retirement benefit costs,
determination of the annua gain and loss component will follow the provisons of SFAS 106.
However, the annual gain and loss measures the experience of a specific cost accounting period
and the Board bdlieves that it is ingppropriate to inordinately delay contract cost recognition.
Therefore, the proposed Standard requires that the full amount of the annual (experience) gain
and loss for a cogt accounting period be amortized, not just the portion in excess of the corridor
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established by SFAS 106. The proposed Standard permits the full current period recognition
of any immateria annua gain and loss. Once the contractor has established its policy for
recognizing annua gains and losses, the proposed Standard requires the contractor to
consgtently follow that amortization policy in the future as part of its cost accounting practice.
Similar to the provisons of paragraph 9904.412-50(a)(3), the established policy regarding the
recognition of annual gains and losses can be dependent upon the Sze and nature of the gain or
loss.

13. Recognition of other changesin the accumulated post-retirement benefit
obligation

Comment: Industry representatives recommended that any gain or loss due to a change
in actuarid assumptions or achange in actuarid cost method need not be separately recognized
from other causes of the annual gain or lossin accordance with SFAS 106, while the
Government representatives suggested the gain and loss amortization rules of CAS 9904.412
should be followed. Similar recommendations were made regarding a change in the benefit
provisons of the post-retirement benefit plan.

The commenters agreed that the SFAS 106 market-related value of assets should be
used to determine the annual gain or loss. They noted that the market-related value of assets,
like the somewhat andogous actuarid vaue of assats for pensions, helps smooth gains and
losses from period to period. The commenters also acknowledged that the actuarial cost
method, including the method of determining the market-related vaue of assts, is part of the
contractor’s cost accounting practice.

Response: Gains and losses due to changesin the actuarid assumptions, the actuaria
cost method, or the benefit provisions of the plan are to be determined in accordance with
SFAS 106. The Board notes that although the actuaria cost method is prescribed by SFAS
106, substantive changes in the manner in which the actuarid cost method is gpplied, such asa
change in the attribution pattern or in the method of determining the market-related vaue of
assats, would congtitute a change in cost accounting practice.

The annud gain and loss includes the effect of actud experience devidaing from
expected changes in assets and demographics. Under SFAS 106 and this proposed Standard,
this component aso includes the effects of changesin actuaria assumptions. The Board notes
that in CAS 9904.412 the cogt effects of changes in actuaria assumptions are determined and
amortized separatdy from the effects of annud experience. Thishigher levd of vighility dlows
the contractor and the Government to assess the continuing reasonableness of the assumptions
in the aggregate. However, because the Board proposes to accept and rely on the assumptions
used for SFAS 106, this higher visibility would not seem to serve any function in this proposed
Standard and no separate identification of the effect of achange in actuarid assumptionsis
required.
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14. Allocation of post-retirement benefit costs to segments

Comment: Industry respondents generdly expressed a belief that CAS 9904.403
provides sufficient guidance on alocating podt-retirement benefit costs to segments.
Government respondents suggested that alocation guidance smilar to that contained in
paragraph 9904.413-50(c)(1) might be needed. The commenters agreed that the alocation
method would not necessarily be dependent on the accounting method employed. They did
acknowledge that the causal-beneficia relationship between the employees of a segment and
the benefits provided to those employees by the post-retirement benefit plan should be a factor
in determining the proper dlocation basis.

Response: The Board agrees and this proposed Standard on post-retirement benefit
costs contains provisions analogous to those found in CAS 9904.413. The Board believes that
the guidance provided in this proposed Standard regarding the allocation of post-retirement
benefits costs to segments is compatible with the alocation process applicable to centra
payments or accruals as outlined in paragraph 9904.403-40(b)(4). The Board notes that post-
retirement health care costs often will be appropriately alocated on a head-count basis as
opposed to most pension costs which are related to benefits that are salary-related. The Board
proposes that the costs of plans using the pay-as-you-go cost method be alocated to segments
and home offices having participants and beneficiaries digible to receive benefits so that the
cost is dlocated to the segments where the benefits had been earned, i.e., anew start-up
commercid segment will not absorb costs of participants who had retired from a higtoricaly
Government segment.

The Board concluded that consistent with its decison to accept the measurement and
assgnment provisons of SFAS 106 and to permit contractors to use the data produced for
financia accounting purposes, this proposal will in some instances permit a contractor to apply
agenerd dlocation of thetotal plan cost to segments in spite of the inherent, but immaterid,
inaccuracy.

15. Separate calculation of post-retirement costs of segments

Comment: The respondents generdly agreed that separate computation of cost at the
segment level should be required whenever demographic, benefit, or experience differences
cause materid differencesin the podt-retirement benefit cost of the segment. Government
respondents pointed out that such guidanceis aready a part of the pension and insurance
standards, notably at paragraphs 9904.413-50(c)(2) and 9904.416-50(b)(1) and (2). Texas
I nstruments observed:

“Differencesin demographics or other factors may support a separate caculation of
post-retirement costs at the segment level. In addition, such a segmented approach
may be useful in recognizing acquired groups of employees as wdl as variaionsin union
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contracts, benefit levels, etc. In many cases, however, continued use of composite
methodology would remain appropriate.”

Although separate computations by corporate division are fairly commonplace, the
commenters supported requiring separate computation only when the post-retirement benefit
cost for a segment would be materidly affected. AIA made the point as follows.

“We dso fed that the following excerpt from the prefatory comments to the old CAS
413 remains appropriate:

‘The Board believes that, in most cases, it will be obvious to the contracting parties
whether the presence of one or more of these conditions for a segment will materialy
affect the pension cost for that segment ... The Board emphasizes that separate
cdculations are not routinely required, even though no two segments are likely to be
identical with respect to the actuarid factors set forth in the Standard.””

The respondents did support the creation of specid segmentsfor retired or other
inactive plan participants. They suggested that paragraph 9904.413-50(c)(9) would serve as
an appropriate modd. AlA noted that “this method, which has been present in CAS 413 for
nearly 20 years, has been of consderable aid in facilitating alocation of penson cogt.”

Response: The Board generdly agrees. The proposed Standard adopts the separate
calculation requirements of CAS 9904.413. Looking to CAS 9904.413 for consistency and
guidance, the proposed Standard does require separate computations whenever certain
conditions exist or certain events occur that can be expected to cause a materid difference
between a generd alocation and a separate calculation of post-retirement benefit cost.

The Board congdered requiring that post-retirement benefit costs aways be individualy
caculated for each segment. There would have been an exemption permitting coststo be
determined for the plan as awhole and then alocated across the segments if such composite
computation and genera dlocation did not produce materidly different results as compared to
the cost separately calculated for the segment. When CAS 9904.413 was written in the
1970's, actuarid vauations involved extensive and expensive manua computations. Now that
actuaries use high-speed computers to do the basic annuad vauation computations, it is standard
practice for an employer to have vauation results produced for subgroups of employees by
divison or subsdiary, often using differing sets of assumptions by location when warranted.

The primary advantage of separately calculating post-retirement benefit costs would be
achieving the most accurate determination of the benefit obligation and cost for the particular
employees of assgment. However, the Board found no materia advantage to requiring
separae caculationsif there were no materia effect on contract cost determination.
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The Board aso considered a genera requirement that costs be separately caculated
whenever such a separate caculation would yield a materidly different result from a generd
alocation of costs. But this requirement could cause a contractor to produce the separate
caculation in order to assess if amateria difference would occur. Therefore, the Board found
no particular advantage to such arequirement.

This proposed Standard does not provide for nor permit the use of inactive segments.
Instead, consistent with the general concept that costs associated with retired and terminated
employees should be regarded as a generd cost of doing business, each nonactive participant
must be assigned to the gppropriate segment, an intermediate home office, or corporate home
office.

When the pension Standard, CAS 9904.413, was devel oped, a common practice for
pension plans funded or operated through insurance company products, such as, deposit
adminigtration contracts or immediate participation guarantee contracts, was to either purchase
annuities as participants retired or to move the participants to a separate account or “retired life
reserve’ which effectively annuitized the participants benefits. To dleviate the adminigtrative
expense associated with tracking retirees by the segment from which they retired, CAS
9904.413 emulated this concept of aretired life reserve by permitting retirees, and other
terminated participants, to be transferred to an inactive segment. The advent of computer-
based participant data systems has eliminated most of the administrative work associated with
tracking plan participants and such a provison isno longer needed. The Board aso isaware
that the creation of a non-operationa segment is contrary to the 9904.403-30(a) definition of a
“segment” and has frequently caused confusion for contractors and auditors.

16. Accounting for the assets allocated to segments

Comment: Industry commenters generaly expressed thet if funding were to be
required, then the Board should include a provision alowing Government segments to be
funded first. They noted that with the lack of tax-advantaged funding, such a provison might
enable a contractor to fully fund the portion of post-retirement benefit cost alocated to
Government segments. The NDIA noted, “if contractors could recover through Government
contracts funds set aside for post-retirement benefits, there would be some incentive to fund.”
The AlA fdt such aprovison was of particular importance to a contractor who performed
primarily commercid work. The AIA wrote: “In addition, if contractors thet are primarily
commercid are not permitted to fund only their segments performing government work, those
contractors will be placed a ardative disadvantage compared to contractors that are devoted
exclusvely to government contracting.” The DOD |G concurred gating:

“For the benefit of covered employees, it ismost desirable to fund al segments.

However, for contract costing purposes, it is acceptable to fund only those segments
performing work under Government contracts.”
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Generdly industry respondents opined that memorandum records could provide
aufficient evidence of such segmented funding. The DOD |G cautioned:

“Our experience in reviewing CAS 9904.413-50(c)(7) records on business
combinationsis that memorandum records are adequate only if they are subject to close
scrutiny and complete audits by the Government.”

Many respondents believed that trust and plan documents could be drafted so that the
Government and commercia segments could be effectively covered by separate plans. But
they were concerned that such lega separation of the segments would require extra effort,
could create employee rlations problems, and might run afoul of nondiscrimination rules.

Concerning transfers between funded and unfunded segments, the respondents
generdly agreed that rules could be drafted, but it might be extremely difficult to draft rules that
would be equitable and would not be overly complicated. The OUSD suggested that instead of
trandferring assets and ligbilities with participants, “any ligbility resulting from prior service
should remain with the segment from which the employee is transferred.”

The commenters dso believed that the methods of CAS 9904.413 regarding theinitia
alocation of assets to the segment and the subsequent annua update would provide ample
guidance for pogt-retirement benefits plans.

Response: The proposed Standard adopts the CAS 9904.413 provisions regarding the
initid alocation and subsequent update of assets for contractors that use accrua accounting and
separately cdculate podt-retirement benefit cost for segments.

While the proposed Standard does not impose a funding requirement, this proposal
permits contractors to fulfill any funding requirement that might continue to be imposed by
procurement regulations regarding dlowability for only those segments and home offices that
dlocate costs to Government contracts. This provision will enable many, if not mog,
contractors to dign the funding of their pogt-retirement benefit costs with the segments that
generate income from cost-based Government contracts.

Commercia segmentsthat are not funded would record a memorandum record and
account for their costs as an accumulated vaue of unfunded accruds. When plan participants
transfer between segments, this accumulated value of unfunded accruas would be trested the
same as plan assets. The requirement to separately account for the assets of each segment will
endble this provison to function in afairly smple and sraightforward manner.

The Board aso proposes explicit guidance on how assets and liabilities are trested

when segments are split or combined. Regarding transfers, the Board believes that the
unamortized portion of an employee' s accumulated podt-retirement benefit obligation is
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compensation for future service and should follow the employee. Accordingly, the proposed
Standard provides that plan assets, the accumulated vaue of unfunded accruas, and the
accumulated vaue of prepayment credits shdl be transferred in proportion to the employee’'s
accumulated pogt-retirement benefit obligation.

17. Accounting for curtailments, settlements, and special termination benefits

Comment: Industry commenters generaly agreed that because a benefit curtailment or
liability settlement does not disrupt the contractud relationship between the parties, there was
no need for a speciad immediate period adjustment. Most commenters felt that curtailments and
Settlements should be accounted for as gains or |osses.

The OUSD expressed a bdief that accounting treatment smilar to that contained in
paragraph 9904.413-50(c)(12) should be provided for the effects of a post-retirement benefit
curtallment, liability settlement, or plan termination whenever accrud accounting had been used.
The OUSD dso recommended that the unamortized portion of the initia unfunded liahility, i.e.,
the trangtion obligation, be excluded from the determination of the adjustment. Like industry,
the OUSD believed that the Board should permit the plan termination or benefit curtallment
adjusment to be amortized if the contractud relationship continued.

Industry commenters expressed their belief that the Government can protect its interests
when a pogt-retirement benefit plan is terminated through provisions smilar to the pension plan
terminations or segment closing adjustments of CAS 9904.413. They bdieve that such a
provision could provide the Government adequate protection so that afunding prerequisite for
accrud accounting might not be necessary. And, they stressed that the Government should
recognize its respongibility in regard to underfunded plans. Asthe NDIA explained:

“Industry commenters generaly emphasized that the Government has a responsbility to
share in any underfunding as well as any surplus when accrua accounting had been
used. Some industry commenters indicated a belief that the Government should share
in the underfunding of pogt-retirement benefit plans that had been accounted for using
the pay-as-you-go cost method.”

Both industry and Government respondents agreed that the contracting parties arein
the best Stuation to determine whether the adjustment should be effected in the cost accounting
period when the plan termination occurs or amortized over severd periods with an interest
adjustment. Some commenters opined that the option to spread the adjustment should reflect
whether or not there is a continuing contractua relationship. The OUSD fdt that the choice to
immediately adjust or amortize should be a the Government’s option. Smilarly, TRW believes
that the cognizant Federa agency officid isin the best pogtion to determine whether immediate
adjustment or amortization is appropriate.
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Response: The Board proposes that any benefit curtailment, ligbility settlement, or
gpecid termination benefit gain (or 1oss) be measured and first used to offset againgt
unrecognized losses (or gains) in accordance with SFAS 106. While SFAS 106 would then
recognize any remaining gain or loss as current period income or expense, the proposed
Standard provides that the resdua gain or loss be amortized over 10 years aslong asthe
contractua relaionship continues. If the segment is closed, any unamortized portion of any
curtallment, settlement, or specia termination benefit gain or loss is subsumed in the segment
closng adjustmen.

In this proposed Standard, the Board is presuming that the possibility of any inequity
because of achangein theleve of government contracting over the ten year amortization
period is an acceptable risk when compared to the disruption that would be caused by a
repricing of contracts. An additiona inequity might occur because the effect of the curtailment,
settlement, or termination benefits would not be reflected in currently priced cost-based fixed
price contracts during the first few periods of the ten year amortization period. Asthis case has
progressed, the Board' s concern about not repricing has increased because of the magnitude of
the recent benefit curtailments of some post-retirement benefit plans.

The Board believes that since SFAS 106 requires full current period recognition of
curtailments, settlements, and termination benefits gains and losses, it is gppropriate to
accelerate the norma 15-year amortization period used for annua gains and lossesto 10 years
for any unrecognized curtailment, settlement, or specia termination gain or loss.

If aplan isterminated, much of the unrecognized transition obligation and prior service
cog, including any prior service cost from recent plan amendments and benefit improvements,
will be diminated by the coincident benefit curtailment, particularly the post-retirement benefit
obligation attributable to nonvested benefits. Accordingly, unlike the pension Standard, the
proposed Standard does not include a 60-month phase-in of plan amendments. Any remaining
unamortized prior service cost and trangtion obligation would continue to serve as an
inducement or compensation, abeit diminished, for future service.

18. Segment closing adjustment for defined-benefit plans using accrual accounting

Comment: Industry commenters expressed the view that the Government can protect
its interests when a segment is closed through an adjustment similar to that found a paragraph
9904.413-50(c)(12). Industry commenters emphasized the Government’ s responsibility to
share in any underfunding aswel asin any surplus. The OUSD agreed that provisons smilar
to those found at paragraph 9904.413-50(c)(12) regarding pensions would be appropriate to
address segment closings when the accruad accounting method had been employed.

Response: The proposed segment closing provisons are Smilar to the CAS 9904.413
segment closing provisons. This proposed Standard explicitly statesthat interna
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reorganizations do not congtitute a segment closing. The proposed Standard measures an
amount to be immediately recognized by an adjustment to contracts. However, this proposal
provides that the contracting parties can determine the details on how the actud adjustment will
be effected based upon the size of the adjustment and the contracting circumstances.

The Board proposes to measure the segment closing adjustment as the difference
between the nonforfeitable post-retirement benefit obligation and the accumulated value of plan
assats and unfunded accruas. These measures may result in ether a credit or a charge to the
Government. As previoudy discussed, the nonforfeitable post-retirement benefit obligation
measures the firm or unavoidable liability.

There has been some confusion about the CAS 9904.413 segment closing provisons
when a segment is sold to a successor-in-interest and assets and liabilities are transferred from
the sdller to the buyer. The concept articulated in CAS 9904.413 and followed in this
proposed Standard is that no adjustment is necessary to the extent that the contract cost
accounting for the benefits continues unaltered. This proposed Standard makes it clear that the
contract cost accounting records used to determine the segment closing adjustment when there
isasdeto a successor-in-interest are the same records that have been used up to the point of
sde. The proposed Standard aso describes how a segment’ s assets and ligbilities shal be
divided when part of the ssgment’sliability is retained or the ssgment is otherwise split or
merged as part of the sde, trandfer, or other reorganization.

19. Segment closing under the pay-as-you-go cost method

Comment: Some industry respondents stated that regardless of whether the Cost
Accounting Standards did or did not permit a contractor to use accrua accounting, the prior
period post-retirement benefit costs were incurred to produce goods and services for the
Government. They believed that any decison to not recognize the unfunded accumulated post-
retirement benefit obligation would be a procurement alowability decison and not a cost
accounting decison. Other industry commenters argued that the Remington Arms decision
(Army Contract Adjustment Board (ACAB) Decison No. 1238 (1991)) madeit clear that
whenever the Government had benefitted from the contractor’ s use of the pay-as-you-go cost
method in the past, the Government should bear responsihility for its share of the unfunded
accumulated benefit obligation as amatter of equity and fairness. Texas Ingruments did note
that the Remington Arms case was based on the fact that the Government not only benefitted,
but was complicit in the contractor’ s decision to use the pay-as-you-go cost method. SDP

11 The actuarid liability determined under the accrued benefit cost method which is used to
determine the paragraph 9904.412-50(c)(12) segment closing for pensions is analogous to the
nonforfaitable pogt-retirement benefit obligation in that it measures the firm liability for benefits earned
by participants as of the date of the event (segment closing).
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Technologies expanded the concept of complicity to include the Government’ s arguable
influence on companies and segments that perform primarily Government work.

“The Remington Arms case properly established the basic palicy, i.e., the Government
has a specid respongbility when it isthe sole beneficiary of a company’s operations.
The respongbility is not limited to GOCO facilities but applies equaly to Stuations
where companies have been dedicated to supplying the Government, particularly under
single source contracts where the Government has a substantid influence on which
costs can be recovered.”

In response to the Staff Discussion Paper issue on using a phase-in gpproach for
Government responsbility for the unfunded pogt-retirement benefit obligation when a contractor
had used the pay-as-you-go cost method in the past, the AIA made an argument for
consdering a phase-out of the Government’ s responsibility.

“In the near-term, a segment closing adjustment should apply to dl Stuations.

Industry’ s use of pay-as-you-go accounting has yielded considerable savings to the
Government over the years, consdering the unfunded amounts as an adjustment to
previoudy determined postretirement benefit costsis highly appropriate, asit merely
puts the Government in the same podtion it would have been in had accrua accounting
been used in past years.”

* k k * %

“Over the long-run, however, thereis avaid question as to whether or not contractors
that account for their postretirement benefits cost on a pay-as-you-go basis should be
entitled to a segment closing adjustment. By using pay-as-you-go accounting, these
contractors will be relatively more competitive than other contractors that use accrua
accounting (assuming thet dl dseisequd, whichisrardy true). Thus, the
pay-as-you-go basis contractors might win contracts in the near-term due to their lower
prices but might ultimatdy bill the same amount to the Government. This result hardly
seemsfair.

“To avoid this Stuation, the CAS Board could require contractors to make an election
between pay-as-you-go accounting and accrua accounting with the explicit
understanding that those contractors selecting pay-as-you-go accounting would not be
able to dam afuture segment closing adjustment. In this manner, decisons can be
meade by contractor management with a full understanding of the ultimate implications.”

Government respondents did not feel the Government should bear any responsbility for

the unfunded accumul ated post-retirement benefit obligation when the contractor had been
using the pay-as-you-go cost method in the past. The DOD |G pointed out that “the CASB-1
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discloses the accounting practice under which the Government and contractor mutualy agree to
do business and the Government was not in any position to force the contractor to fund any
PRBs” The OUSD commented that because Government regulations have permitted
contractors to choose between accrua and cash basis accounting for such codts, the
Government has no respongbility for the contractor’s unilaterd business decision.

Response: The segment closing adjustment measured under this proposal does not
provide for the recognition of any accumulated post-retirement benefit obligation or
nonforfeitable post-retirement benefit obligation for contractors that are required to use the pay-
asyou-go cost method because their plan fails to meet the criteriafor accrua accounting. For
contractors that do use accrud accounting, this proposal measures the adjustment using the
nonforfeitable post-retirement benefit obligation. While the contractor had the ability to use any
appropriate accounting method, including accrua accounting, the generd practice was to use
the pay-as-you-go cost method prior to the adoption of SFAS 106. Once this proposed
Standard becomes applicable, the contractor will be required to methodically assgn and
dlocate the costs associated with its trangition obligation to Government contracts for post-
retirement benefit plans that meet the criteria for accrua accounting

The Board understands that under the pay-as-you-go (cash basis accounting) cost
method the Government may have received some benefit from lower contract costs in the past.
However, the contractor may have benefitted from achieving a more competitive price by
electing to use cash basis accounting. Furthermore, to impose the full responsibility on the
Government for costs not accrued under cost-based contracts ignores the fact that both
contractors and the accounting profession at large were content to use the pay-as-you-go cost
method in the past.

The Board finds no accounting justification for imposing a current period cost
adjustment which arises from the contractor’ s previous decison to use cash basis accounting or
termina funding. The Board does note that alegd question, not an accounting question, of
equity may beinvolved in the very specid Stuation of GOCO facilities, such asthat addressed
in the Remington Arms decision, where the Government was found to be involved in the
selection of the accounting method.

20. Determination of the gover nment’s shar e of the segment closing adjustment

Comment: In its comments, the NDIA discusses how extraordinary events and
segment closings require recognition in the financia results of operations for an accounting
period and how the same type of adjustments might be appropriate for Government contract
cost accounting purposes. The ABA agreed that a segment closing adjustment would be
appropriate but expressed concern about how the Government’ s share is determined and
effected when they wrote:



“* * * |n our earlier submisson we counsded againgt reopening the prices of fixed
price type contracts, or cost type contractsin yearsthat are closed. Limiting the
adjustment mechanism to costs only is congstent with sound procurement policy and
will secure to the government and the contractor equaly the benefit of their bargain.
Moreover, the OFPP Act Amendments of 1988 do not provide the CAS Board with
authority to adjust contract prices, other than the equitable adjustment mechanism for
cost accounting practice changes or noncompliances that result in increased cogts to the
government. See Pub. L. 100-679, 88 26(h)(1), 41 U.S.C. 88422(h)(1). For this
reason, we believe that CAS 413-50(¢)(12), as amended March 30, 1995, is subject
to chdlenge as exceeding the Board' s statutory authority”

Response: The Board proposes that this Standard, like CAS 9904.413, consider all
prior cost-based contracts that become subject to this proposed Standard when determining
the Government’ s share of any over- or under-funding of the past podt-retirement benefit costs.
The proposed Standard does not reopen any contracts nor adjust any prior period costs, but
ingtead captures the Government’ s share of the gain or loss amounts that would have been
excluded from or included in the prior period cost accruas used to price contracts had the
segment closing been anticipated.

The Board notes that in addition to paragraph 9904.413-50(c)(12) regarding pensions,
the originad Board recognized the need for exceptiond accounting trestment when an usudly
large or non-routine depreciation gain or loss occurs. Paragraph 9904.409-50(j)(3) provides:

“The contracting parties may account for gains and losses arisng from mass or
extraordinary dispositionsin a manner which will result in treetment equitable to Al

parties.”
F. Additional Public Comments

Interested persons are invited to participate by submitting data, views or arguments with
respect to this ANPRM. All comments must be in writing and submitted to the address
indicated in the ADDRESSES section.

When reviewing this proposed Cost Accounting Standard, the Board asks that
respondents consider and provide comments regarding the questions discussed below. When
responding, commenters are asked to discuss the basis for their conclusions.

1. Definition of nonforfeitable
The Board notes that under many post-retirement benefit plans, employees are often

not granted a vested right to pogt-retirement benefits until they attain retirement or full digibility
age. The proposed definition of the term “nonforfeitable,” smilar to that in the penson
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Standard, includes an exception for benefits forfeited because an employee terminates
employment prior to ataining digibility for benefits. Given the extended delay in attaining
eigibility rights to a podt-retirement benefit under most plans, the Board is interested in any
comments regarding the appropriateness of this exception for post-retirement benefit codts.

2. Recognition of post-retirement benefit costs

(a) Alternative or additiond criteriafor determining whet crestes afirm liability: As
discussed in subsection F.3, the Board believes that the SFAS 106 recognition of the obligation
for the " substantive plan” is inappropriate for Government contract cost accounting. In fact, the
Board has included alimitation on the annual cost accrud because of its concern that the
existence of awritten description of the plan which is communicated to the plan participants
may not ensure that there is a contractud and enforcegble, that is, compellable, obligation to
pay the promised benefits. The Board isinterested in any aternative or additiond criteria that
might serve to ascertain the firmness of the pogt-retirement benefit liability.

(b) Frmness of the liability and the role of funding: The Board redlizes that many
contractors will desire to retain the right to terminate their post-retirement benefit plan or take
other actions to reduce or eiminate benefits attributable to prior service. While acknowledging
the limitation of tax-advantaged funding vehicles for retiree hedth benefits, the Board asks
respondents to this proposed Standard to consider whether funding could provide an
gppropriate and effective dternative or whether additiond criteria should be considered.

3. Measurement and assignment of post-retirement benefit costs

(8) Actuaria assumptions: The Board remains concerned that the voltility of hedlth
care trends, coupled with the SFAS 106 emphasis on current market conditions, could create
an unacceptable degree of uncertainty in the estimates of the liability for future post-retirement
benefits, especidly for retiree hedth care benefits. This volatility or uncertainty could adversely
affect the forward pricing process which relies on CAS compliant cost deta. The Board invites
further comments regarding whether actuarid assumptions used for contract costing purposes
should each be based on “best-estimate,” long-term expectations rather than relying on the
SFAS 106 guidance. The Board also asksthat contractors, actuaries, or Government officials
submit any higtorical data they may have regarding the volatility of post-retirement benefit codts.

(b) Reporting on sources of annual gains and losses: As discussed under subsections
F.12 and F.13, greater vishility of cost measurements may be obtained by requiring that annud
gains and losses be reported by source, that is, separate identification of gains and losses from
asset performance, population and demographic changes, assumption changes, and cost
method changes. The Board asks for comments on whether visibility and oversight would be
enhanced by a disclosure of each such portion of the annua gain or loss.
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(c) Amortization of gains and losses. The Board notes that the proposed rule requires
full recognition of gains and losses on an amortized bass. This differs from SFAS 106 which
requires amortization of cumulative gains and losses that exceed a corridor of the greater of
10% of the projected post-retirement benefit obligation or the fair value of assets. SFAS 106
does permit full recognition of gains and losses on an amortized bass. This proposed provison
isintended to keep cost recognition more closed associated with the accounting period in which
the gain or loss occurred. The Board would be interested in views regarding the use of the
SFAS 106 amortization corridor for Government contract costing purposes.

(d) Limiting medical inflation assumptiont The Board seeks comments concerning
whether alimit should be placed on the health care trend rate. Commenters are asked to
consider what limit, e.g., the long-term expected rate of return, the Treasury rate, is appropriate
for Government contract costing purposes. The Board is dso interested in any information
concerning the degree of volatility and uncertainty in the medica inflation assumption.

(e) Termind funding method: Notwithstanding the Board' s response in E.6 that
termind funding is an unacceptable cost method under GAAP, the Board would like comments
regarding how prevaent the use of the termina funding method is among contractors.
Commenters should also address whether a contractor should be permitted to elect to use the
termind funding method either at the time this proposed rule would first be applicable or even
be permitted to later elect to use the termind funding method.

(f) Amortization of lump sum settlements and Single premium payments: For plans
accounted for under the pay-as-you-go cost method, the proposed Standard is consistent with
subparagraph 9904.412-40(b)(3)(iii) and paragraph 9904.412-50(b)(1). The proposed
Standard requires that when a portion of the liability isliquidated prior to the periods in which
benefit payments are expected to occur, such lump sum settlement or single premium payment
shdl be amortized. The Board further notes that such amortization is consstent with paragraph
52 of SFAS 106 requiring that costs of plans primarily attributable to retirees shal be attributed
to the future life-expectancy of the retirees. Commenters are asked to provide any rationae for
recognizing these single period settlements on an immediate basis rather than an amortized
bas's, especidly if the contractor has not been using termind funding for its podt-retirement
benefit plan.

(9) Long-term expected rate of return: The Board favored using the interest rete as
determined by the Secretary of the Treasury pursuant to Public Law 92-41, 85 Stat. 97. to
messure the interest equivaent on the accumulated value of unfunded accruas and accumulated
vaue of prepayment credits. The Board is interested in comments regarding the
appropriateness of the Treasury rate and whether commenters believe some other rate may be
more appropriate.
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4. Allocation of post-retirement benefit costs to segments

(a) Criteriafor separate calculation of podt-retirement benefit costs: This proposal
includes smilar criteriato that found in CAS 9904.413 for determining when separate
caculaions are necessary. The Board seeks comments regarding whether there are additiona
conditions or events that may materidly affect the determination of podt-retirement benefit costs
at the segment level which should require a separate caculation of post-retirement benefit costs
for asegment.

(b) Separate calculation as the only measurement for ssgment costs: Because of the
avalability of computers and the availability of sophisticated actuarid va uation software,
requiring separately calculated costs by segment no longer imposes the adminigtrative burden
that it would have in 1977. The Board asks for comments regarding a requirement that costs
aways be separately caculated for segments unlessit can be reasonably demonstrated that a
generd dlocation would provide materidly smilar results.

5. Allocation to intermediate and final cost objectives

Because the determination of certain adjustments will require an assessment of the
Government’ s historical participation in post-retirement benefit costs, the Board considered
including a record-keeping requirement regarding alocations of post-retirement benefit coststo
contracts subject to this Standard. The Board isinterested in whether contractor or
Government representatives have experience or concerns about the necessary data being
reaedily available regarding the Government’ s historical participation absent such arequiremen.

6. Adjustmentsfor curtailments, settlements, and special termination benefits

The Board would appreciate any comments regarding any aternatives to the proposed
ten-year amortization period that should be considered.

7. Adjustmentsfor segment closings

(a) Government’ s respongibility for future salary increases and hedth care trends: The
preamble to the March 30, 1995 amendments to CAS 9904.413 noted that existing and past

Government contracts of the closed segment neither cause nor benefit from future sdary
increases. The Board isinterested in any comments regarding whether the effect of such future
sdary leves should be excluded from the determination of a segment closing adjustment for
post-retirement benefit costs.

(b) Previous use of the pay-as-you-go cost method: As proposed, this Standard would
provide for the recognition of the unfunded nonforfeitable post-retirement benefit obligation for
contractors using accrua accounting that had been using the pay-as-you-go cost method before
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this Standard was applicable. The Board seeks any comments regarding whether there should
be a phase-in of such recognition.

(c) “Homeless” inactives retained by asdller: After asegment is sold, the sdller may
retain “inactive’ plan participants that were formerly associated with the sold segment.
Consequently, the seller (transferor) can no longer alocate accrued post-retirement benefit
costs generated by these inactive participants to the sold segment for dlocation to that
segment’ s intermediate and find cost objectives. Accordingly, the Board considered dlocating
the assets to the inactive participants retained by the sdller (transferor) before any assets are
dlocated to the active participants who go to the buyer (transferee). The Board is interested if
there is any rationde for giving inactive participants such preferentid funding when a ssgment is
sold or ownership is otherwise transferred.

(d) Recognition of retained liability: The Board is aware that some hold the belief that
when a segment is sold or ownership is otherwise transferred, the salling price or transfer
agreement explicitly or implicitly reflects compensation to the seller for any future podt-
retirement benefit obligations retained by the seller. Conversdly, the belief holds that thereisan
implicit credit to the buyer for any pogt-retirement benefit obligations assumed by the buyer.
Based on this belief, it has been suggested that Government contractors utilizing the pay-as-
you-go method to account for post-retirement benefit costs should separately identify any
retained participants of the digposed segment. In such cases, the post-retirement benefit
payments made for these inactive participants would not be included/recognized, after the sde
or trandfer, as dlocable costs with respect to the sdller’ s ongoing cost-based Government
contracts.

The Board has not included such a provision in the Standard being proposed today, but
isinterested in any data or information that commenters can provide on dternative treatments of
the liability and future payments for retained participants, for Government contract costing
purposes in connection with asale or ownership transfer.

8. lllugtrations

The Board isinterested in comments regarding whether displaying the accumulated
post-retirement benefit obligation routinely as a debit, except when illustrating SFAS 106
disclosures, crestes confusion.
List of Subjectsin 48 CFR 9904

Government Procurement, Cost Accounting Standards.

Richard C. Loeb
Executive Secretary, Cost Accounting Standards Board

59



PART 9904 - COST ACCOUNTING STANDARDS

1. The authority citation for Part 9904 continuesto read as follows:
Authority: Public Law 100-679, 102 Stat 4056, 41 U.S.C. §422.

9904.416 [Amended)]

2. Section 9904.416 is proposed to be amended by deleting subparagraph 9904.416-
50(a)(1)(v) inits entirety and inserting a new subparagraph 9904.416-50(a)(1)(v) to read as
follows

(v) If an objective of an insurance program is to provide insurance coverage on

retired persons, then such program is subject to Cost Accounting Standard 9904.419

except as provided in paragraph 9904.419-40(b)(2).

3. Section 9904.416 is proposed to be amended by deleting paragraphs 9904.416-
60(c), (d) and (e) in their entirety and inserting new subparagraphs 9904.416-60(c), (d) and
(e) toread asfollows:

(c) [Reserved]

(d) [Reserved]

() [Reserved]

9904.419 [Added]
4. Section 9904.419 is added in its entirety to read as follows:

9904.419 Cost accounting standard for measur ement, assgnment, allocation, and
adjustment of post-retirement benefit cost.

9904.419-10 [Reser ved]
9904.419-20 Pur pose.

(8 The purpose of this Standard is to provide criteriafor measuring the costs of post-retirement
benefit plans, assgning the measured costs to cost accounting periods, and dlocating the
assigned costs to segments of an organization. This Standard also provides the basis on which
segments shd| alocate assigned podt-retirement benefit cogts to their intermediate and find cost
objectives. The provisons of this Cost Accounting Standard should enhance uniformity and
consistency in accounting for post-retirement benefit costs and thereby increase the probability
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that those costs are alocated to segments and to cost objectives within segments in auniform
and congstent manner.

(b) This Standard provides for the adjustment of pogt-retirement benefit cogts for the effect of a
curtailment of a pogt-retirement benefit plan, a settlement of a pogt-retirement benefit obligation,
agranting of termination benefits, atermination of a podt-retirement benefit plan, or a ssgment
cloang.

(¢) This Standard is applicable to the cost of dl post-retirement benefit plans except for costs of
pension plans and deferred compensation which are covered in other Cost Accounting
Standards.

9904.419-30 Definitions.

(& The following are definitions of terms which are prominent in this Standard. Other terms
defined dsawhere in this chapter 99 shal have the meaning ascribed to them in those definitions
unless paragraph (b) or (c) of this subsection requires otherwise.

(1) Accumulated value of unfunded accruals means the value, as of the
measurement date, of post-retirement benefit costs that have been accrued but not funded,
adjusted for imputed earnings and for benefits paid by the contractor.

(2) Business unit means any segment of an organization, or an entire business
organization which is not divided into segments.

(3) Captive insurer means an insurance company that does business primarily with
related entities. Related entities include, but are not limited to, companies that are owned by or
under the control of the contractor, including affiliates, parents, subsidiaries, or controlling
entities

(4) Fair value means the amount that a plan could reasonably expect to receive for an
investment in a current sale between awilling buyer and awilling sdler, thet is, other than a
forced or liquidation sde.

(5) Funded post-retirement benefit cost means the portion of post-retirement benefit
cost for acurrent or prior cost accounting period that has been paid to a funding agency.

(6) Market-related value of plan assets means a balance used to caculate the
expected return on plan assets. Market-related value can be ether fair value or a calculated
vaue tha recognizes changesin fair vaue in a sysematic and rational manner over not more
than five years. Different methods of caculating market-related vaue may be used for different
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classes of plan assets, but the manner of determining market-related vaue shdl be applied
consgtently from year to year for each class of plan assat.

(7) Nonforfeitable post-r etirement benefit obligation means the accumulated post-
retirement benefit obligation for benefits, or that portion of benefits, for which the participant’s
eligibility to receive a present or future pogt-retirement benefit is no longer contingent on
remaning in the service of the employer or attaining aspecified age. The excess, if any, of the
nonforfeitable pog-retirement benefit obligation, including benefit digibility as of the last day of
the plan year, over the vauation assets is the unfunded nonforfeitable post-r etirement
benefit obligation. Any accumulated post-retirement benefit obligation in excess of the
nonforfeitable pod-retirement benefit obligation isthe for feitable post-r etirement benefit
obligation.

(8) Pension plan means a deferred compensation plan established and maintained by
one or more employers to provide systematicaly for the payment of benefits to plan participants
after thelr retirement, provided that the benefits are paid for life or are payable for life at the
option of the employees. Additiond benefits such as permanent and totd disability and degth
payments, and survivorship payments to beneficiaries of deceased employees may be an

integra part of apenson plan.

(9) Post-retirement benefit plan means an arrangement that is mutually understood
by an employer and its employees, whereby an employer undertakes to provide its employees
with post-retirement benefits after they retire in exchange for their services over a specified
period of time, upon attaining a specified age whilein service, or acombination of both. A
pogt-retirement benefit plan may be written or it may be implied by awell-defined, dthough
perhaps unwritten, practice of paying post-retirement benefits or by ora representations made
to current or former employees.

(10) Pogt-retirement benefit plan participant means any employee or former
employee of an employer, or any member or former member of an employee organization, who
isor may become eligible to receive a benefit from a post-retirement benefit plan which covers
employees of such employer or members of such organization who have stisfied the plan's
participation requirements, or whose beneficiaries are recelving or may be digible to receive
any such benefit. A participant whose employment status with the employer has not been
terminated isan active post-r etirement benefit plan participant.

(11) Post-retirement benefit plan ter mination means an event in which the pos-
retirement benefit plan ceases to exist and al benefits are settled by the purchase of insurance
contracts or by other means. The plan may or may not be replaced by another plan.

(12) Post-retirement benefits meansal forms of benefits, other than retirement
income, provided by an employer to retirees. Those benefits may be defined in terms of
specified benefits, such as hedth care, tuition assstance, or legd services, that are provided to
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retirees as the need for those benefits arises, such as certain hedlth care benefits, or they may
be defined in terms of monetary amounts that become payable on the occurrence of a specified
event, such aslife insurance benefits not provided through a pension plan. Benefits provided in
whole or in part by funds that are separately accounted for within the trust fund of a qudified
pension plan shall be considered post-retirement benefits subject to this Standard.

(13) Segment means one of two or more divisons, product departments, plants, or
other subdivisons of an organization reporting directly to a home office, usudly identified with
respongbility for profit and/or producing a product or service. The term includes
Government-owned contractor-operated (GOCO) facilities, and joint ventures and subsidiaries
(domestic and foreign) in which the organization has a mgority ownership. Theterm dso
includes those joint ventures and subsidiaries (domestic and foreign) in which the organization
has less than amgjority ownership, but over which it exercises contral.

(14) Successor -in-inter est means an entity that assumes dl obligations under the
government contract or contracts of a contractor through a novation agreement. A novation
agreement is one that is executed by a contractor (transferor), a successor-in-interest
(transferee), and the Government, by which the transferor guarantees performance of the
contract, the transferee assumes al obligations under the contract, and the Government
recognizes the transfer of the contract and related assets.

(15) Unfunded accumulated post-r etirement benefit obligation meansthe
accumulated post-retirement benefit obligation in excess of the valuation assets. The excess of
the valuation assats over the accumulated post-retirement benefit obligation isan actuarial
post-retirement benefit surplus and is treated as a negative unfunded accumulated post-
retirement benefit obligation.

(16) Valuation assets means the total value of assets used to determine post-
retirement benefit cost. Vduation assets are the sum of the fair vaue of assets plusthe
accumulated value of unfunded accruas reduced by the accumulated value of prepayment
credits.

(b) The following modifications of terms defined e sewhere in this Chapter 99 are gpplicable to
this Standard:

(2) Actuarial cost method means a technique which uses assumptions to measure the
present vaue of future post-retirement benefits and pogt-retirement benefit plan administrative
expenses, and which assigns the cost of such benefits and expenses to cost accounting periods.
The actuarial cost method includes the asset valuation method used to determine the market-
related value of plan assets.
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(2) Funding agency means an organization or individud which provides fadilitiesto
receive and accumulate assets to be used ether for the payment of benefits under a post-
retirement benefit plan, or for the purchase of such benefits, provided such accumulated assets
form apart of a podt-retirement benefit plan established for the exclusive benefit of the plan
participants and their beneficiaries.

(3) Nonforfeitable means aright to a post-retirement benefit, either immediate or
deferred, which arises from an employee's service, which is unconditiond, and which is legaly
enforceable againg the post-retirement benefit plan or the contractor. Rightsto benefits that do
not satisfy this definition are consdered forfeitable. A right to a post-retirement benefit is not
consdered forfeitable solely because it may be affected by the employeg's or beneficiary's
death or disability. Nor isaright considered forfeitable because it can be affected by the
unilaterd actions of the employee.

(4) Pay-as-you-go cost method means amethod of recognizing post-retirement
benefit cost only when post-retirement benefits are paid to or on behdf of retired employees or
thelr beneficiaries.

(5) Prepayment credit means the amount funded in excess of the pogt-retirement
benefit cost assigned to a cost accounting period that is carried forward for future recognition.
The accumulated value of prepayment credits means the vaue, as of the measurement date,
of the prepayment credits adjusted for imputed earnings and decreased for amounts used to
fund pogt-retirement benefit costs or obligations, whether assignable or not.

(6) Segment closing means that a segment or business unit has (i) been sold or
ownership has been otherwise transferred, (ii) discontinued operations, or (iii) discontinued
doing or actively seeking Government business under contracts subject to this Standard.
Segment mergers or splits within the contractor’ s operations shall not be considered a segment
closing for purposes of this Standard.

(c) Other terms used prominently in this Standard have the same meanings as in Statement of
Financiad Accounting Standards No. 106 “Employers Accounting for Post-retirement Benefits
Other Than Pengons’ (SFAS 106), including subsequent amendments.

9904.419-40 Fundamental requirements.

(a) Recognition of post-retirement benefit costs. The commitment to provide post-
retirement benefits in future periods shdl be evidenced by a post-retirement benefit plan.

(1) The cost of a podt-retirement benefit plan shall be accounted for using accrud
accounting provided that:



(1) The right to a podt-retirement benefit is communicated in writing to the
participants, including natice of theright to legaly enforce payment of such benefit.

(i) The participant has an irrevocable right to any portion of a benefit for which
the participant has attained digibility.

(i) If the contractor reserves rights to terminate or otherwise cancel, diminate,
or reduce the rights of employees to any portion of post-retirement benefits for which
an employee has become digible, the pog-retirement benefit plan shdl fal to meet the
criteria set forth in subparagraph (ii) of this paragraph.

(iv) For defined-contribution post-retirement plans, the cost for a cost
accounting period is the contribution required by the written provisons of the post-
retirement benefit plan.

(v) For defined-benefit pogt-retirement plans, the cost for acost accounting
period is actuarialy determined based upon the written provisons of the post-
retirement benefit plan.

(2) The cost of any podt-retirement benefit plan that fails to meet the criteria set forth in

paragraph 9904.419-40(a)(1) shall be accounted for using the pay-as-you-go cost method.

(b) M easurement and assignment of post-retirement benefit cost.

(1) Except for costs assigned to future periods by subparagraph 9904.419-

40(b)(5)(iii), the amount of post-retirement benefit cost determined for a cost accounting period
is assgnable only to that period.

(2) To the extent that insurance contracts are purchased during the period to cover

post-retirement benefits attributed to service in the current period:

(i) The cost of those benefits shall be accounted for in accordance with Cost
Accounting Standard 9904.416, Accounting for Insurance Costs.

(i) However, if the insurance is purchased from a captive insurer, the post-
retirement benefit cost shall be determined in accordance with this Standard.

(iii) The cogts of benefits attributed to current service in excess of benefits
provided by such insurance contracts purchased during the current period shdl be
accounted for according to the provisions of this Standard applicable to plans not
involving insurance contracts.
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(iv) For purposes of subparagraph 9904.419-40(b)(3)(ii) and subparagraph
9904.419-50(e)(2)(i), the cost of purchasing contracts to irrevocably settle al
obligations for post-retirement benefit obligations to a plan participant or participants
shall be treated the same as any other settlement payment.

(3) For plans accounted for under the pay-as-you-go cost method, the components of
post-retirement benefit cost for a cost accounting period are the contractor’ s share of :

(1) The net amount paid to or on behdf of retired employees or their
beneficiaries for post-retirement benefitsincurred during that period, and

(i) An amortization ingdlment, including an interest equivaent on the
unamortized settlement amount, attributable to the net amount paid to irrevocably settle
an obligation for pogt-retirement benefits of current and future cost accounting periods.
(4) For defined-contribution plans using accrua accounting, the post-retirement benefit
cost for acost accounting period is the net contribution required to be made to participants
accounts for that period, after taking into account dividends and other credits, where
applicable.

(5) For defined-benefit plans using accrud accounting:

(i) The components of post-retirement benefit cost for a cost accounting period
are:

(A) service codt,

(B) interest codt,

(C) actud return on the fair value of plan assets, adjusted for interest
equivaents on the accumulated vaue of unfunded accruds or prepayment
credits,

(D) amortization of unrecognized prior service cog, if any,

(E) the amortization of the unrecognized gain or loss as provided for in
this Standard, and

(F) amortization of any unrecognized trangtion obligation or assat.

(ii) The pogt-retirement benefit cost of a cost accounting period shdl be
determined by use of the same methods, assumptions, and asset vaues used for
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financid reporting purposes in accordance with SFAS 106, as amended, unless
specified otherwise in this Standard.

(iii) The post-retirement benefit costs assigned to a period shall not exceed the
assignable pod-retirement benefit cost limitation. Any amount in excess of the
assignable podt-retirement benefit cogt limitation shal be recognized in future periods as
an actuaria loss in accordance with subparagraph 9904.419-50(b)(2)(vii). The
assignable podt-retirement benefit cost limitation is measured as the sum of:

(A) the amount of benefits paid by the contractor for the cost
accounting period, and,

(B) the unfunded nonforfeitable post-retirement benefit obligetion, if
any.

(iv) the post-retirement benefit cost of a cost accounting period is assignable
only if the unfunded accumulated post-retirement benefit obligation equas the sum of
the unrecognized net gain or loss (including any unrecognized amount determined in
accordance with subparagraph 9904.419-50(e)(2)(i)), unrecognized prior service cost,
and the unrecognized trangition obligation or trangition asst.

(c) Post-retirement benefit cost of segments.

(1) Post-retirement benefit costs shdl be directly or indirectly allocated to each segment
having participants identified with the post-retirement benefit plan who generate cost under the
cost accounting method inuse. If a post-retirement benefit plan has plan participants in ahome
office, the home office shdl be treated as a segment for purposes of dlocating the cost of the
post-retirement benefit plan.

(2) A separate calculation (direct alocation) of post-retirement benefit costs for a
segment is required when any of the conditions set forth in paragraph 9904.419-50(c)(2) is
present. When such conditions are not present, indirect allocations may be made by caculating
acomposite post-retirement benefit cost for two or more segments and alocating this cost to
these segments.

(3) For defined-benefit plans using accrud accounting:
(1) Except where use of adifferent assumption or assumptionsis required by

subparagraph 9904.419-50(c)(2)(iii), the same assumptions shall be used for dl
segments covered by aplan.
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(i) Contractors shall separately account for the assets and accumulated value of
unfunded accruals of each segment whenever post-retirement benefit costs are
separately caculated for the segment.

(d) Allocation of post-retirement benefit cost to cost objectives. The post-retirement
benefit costs for a segment are alocable to that ssgment’ s intermediate and fina cost
objectives.

(e) Adjusmentsfor curtailments, settlements, and ter mination benefits. In the event
that a contractor (i) curtails a pogt-retirement benefit plan, (ii) settles a post-retirement benefit
obligation, or (iii) grants termingtion benefits:

(2) For plans accounted for under the pay-as-you-go cost method, no adjustment
attributable to previoudy determined post-retirement benefit costs is permitted to be recorded.
Existing contract prices or costs shall not be adjusted.

(2) For defined-contribution plans usng accrud accounting, if the post-retirement
bendfit plan isterminated or the right to earn future vesting or retirement digibility serviceis
curtailed, the contractor must separately determine the financia effect of such event and record
an adjustment for each affected segment. The adjustment shal be amortized over the current
and future periods. Exigting contract prices or costs shall not be adjusted.

(3) For defined-benefit plans using accruad accounting, the contractor must separately
recognize the financia effect of such event by recording an adjustment for each affected
segment. The adjustment shal be amortized over the current and future periods. Existing
contract prices or cogts shall not be adjusted.

(f) Adjustments for segment closings. If asegment is closed, the contractor shal determine
the effect of such segment closing on the post-retirement benefit costs of each affected segment.

(2) For plans accounted for under the pay-as-you-go cost method, no segment closing
adjustment attributable to previoudy determined podt-retirement benefit costs is permitted.

(2) For defined-contribution plans using accrua accounting, the contractor shall
determine a segment closing amount which represents an adjustment to previoudy determined
post-retirement benefit costs that were recognized as incurred costs at the closed segment. The
recorded amount shdl give full recognition to any unrecognized portion of any credit for plan
termination or curtailment of vesting or retirement igibility service. Recovery or payment of
the Government’ s share of such amount shall be made as an adjustment to contract price or
cost or by other suitable techniques.
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(3) For defined-benefit plans using accrua accounting, the contractor shall determine a
segment closing amount which represents an adjustment to previoudy determined post-
retirement benefit costs that were recognized as incurred costs a the closed segment. The
recorded amount shdl give full recognition to the nonforfeitable post-retirement benefit
obligation and vauations assats, except to the extent the nonforfeitable post-retirement benefit
obligation and valuations assets have been assumed by a successor-in-interest to the contracts
of the closed segment. To the extent that the accumulated post-retirement benefit obligation,
nonforfeitable post-retirement benefit obligation, valuations assets and associated unrecognized
amounts have been so transferred, the effect of such transfer will be recognized in future
accounting periods by the successor-in-interest. Recovery or payment of the Government’s
share of the segment closing amount shdl be made as an adjustment to contract price or cost
or by other suitable techniques.

9904.419-50 Techniquesfor Application.

(a) Recognition of post-retirement benefit costs.

(1) Post-retirement benefit costs shal be determined separately for each post-
retirement benefit plan by applying the provisons of this Standard to each such plan. Pogt-
retirement benefit costs may be determined on an aggregate basis for two or more separate
plansif those plans use the same cost accounting method, that is, accrud accounting or the pay-
asyou-go method, and either:

(i) those plans provide different benefits to the same group of plan participants,
or

(i) those plans provide benefits that are Smilar in definition and amount to
different groups of plan participants.

(2) If apod-retirement benefit plan provides two or more separately identifiable
categories of benefits, eg., hedthcare benefits and life insurance benefits, the contractor may
treat each benefit as a separately identifiable post-retirement benefit plan. The costs of each
such pogt-retirement benefit plan may be separately determined and accounted for.

(3) If apog-retirement benefit plan provides benefits to two or more mutudly exclusive
classes of plan participants, e.g., those digible for retirement before a specified date and those
eligible after such date, the contractor may treat each such mutudly exclusve classasa
separady identifiable podt-retirement benefit plan. The costs of pogt-retirement benefit plan
may be separately determined and accounted for.

(4) If the substance of a pogt-retirement benefit plan having characteristics of both a
defined-benefit pogt-retirement plan and a defined-contribution post-retirement plan isto
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provide a defined benefit, the costs of such plan shdl be determined and accounted for in
accordance with the provisions of this Standard applicable to defined-benefit post-retirement
plans. Conversdly, if the substance of a pogt-retirement benefit plan having characteristics of
both a defined-benefit plan and a defined-contribution plan is to provide benefits determined by
defined contributions, the costs of such plan shall be determined and accounted for in
accordance with the provisions of this Standard gpplicable to defined-contribution post-
retirement plans.

(5) A multiemployer post-retirement benefit plan established pursuant to the terms of a
collective bargaining agreement shal be considered to be a defined-contribution podt-retirement
plan for purposes of this Standard.

(6) A post-retirement benefit plan gpplicable to a Federadly-funded Research and
Development Center (FFRDC) that is part of a State podt-retirement benefit plan shal be
considered to be a defined-contribution post-retirement plan for purposes of this Standard.

(7) Post-retirement benefits provided in whole or in part by funds thet are separately
accounted for within the trust fund of a qudified pension plan shdl be accounted for as post-
retirement benefits subject to this Standard.

(b) M easurement and assignment of post-retirement benefit cost.

(2) For plans accounted for under the pay-as-you-go cost method, any amount paid to
irrevocably settle an obligation for post-retirement benefits payable in current and future cost
accounting periods shdl be amortized over a period of fifteen yearsin equd annud ingtalments.
Such amortization shdl include an interest equivadent each period equa to the rate determined
by the Secretary of the Treasury pursuant to Public Law 92-41, 85 Stat. 97 at the time of the
settlement. |f the amount paid to settle the obligation is not materid, the full amount of the
settlement may be assigned to the current period.

(2) For plans using accrud accounting:

(1) Post-retirement benefit cost shall be determined based on current active and
inactive plan participants. This provison shal not preclude use of an assumption
concerning future reemployments.

(i) Pogt-retirement benefit cost shal be determined based on the written
provisons of the pogt-retirement benefit plan. This shdl not preclude contractors from
making sdlary projections for plans whose benefits are based on salaries and wages,
nor from consdering benefit revisons for plans which provide that such revisons must
be made.
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(i) The assumed hedlth care trend rate may not exceed the assumed expected
long-term rate of return on plan assets. If no assumption is made concerning the
expected long-term rate of return on plan assets, the hedth care trend rate assumption
shall not exceed the interest rate as determined by the Secretary of the Treasury
pursuant to Public Law 92-41, 85 Stat. 97.

(iv) The actud return on the fair value of plan assets component of post-
retirement benefit cost shall be increased by an interest equivaent on the accumulated
vaue of unfunded accruds determined using the interest rate as determined by the
Secretary of the Treasury pursuant to Public Law 92-41, 85 Stat. 97.

(v) The actud return on the fair vaue of plan assets component of post-
retirement benefit cost shal be decreased by an interest equivaent on the accumulated
vaue of prepayment credits determined using the interest rate as determined by the
Secretary of the Treasury pursuant to Public Law 92-41, 85 Stat. 97.

(vi) Thefar value and market-related vaue of plan assets shdl not be adjusted
for any fee, reserve charge, or other investment charge for withdrawals from or
termination of an investment or insurance contract, trust agreement, or other funding
arrangement, unless such feeis determined in an arm's length transaction, and actudly is
incurred and paid.

(vii) The gain or loss component of post-retirement benefit cost (excluding plan
assat gains and losses not yet reflected in the market-related vaue of plan assets) that is
determined for a cost accounting period shal be recognized as follows:

(A) The contractor shal amortize each gain or loss over the average
remaining service period of active plan participants. If dl or dmog dl of a
plan's participants are inective, the average remaining life expectancy of the
inactive participants shal be used instead of the average remaining service
period. If the gain or lossis not materid, the entire gain or loss may be included
as a component of the current or ensuing period’ s post-retirement benefit cost.

(B) Except as provided in subparagraph 9904.419-50(e)(2)(i), the
contractor shdl establish and conggtently follow a policy for amortizing gains
and loses. Any amortization policy shdl include criteriafor selecting specific
amortization periods and may give consderation to factors such as the sze and
nature of the gain or loss. Once the amortization period for again or lossis
selected, the amortization process shdl continue to completion unless full
recognition is required by subparagraph 9904.419-50(f)(3)(i).

(viii) Any tax assessed pursuant to alaw or regulation because of excess,
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inadequate, or delayed funding of a pogt-retirement benefit plan shdl be excluded from
the assigned post-retirement benefit cost and from the tax expense reflected in the
actud return on the fair value of plan assets component of post-retirement benefit costs.

(c) Post-retirement benefit cost of segments.

(2) Contractors who ca culate a composite post-retirement benefit cost covering plan
participantsin two or more segments shal alocate such composite costs to segments as
follows

(i) For plans accounted for under the pay-as-you-go cost method, the
contractor shall alocate post-retirement benefit costs to a segment to the extent that
such cogts can be identified with that segment. Any pogt-retirement benefit costs
remaining after such alocation shal be categorized as aresidua expense of the home
office or home offices most immediatdly identified with the pogt-retirement benefit plan.
The dlocation of post-retirement benefit costs shall give consideration to any refund,
rebate, or other credit, that is disproportionatdly attributable to individua segments.

(i1) For plans usng accrua accounting, contractors shdl indirectly dlocate or
separady calculate podt-retirement benefit costs for each segment having active or
inective participants of the post-retirement benefit plan. Any alocation base sdlected
shall be representative of the factors used to calculate the post-retirement benefit cost,
such as headcount or sdary.

(2) For plans using accrual accounting, post-retirement benefit costs shall be separately
caculaed for a segment (including an aggregation of segments) whenever any of the following
conditions exist for that segment, provided that such condition(s) materidly affect the amount of
post-retirement benefit cost dlocated to the segment:

(1) The cost of benefits, level of benefits, digibility for benefits, or plan
demographics are materidly different for the segment than for the average of dl
segments; or

(ii) Thereisarefund, credit, or other gain or loss from one or more sources that
is disproportionately attributable to the segment. If such refund, credit, gain or lossis
expected to be non-recurring, separate calculations are not required unless required by
other conditions of this paragraph. In that case, there shdl be a specid direct alocation
of only the non-recurring amount which shal be accounted for and amortized &t the
segment levdl.

(iii) For defined-benefit plans, any appropriate assumption or assumptions are
materidly different for the segment than for the average of dl segments.
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(iv) For defined-benefit plans, a contractor follows a practice of funding post-
retirement benefit costs disproportionately for segments subject to this Standard.

(v) For defined-benefit plans,

(A) If the post-retirement benefit plan for a segment becomes merged
with the plan of another segment, or the post-retirement benefit plan is divided
into two or more post-retirement benefit plans, and in ether case,

(B) Theratios of vauation assets to the accumulated post-retirement
benefit obligation for each of the merged or separated plans are materialy
different from one another after gpplying the benefits in effect after the podt-
retirement benefit plan merger or post-retirement benefit plan division.

(3) For plans using accrud accounting, notwithstanding the provisons of paragraph (2)
of this subsection, contractors may elect to calculate podt-retirement benefit costs separately for
each segment having participants in a post-retirement benefit plan.

(4) For segments whose post-retirement benefit costs are caculated separately
pursuant to paragraphs (2) or (3) of this subsection, such caculations shal be prospective only;
post-retirement benefit costs shall not be redetermined for prior years.

(5) Funding of pogt-retirement benefit cost for a cost accounting period shdl be
considered to have taken place within such period if it is accomplished by the corporate tax
filing date for such period, including any permissible extensons thereto.

(6) For defined-benefit plans using accrua accounting, whenever pension cost for a
segment is calculated separately pursuant to paragraphs (2) or (3) of this subsection:

(i) When pogt-retirement benefit costs are first separately calculated for a
segment, there shdl be an initid dlocation of asharein the undivided fair value of plan
assets and the undivided accumulated vaue of unfunded accruasto segments. This
division shdl be made in accordance with subparagraph 9904.419-50(c)(6)(viii) based
upon the nonforfeitable pogt-retirement benefit obligation and nonforfeitable post-
retirement benefit obligation, except as otherwise provided for in this subparagraph.
Prior to thisinitia alocation of assets, the accumulated vaue of prepayment credits, if
any, shdl be deducted from the undivided fair vaue of plan assets and separatdy
identified.
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(A) If acontractor has separately identified the fair value of plan assets
in accordance with paragraph 9904.419-64(f), such fair vaue of plan assets
and dl other vaues previoudy alocated to those segments as of the date of
such determination shdl not be changed.

(B) If acontractor has been determining the accrud for post-retirement
benefit costs on a composite bass and dlocating such costs to segments, the
initia alocation of the vauation assets shdl reflect such prior cost
determinations and alocations made pursuant to this Standard. If the necessary
data are readily determinable, the fair value of plan assets to be alocated to
each segment shdl be the amount contributed by, or on behalf of, the segment,
increased by income received on such assets, and decreased by benefits and
expenses paid from such assets.

(©) If the necessary data are not readily determinable for certain prior
periods, thefair vaue of plan assets net of any separately identified
accumulated vaue of prepayment credits shall be dlocated to segments based
on the ratio of the accumulated pogt-retirement benefit obligation of each
segment to that of the plan asawhole. The accumulated vaue of unfunded
accruas shdl be dlocated to segmentsin the same proportions as such net fair
vaue of plan assts.

(D) Theresfter, thefar value of plan assets alocable to each segment
shall be brought forward as described in subparagraph (iii) of this paragraph.
The accumulated vaue of unfunded accruals alocated to each segment shdl be
brought forward in accordance with subparagraph (v) of this paragraph and the
definition at paragraph 9904.419-30(a)(1).

(i) When pogt-retirement benefit costs are first separately caculated for a

segment, there shdl be an initid dlocation of the undivided vaues of unrecognized prior
sarvice cogt, unrecognized trangtion obligation, and unrecognized gains and losses
(induding any gains or losses from curtailments, settlements, or granting termination
benefits). Such vaues shdl be dlocated to the segment based on the ratio of the
unfunded accumulated post-retirement benefit obligation of the segment to that of the
plan asawhole. These unrecognized amounts shall be brought forward in accordance
with the separately caculated post-retirement benefit cost of the segment.

(iii) After theinitid dlocation of the fair value of plan assets, the contractor shdll

maintain arecord of the portion of subsequent contributions, income, benefit payments,
and expenses attributable to segments and paid from the plan assets.
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(A) Amounts deposited to a funding agency shall be apportioned to
segments in proportion to the post-retirement benefit costs alocated to or
separately caculated for the individua segments. However, if a contractor
congstently follows a practice of separately caculating podt-retirement benefit
costs for segments, the contractor may first pportion amounts funded to
segmentsin proportion to the pogt-retirement benefit cost of such segments
subject to this Standard. Any portion of the amount deposited remaining after
gpportioning funding to segments whose costs are subject to this Standard, shall
then be apportioned to other segments. No prepayment credit shal be
measured until the post-retirement benefit cost of al segmentsis funded.

(B) Income and expenses shdl include a portion of any investment gains
and losses attributable to the plan assets. Income and expenses attributable to
plan assets shall be alocated to segments in the same proportion that the
average vaue of plan assats dlocated to each segment bearsto the average
vaue of total plan assets for the period for which income and expenses are
being dlocated.

(iv) Oncethefair vaue of plan assets has been determined for segmentsin
accordance with subparagraphs (i) or (iii) of this paragraph each year, the market-
related value of plan assets shdl be dlocated to each segment in the same proportion as
thefair vaue of plan assts.

(v) Any portion of post-retirement benefit cost of a segment for a cost
accounting period that is not funded within such period shdl be accounted for as an
unfunded accrua and carried forward to future accounting periods. The contractor
may elect to fund portions of, and thereby reduce, the accumulated value of unfunded
accruds. Such funding shall not be recognized for purposes of paragraph (5) of this
subsection.

(vi) Amounts funded in excess of the total post-retirement benefit cost of a
segment for a cost accounting period shall be accounted for as a prepayment credit and
carried forward to future accounting periods. The accumulated value of prepayment
credits shal be reduced for portions of the accumulated value of prepayment credits
used to fund post-retirement benefit costs or to fund portions of the accumulated value
of unfunded accruds.

(vii) Any benefit payments to or on behaf of a sesgment’ s plan participants
which are made by the contractor from a source other than the plan assets shdl be
treated as funding in accordance with paragraph (5) of this subsection. The
accumulated value of unfunded accruds shdl be reduced by any such benefit payments
that exceed the assigned podt-retirement benefit cost for cost accounting period.
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(viii) If plan participants transfer among segments or if a segment is split into
two or more segments, the contractor shall transfer fair value of plan assets,
accumulated value of unfunded accruds, and accumulated vaue of prepayment credits
asfollows

(A) The contractor shdl first dlocate fair value of plan assets,
accumulated vaue of unfunded accruds, and accumulated vaue of prepayment
credits to the nonforfeitable post-retirement benefit obligation based on the ratio
of the nonforfeitable post-retirement benefit obligation to the vauation assts.
Such retio shdl not exceed one (1). Allocate any remaining fair vaue of plan
assts, accumulated value of unfunded accruds, and accumulated value of
prepayment credits to the forfeitable pogt-retirement benefit obligation.

(B) The contractor shall then transfer fair value of plan assts,
accumulated vaue of unfunded accruds, and accumulated vaue of prepayment
credits dlocated to the nonforfeitable post-retirement benefit obligation in
proportion to the nonforfeitable post-retirement benefit obligation transferred.

(©) Findly, the contractor shdl trandfer fair vaue of plan assets,
accumulated vaue of unfunded accruds, and accumulated vaue of prepayment
credits dlocated to the forfeitable post-retirement benefit obligation in
proportion to the forfeitable post-retirement benefit obligation transferred.

In addition, a portion of each unrecognized prior service cost, unrecognized trangtion
obligation, and unrecognized gain or loss (including any gains or losses from
curtailments, settlements, or granting termination benefits) shdl be trandferred in
proportion to the unfunded accumulated post-retirement obligation transferred. The
contractor may follow a consistent practice which deemsthat al transfers occur at the
end of the period. The undivided market-related vaue of plan assets shall be allocated
in proportion to the fair value of plan assets of each segment after the transfer.
Contractors need not transfer assets and other vauesif the net amount of transfersis
immaterid.

(d) Allocation of post-retirement benefit cost to cost objectives. The dlocation of post-
retirement benefit cost of segments to intermediate and fina cost objectives shdl be madein
accordance with applicable Standards.

(e) Adjustmentsfor curtailments, settlements, and ter mination benefits.

(1) For defined-contribution plans using accrua accounting, in the event a contractor
terminates a post-retirement benefit plan or curtails vesting or retirement digibility service, then
the contractor shall determine the amount of nonvested account balances subject to forfeiture,
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Such amount shdl be determined as of the date of such plan termination or curtailment of
vesting or retirement eigibility service. The amount of the credit shal be amortized and
assigned over a period of ten (10) years beginning with the period in which the event occurs.

(2) For defined-benefit plans using accrud accounting:

() Inthe event a contractor (A) curtails a post-retirement benefit plan, (B)
Settles a pogt-retirement benefit obligation, or (C) grants termination benefits, then the
contractor shal measure the gain or loss caused by such event separately from the
annual gain or loss determined for purposes of subparagraph 9904.419-50(b)(2)(vii).
In measuring such amount, the contractor shal gpply the methods and techniques
prescribed in SFAS 106. Any such gain or loss remaining after offsetting any portion of
unrecognized prior service codts, prior gains and losses, or trangtion obligation shall be
amortized and assigned over aperiod of ten (10) years beginning with the period in
which the event occurs.

(ii) If apost-retirement benefit plan is terminated, the contracting parties may
agree to establish asingle plan termination amount by aggregating the net sum of any
unrecognized gain or loss adjustments for curtallments, settlements, or granting of
termination benefits determined in accordance with this subsection plus any remaining
unrecognized net gain or loss determined in accordance with subparagraph 9904.419-
50(b)(2)(vii). Such plan termination amount shal be amortized and assigned over a
period of ten (10) years beginning with the period in which the plan termination
occurred.

(i) If the contractor has not dreedy dlocated the fair value of plan assets and
other relevant vaues to the segment, such an dlocation shdl be made in accordance
with the requirements of subparagraphs 9904.419-50(c)(6)(i) and (ii).

(f) Adjustments for segment closings. If asegment is closed, the contractor shal determine
a segment closing amount which represents an adjustment to previoudy determined post-
retirement benefit costs asfollows:

(1) For plans accounted for under the pay-as-you-go cost method:

(i) The contractor shal not adjust previoudy determined post-retirement benefit
costs. Contract price or cost adjustments are not permitted.

(ii) If the segment discontinues operations, is sold, or ownership is otherwise

trandferred, dl remaining inactive plan participants shdl be transferred to the closed
Ssegment’ s immediate home office.
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(2) For defined-contribution plans using accrua accounting, the segment closing amount
shall be measured as the unrecognized portion of the plan termination or curtailment of vesting
or retirement digibility service credit determined in accordance with paragraph 9904.419-
50(e)(2).

(3) For defined-benefit plans using accrud accounting:

(1) The segment closing amount shall be measured as the difference between the
nonforfeitable post-retirement benefit obligation and the valuation assets.

(i) The contractor’s methods and assumptions used to determine the segment
closing amount shdl be consstent with those used in the measurement of pod-
retirement benefit cogts prior to the segment closing.

(i) If the segment discontinues operations, dl remaining inective plan
participants shal be transferred to the closed segment’ s immediate home office, dong
with the accumulated pogt-retirement benefit obligation, fair vaue of plan assetsand dl
other vaues attributable to such transferred inactive participants.

(iv) If the segment is sold, or ownership is otherwise transferred, and the
contractor retains some or dl of the accumulated post-retirement benefit obligation, the
fair vaue of plan assets and al other values shall be split between the contractor and the
buyer in accordance with subparagraph 9904.419-50(c)(6)(viii) based upon the
accumulated podt-retirement benefit obligation retained by the contractor and the
ba ance of the accumulated post-retirement benefit obligation which istransferred to the
buyer. The accumulated post-retirement benefit obligation, fair vaue of plan assets and
al other vaues retained by the contractor shdl be transferred to the closed segment’s
immediate home office.

(V) If the segment is sold or ownership is otherwise transferred and such sale or
transfer of ownership is to a successor-in-interest then:

(A) If the entire accumul ated post-retirement benefit obligation, fair
vaue of plan assats, accumulated vaue of unfunded accruas, and accumul ated
vaue of prepayment credits are transferred to the successor contractor, there
shall be no adjustment to previoudy determined post-retirement benefit cods.

(B) If the contractor retains some or dl of the accumulated post-
retirement benefit obligation, the accumulated post-retirement benefit obligation
and al other vaues shdl be alocated between the contractor and the
successor-in-interest in accordance with subparagraph (iv) of this paragraph.
The segment closing amount shall be determined based on such retained vaues.
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(C) The contractor’ s methods and assumptions are deemed to be
adopted by the successor-in-interest so that the effect of the segment’s
transferred assets and liahilitiesis carried forward and recognized in the
accounting for post-retirement benefit cost at the successor contractor. Any
changes in methods or assumptions shal be deemed to occur immediately after
such trandfer.

(vi) Once determined, any adjustment credit shall be first used to reduce the
accumulated vaue of unfunded accruals. After the accumulated vae of unfunded
accruas has been reduced, any remaining adjustment amount shall be accounted for as
aprepayment credit. Any adjustment charge shdl be accounted for as an unfunded
accrua to the extent that funds are not added to the fair value of assats.

(4) The Government's share of the segment closing amount (charge or credit) shdl be
the product of the total segment closing amount determined in accordance with paragraphs (2)
or (3) of this subsection and afraction. The numerator of such fraction shal be the sum of the
post-retirement benefit plan costs allocated to al contracts and subcontracts (including Foreign
Military Sales) subject to this Standard during a period of years representative of the
Government's participation in the post-retirement benefit plan costs on an accrud basis. The
denominator of such fraction shal be the total post-retirement benefit plan costs assigned to
cost accounting periods during the same period. The contracting parties shall recognize the
Government’ s share of the segment closing amount that is gpplicable to the segment’ s contracts
that are subject to this Standard by adjusting contract prices, target costs or cost cellings, or, by
any other suitable technique acceptable to the cognizant Federd agency officid.

(5) For purposes of this subsection and subsection (€) of this section, if the date of the
event is not reedily determinable, or if its use can result in an inequitable calculation, the
contracting parties shal agree on an appropriate date.

9904.419-60 Illustrations. Theseillustrations presume that the contractor’ s post-retirement
benefit plan, cost methods, and actuarid assumptions meet the requirements of this Standard
except as noted in the particular illugtration.

(a) Recognition of post-retirement benefit costs.

(1) The written terms of Contractor A’ s defined-contribution post-retirement plan
require that the contractor make contributions of a specified percentage of each employee’'s
base sdlary to individua accounts held by an organization that satisfies the 9904.419-30(b)(2)
definition of afunding agency. Upon retirement each employee’ s accumulated account balance
is annuitized and used to pay aportion of the annua premium on the retireg s“Medigap” hedth
insurance policy purchased from an non-captive insurance carrier. Pursuant to subparagraph
9904.419-40(a)(1)(iv), the contractor determines the cost of its defined-contribution plan for
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each cost accounting period as the sum of the required net contributions deposited into the
individua participants accounts held by the funding agency.

(2) Contractor B sponsors a defined-benefit retiree health plan which historicaly has
been amended every three (3) years to increase the amounts of the annual deductible and
copayment. This podt-retirement benefit plan meets the criteria for accrua accounting set forth
in paragraph 9904.419-40(a)(1). Pursuant to subparagraph 9904.419-40(a)(1)(v), the
contractor must actuarially determine the cost of its post-retirement benefit plan for the current
period based upon the deductible and copayment amounts specified in the current written plan
document. Pursuant to subparagraph 9904.419-50(b)(2)(ii), the actuaria gain attributable to
any future amendment increasing the deductible and copayment can not be recognized until
such amendment is adopted.

(3) Contraector C has higtorically paid a percentage of the health insurance premiums for
itsretirees. Each year the contractor has renewed itsintent to continue this program for the
upcoming yeer in aletter to itsretirees. Although active employees are occasiondly informally
told of this program, especidly asthey prepare to retire, the program is not mentioned in the
employee handbook nor any other employee communication. However, the letter was not sent
to dl plan participants, did not includes a notice of the right to legaly enforce payment of the
benefit, and did not provide an irrevocable right to the benefit once participants had attained
eligibility. In accordance with paragraph 9904.419-40(a)(2), the cost of this post-retirement
hedlth plan must be accounted for using the pay-as-you-go cost method because the criteria set
forth at subparagraphs 9904.419-40(a)(2)(i) and (ii) were not met.

(4) Contractor D sponsors aretiree life insurance program that provides a death benefit
equd to 35% of an employee’ sfind earnings, subject to a minimum deeth benefit of $10,000.
This defined-benefit post-retirement plan meets the criteria set forth in paragraph 9904.419-
40()(1). The contractor pays an annua premium to an non-captive insurer to provide a
$10,000 participating life insurance policy for al employees a retirement. Pursuant to
subparagraph 9904.416-50(a)(1)(i) of Cost Accounting Standard 9904.416, the contractor’s
established practice isto adjust the annud insurance premium for any refunds, dividends,
additional assessments, or other credits or charges, in the cost accounting period in which such
credit or chargeisreceived or receivable. The cost for the projected benefit that exceeds
$10,000 must be accounted for as a defined-benefit plan using accrua accounting in
accordance with subparagraph 9904.419-40(b)(2)(iii). Pursuant to paragraph 9904.419-
40(b)(2), the cost for a cost accounting period is the premium paid to provide the basic
$10,000 death benefit, adjusted in accordance to subparagraph 9904.416-50(a)(1)(i), plusthe
annua amount determined in accordance with the accrua accounting provisons of this
Standard relating to defined-benefit post-retirement benefit plans. If the insurance had been
obtained from a captive insurer as defined by paragraph 9904.419-30(a)(3), the entire cost of
the plan would have been subject to this Standard in accordance with subparagraph 9904.419-
40(b)(2)(ii).
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(5) Contractor E sponsors two post-retirement benefit plans which each have a
separate plan document. One plan provides retiree health benefits for al employees of the
contractor. The other plan provides retiree dental and vision benefits for the same employees.
Neither plan meets the criteria specified at paragraph 9904.419-40(a)(1) and therefore, are
required to be accounted for using the pay-as-you-go method in accordance with paragraph
9904.419-50(a)(2). Pursuant to subparagraph 9904.419-50(a)(2)(i), the contractor may elect
to determine the cost of the two plans on an aggregate basis.

(6) Contractor F sponsors two defined-benefit post-retirement plans which each have a
separate plan document. One plan provides health benefitsto dl retired salaried employees.
The other plan provides the same hedlth benefitsto dl retired bargaining unit employees.
Because both plans satisfy the criteria of paragraph 9904.419-50(a)(1), both are required to
use accrua accounting. Pursuant to subparagraph 9904.419-50(a)(1)(ii), the contractor may
elect to determine the cost of the two plans on an aggregate basis.

(7) Contractor G sponsors a single post-retirement benefit plan that provides hedth
benefits and life insurance benefits. The contractor has retained the right to terminate the hedlth
benefits for al but those employees who are retired or have attained digibility for benefits. The
contractor pays level annual premiums to an non-captive insurance carrier designed to provide
paid-up participating life insurance contracts by the time an employee reaches retirement and
the employees have an irrevocable right to the current value of the insurance contracts. The
contractor’ s established practice isto adjust the annud participating insurance premium by the
amount of estimated refunds and dividends in accordance with subparagraph 9904.416-
50(a)(1)(vi) of Cost Accounting Standard 9904.416, and therefore such adjusted level annua
premiums satisfy the requirements of subparagraph 9904.419-40(b)(2)(i). Because the plan
satisfies the criteria set forth at subparagraph 9904.419-40(a)(1), the contractor must account
for the cost of the benefits not provided through insurance contracts using accrua accounting as
required by subparagraph 9904.419-50(b)(2)(iii). Alternatively, paragraph 9904.419-
40(3)(2). permits the contractor to separately identify and account for the cost of the life
insurance benefit as if it were a separate post-retirement benefit plan.

(8) Contractor H has a single defined-benefit post-retirement plan. The plan provides
one st of benefits to retirees and employees who were digible to retire on or before December
31, 1995 (the “protected group”). Under the terms of the podt-retirement benefit plan, the
contractor has no right to reduce these benefits. Employees digible for retirement on or after
January 1, 1996 are provided aless generous set of benefits and the contractor retains the right
to terminate the plan or reduce benefits even after digibility is atained. Because the plan does
not fully satisfy the criteria set forth a paragraph 9904.419-40(a)(1), the pay-as-you-go
method must be used to account for the cost of the plan. Pursuant to paragraph 9904.419-
50(a)(3), the contractor may identify the benefits provided to the two groups as being provided
by separate post-retirement benefit plans. In that case, because the costs for the “ protected
group” plan meet the requirements of paragraph 9904.419-40(a)(1), the “protected group”
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plan must be actuaridly determined and accounted for using accrua accounting. In accordance
with 9904.419-40(a)(2), the contractor must account for the benefits of the plan for the post-
1995 retirees using the pay-as-you-go cost method because that separately identified plan fails
the criteria of paragraph 9904.419-40(a)(1).

(9) Contractor | sponsors a podt-retirement benefit plan that provides alife insurance
benefit of two-times final sdary for dl employees. The program aso provides that the
contractor will deposit 1% of each employee' s pay into individua accounts held by afunding
agency. At retirement, the accumulated vaue of the individua account is used to purchase a
paid-up life insurance policy. If the fundsin theindividua account isinsufficient to purchase the
full life insurance benefit, the contractor pays the additiona cost directly from generd corporate
resources. This program has features of both a defined-benefit and a defined-contribution
post-retirement plan. Since the substance of the plan is to provide a defined-benefit life
insurance of two-timesfina saary, then pursuant to paragraph 9904.419-50(a)(4), the annua
cost must be determined in accordance with the provisons of this Standard relating to defined-
benefit podt-retirement plans.

(b) M easurement and assignment of post-retirement benefit cost.

(2) Contractor J uses the pay-as-you-go cost method to determine the cost of its
retiree life insurance program. During the current period, the contractor paid $200,000 in
degth benefits directly to the named beneficiaries of deceased plan participants which isthe
pay-as-you-go cost for current benefits in accordance with subparagraph 9904.419-
40(b)(3)(i). On thefirst day of the current period, the contractor also paid $180,000 in
premiums to purchase paid-up insurance policies from an non-captive insurer for certain
employees as they retired during the current year. The prevailing rate determined by the
Secretary of the Treasury pursuant to Public Law 92-41, 85 Stat. 97 for the current period is
7.25%. Pursuant to subparagraphs 9904.419-40(b)(2)(iv) and 9904.419-40(b)(3)(ii) and
paragraph 9904.419-50(b)(1), the contractor determines the current period cost of the paid-up
insurance policies as $18,719, which is the annua amount required to amortize the $180,000 in
fifteen (15) equa annua payments at 7.25%. The contractor determines the total cost for the
current period as $218,719 ($200,000 + $18,719).

(2) Contractor K sponsors a defined-contribution post-retirement plan which satisfies
the criteria set forth at paragraph 9904.419-40(a)(1). The plan is funded through a dedicated
trust that qualifies as afunding agency. The plan document provides that each year the
contractor will credit to the individua accounts of the plan participants an amount equa to 5%
of each employee' s base sdary less that employee s share of any nonvested account balances
forfeited by terminating employees. The annud contribution amount so determined congtitutes
the post-retirement benefit cost in accordance with paragraph 9904.419-40(b)(4) . Any
amount not funded by a depost to the funding agency must be identified as an unfunded accrud
in accordance with subparagraph 9904.419-50(c)(6)(V).
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(3) Conversdy, assume that the plan sponsored by Contractor K in illustration
9904.419-60(b)(2) failsthe criteria set-forth at paragraph 9904.419-40(a)(1). Also assume
that the contractor maintains memorandum records of the participants account balances, rather
than fund this defined-contribution plan. At retirement the contractor pays the employeesthe
vaue of account baances recorded in these memorandum records as a lump sum settlement of
the account balance. In this case the contractor shal use the pay-as-you-go cost method in
accordance with paragraph 9904.419-40(8)(2). In accordance with paragraph 9904.419-
40(b)(3), the cost shdl be based upon the lump sum settlements paid to the plan participants
and amortized in accordance with subparagraph 9904.419-40(b)(3)(ii). If prior to becoming
subject to this Standard, the contractor had accounted for the costs of its post-retirement
benefit plan using termind funding, the contractor could continue to use termind funding asits
cost accounting practice as permitted by paragraph 9904.419-64(d). In that case, no
amortization would be required.

(4) Contractor L sponsors a post-retirement benefit plan for its collective bargaining
employees which satisfy the requirements of paragraph 9904.419-40(a)(1). The contractor
uses the projected unit credit actuarid cost method and a discount rate of 7.5% to determine
the net periodic post-retirement benefit cost for SFAS 106 purposes, and therefore,
subparagraph 9904.419-50(a)(1)(i) requires that the contractor use the projected unit credit
actuarid cost method and 7.5% discount rate assumption for contract cost accounting
purposes. The contractor funds the plan through a combination of an Internal Revenue Code
(IRC) section 401(h) account, whose assets are separately accounted for within aqualified
defined-benefit pension trugt, plus an IRC section 501(c)(9) voluntary employee benefit trust,
otherwise known asaVEBA. The contractor determines the annua depost for the IRC
401(h) account usng the aggregate actuarid cost method, and for the VEBA using the
projected unit credit actuaria cost method. Both of these deposit determinations are based on
an assumption of 7% for the discount rate. The deposits to the IRC 401(h) account and the
VEBA are used to determine the funded portion of the post-retirement benefit cost for
purposes of paragraph 9904.419-50(c)(5), but not the contract cost. To the extent that the
depositsin any cost accounting period differ from the post-retirement benefit cost determined
pursuant to this Standard, the shortfal or excess shall be identified as either an unfunded accrua
or a prepayment credit in accordance with subparagraphs 9904.419-50(c)(6)(v) and (vi),

repectively.
(5) The actuarid valuation report prepared for SFAS 106 purposes gives the following

information reconciling the funded status of the defined-benefit post-retirement plan sponsored
by Contractor M:
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Vaue as of

12/31
Accumulated post-retirement benefit obligation ..... $ (257,000)
Fair value of plan assets .......cocoovevvenencnecniece, 69,000
FUNded SEALUS .......ccveeereeieieeriereeeeeees s (188,000)
Unrecognized Net gaiN .........cccoeeeveereresieeseeeseenens (44,000)
Unrecognized prior SerViCe COSt ........oueveeeeeererererenes 33,000
Unrecognized trangition obligation ... 195,000
Net pre-paid (accrued) post-retirement benefit cost $ (4,000)

The terms of the plans satisfy the requirements of paragraph 9904.419-40(a)(1). Three
years ago the contractor did not fund dl of its assgned podt-retirement benefit cost for the
period and has separately identified and maintained an accumulated value of unfunded accruds
which is currently vaued at $6,000 in accordance with definition 9904.419-30(a)(1) and
subparagraph 9904.419-50(c)(6)(v). Two years ago, the contractor funded an amount greater
than its assigned post-retirement benefit cost for the period and has separately identified and
accounted for the excess as the accumul ated value of prepayment credits which is currently
vaued at $2,000 in accordance with definition 9904.419-30(b)(5) and subparagraph
9904.419-50(c)(6)(vi). During dl other years the contractor exactly funded its post-retirement
benefit cost. In accordance with the definition at paragraph 9904.419-30(a)(15), the
contractor determines the unfunded accumulated post-retirement benefit obligation for contract
cost accounting purposes as $184,000, which is the $257,000 accumul ated post-retirement
benefit obligation less the sum of $69,000 of fair value of plan assets and $6,000 of
accumulated unfunded accruas plus the $2,000 accumulated vaue of prepayment credits. The
contractor determines that the sum of the unrecognized net gain, unrecognized prior service cost
and unrecognized trangition obligation is $184,000 ($(44,000) + $33,000 + $195,000).
Pursuant to subparagraph 9904.419-40(b)(5)(iv), the cost determined for the current period is
assignable to the period because the unfunded accumulated podt-retirement benefit obligation
equas the sum of the unrecognized amounts as shown below:

Vaue as of
_ 123
Accumulated post-retirement benefit obligation
Retirees recalving DENEfitS .........ccoeeveennrrrniccines $ 82,000
Actives - Currently digible for benefits.................... 19,000
Nonforfeitable post-retirement benefit obligation ... 101,000
Actives - Not yet digible for bendfits....................... 156,000
TOAl ..o 257,000



Vaue as of

_ 123
Vauation Assts
Fair value of plan assets ........coooveerecerenenenenccniene (69,000)
Accumulated vaue of unfunded accruds................ (6,000)
Accumulated value of prepayment credits............... 2,000
Tota (73,000)
Unfunded accumulated post-retirement benefit obligation... $ 184,000
Unrecognized NEL gaiN .......cccovvereeieeeerenereresesie e $ (44,000)
Unrecognized prior SErVICE COSt ......cvvvreveerererreieerereeseseeresees 33,000
Unrecognized trangition obligation ..............ccvvvrnenenecees 195,000
Sum of unrecognized amOUNtS .........cccccevevveeeeerereeeseeeenens $ 184,000
Result of 9904.419-40(b)(5)(iv) baance test Passes

(6) Contractor M in illusiration 9904.419-60(b)(5) determines that during the following
year the actua return on the fair vaue of plan assets of $69,000 is $7,200 for SFAS 106
purposes. The current interest rate determined by the Secretary of the Treasury pursuant to
Public Law 92-41, 85 Stat. 97 is 9.5%. Pursuant to subparagraph 9904.419-50(b)(2)(iv), the
contractor increases the $7,200 actual return on the fair vaue of plan assets by the interest
imputed on the accumulated vaue of unfunded accruads which is 9.5% of $6,000 or $570.
Pursuant to subparagraph 9904.419-50(b)(2)(v), the contractor reduces the actua return on
thefar vaue of plan assets by the interest imputed on the accumulated vaue of prepayment
credits which is 9.5% of $2,000 or $190. For contract cost purposes, the contractor
determines the actua return on the fair value of plan assets as $7,580 ($7,200 + $570 - $190).

(7) Assume that Contractor M in lllustration 9904.419-60(b)(5) determines that the
sum of the components of post-retirement benefit cost, as described in paragraph 9904.419-
40(b)(5), is $55,000. The contractor also pays $15,000 for benefits incurred by current
retirees during the period which can be consdered funding in accordance with subparagraph
9904.419-50(c)(6)(vii). Furthermore, as shown in lllustration 9904.419-60(b)(5), the
nonforfeitable post-retirement benefit obligation, as defined at 9904.419-30(a)(7), is $101,000.
Therefore, the unfunded nonforfeitable post-retirement benefit obligation is $28,000
(nonforfeitable post-retirement benefit obligation of $101,000 minus va uation assets of
$73,000.) In accordance with subparagraph 9904.419-40(b)(5)(iii) the amount of post-
retirement benefit cost assignable to the current period is limited to $43,000 ($15,000 benefit
payments plus $28,000 unfunded podt-retirement benefit obligation.) Furthermore, the
$12,000 of post-retirement benefit cost that is not assignable to the current period ($55,000 -
43,000) shdl be recognized in future periods as an experience |oss.
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(8) Assumethat Contractor M in illustration 9904.419-60(b)(7) makes a deposit of
$26,000 into a dedicated trust fund that satisfies the definition of afunding agency found at
paragraph 9904.419-30(b)(2). Subparagraph 9904.419-50(c)(6)(vi) permits the $2,000
accumulated value of prepayment credits to be gpplied toward the $43,000 cost so that the full
current period cost is funded for purposes of subparagraph 9904.419-50(c)(6)(v). Therefore,
the tota amount available towards funding the cost assigned to the current period is $43,000
($26,000 deposit + $15,000 benefit payments + $2,000 prepayment credit). The accumulated
value of prepayment credits must be reduced by the amount gpplied towards the current year’'s
cost in accordance with subparagraph 9904.419-50(c)(6)(v) and definition
9904.4193-0(b)(3).

(9) If inillustration 9904.419-60(b)(7), Contractor M had only deposited $23,000 into
the dedicated trust fund, the totd amount available towards funding the cost assigned to the
current period would be $40,000 ($23,000 + $15,000 + $2,000). The accumulated value of
unfunded accruas would increase by $3,000 to $9,000 in accordance with subparagraph
9904.419-50(c)(6)(v) and definition 9904.419-30(a)(1).

(10) If in illustration 9904.419-60(b)(7), Contractor M had deposited $28,750 into the
dedicated trust fund, the total amount available towards funding the cost assigned to the current
period would be $45,750 ($28,750 + $15,000 + $2,000). The accumulated value of
prepayment credits would increase by anet of $750 ($2,750 excess funding less $2,000
prepayment used) to $2,750 in accordance with subparagraph 9904.419-50(c)(6)(vi)and
definition 9904.419-30(b)(5).

(c) Post-retirement benefit cost of segments.

(1) Contractor N sponsors aretiree medica plan that covers employees who retired
before January 1, 1997. All active employees and subsequent retirees are covered in a
separate post-retirement benefit plan. The contractor determines the costs of the pre-1997
plan using the pay-as-you-go cost method. The plan coversretired participants from 12
segments. The contractor maintains arecord of how many years each retiree worked in each
segment which is used to dlocate the total cost to segments. This method is acceptable under
subparagraph 9904.419-50(c)(1)(i)

(2) Contractor N in illustration 9904.419-60(c)(1) maintains arecord of the segment
where each retiree was last employed and, in accordance with subparagraph 9904.419-
50(c)(1)(i), uses these records to alocate the total post-retirement benefit cost to segments.
Assume that two of the twelve segments associated with current retirees ceased to exist
because the segments either discontinued operations or were abandoned. Pursuant to
subparagraph 9904.419-50(f)(1)(ii), the inactive participants of the two defunct segments have
been moved to their immediate home office to which the segment had reported. The cost
associated with these inactive participants must be dlocated to the immediate home office for
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those segments and then dlocated as aresidud cost of that home office following the
methodology of Cost Accounting Standard 9904.403.

(3) Assume Contractor N’s in illustration 9904.419-60(c)(2) merges together two of
the 12 segments. After the merger, the contractor uses the combined records of the two
segments and treets the retirees as if they were last employed in the newly merged segment.
And, in accordance with subparagraph 9904.419-50(c)(1)(i), uses these records to allocate the
total post-retirement benefit cost to segments. This method is acceptable under subparagraph
9904.419-50(c)(2)(i).

(4) Contractor O sponsors a post-retirement benefit plan providing medicd and life
insurance benefits for its active employees. The accrud accounting cost of the medica benefit
is actuarialy determined by each participant’ s age and gender. The actuaridly determined cost
of the life insurance benefit is based upon the employee' s expected find sdary and age group.
As permitted by paragraph 9904.419-50(a)(2), the contractor determines the costs of the
medica and life benefits asif they were provided through two separate plans. Pursuant to
paragraph 9904.419-40(c)(1), each home office that has plan participantsis treated as a
segment. None of the conditions set forth in paragraph 9904.419-50(c)(2) exists so the
contractor calculates a composite post-retirement benefit cost for each benefit. In accordance
with paragraph 9904.419-40(c)(2), the contractor indirectly alocates the costs of each benefit
to segments. In accordance with subparagraph 9904.419-50(c)(2)(ii), the cost of the medical
benefit is dlocated usng the number of active plan participants in each segment, including home
offices. The cogt of the life insurance benefit, which is dependent upon each participant’ sfind
sdary, isdlocated to each segment, including home offices, using the sdaries of active plan

participants.

(5) Contractor P uses the pay-as-you-go cost method for its post-retirement medica
program for employees of severad segments each of which isin adifferent sate. Whilethe
benefits are amilar, the payments vary sgnificantly by type of contract and geographica region.
Pursuant to subparagraph 9904.419-50(c)(1)(i) the contractor must alocate the post-
retirement benefit cost for each segment based upon the benefit payments that are identifiable
with each of the ssgments. Furthermore, any materia gain or loss attributable to the plan
participants of a particular ssgment, must dso be directly alocated to that segment only in
accordance with subparagraph 9904.419-50(c)(2)(i).

(6) Contractor Q uses accrual accounting to caculate the composite costs for each of
two different defined-benefit plans. Only one of the two plans covers the employees of any one
segment. Pursuant to paragraph 9904.419-40(c)(1), the composite cost of each digtinct planis
alocated only to those segments having participantsin that plan. In the past Plan | has covered
the employees of Segment G. As part of an interna reorganization, the post-retirement benefit
plans were amended 0 that benefits for employees of Segment G will now be provided through
Plan I1. For government contract cost accounting purposes, the assets that move with Segment
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GfromPan| to Plan Il are the assetsinitidly alocated to Segment G in accordance with
subparagraph 9904.419-50(c)(6)(i). Theratio of accumulated pogt-retirement benefit
obligation to the valuation assets, as defined at 9904.419-30(8)(16), for segment G is X%,
which materidly differs from such ratio for the other ssgments covered by Plan 11, In
accordance with subparagraph 9904.419-50(c)(2)(v), the contractor will have to begin
separately caculating post-retirement benefit costs for Segment G.  The contractor may
continue to determine podt-retirement benefit costs for the origind Plan 11 segmentsin the
aggregate as long as none of the conditions of paragraph 9904.419-50(c)(2) exigts for any of
these segments.

(7) Assume Contractor R has five segments directed by one home office. One
segment, Segment A, does a mgority (85%) of itswork under Government contracts.
Segment B provides support services to the other four segments. The other three segments,
Segments C, D, and E perform only commercia-type work. The post-retirement benefit plans
meets the criteria set forth at paragraph 9904.419-40(a)(1) and the contractor uses accrud
accounting to separately calculate podt-retirement benefit costs for the home office and each of
the five segments in accordance with paragraph 9904.419-40(c)(1) and subparagraph
9904.419-50(c)(1)(ii). Pursuant to subdivision 9904.419-50(c)(6)(iii)(A), the contractor may
ascribe funding to the costs dlocated to the home office, Segment A, and Segment B before
ascribing any funding to the three commercia segments.  The separate accounting records of
each segment which are maintained in accordance with subparagraph 9904.419-50(c)(6)(iii)
must reflect that the funding was first gpportioned to the home office, Segment A and Segment
B which alocate post-retirement benefit costs to contracts subject to this Standard.

(8) Contractor R in lllustration 9904.419-60(c)(7) transfers 50 active plan participants
in its defined-benefit plan from Segment A to Segment D as part of adjugting its Saffing to
match itsworkload. The accumulated post-retirement benefit obligation for these 50
participants is $250,000 of which $50,000 is attributable to active participants who are fully
igible for benefits and $200,000 is attributable to active participants who are not currently
eigiblefor benefits. The segment accounting for Segments A and D immediatdly before the
trandfer is:
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Segment A Segment D

Accumulated pogt-retirement benefit obligation

Retirees receiving benefits ..........cocovvrrrnccnrennnne. $ 750,000 $ 225,000
Actives - Currently digible........cccocvveeveeienicceee 250,000 175,000
Nonforfeitable pogt-retirement benefit obligation ..... 1,000,000 400,000
Actives- Not yet digible........ccoveveveeccicceeee 2,000,000 1,600,000
TOM@ e e 3,000,000 2,000,000
Vduation Assts
Fair value of plan assats ..o (1,000,000) -0-
Accumulated vaue of unfunded accruas .................. (200,000) (750,000)
Accumulated value of prepayment creditsZ .............. -0-- -0--
TOtal ..o (1,200,000) (750,000)
Unfunded accumulated post-retirement benefit obligation ... $ 1,800,000 $ 1,250,000
Unrecognized trangition obligation .............cccceeevrenennenene. $ 2,000,000 $ 1,400,000
Unrecognized prior SErVICE COSt ......ooevvrererrereeereseseeeseenenas 100,000 50,000
Unrecognized (gain) OF (0SS ........cccvreirnineinreeereseceseeas (300,000) (200,000)
Sum of unrecognized amOoUNtS ..........ccccvveevecereseeseerece e $ 1,800,000 $ 1,250,000
Results of 9904.419-40(b)(5)(iv) balancetest ..........cccccvnnee. Passes Passes

1/ In accordance with paragraph 9904.419-50(c)(6)(i), the fair value of plan assets allocated to segments excludes
the accumulated value of prepayment credits.

2/ In accordance with paragraph 9904.419-50(c)(6)(i), the accumul ated val ue of prepayment credits were
separately identified and were not allocated to segments.

The contractor must first alocate fair value of plan assets, accumulated vaue of
unfunded accruds, and accumulated value of prepayment credits to the nonforfeitable post-
retirement benefit obligation in accordance with subdivision 9904.419-50(c)(6)(viii)(A). The
ratio of the nonforfeitable post-retirement benefit obligation to the sum of the fair vaue of plan
assts, accumulated value of unfunded accruds, and accumulated vaue of prepayment credits
is0.833333 ($1,000,000 divided by $1,200,000). Therefore the contractor allocates
$833,333 (83.3333% of $1,000,000) of the fair value of plan assets, $166,667 (83.3333% of
$200,000) of accumulated value of unfunded accruals. (In accordance paragraph 9904.419-
50(c)(6)(i), the accumulated vaue of prepayment credits were separately identified and were
not alocated to segments.) The baance of the fair value of plan assets ($166,667) and
accumulated value of unfunded accruds ($33,333) are dlocated to the forfeitable post-
retirement benefit obligation.
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Then, because 5% ($50,000 of $1,000,000) of the nonforfeitable post-retirement
benefit obligation was transferred to Segment D, the contractor transfers $41,667 (5% of
$833,333) of thefair vaue of plan assets and $8,333 (5% of $166,667) of accumulated value
of unfunded accruds dlocated to the nonforfeitable post-retirement benefit obligation to
Segment D in accordance with subdivision 9904.419-50(c)(6)(viii)(B).

Finaly, because 10% ($200,000 of $2,000,000) of the forfeitable post-retirement
benefit obligation was transferred to Segment D, $16,667 (10% of $166,667) of the fair value
of plan assets and $3,333 (10% of $33,333) of accumulated value of unfunded accruas
dlocated to the forfeitable podt-retirement benefit obligation is transferred to ssgment D in
accordance with subdivision 9904.419-50(c)(6)(viii)(C).

The unfunded nonforfeitable post-retirement benefit obligation transferred to Segment D
is $180,000, which is 10% of the origina unfunded accumulated pogt-retirement benefit
obligation for Segment A. The contractor transfers 10% of the unrecognized trangition
obligation, unrecognized prior service cost, and unrecognized gains and |losses from Segment A
to Segment D in accordance with subparagraph 9904.419-50(c)(6)(viii).

The segment accounting for Segment A for the transfer is shown below:

Segment A

Before Trander to After
Trander Segment D Trander

Accumulated pogt-retirement benefit obligation

Retirees receiving benefits ... $ 750,000 $ -0- $ 750,000
Actives - Currently eigible..................... 250,000 (50,000) 200,000
Nonforfeitable post-retirement

benefit obligation ... 1,000,000 (50,000) 950,000
Actives- Not yet digible........................ 2,000,000 (200,000) 1,800,000
TOAl oo 3,000,000 (250,000) 2,750,000

Vduation Assts

Fair value of plan assets..........c.cocoveeeneeee (1,000,000) 58,334 (941,666)
Accumulated vaue of unfunded accruds (200,000) 11,666 (188,334)
Accumulated value prepayment credits .. -0-- -0-- -0--
TOt@ o (1,200,000) 70,000  (1,130,000)

Unfunded accumulated post-retirement
benefit obligation .........ccccceeeevvvvvcccenne, $ 1,800,000 $ (180,000) $ 1,620,000
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Unrecognized trangition obligation ...................

Unrecognized prior service cost .......coeevveernnne.
Unrecognized (gain) or (0SS .......cccccveeveveeenrenennes
Sum of unrecognized amounts...........ccoeeveereenen.

Results of 9904.419-40(b)(5)(iv) balance test

And the segment accounting for Segment D for the trandfer is

Accumulated post-retirement benefit obligation
Retirees recelving bendfits.....................
Actives - Currently digible....................
Nonforfeitable post-retirement

benefit obligation ..........cccoveeenennnnes
Actives- Not yet digible........................

TOAl e

Vauation Assts

Fair value of plan assets ........cccceveeveuenneee

Accumulated vaue of unfunded accruas
Accumulated value prepayment credits ..

TOAl e

Unfunded accumulated post-retirement
benefit obligation ...

Unrecognized trangition obligation ....................

Unrecognized prior Service Cost ........covvverenennne.

Unrecognized (gain) Or 0SS ........coeveveeeccnenene.
Sum of unrecognized amounts..............cccceeuene.

Results of 9904.419-40(b)(5)(iv) balance test

Segment A

Before Trandfer to After
Trander Segment D Trander
$ 2,000,000 $ (200,000) $ 1,800,000
100,000 (20,000) 90,000
(300,000) 30,000 (270,000)
$ 1,800,000 $ (180,000) $ 1,620,000
Passes Passes Passes
Segment D
Before Trandfer from After
Trandfer Segment A Trandfer
$ 225000 $ -0- $ 225,000
175,000 50,000 225,000
400,000 50,000 450,000
1,600,000 200,000 1,800,000
2,000,000 250,000 2,250,000
-0- (58,334) (58,334)
(750,000) (11,666) (761,666)
-0-- -0-- -0--
(750,000) (70,000) (820,000)
$1,250,000 $ 180,000 $ 1,430,000
$1,400,000 $ 200,000 $ 1,600,000
50,000 10,000 60,000
(200,000) (30,000) (230,000)
$1,250,000 $ 180,000 $1,430,000
Passes Passes Passes

The $180,000 increase in the unfunded accumulated post-retirement benefit obligation
for Segment D will be reflected in future pogt-retirement benefit costs of Segment D through the
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increases in the unrecognized portions of trandtion obligation, prior service codts, and gains and
losses.

(9) Assume that the podt-retirement benefit plan of Contractor R inillustration
9904.419-60(c)(8) that covers employees of Segment A and D provides more generous
benefits to employees of Segment D. Accordingly, the contractor separately calculates post-
retirement benefit costs for each segment pursuant to subparagraphs 9904.419-50(c)(2)(i) and
9904.419-40(c)(3)(ii). After the 50 plan participants are transferred from Segment A to
Segment D, these employees are then be digible for the more generous benefits afforded to
employees of Segment D. Based on the benefits of Segment A, the accumulated post-
retirement benefit obligation for the 50 participants was $250,000. The accumulated post-
retirement benefit obligation for these employees will be $283,000 based on the benefits for
Segment D. After completing the transfer of accumulated post-retirement benefit obligation,
fair vaue of plan assets and other vaues as shown in illustration 9904.419-60(c)(8) in
accordance with subparagraph 9904.419-50(c)(6)(viii), the contractor shal recognize the
$33,000 increase in the accumulated pogt-retirement benefit obligation as an experience loss
for Segment D. This experience loss shal be assgned to cost accounting periodsin
accordance with subparagraph 9904.419-50(b)(2)(vii).

(10) Contractor S cdculates a composite post-retirement benefit cost of $200,000 for
its defined-benefit plan for the current cost accounting period, which the contractor then
dlocatesto segments. The plan’s benefit is not related to sdary and the actuarial valuation of
the pogt-retirement benefit ligbility is performed on a per-capitabasis. Segment A contains
30% of dl the active and inactive plan participants of the post-retirement benefit plan, and
therefore Segment A is dlocated $60,000 of the cost pursuant to subparagraph 9904.419-
50(c)(1)(ii). The $60,000 of post-retirement benefit cost alocated to Segment A isdlocable to
the intermediate and find cost objectives of Segment A pursuant to subsection 9904.419-
40(d). The dlocation to segmentsis summarized asfollows.

Allocation of Composite Cost

Composite Home Segment Segment Commercial
Cost Office A B Y Segments2
Plan Participants:
ACLIVES ... 1,7%4 0 535 181 988
INACtiVES .....ceeeevrveeee 206 10 65 19 112
Total .oveeeeecees 2,000 100 600 200 1,100
Allocation to Segments:
Assigned post-retirement
benefit cost ........ccceueneee $200000 $ 10000 $ 60000 $ 20000 $ 110000
Contribution ..........cccceeeuueee. 200,000 10,000 60,000 20,000 110,000
Unfunded Accrudl .............. $ 0 $ 0 $ 0 $ 0 $ 0
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(11) Assume that Contractor Sin illustration 9904.419-60(c)(10) separately caculates
post-retirement benefit costs for each segment which total $200,000 for plan as awhole for the
current period. The separately calculated cost is $10,000 for the Home Office, $60,000 for
Segment A, and $20,000 for Segment B. Pursuant to subdivision 9904.419-50(c)(6)(iii)(A),
the contractor followsiits established practice and funds $90,000 which is the tota cost for the
home office and two segments that alocate costs to contracts subject to this Standard. The
contractor funds none of the assigned post-retirement benefit cost separately computed for the
commercid segments. In this case, the $90,000 of funded post-retirement benefit cost is
alocated to the Home Office, Segment A, and Segment B. Because no funding was dlocated
to the commercia segments, an unfunded accrud of $110,000 shdl be identified asthe
unfunded portion of pogt-retirement benefit costs alocated to the commercid segmentsin
accordance with subparagraph 9904.419-50(c)(6)(v). The alocation to segmentsis
summarized asfollows

Allocation of Separately Calculated Costs

Home Segment Segment  Commercia
Totds Office A B Segments
Allocation to Segments.
Separately calculated post-
retirement benefitcost.... $ 200000 $ 10000 $ 60000 $ 20000 $ 110,000
less: Contribution ............... 90,000 10,000 60,000 20,000 -0-
Unfunded accrudl .............. $ 110000 $ 0 $ 0 $ -0- $ 110,000

(12) Assume that Contractor Sinillustration 9904.419-60(c)(11) funds only $81,000
which isless than the separately caculated post-retirement benefit costs for the Home Office,
Segment A, and Segment B. Pursuant to subdivision 9904.419-50(c)(6)(iii)(A), the contractor
follows its established practice and proportionately alocates the $81,000 to only these three
segments that alocate costs to contracts subject to this Standard. No funding is dlocated to
the commercia segments. The $81,000 is identified as the funded portion of post-retirement
benefit cost for the Home Office, Segment A, and Segment B. An unfunded accrud of $9,000
is established in accordance with subparagraph 9904.419-50(c)(6)(v) and alocated to these
three segments. The dlocation to segments is summarized as follows:
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Allocation of Separately Calculated Costs

Composite Home Segment Segment Commercial
Cost Office A B Segments

Allocation to Segments;

Separately calculated post-
retirement benefitcost... $ 200000 $ 10000 $ 60000 $ 20000 $ 110,000
less. Contribution ............... 81,000 9,000 54,000 18,000 -0-
Unfunded accrud .............. $ 119000 $ 1000 $ 6000 $ 2000 $ 110,000
(13) Assume that Contractor Sin illustration 9904.419-60(c)(11) funds $108,000,
which is more than the separately caculated podt-retirement benefit costs for the Home Office,
Segment A, and Segment B. Pursuant to subdivision 9904.419-50(c)(6)(iii)(A), the contractor
followsiits established practice and first alocates $90,000 of the funding to the three segments
that allocate cogts to contracts subject to this Standard. The contractor then allocates the
remaining $18,000 of funding to the commerciad segments. The $92,000 unfunded portion of
post-retirement benefit cost separately calculated for the commercia segments shdl be
identified as an unfunded accrud of $92,000 must be established in accordance with
subparagraph 9904.419-50(c)(6)(v). The dlocation to segments is summarized as follows:
Allocation of Separately Calculated Costs
Composite Home Segment Segment Commercial
Cost Office A B Segments
Allocation to Segments:
Net post-retirement
benefit cost .........ceen.e. $ 200000 $ 10000 $ 60000 $ 20000 $ 110000
less: Contribution .............. 108,000 10,000 60,000 20,000 18,000
Unfunded accrud ............. $ 9200 $ 0 $ 0 $ 0 $ 92,000

(d) Allocation of post-retirement benefit cost to cost objectives. [Reserved]

(e) Adjustmentsfor curtailments, settlements, and ter mination benefits.

(1) Assume that Contractor M in illustration 9904.419-60(b)(5) announces that it will
reduce its operations by terminating a significant number of employees at the end of the current
period. Pursuant to SFAS 106, the contractor recognizes that a curtailment of benefits has
occurred because the termination of the employees causes a reduction in the remaining years of
expected service associated with those terminating employees. The termination of employees
aso causes areduction in the accumulated podt-retirement benefit obligation because some of
the terminated plan participants will not accrue the future service necessary for benefits
igibility. Also assume that because of the work-force reduction, a certain class of the
terminated employees becomes digible for specid termination benefits which increase the
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accumulated post-retirement benefit obligation by $14,000. For SFAS 106 purposes the
contractor determines the specid termination benefit loss and the curtailment gain as follows.

SFAS 106 Accounting
As of December 31
Specid
Before Termination  Curtalment After
Curtallment Benefits Gan Curtallment
Accumulated podt-retirement
benefit obligation .............c....... $(257,000) $ (14,0000¢ $ 68,0002 $(203,000)
Fair vaue of plan assets.................. 69,000 69,000
Funded Status .........ccccoveveeveeeenennee. (188,000) (14,000) 68,000 (134,000)
Unrecognized net gain ................... (44,000) (44,000)
Unrecognized prior service cost ... 33,000 (5,940 27,060
Unrecognized trangtion obligation 195,000 (42,900)~ 152,100
Pre-paid (accrued) post-retirement
benefit COSt ......coveveiririne $ (40002 $ (140000 $ 19160 $ 1,160

1/ Increase in accumulated post-retirement benefit obligation attributable to the additional benefits granted under
special termination provisions of the post-retirement benefit plan.

2/ Gain due to decrease in accumulated post-retirement benefit obligation because terminated participants will

not become eligible for full benefits.

3/ Portion of unrecognized prior service cost associated with future years of service associated with terminated
participants.

4/ Portion of unrecognized transition obligation associated with future years of service associated with
terminated participants.

5 The accrued post-retirement cost equal s the net of an accumulated value of unfunded accruals of $(6,000) and
an accumul ated value of prepayment credits of $2,000.

Pursuant to SFAS 106, the $14,000 for granting specia termination would be
recognized as an expense of the current period. For contract costing purposes, the $14,000
must be amortized over aperiod of 10 yearsin accordance with subparagraph 9904.419-
50(e)(2)(i). The curtailment gain for contract costing purposes is $19,160, which isthe
remaining amount of the curtallment gain not offset againgt unrecognized prior service cost and
unrecognized trangtion obligation usng SFAS 106 methodology, in accordance with
subparagraph 9904.419-50(e)(2)(i). For SFAS 106 purposes, the $19,160 curtailment gain
would be recognized asincome for the current period. For contract cost purposes, the
$19,160 curtailment gain must be amortized over a period of 10 yearsin accordance with
subparagraph 9904.419-50(e) (2)(i).
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After consdering the effects of the specia termination benefit loss and the curtaillment gain, the
contractor demondtrates that its accounting for post-retirement benefit costsis il in balance as

required by subparagraph 9904.419-40(b)(5)(iv) asfollows:

Contract Cost Accounting
As of December 31
Specidl
Before Termination  Curtallment After
Curtailment Benfits Gan Curtailment
Accumulated podt-retirement
benefit obligation .................... $ 257,000 $ 14,000 $ (68,0000 $ 203,000
Fair vdue of plan assats................. (69,000) (69,000)
Accumulated value of
unfunded accruals................... (6,000) (6,000)
Accumulated value of
prepayment credits.................. 2,000 2,000
Unfunded accumulated post-
retirement benefit obligation .. $ 184000 $ 14000 $ (68,0000 $ 130,000
Unrecognized net gain .................. $ (44,000) $ (44,000)
Unrecognized prior service cost ... 33,000 $ (5940 27,060
Unrecognized trangtion obligation 195,000 (42,900) 152,100
Unrecognized specid termination
benefit 0SS .....covevceeeiceiee $ 14,000 14,000
Unrecognized curtallment gain ... (19,160) (19,160)
Sum of unrecognized amounts....... $ 184000 $ 14,000 $ (680000 $ 130,000
Results of 9904.419-40(b)(5)(iv)
balancetest .......ccccooviveernnene Passes Passes Passes Passes

(2) Assume that immediately after the curtailment of benefits, Contractor M in
illustration 9904.419-60(€)(1) purchases insurance from an non-captive insurer at a price of
$58,000 to unconditionaly settle its obligation for certain post-retirement benefits. The
purchase of this insurance reduces the accumul ated post-retirement benefit obligation by
$50,000 measured using the contractor’ s established methods and assumptions. Pursuant to

SFAS 106, the contractor recognizes that aloss from the settlement of benefits has occurred.

For SFAS 106 purposes the contractor determines the settlement loss as follows:
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SFAS 106 Accounting
As of December 31

Before Settlement After
Settlement Loss Settlement
Accumulated post-retirement benefit obligation $ (203,0000) $ 50,000 $ (153,000)
Fair value of plan assets ........ccccoveevvvvrercreenne 69,000 (58,000) 11,000
Funded SEEUS ......c.coeeeieerieceeee s (134,000) (8,000)¥ (142,000)
Unrecognized Net gain ..........ccceeeereeeerevrecreennne, (44,000) 10,8372 (33,163)
Unrecognized prior Service Cost ......ovvvrererennen. 27,060 27,060
Unrecognized trandtion obligation ................... 152,100 (10,837)2 141,263

Pre-paid (accrued) post-retirement benefit cost $ 1,160 $ (8,0000 $ (6,840)

1/ Loss dueto cost of settlement in excess of accumulated post-retirement benefit obligation.
2/ Portion of unrecognized transition obligation eliminated by settlement.
3/ Loss due to immediate recognition of a portion of the unrecognized transition obligation.

Pursuant to subparagraph 9904.419-50(e)(2)(i), the settlement loss for contract costing
purposes is $8,000 using SFAS 106 methodology. For SFAS 106 purposes, the contractor
recognizes a current period expense of $8,000 for the settlement loss. For contract cost
purposes, the $8,000 settlement loss must be amortized over the next 10 years in accordance
with subparagraph 9904.419-50(e)(2)(i).

After consdering the effects of the settlement, the contractor demondtrates that its
accounting for post-retirement benefit costsis il in balance as required by subparagraph
9904.419-40(b)(5)(iv) asfollows:

Contract Cost Accounting
As of December 31
Before Settlement After
Settlement Loss Settlement

Accumulated podt-retirement benefit obligation $ 203,000 $ (50,0000 $ 153,000
Fair value of plan assats .......cccovveevvenercnennne (69,000) 58,000 (11,000)
Accumulated value of unfunded accruals ......... (6,000) (6,000)
Accumulated value of prepayment credits......... 2,000 2,000
Unfunded accumulated post-retirement

benefit obligation ..........cccceeeeeeicecicee, $ 130,000 $ 8000 $ 138,000

97



Contract Cost Accounting
As of December 31

Before Settlement After
Setlement Loss Sattlement

Unrecognized prior net gain ..........cccceeeeeeveveenne. $ (440000 $ 10837 $ (33,163)
Unrecognized prior Service Cost ......covveverererenene 27,060 27,060
Unrecognized trangition obligation ..................... 152,100 (10,837) 141,263
Unrecognized specia termination

PENEfit 0SS ....cveveeeeee e 14,000 14,000
Unrecognized curtallment gain ... (19,160) (19,160)
Unrecognized settlement 10SS ......cccceeeevccciccnnne, 8,000 8,000
Sum of unrecognized amounts ..........c.covveeeeeene. $ 130,000 $ 8,000 $ 138,000
Results of 9904.419-40(b)(5)(iv) balance tet ... Passes Passes Passes

(3) Assume that as part of the work force reduction by Contractor M in illustration
9904.419-60(e)(1), a disproportionate share of the employee terminationsiis attributable to one
of its segments. In that case, the contractor must determine the termination benefit loss
separately for each segment in accordance with subparagraph 9904.419-50(c)(2)(i) and
subparagraph 9904.419-50(c)(2)(ii). On the other hand, if the effect is evenly dispersed across
some, but not al, of the segments, the contractor may determine the termination benefit loss for
the affected segments in the aggregate and dlocate the loss among the affected segments by use
of an gppropriate base such as the number of employees terminated in each segment as part of
the workforce reduction.

(f) Adjustmentsfor segment closings.

(1) Contractor T has been performing Government contracts subject to this Standard.
Upon completion of its current Government contracts, the contractor does not actively seek nor
receive any new Government contracts subject to this Standard and therefore a segment
closing, as defined by subparagraph 9904.419-30(b)(6)(iii), has occurred. The accounting of
the liabilities and assets for the podt-retirement benefits of Segment A for government contract
costing purposes immediatdy before the segment closing is summarized as follows:
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Vaue as of

1231

Accumulated post-retirement benefit obligation:

Retireesrecaiving benefits .........cocovvvvevevccccccenennn $ 250,000

Actives - Currently eligible for bendfits....................... 100,000

Nonforfeitable post-retirement benefit obligation ....... 350,000

Actives- Not yet eigible for benefits .........ccccovvnneee. 400,000

TOAl s 750,000
Vauation assts

Farvaueof planassats .........ccooveneneeneineineenns (270,000)

Accumulated value of unfunded accruds ................... (150,000)

Accumulated value of prepayment creditsZ ............... -0-

TOEA o 420,000
Unfunded accumulated post-retirement benefit obligation ......... $ 330,000
Unfunded nonforfeitable post-retirement benefit obligation 2 $ (70,000)
Unrecognized NEL gain ........c.cceeeeveiercreecieeeeeee e $ (150,000)
Unrecognized Prior SEVICE COS .....cururerurnerereriereresenesesenenne 405,000
Unrecognized transition obligation ...........ccccevveeeeenerisccnene, 75,000
Sum of unrecognized amOUNES ..........cccveerrerereierine s, $ 330,000
Result of 9904.419-40(b)(5)(iv) balancetest .........cccceeevveneneee Passes

1/ In accordance with subparagraph 9904.419-50(c)(6)(i), the fair value of plan assets
allocated to segments exclude the accumulated value of prepayment credits.

2/ In accordance with subparagraph 9904.419-50(c)(6)(i), the accumul ated val ue of
prepayment credits were separately identified and were not allocated to segments.

3/ Nonforfeitable post-retirement benefit obligation of $350,000 |ess val uation assets of
$420,000.

The contractor must fully recognize a segment closing credit of $70,000, which is

measured as the difference of the nonforfeitable post-retirement benefit obligation ($350,000)
and the vauation assets ($420,000). The segment closing adjustment credit of $70,000
represents an adjustment to previoudy determined post-retirement benefit costs in accordance
with subparagraph 9904.419-50(f)(3)(i). The Government’s share of the $70,000 must be
effected by adjusting contract prices, target costs, or cost ceilings, or by any other suitable
technique in accordance with paragraph 9904.419-50(f)(4). One way the adjustment could be
effected is by acheck or other funds transfer from the contractor to the Government.

(2) If Contractor T in illustration 9904.419-60(f)(1) discontinuesits operations at

Segment W and abandons the facility, a segment closing as defined by subparagraph
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9904.419-30(b)(6)(ii) has occurred. Alternatively, if the operations of Segment W continue
but the facility is sold to athird party who is not a successor-in-interest, then a segment closing
as defined by subparagraph 9904.419-30(b)(6)(i) has occurred. In either case, the
government’s share of the $70,000 credit shdl be determined, as outlined in illustration
9904.419-60(f)(1), and credited to the government in accordance with paragraph 9904.419-
50(f)(4).

(3) Assumethat Contractor T in Illustration 9904.419-60(f)(1) sells Segment A to
Contractor U, who is a successor-in-interest in the segment’ s government contracts through a
novation agreement of the segment’ s government contracts. A segment closing as defined by
subparagraph 9904.419-30(b)(6)(i) has occurred. The entire accumulated post-retirement
benefit obligation of $750,000 for both active and retired plan participants and al other post-
retirement benefit plan values are transferred to the successor-in-interest as part of asales
agreement. Pursuant to subdivision 9904.419-50(f)(3)(V)(A), no segment closing adjustment is
required. The accounting of the liabilities and assets for the post-retirement benefits of Segment
A for government contract costing purposes is summarized immediately before and after the
sdeasfollows

Before After
Origind Origind Successor
Contractor Contractor Contractor
Accumulated post-retirement
benefit obligation:
Retirees receiving benefits ............... $ 250,000 $ -0- $ 250,000
Actives- Currently digible............... 100,000 -0- 100,000
Nonforfeitable post-retirement
benefit obligation ....................... 350,000 -0- 350,000
Actives - Not yet digible.................. 400,000 -0- 400,000
Total .o, 750,000 -0- 750,000
Vauation assts:
Far vaue of plan assats¥ .............. (270,000) -0- (270,000)
Accumulated value of unfunded
ACCTUAIS ..o (150,000) -0- (150,000)
Accumulated vaue of prepayment
CrEditSZ ... -0- -0- -0-
TOtal coveeee e (420,000) -0- (420,000)
Unfunded accumulated post-retirement
benefit obligation ..........cccceeevveverciceennne, $ 330,000 $ -0- $ 330,000
Unfunded Nonforfeitable post-retirement
benefit obligation < ..........cooveveveveeeeeeeee, $ (70,000) $ -0- $ (70,000
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Before After

Origina Origina Successor
Contractor Contractor Contractor
Unrecognized trangition obligation ................ $ (150,000) $ -0- $ (150,000)
Unrecognized prior service cost ... 405,000 -0- 405,000
Unrecognized (gain) or l0Ss.........ccccceeeeenee 75,000 -0- 75,000
Sum of unrecognized amounts ..............cv..... $ 330,000 $ -0- $ 330,000
Results of 9904.419-40(b)(5)(iv)
balancetest ........cccoveveverenene e Passes Passes Passes

1/ In accordance with subparagraph 9904.419-50(c)(6)(i), the fair value of plan assets allocated to segments
exclude the accumul ated value of prepayment credits.

2/ In accordance with subparagraph 9904.419-50(c)(6)(i), the accumulated value of prepayment credits were
separately identified and were not allocated to segments.

3/ Nonforfeitable post-retirement benefit obligation of $350,000 |ess valuation assets of $420,000.

(4) Assume that Contractor V transfers only the accumulated post-retirement benefit
obligation of $500,000 attributable to active plan participants to Contractor W, the successor-
in-interest. The contractor retains the accumulated post-retirement benefit obligation of
$250,000 for the retired participants. Pursuant to subparagraph 9904.419-50(f)(3)(iv) and
subdivision 9904.419-50(f)(3)(v)(B), the contractor transfers a portion of the fair value of plan
assats, accumulated vaue of unfunded accruas, and accumulated vaue of prepayment credits
to the successor contractor in accordance with subparagraph 9904.419-50(c)(6)(viii).

Because the sum of thefair vaue of plan assats and accumulated value of unfunded
accrudsis less than the nonforfeitable pogt-retirement benefit obligation, the full amount of the
far vaue of plan assets and accumulated vaue of unfunded accruasis dlocated to the
nonforfeitable post-retirement benefit obligation. (Note that the accumulated vaue of
prepayment creditsis $0.) Thereisno remaining baance of fair vaue of plan assets and
accumulated value of unfunded accruas to be dlocated to the to the forfeitable post-retirement
benefit obligation.

The contractor transferred 28.5714% ($100,000 + $350,000) of the nonforfeitable
post-retirement benefit obligation to the successor contractor and therefore transfers to the
successor contractor 28.5714% of the fair value of plan assets ($25,714) and accumul ated
vaue of unfunded accruds ($35,714) dlocated to the nonforfeitable post-retirement benefit
obligation.

Although the entire forfeitable post-retirement benefit obligation was transferred to the
successor contractor, no fair value of plan assets nor accumulated value of unfunded accruals
were dlocated to the forfeitable post-retirement benefit obligation. Therefore no additiona fair
vaue of plan assets nor accumulated value of unfunded accruasis transferred to the successor
contractor.
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The unfunded accumulated podt-retirement benefit obligation transferred to the
successor contractor is $438,572, which is 81.9761% ($438,572 + $535,000) of the original
unfunded accumulated podt-retirement benefit obligation. According, the contractor transfers
81.9761% of the unrecognized transition obligation, unrecognized prior service cost, and
unrecognized gains and |osses to the successor contractor.

The accounting of the obligations and assets for the podt-retirement benefits of Segment

A for government contract costing purposes is summarized immediately before and after the
sdeasfollows
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Accumulated post-retirement
benefit obligation:

Retirees recaiving benefits..............
Actives - Currently digible.............

Nonforfeitable post-retirement

benefit obligation ....................
Actives - Not yet digible...............
TOta oo

Vauation assts,

Fair value of plan assgts ¥ .............

Accumulated vaue of unfunded

ACCTUAIS ..

Accumulated vaue of prepayment

(o 0= 6 1 ST T

Unfunded accumulated post-retirement

benefit obligation ............cccovvrieiennee.

Unfunded Nonforfeitable post-retirement

benefit obligation & ..........ccoveveveveeeenne.

Unrecognized trangition obligation .............
Unrecognized prior service cost ................
Unrecognized (gain) or 10SS ......ccccovvveeennnen.
Sum of unrecognized amounts....................

Results of 9904.419-40(b)(5)(iv)

balanNCeteSt ..oveeeeeee e,

Before
Origina
Contractor

$ 250,000
100,000

350,000

400,000
750,000

(90,000)
(125,000)

-0-

(215,000)

$ 535,000

$ 135,000

$ (50,000)
410,000
175,000

$ 535,000

After

Origina Successor
Contractor Contractor
$ 250,000 $ -0-
-0- 100,000
250,000 100,000
-0- 400,000
250,000 500,000
(64,286) (25,714)
(89,286) (35,714)
-0- -0--
153,572 (61,428)
$ 96,428 438,572
$ 96,428 38,572
$ (9,012 (40,988)
73,898 336,102
31,542 143,458
$ 96,428 438,572
Passes Passes

1 Inaccordance with subparagraph 9904.419-50(c)(6)(i), the fair value of plan assets all ocated to segments
excludes the accumulated value of prepayment credits.
2/ In accordance with subparagraph 9904.419-50(c)(6)(i), the accumulated value of prepayment credits were
separately identified and were not allocated to segments.
3/ Inthe“Before” column, thisisthe nonforfeitabl e post-retirement benefit obligation of $350,000 less valuation
assets of $215,000. Amounts shown under “After” columnswere similarly derived.

The contractor then determines a segment closing adjustment charge of $96,428, which

is measured as the difference of the nonforfeitable post-retirement benefit obligation of
$250,000 and $153,572, which is the sum of the fair vaue of assets ($64,286) and the

accumulated value of unfunded accrua's ($89,286) less any accumulated value of prepayment
credits ($0.) The segment closing adjustment charge of $96,428 represents an adjustment to
previoudy determined post-retirement benefit costs in accordance with subparagraph
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9904.419-50(f)(3)(i). The Government’s share of the $96,428 must be effected by adjusting
contract prices, target cogts, or cost ceilings, or by any other suitable technique in accordance
with paragraph 9904.419-50(f)(4). One way the adjustment could be effected is by a check or
other funds transfer from the Government to the contractor. The contractor must aso reflect
that segment closing adjustment has been effected by increasing the accumulated vaue of
unfunded accruas by $96,428 in accordance with subparagraph 9904.419-50(f)(3)(vi).

(5) Contractor W in illustration 9904.419-60(f)(4), after completing the transfer to the
successor-in-interest, transfers the retained retired participants, and the retained accumulated
post-retirement benefit obligation, fair vaue of plan assats, and dl other vaues attributable to
the retained retired participants, to the closed segment’ s former home office in accordance with
subparagraph 9904.419-50(f)(3)(iii). For government contract costing purposes, the
accumulated post-retirement benefit obligation, fair value of plan assets, and dl other vaues
attributabl e to the retained inactive (retired) participants are combined with the records of the
home office asfollows

Home Office
Retained Home
Retired Office
Participants Participants Totas
Accumulated post-retirement
benefit obligation:
Retirees receiving bendfits. ............... $ 250,000 $ 100,000 $ 350,000
Actives - Currently digible............... -0- 235,000 235,000
Nonforfeitable post-retirement
benefit obligation ...........cccceeuee. 250,000 335,000 585,000
Actives - Not yet digible.................. -0- 410,000 410,000
Total covveeeeee e 250,000 745,000 995,000
Vauation asts
Fair vaue of plan assgts ¥ ............... (64,286) (268,000) (332,286)
Accumulated value of unfunded
AOCTUAISZ ... (185,714) (151,000) (336,714)
Accumulated vaue of prepayment
CreditSE ....vviicee e, -0- -0- -0-
L0 (250,000) (419,000) (669,000)
Unfunded accumul ated post-retirement
benefit obligation ..........cccocovvivviriiicnas $ -0- $ 326,000 $ 326,000
Unfunded Nonforfeitable post-retirement
benefit obligation 4 .........ccooeveveveveveeeene $ -0-  $ (84,000) $ (84,000
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Home Office

Retained Home
Retired Office
Participants Participants Totas
Unrecognized trangition obligation &.............. $ -0- $ (147,000) $ (147,000)
Unrecognized prior sarvicecogt &................... -0- 396,000 396,000
Unrecognized (gain) or lossZ ...................... -0- 77,000 77,000
Sum of unrecognized amounts...................... $ -0- $ 326,000 $ 326,000
Results of 9904.419-40(b)(5)(iv)
balancetest ... Passes Passes Passes

1/ In accordance with subparagraph 9904.419-50(c)(6)(i), the fair value of plan assets allocated to segments
excludes the accumulated value of prepayment credits.

2/ The segment closing adjustment charge is effected by increasing the accumulated value of unfunded accruals
of $89,286 by the segment closing adjustment of $96,428 in accordance with subparagraph 9904.419-50(f) (3)(vi).

3/ In accordance with subparagraph 9904.419-50(c)(6)(i), the accumulated value of prepayment credits were
separately identified and were not allocated to segments.

4/ In the “Home Office Participants’ column, thisis the nonforfeitable post-retirement benefit obligation of
$335,000 less val uation assets of $419,000. Amounts shown under “Retained Retired Participants’ and “ Total”
columnswere similarly derived.

5 Unrecognized gains and losses for the retained participants have already been fully recognized by the segment
closing adjustment.

6/ Unrecognized transition obligation for the retained participants have already been fully recognized by the
segment closing adjustment.

7/ Unrecognized past service cost for the retained participants have already been fully recognized by the segment
closing adjustment.

(6) Contractor X, after acquiring Segment A as successor-in-interest to Contractor T in
illustration 9904.419-60(f)(4), decreases the discount rate assumption from 8.5% to 8.0% to
match the discount rate assumption used for its other post-retirement benefit plans. This
decrease in the assumed discount rate causes the accumulated post-retirement benefit
obligation to increase by $43,000 from $500,000 to $543,000. In accordance with
subdivision 9904.419-50(f)(3)(v)(C), the $43,000 actuarial loss attributable to the change in
the discount rate assumption is recognized by the successor contractor immediately after the
acquigition of the segment. An annud gain or loss component of the successor-in-interest’s
post-retirement benefit cost shal be recognized in accordance with subparagraph 9904.419-
50(b)(2)(vi). Thereisno other adjustment in the values and records used by the origind
contractor for government contract costing purposes.

9904.419-61 I nterpretation. [Reserved]
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9904.419-62 Exemptions.
None for this Standard.
9904.419-63 Effective date.

(&) This Standard is effective as of [90 days after date of publication of thefind rulein the
Federal Regigter].

(b) This Standard shdl be followed by each contractor on or after the Sart of its next cost
accounting period beginning after the receipt of a contract or subcontract to which this
Standard is gpplicable.

9904.419-64 Transition method.

(&) Generd. In complying with this Standard 9904.419 , contractors must follow the equitable
principle that post-retirement benefit costs which have been previoudy provided for, shal not
be redundantly provided for under this Standard. Conversdly, post-retirement benefit costs that
have not previously been provided for, shall be provided for in accordance with this Standard.
The method, or methods, employed to achieve an equitable transition shal be consstent with
the provisions of this Standard and shdl be gpproved by the cognizant Federal agency officid.

(b) Change to pay-as-you-go method. If a contractor, who for Government contracting
purposes had accounted for costs of a defined-benefit post-retirement plan on an accrual basis
prior to the date this Standard becomes applicable, changes to the pay-as-you-go cost method,
the contractor shal account for any unfunded post-retirement benefit costs of prior periods by
establishing an accumulated vaue of unfunded accruals in accordance with subparagraph
9904.419-50(c)(6)(Vv). Post-retirement benefit costs caculated under the pay-as-you-go cost
method shdl be charged againgt any fair vaue of plan assets and such accumulated vaue of
unfunded accruals before any podt-retirement benefit costs may be alocated to intermediate or
find cogt objectives.

(c) Change to accrua accounting. |f a contractor, who for Government contracting purposes
had accounted for the costs of a defined-benefit post-retirement plan using the pay-as-you-go
cost method prior to the date this Standard becomes gpplicable, changes to accrud accounting,
the contractor shal account for any portion of prior post-retirement benefit costs that are not
included in the unrecognized prior service costs, unrecognized gains and losses, or
unrecognized trangition obligation when this Standard is first gpplicable to the contractor. Such
prior post-retirement benefit costs shal be accounted for as either a supplementa trangition
obligation or as part of a“fresh sart” trandtion obligation, and shall be amortized as specified in
paragraph (3) of this subsection:
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(2) For each period subsequent to adoption of accrua accounting for SFAS 106, but
prior to the date this Standard becomes applicable to the contractor, that the contractor used
the pay-as-you-go cost method for Government contracting purposes, the contractor shdl
edtablish a supplementd trangtion obligation. This supplementd trangition obligation shdl be
the accumulated value of such prior post-retirement benefit cost accruas minus the costs
determined using the pay-as-you-go cost method. The net result shall be increased at the
interest rate as determined by the Secretary of the Treasury pursuant to Public Law 92-41, 85
Sta. 97 during such periods. The supplementd transition obligation shal be subject to the
same accounting treatment under this Standard as the trangtion obligation; or,

(2) Alternatively, if for every period subsequent to adoption of accrua accounting for
SFAS 106, but prior to the date this Standard becomes applicable to the contractor, the
contractor had used the pay-as-you-go cost method for Government contracting purposes, the
contractor may adopt a“fresh start” determination of the trangition obligation as of the first
vauation date after this Standard becomes gpplicable. In this case, the trangtion obligation
shdl equa the accumulated podt-retirement benefit obligation lessthe fair value of plan assets.
If the contractor elects to use the “fresh start” method, any unrecognized prior service costs or
unrecognized gains and losses are subsumed into such redetermined trangtion obligation.

(3) The supplementa trangtion obligation or the “fresh gart” redetermined transition
obligation shall be amortized on a draight-line bass over the average remaining service period
of active plan participants, except that if dl or dmogt dl of the plan participants are inactive, the
employer shdl use the average remaining life expectancy period of those plan participants.

(d) Termind funding. If acontractor has established, disclosed, and consistently followed a
practice of determining and accounting for post-retirement benefit costs in accordance with the
termina funding provisions of subdivision 9904.416-50(a)(1)(v)(C), the contractor may
continue that practice. Termina funding shall be trested in the same manner as the pay-as-you-
go cost method except that the amortization provisions of subparagraph 9904.419-40(b)(3)(ii)
and paragraph 9904.419-50(b)(1) shall not apply.

(e) Certain inactive participants. If at the time the contractor first becomes subject to this
Standard, the contractor can not associate some of its inactive plan participants with existing
segments (because the segment has been sold, the segment no longer exists, or the necessary
data are not readily available), the contractor shall associate such inactive plan participants with
the appropriate corporate home office, intermediate home office, or segment in accordance
with the contractor’ s previous cost accounting practice used for Government contract
accounting.

(f) Prior segment accounting. If prior to the time a contractor is required to use this Standard,
the contractor has been caculating post-retirement benefit cost for contract cost purposes using
the same accrua accounting methods used for SFAS 106, then:
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(1) For acontractor that has been caculating post-retirement benefit cost separately for
individua segments, the fair value of plan assets and dl other values previoudy alocated to
those segments shdll not be changed, or

(2) For acontractor that has been determining the accrud for post-retirement benefit
codts on a compodte basis and dlocating such costs to segments, if an initia alocation of the
fair vaue of plan assetsis required by subparagraph 9904.419-50(c)(6)(i), such initid
dlocation shdl reflect such prior cost determinations and alocations. If the necessary data are
readily determinable, the fair value of plan assets to be dlocated to each segment shdl be the
amount contributed by, or on behdf of, the segment, increased by income received on such
assets, and decreased by benefits and expenses paid from such assets. If the data are not
readily determinable for certain prior periods, the contractor shal follow the initia asset
alocation provisons of subdivision 9904.419-50(c)(6)(i)(C) as of the earliest date such datais
available.

(g) Transtion illudrations. Unless otherwise noted, paragraphs (1) through (6) of this
subsection address pogt-retirement benefit costs and trangtion amounts determined for the first
cost accounting period beginning on or after the date this Standard becomes gpplicable to a
contractor. For purposes of these illustrations an expected long-term rate of return of 8% is
presumed to be in effect for al periods. The contractors identified for purposes of these
illustrations are unrelated to the contractors identified for illustration purposes in Section
9904.419-60.

(1) Since December 31, 1993 Contractor A has calculated, assigned, and allocated
post-retirement benefit costs to its cost-based negotiated Government contracts on an accrua
bass. In determining the unfunded accruds for these prior periods pursuant to subparagraph
9904.419-50(c)(6)(v), the only funding the contractor can recognize is for benefit paymentsin
accordance with subparagraph 9904.419-50(c)(6)(vii). The vaue of these past unfunded
accruds, increased for interest and decreased for benefits paid by the contractor, is equd to $2
million as of the beginning of the current period. Assume that the contractor must begin using
the pay-as-you-go cost method, because the plan fails to meet the criteria set forth at paragraph
9904.419-40(a)(1), to account for current and future post-retirement benefit costs. Plan
participants receive $500,000 in benefits on the last day of the current period. Using the
transition method of subsection (b) of this section to ensure prior costs are not redundantly
provided for, the contractor shal establish an accumulated value of unfunded accruas of $2
million. Since the $2 million is sufficient to provide for the current benefit payments, no post-
retirement benefit costs can be dlocated to this period. The accumulated value of unfunded
accruds shdll be carried forward to the next period by adding $160,000 (8% x $2 million) of
imputed interest, and subtracting the $500,000 of benefit payments made by the contractor.
The accumulated value of unfunded accruas for the next period equas $1,660,000 ($2 million
+ $160,000 - $500,000).
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(2) Prior to becoming subject to this Standard, Contractor B has accounted for its
defined-benefit post-retirement plan which meets the requirements of paragraph 9904.419-
40(a)(1) using the pay-as-you-go cost method for government contract costing purposes. For
the first period the contractor becomes subject to this Standard, the contractor must begin to
accrue the codsts of its post-retirement benefit plan as specified in this Standard. Pursuant to
paragraph 9904.419-64(c)(1), the contractor may identify any post-retirement benefit cost
accruas which have previoudy been unrecognized in the costs dlocated to its cost-based
negotiated Government contracts as a supplementd trangtion obligation. A comparison of the
contractor’s SFAS 106 accounting with its contract cost accounting as of the date the
contractor first becomes subject to this Standard is as follows:

SFAS 106 Contract Cost

Accounting Acoounting
Accumulated post-retirement benefit obligation ........ $ (2,000,000) $ (2,000,000)
Fair value of plan assats ... -0- -0-
Funded SEaEUS ........cceereerieieerceeeese e (2,000,000) (2,000,000)
Unrecognized Net aiN ........ccooeererereneneneseneneneenes (196,000) (196,000)
Unrecognized prior Service CoSt ......covvvrrrerereeenennns 38,600 38,600
Unrecognized transition obligation ............ccceeeeenee. 1,557,400 1,557,400
Unrecognized supplementd trangition obligation ...... 600,000
Accrued post-retirement benefit cost ... $ (600,0000 $ -0-

1 The supplemental transition obligation is amortized over 17 years which isthe average remaining
service period of active plan participants of this post-retirement benefit plan.

Note that if the contractor had cost-based negotiated Government contracts only for some of
the prior periods since adopting SFAS 106 for financia statement purposes, only prior accruds
for those periods when it did have such contracts can be used to establish the initid amount of
the supplemental transition obligation in accordance with paragraph 9904.419-64(c)(1).

(3) Assume that Contractor B in illustration 9904.419-64(g)(2) had cost-based
negotiated Government contracts for every period since adopting SFAS 106 and had used the
pay-as-you-go cost method. The contractor could elect to redetermine the transition obligation
using the so-called “fresh start” adternative in accordance with paragraph 9904.419-64(c)(2).
In this case, a comparison of the contractor's SFAS 106 accounting with its contract cost
accounting as of the date the contractor first becomes subject to this Standard is as follows:
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SFAS 106 Contract Cost

Acoounting Acocounting
Accumulated post-retirement benefit obligation.. $ (2,000,000) $ (2,000,000)
Fair value of plan assets ........cccceevvevvecivieeenen, -0- -0-
Funded StaUS .......cccooveeererieieeseseeee e (2,000,000) (2,000,000)
Unrecognized Net gain ........cccceeveeereeenesensereeennnns (196,000) na
Unrecognized prior Service Cost ......cocvvvveerereennes 38,600 na
Unrecognized trangition obligation ............ccc.eee.... 1,557,400 2,000,000Y
Accrued pogt-retirement benefit cost ................... $ (600,0000 $ -0-

1 The*“fresh-start” transition obligation is amortized over 17 years which is the average remaining
service period of active plan participants of this post-retirement benefit plan.

Note that if the contractor did not have cost-based negotiated Government contracts for al
prior periods since adopting SFAS 106 for financid statement purposes, the contractor could
not have elected to use the “fresh start” approach of paragraph 9904.419-64(c)(2). Also note
that the $2 million fresh start transition obligation equas the sum of the SFAS 106 $38,600
unrecognized prior service cogt, $1,557,400 unrecognized trangtion obligetion, and the
$600,000 accrued post-retirement benefit cost less the $196,000 unrecognized net gain.

(4) Since 1983, Contractor C has had an established practice of terminal funding for
determining the codts of its pogt-retirement benefit plan in accordance with subdivison
9904.416-50(a)(21)(v)(C). During the firgt period the contractor is subject to this Standard, the
contractor pays a $235,000 net single premium for non-participating insurance contracts to
irrevocably settle its obligation to provide life insurance for its retiring plan participants.

Pursuant to subsection (d) of this section, the contractor may continue its established practice of
termina funding and assign the entire $235,000 lump sum settlement payment as the podt-
retirement benefit cost for the period. Conversdly, if the contractor had not established terminal
funding as its cost accounting practice prior to becoming subject to this Standard, the $235,000
single premium payment would have to be amortized over aperiod of 15 years for purposes of
assigning the cogt to periodsin accordance with subparagraph 9904.419-40(b)(3)(ii) and
paragraph 9904.419-50(b)(1).

(5) When Contractor D became subject to this Standard, the contractor reviewed its
personnd and benefits records to determine in which segment each inactive plan participant
was last employed. Of the contractor’s 600 inactive plan participants, 98 had been employed
in and retired from a commercia segment under Divison A that had been shut down and
abandoned severa years before. There were another 23 inactive plan participants who could
not be associated with an existing segment because their employment and benefit records did
not provide sufficient information. Pursuant to subsection (€) of this section, after the contractor
associated the remaining 479 inactive participants with existing segments, the 98 who were
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employed in the segment that had been discontinued were associated with the home office for
Divison A. Likewise, the contractor associated the other 23 inactives, who could not be
associated with any segment, with the corporate home office. Alternatively, if the contractor
had an established practice of associating the costs dl inactive plan participants no longer
associated with operational segments to the corporate home office, the contractor could
continue that established practice in accordance with subsection (€) of this section.

(6) Since 1993, Contractor E has measured and assigned post-retirement benefit costs
in accordance with SFAS 106 for both financia accounting and contract cost accounting
purposes. The contractor €lected to amortize the transition obligation using the delayed
recognition provisions of paragraphs 112 and 113 of SFAS 106. Since 1993, the contractor
has funded its assigned podt-retirement benefit costs in accordance with rdevant Federa
regulations. The post-retirement benefit cost was measured for the corporation as awhole and
alocated to segments in accordance with Cost Accounting Standard 9904.403. Funding
agency records and actuaria vauation reports are available for dl years. However, reliable
records of benefit payments by segment are available only for 1995 and later years. Pursuant
to paragraph (f)(2) of this section, the contractor shdl initidly alocate a share of the undivided
far vaue of plan assets to each of its segments based on the accumulated post-retirement
benefit obligation of each segment garting in 1995 in accordance with subdivision 9904.419-
50(c)(6)(1)(C). Thefair value of plan assets of each segment shdl then be brought forward
based on contributions, benefit payments, and investment earnings and expenses in accordance
with subdivision 9904.419-50(c)(6)(i)(D).
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