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August 29, 2007

Cost Accounting Standards Board
Attention: Laura Auletta

725 17" Street, NW

Room 9013

Washington, DC 20503

Subject: Comments on the Board’s Staff Discussion Paper on the harmonization of
Cost Accounting Standards 412 and 413 with the Pension Protection Act of 2006
(Reference case CAS-2007-02S)

We appreciate the opportunity the Cost Accounting Standards Board has given us
to provide these comments. We recognize the magnitude of the effort required by
the CASB to satisfy harmonization of CAS 412 and 413 with the Pension
Protection Act, and we commend the CASB on taking this important early step to
request comments from interested parties in order to develop an understanding of
the practical considerations of applying CAS 412 and 413 in the business
environment. The content of this Staff Discussion Paper demonstrates the
willingness of the CASB to explore various perspectives of the multifaceted
framework within which this harmonization effort will take place.

In formulating our comments to this Staff Discussion Paper, we considered the
most recent Statement of Objectives set forth by the Cost Accounting Standards
Board. We believe these concepts are fundamental in the CASB fulfilling its
obligations in this harmonization effort. The CASB states its primary objective “is
to promulgate, amend, and revise Cost Accounting Standards designed to achieve
(1) an increased degree of uniformity in cost accounting practices among
Government contractors in like circumstances, and (2) consistency in costs
accounting practices in like circumstances by individual Government contractors
over periods of time.” We understand this to mean that all contractors subject to
CAS coverage have sufficient uniformity to achieve the comparability between
contractors desired by the Government and that each contractor subject to CAS
coverage has sufficient consistency over cost accounting periods to achieve the
comparability desired by the Government. These objectives are in accordance with
the authority of the CASB as set forth by Public Law 100-679 and described in
CAS 9901.302(b). We believe these objectives to be key in answering the question
of applicability of the harmonized CAS 412 and 413.
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The CASB Statement of Objectives goes on to state that “In accomplishing this
primary objective, the Board takes into account (1) the advantages, disadvantages,
and improvements anticipated in the pricing and administration of, and settlement
of disputes concerning contracts, (2) the probable costs of implementation,
including inflationary effects, if any, compared to the probable benefits of such
Standards, and (3) the alternatives available.” We understand this to mean that the.
CASB will actively consider different cost accounting methods as options, taking
into account the effect of each on pricing, as well as costs and efforts related to
practical application of the Standard. These are requirements of the CASB as set
forth by Public Law 100-679. We believe that the CASB will continue to require
the support of interested parties in effectively evaluating alternatives during the
harmonization efforts, and we look forward to providing support to the CASB as
they request it during this process.

One final concept from the CASB Statement of Objectives that we considered is
that of fairness and equity. As stated by the CASB, “The Board considers a Cost
Accounting Standard to be fair when in the Board’s best judgment (sic) it provides
equitable allocation of costs to contracts and shows neither bias nor prejudice to
either party to affected contracts...The concept of equity will be considered by the
Board when a Standard is written and/or amended.” We understand this to mean
that the Standards set forth should not be so biased to the Government or the
contractor as to put to the other party in peril. We believe the relationship between
the Government and the contractor is one of mutual interdependence, that each is
critical to the other. Fairness and equity of the Standards balances the needs of
each contracting party to the benefit of them both. We believe this concept
underlies the reason for the harmonization requirement by Congress for the CASB
to revise CAS 412 and 413. While commercial companies have the flexibility to
choose to adjust their prices to mitigate the impact of increased cash contributions
to pension plans mandated by PPA, Government contractors cannot adjust their
prices because the measurement of pension costs for their contracts is set by CAS.

Our comments to this Staff Discussion Paper generally propose that contractors use
the same underlying methods and assumptions for developing the PPA minimum
contribution and the components of the CAS annual cost. Whatever rate curve the
contractor uses to develop the PPA’s funding target will also be used to develop the
CAS liability. This will be true even if the contractor must use the PPA’s “at-risk”
assumptions. The CAS liability and normal cost (also called service cost) would be
determined using the same method and assumptions and will be equal to the
liability amounts used in the PPA calculations.

Similarly, we propose that the asset value of the two sets of regulations will be
determined in the same manner and will be equal before adjusting for the prepaid
expense for CAS or the credit balances for PPA. Although the total asset value
before adjustments will be equal, the CAS actuarial value of assets will exclude
pension prepayment credits (which do not equal the credit balances for PPA). The
PPA calculation excludes credit balances only under certain circumstances and for
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eligibility status. One of the criteria for eligibility is that a contractor’s primary
source of revenue is from business performed under Federal contracts. Though
“primary” is not defined in Section 106, given that The Boeing Company is an
almost equal split of commercial and Government business, we may be greater than
50% in commercial business one year and then shift the following year to being
greater than 50% in Government business. It would be wholly impractical for a
contractor to pass in and out of applicability of the revised CAS regulation.

Question 2. Does the current CAS 412 and 413 substantially meet the
Congressional intent of the PPA to protect retirement security, to strengthen
funding and ensure PBGC solvency?

We believe the intent of Congress in passing the PPA was to secure the cumulative
benefits earned for an employee by making sure the company has enough assets in
a pension trust to fully fund those benefits, where assets and liabilities are
measured using an approximate market, rather than smoothed, basis. This
approach when applied annually as required by PPA effectively significantly
reduces the potential exposure to PBGC.

By comparison, we do not agree that the existing CAS 412 and 413 substantially
meet the intents of PPA. The CAS concepts of segment closing, plan termination,
and curtailment of benefits do not relate to the solvency of the company or the
pension plan. In these situations, there is an expectation that the company remains
an on-going concern despite a change in the pension plan. While CAS 413
provides for a measurement of the assets and liabilities of the pension, the resulting
difference “represents an adjustment of previously-determined pension costs”
[CAS 413-50(c)(12)]. This adjustment amount has no affect on the solvency of the
pension plan itself, because it does not obligate or compel the contractor to either
contribute to or withdraw assets from the pension trust. Without affecting the
actual assets in the pension trust, the CAS provisions have no affect on the
solvency of the pension plan itself. This calculation in these circumstances simply
allows the Government to “true up” the amount of pension cost which has been
charged to Government contracts, no more no less.

The recent default of several large pension plans to the PBGC demonstrates a
fundamental weakness of the long-term, smoothed approach to measuring pensions.
Liabilities and assets may behave much as we expect them to over a very long time,
but if a company is not robust, the company and its pension plans may not survive a
severe economic downturn, making what the results might have been over many
decades a moot point. The smoothed approach of the existing CAS does not
provide adequate protection against such a downturn, and as a result, tends to
understate the overall, long term economic cost of the plans. The fact is that
economic downturns, especially severe ones, tend to have adverse economic
repercussions that are disproportionately larger than the corresponding economic
good times. In the last five years, several agencies, and the PBGC in particular,
have expressed similar views on many occasions.

Page 4 of 17




02 Boeing Comment 070829 1201



02 Boeing Comment 070829 1201



s

BOEEING

02 Boeing Comment 070829 1201 i

the crediting balances for PPA. Although the total asset value before adjustments |
will be equal, the CAS actuarial value of assets will exclude pension prepayment |
credits (which do not equal the credit balances for PPA). The PPA calculation

excludes credit balances only under certain circumstances and for certain purposes.
Because the assets after adjustments for prepayment credits or credit balances will

differ between the two regulations, the shortfalls (currently referred to in CAS 412
as the unfunded actuarial liability) will not be the same.

The CAS pension cost would include the normal cost (corresponds to the PPA’s
Target Normal Cost) and amortizations of the prior 7 years’ shortfalls (corresponds
to the amortization schedules described in the PPA). However, the actual amounts
of the amortizations would be different between CAS and the PPA.

Again, we believe that if the CAS cost is measured using the same definitions of
liabilities, normal cost, and assets that appear in the PPA, then a strong argument
could be made that harmonization has been achieved. Once the “harmonized” basis
is established using the same underlying methods and assumptions, the CAS can
add elements appropriate to determining CAS pension cost, rather than the
determination of a minimum cash contribution.

We do not recommend that CAS cost be equal to the PPA minimum required
contribution because we believe this would not maintain the Board’s stated
objectives. Unless extensive transition rules were implemented, the results would
not be equitable to many contractors, and if such equitable transition rules were
implemented, the likely large short-term costs for the Government would be an
undesirable result.

Question 3(d)(i). To what extent, if any, should the Board revise the CAS
based on rules established to implement tax policy?

We understand this question to address circumstances in which current CAS cost
falls outside the range of minimum required and maximum tax-deductible amounts.
We believe the current CAS provisions for assignable cost deficits, assignable cost
limitations, and prepayment credits are equitable mechanisms for such
circumstances. However, we caution the Board that with the implementation of
PPA, such circumstances will be exacerbated and the existing mechanisms alone
would be inadequate to meet the objectives of the CASB.

If, however, this question is asking if the Board should revise CAS to be consistent
with tax policy, we refer to Section 106 of the PPA which explicitly mandates
harmonization of CAS 412 and 413 with the minimum required contribution under
PPA, not tax policy.

Question 3(d)(ii). To what extent, if any, should the Board consider concerns
with the solvency of either the pension plan, or the PBGC?
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Question 4(c)(i)(1). For measuring the pension obligation, what basis for
setting interest rate assumptions would best achieve uniformity and/or the
matching of costs to benefits earned over the working career of plan
participants?

Using the rate curve specified by the PPA would achieve consistency among
contractors and be in accordance with prevailing economic thought. It would also
provide the best basis for matching costs to the benefits earned.

Question 4(c)(i)(2). To what extent, if any, should the interest rate assumption
reflect the contractor’s investment policy and the investment mix of the
pension fund?

We recommend using the rate curve approach specified by PPA, which would
achieve consistency among contractors and be in accordance with our proposed
method to achieve harmonization.

The generally accepted approach to investments for pension trusts is to minimize
risk to the assets, and such investments tend to yield lower earnings, though
possibly not as low as those prescribed by the PPA bond rates. This approach is
going to be reinforced by PPA to mitigate the volatility of potential funding
requirements. Thus, differences in investment policies and investment mixes
between contractors are likely to be diminished and returns on assets are likely to
be lower than in previous years as a resuit.

Question 4(c)(ii). For measuring the pension obligation, should the CAS
exclude, permit, or require recognition of future period salary increases?

Permissive recognition of salary increases would undermine consistency among
contractors and be contrary to the stated objectives of the Board, so we would not
recommend such an approach.

One could argue that to include salary increases in calculation of the obligation
would improve the matching of costs to contracts incurred. Since the actual
pension payments made after an employee’s retirement are generally based on
earnings during only the last few years of employment, it is the future salary levels
for an employee that determine the pension payouts more so than the current salary
level, unless the employee is already within the last few years of employment.
Including salary increases would likely increase CAS costs, which could encourage
contractors to fund more than the PPA minimum because they would be able to
recover the additional funding amounts. However, mandatory recognition of salary
increases for determining CAS cost would move away from harmonization with
PPA.
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necessary. Should an “at risk” plan fail to achieve adequate funding and be
terminated, the existing provisions for plan terminations in CAS would be
sufficient to address the circumstances.

Question 9(a). Should prepayment credits be adjusted based on the CAS
valuation rate or the PPA requirement to use the pension fund’s actual
“return on assets” for the period?

We recommend that prepayment credits be adjusted based on the pension fund’s
@ actual asset returns as required by PPA. This is consistent with our proposal to
EOEING create a harmonized basis of the underlying methods and assumptions for CAS
with PPA.

Question 9(b). Should the interest adjustment for contributions made after
the end of the plan year be computed as if the deposit was made on the last day
of the plan year or on the actual deposit as now required by the PPA?

We recommend that interest adjustments be computed based on the actual deposit
dates as required by PPA. This is consistent with our proposal to create a
harmonized basis for CAS with PPA and would eliminate existing disparities now
in the dates used that leave opportunity for errors.

Question 9(c)(i). To what extent, if any, should CAS be revised to address the
PPA provision that allows the recognition of established patterns of
collectively bargained benefits?

We recommend a permissive approach, rather than a mandatory approach, be taken
for recognizing established patterns of collectively bargained benefits for CAS
pension cost. The permissive approach is required by PPA. This is consistent with
our proposal to create a harmonized basis for CAS with PPA.

Question 9(c)(ii). Are there criteria that should be considered in determining
what constitutes an established pattern of such changes?

We recommend using the same criteria as those used by PPA. This is consistent
with our proposal to create a harmonized basis of the underlying methods and
assumptions for CAS with PPA.

Question 10. The Board would be very interested in obtaining the results of
any studies or surveys that examine the pension cost determined in accordance
with the CAS and the PPA minimum required contributions and maximum
tax-deductible contribution.

We believe that it is imperative that the Board understand the ramifications of any
proposed standard in evaluating possible solutions to harmonization and appreciate
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that the Board is seeking to take this action. The ramifications are likely to be
different depending upon the circumstances of individual contractors, so we are
hopeful that a number of information sources will be identified to support the
Board as we intend to do. Circumstances we encourage the Board to consider
include different funding levels (over, under), existing assignable cost deficits,
existing prepayment credits, and those with “at risk” plans.

Given the 2008 implementation of PPA, we are in the process of studying the
effects of funding requirements on The Boeing Company. We would certainly
consider sharing our data as appropriate with Board in the future to support the
harmonization efforts. However, we are unclear as to the direction of
harmonization efforts at this time, so are concerned about the vast array of possible
models this question from the Board may intend. Should the Board be considering
our recommended approach and desire our PPA modeling results as a starting point
of harmonization, we recommend the Board clarify this question to that end and
ask responders to provide information during a subsequent comment period.

Question 11. In light of the changes to the PPA, should the Board consider
including specific requirements in CAS 412 and 413 regarding the records to
support the contractor’s proposed and/or claimed pension cost?

Requirements for supporting documentation for costs already exist, so no provision
in CAS is necessary. FAR 31.205-2(d) requires contractors to maintain adequate
records for costs, and FAR 52.215-2 provides for Government access for auditing
these records.

We understand the Board’s concern prompting this question may be that the current
calculations for ERISA will become obsolete with the implementation of the PPA
in 2008, and since CAS will not immediately change, Government contractors will
essentially be required to maintain both the new calculations for ERISA under PPA
as well as continue portions of the out-of-date ERISA calculations to support the
development of CAS pension cost. This awkward period should be minimized by
the provisions of Section 106 in PPA deferring implementation for eligible
contractors and for all contractors by the timely publication of harmonized CAS
requirements. We believe the short period of two years exposure for some
contractors in maintaining duplicative records under new and old ERISA is
acceptable.

There are other benefits of CAS harmonization, as we envision it, including that
contractors would not be incurring duplicative costs for actuaries to partially
develop CAS costs under the archaic methods using software designed for an
ERISA calculation that no longer exists. Nor will contractors be faced with the
future challenge of finding actuaries with knowledge of the former ERISA
calculations long after their obsolescence to be able to calculate CAS costs.
Furthermore, any software for calculating the current ERISA costs will almost
inevitably become unsupported by vendors as their primary market migrates to
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software that supports the PPA methods. It would seem undesirable to the Board,
for a variety of reasons including record keeping, to base a harmonized CAS
calculation upon a former version of the ERISA calculation.

We appreciate this opportunity to provide the CASB information we hope will be
helpful in the harmonization of CAS 412 and 413 with PPA. As the Board
progresses in its efforts, we look forward to future opportunities to provide
additional information that may be useful for the Board’s success in this
challenging task.

Sincerely,

Wit O Lo

Michael D. Lem

Assistant Controller

Cost Accounting & Estimating :

The Boeing Company |
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