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Via c-mail to C'_"h2 'II om h. <\C'I'_g'" 


Reference: CAS I'cn,;on Ham\Oni~.uh0n NPRM. C A5-2007 -02S 

Dem Mr. Wong: 

We appreciilte 1he opportunity the Cost Accounting S!andard~ Board (CASE) has 
give n us 10 provide thc,c comments 011 th e Notice of Proposed Rulcmakmg 
(NPRM) issued 1Il the Fcdtral Rcgi~ICr()n IVlay 10. 2010. We r~wg01;:e the 
magnitllde of the elTort r'-'<ju'red by 1he CASS to snt isfy th ~ Congressional 
mandate to hamloniJ;c CAS 41 2 :mJ 4 \ 3 wilh the I'enslon Protec1ion Act (PPA) 
The COrltent urthe NPRM. similar 10 the ANPRM . demonstrates the elTons of the 
CASB to respond to and balance the various perspccti ves this hannonization cifort 
must consider to achieve the pUrpllse i "'ended by Congress. 

We un<icr-;tund th"t given the llrgency o f the mandate to hamlOnizc CAS, the 
CA5E has choscnlUl approach to make modification, to the existing CAS niles 
r~thcr than undertake a complete overhaul "fthe rule,,_ We understand and 
support th is apprO"ch_ In addition. we continue 10 support th~ CAS m()(liti~il\ion~ 
to adopt the I' I'A·likc minimum actuanall iability (MAL) and shortcr lO·ye~r 
Ilmortiz:ltioll period for actuarial gains/ loss<:, in order 1<) achieve hannonization . 
Wc also support thc li,c ycar pha,;e"in trans ition und bellcvc it to be ni1ic~llor the 
agencies III managing the resu ltmg cost impacts. Our data modeling shows that 
the 5 year tran"tioll duration chosen by the C ASS db;:tiwl y halances timely 
rccovcry undt< the nt'w rule with the illilount of cost recogniz~'(1 during the peak 
y~ ar oftht' curve. We note th~'Sc features introduced in thc ANPRM hJ\'c bcen 
rct "i n~'(! m tins NPRM. We rccognlze the NPRM to he a rdinm1cnt to the 
ANPRM by the CASB and apprcrmtc thl'lcngthy exrla n ~tion~ III the Federal 
Register not'~c lhat a,,;ist~d u~ III und",r~tanding th~ approach ofth~ CASE ami 
anal Yl ing the pmposed rule ill context to onc.-- meilningful comments. 

In r~vlewi ng the ~I'RM. we found that most ofour concerns align with those of 
01her government contractor, and arc rcflected Hl the comprehensive lett er 
SllbHlitt ~d by the Acro,pac~ Indu~1rit'~ Associa1ion and co· ~ign~d by the N"tional 
Dd<:n~c Industrial Association. There arc cel1ain other areas we would likc to 
takc this opportuni ty to comment on, as \\ d\ a~ cmpha~ l/e those points made in 
thc referenced industry a~sociati on lca~>]' we >upport_ We bd icve that with only a 
kw rclincments to thc NI'RM the CASB could conSI(kr hannonizm ion compkt~_ 
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We belie\c hatmomnllOn wIll be achleycJ when Ihe CAS rules pro"lde Ih31 
gOlemnll"l1t cJ,)ntracto~ rceo' c'r thel[ PP A mintmwn r"'JUlreci funding amounts 
",thm a rC.1"Onablc p.."'TIOO Oft1l11" \\ IthuuI Ih~ mlroducnull of lin undue am\Jull I of 
vulanltty that ImpaIrs the ahihty tn develop accurate for.vard pIKing ",te~-s,~ld 
',mply. a faa and e"luitahi<' b~lan"e bet" cc"l1 IImel} cost rC-C{lVc"~ and volalillty i, 
altamed 

r AS prepa}lllCnl halnnee~ arc a me",ure "flhe d"pant} he'" cen the CAS and 
LR ISA r pA rule..... fR IS,\ 1'1' A rc"qulfes carher fu"dlllg than can be reCl'g'" ~l'() 

1Il1l11ed 131ci} a' CAS pen'loll C\", Th..' ..nel....'· · fundlllg I~ re,,,,,k...1a, a CAS 
prel'''Y''I11C''1 In I>e reco\ eroo a. CAS jl<.'n'"", c",1 111 fUlure yea", rhl' .""e.m " 
h, >" man, }e>lr, unn Ihe I'UIU": " ,,,nlrilel,,, mu', "all f", c",' r"'''(lvery \If Ihat 
funthl1g \\·c d" IHlt helle\C hann"niJ:llum mu'l ne'Ce<""nl} bnl1g ('AS 
prcl';lyl11l~11 bJIUlKe, tu Il"O lu be ,k..."ICd 'u.·ee,~f,,1. CAS pr~p"ym~11! I>~lallee' 
hal c Ilccil cmlur~'(1 du,' I" thc ,I" <,.);"11,,,· of('AS ,,,,,I r<...,"'·~'r> and F R ISA 
fuml",); for lle;lIl) 2{) )e;\f',. Thc alllc'Tldmcnl (,fl, R I$A fund",!; r\llc' by 1'1'" 
'''"ply C;lUSlxl a "Ider d" crgenc.: 

We cXPl"'-:l Ill<' hannolllJ;ed C A~ ruk" t (\ pm"lde lor earher reeogllllam III 1l'CIlW)I1 
en,,, 111 ~"",unh thaI relum OUT CAS IHep"}111Cnl b"I,UlC<' 10 ~ pre·I'I'A leH'1 
""hm a rC"'''lI~blc ['<.'I1<1d <,t't,me and prm Ide for l gr~dl1;tl ~"'l alllcd ,led",c,.,1 
the (' A ~ prcpaym{·11t bal,mce mIn fUlure ) C;ln;. I" lither" ord" ('I'cr U rca""hlhk 
pcflo<l ()t IlInc'. Ihe ('A S I"'n"OI1 CO'" r......'\>gnltl"n Il.....~b W he rc·allgned It' lug 
bdlntd I' )'A !und"'g no \\()f',e than (AS rre' lousl) lal:<!l'() behind I: R 1$,\ fit " 
,,,mid en'un: the \\ alt 10 reco' er Ihe rcmantmg C AS pr ...1'll~ !l1enl~ lh l'enslOn C,ht 
I<>r g(1I emmenl ,·mltr,l.·!> I~ nut ,ub't~"t"lll) ",)r><, th~n It " ...., l',,<)r to Ihe l'P A 
nl11 emJllwnl Itl FRISA \\ c undcr)l.:md Ihal "hat I, a re,lsonabk pen<xl ()f hmc for 
CAS 1" nMke up Ihe Ins! );found,n Ihe d,sp3n!) "llh ERISA J'PA 1$ 50111C\\1t31 a 
m:IIK,. 01 compmlmse. Whlle wJllm!: decade .... hl ree", Cr C AS rrepa~menls 
rdated hl J'J' A funding under current ('AS I, """Jml) m<"qullilb le tv cvnm,c(ur.i. 
t:" ~n Ih~ _"rrent bUSiness condIIlOn). "C Ix'hel e 3 remecilallon renod of Up 10 15 
y~a", or so rna;. be neccssar: 1tl r,',torc co,1 r~co'cr} to pre·PPA COIld1l10n5, 

T r i):grr I : Compurison of I'I'A funding and CAS cos! 
We arc ruzzloo by Ihe CASB's dc<:ision to inmrporalc Ihe PJ'A nllmmum rcqulr~xl 
fundlllg UIIO CAS ..... Ihe 11,-,.,1 lril:<!~r I,) cnabk u_,~ "fthc hrumonil.rd rule_ We 
understand thc CASB 's approach IS 10 rccogmze fundmg smoothcd over a penod 
()fy~ar.; into the future 10 clim1l13tc the ,olatilil} inherent in PPA. Gi'-en lhls 
approach, II IS me"llahlc thm "hen a conlractor SaI1Sll~S the full fundmg 
requiremenl (,fPPA. lhe rcqulrl'd funding amounts w1l1 drop pr~"",pi 1tlusly and the 
barmOntlOO (AS rule can no longer be used because Ihis tngger IS fa1l00 , 
L nlortul1atel;.. d<;",<pil~ failing lrigger I at Ihls PO"'!. ,he contract"r cannot Ita '" 
r"ll) rcco\eroo prC\ 10US years' PPA r"lulTed fundm£ amounts as CAS pcn,ion 
COS" because the eo~ts arc spread 0' cr a number ofyea~ InIO the future ralher 
than rc-COgJlll.00 111 the single ~car" hen Ihe fundlll£ oceur.i. The result IS a 
signllic~nt ae~urnul"ll'() balann> ofJ'PA funding ~n10unIS recorded as CAS 
plq,aY'Tllent' thaI wll1lJ~e dl'Cades 10 rew' l,. 3' CAS pension ~O,t~ under Ihe 
'\PR \1 a~ pfOf1<''''() 

http:rc-COgJlll.00
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FUl1licnnore. we unde rstalld the CASB intcnd~!(l avoid the mlroouclion or undue 
volatil ity illlo the hannonizcd rull' ami dCll1on>trll1~'(1 this in their earl ier rcjc'"-1ioll 
of a d ire<;! adoptioll (lfPPA funding as the CAS pension COS! measure. TIle CASB 
recognized that by lyIng holll ~ssd and liability measurements close to market 
Pl'A ilitrodulOCd sign; ticJm volat; Ii ty into the annual funding calculations. which is 
lInd~simhk 1()[ govcmnlcnt COll!mC! accounting. However. the u;;c urlhe 1'1';\ 
fC'luircti mInimum fund ing as a trigger to access the hannonlzcd rule cJlceli"dy 
incorporates the vo lat ility oflhal iumhng mtasuremen t into the CAS rule. 

\VC bcl ic\t lh~s e results 10 be un intended consequences. but they arC rcal 
consequences nevertheless that must be addressed before proe~eding to a linal 
ruk. OUT r~wmlnendation is the eliminatioo oftngger t Ii-om the rul~ . Our dilti! 
modeling shows linie, irany, e!lITt On co.';t rL><:ovcry in the initial ye .n, of 
applic'ability with the elimination of tri gger I because the MAt ]s ~l reJdy be]"g 
used . However. cost recovery of PP A funding ilmounts through the us~ of the 
MAL i, extend~"<l into later years although at progressively lower amounts. 

Segment do~in gs 

D~,pl!e the hamlOllizmion orthe CAS pensi<.>n COSI measurement, the NPRM doc, 
not include any mcrh~ni,m fur harmunizatiun of s~gm~nt closings. The prio r 
A:-.IPRM mduded a pru\' ision th~t while the AAL would be used to measure the 
habihly.]t ~oul d not be lowcr tllantlle MAL li)r s~gmcnt closing adju'tm~nls 
Th]s proVIded symmetry with the m~asur~m~nt of the previous pt:nsiun costs 
which also used the higher of the AAL or MAL. This symmetry is Ilecess~ry sillce 
a segment clo,"'g adj ustml-rll. i!~~ord i ng to CAS 413-50(c)( 12), is "an adjustmtnt 
of prevlousl y-det~rm i I1cd pensIon cost s". 

The J\"PR \1 climinmcd the hannonizJtioll for segment d osings. i,,"tcad reverting 
tu Ihe Cllrr~nt CAS ruks that use Ih<.' AAL. \V ]thout a hunnoni~atiol1 fO:alure. sueh 
as the ll>~ of the MAl., adjustmcllt~ result ing from the sole reliance Oil the AAL 
are likely 10 require contractors to relll nd the cumulati "e Jmolln! of pension costs 
r~~ogn i /cd under the hannonization mle at the time of a segmen! closing. 
Essentially. the perspcct i ve of thc pWPOSl'<l CA S 41 3 rule ]" that the earlier cost 
recognition under the MAL in the hamlOnl-..:cd CAS 4 12 rule is too high. so the 
scgment dosing adju~lmcnt will r~-~t the eumulutivt COSI amount to what would 
have b ~~11 r~eow, il~'(l a~ CAS p~ns io n cost had the AAL been used (i .e .. a~ ifno 
harmonil.~llon had occurred at al l) , ·nlUS. the NPRM as proposed contaills 
contradictory perspective" hetwecn ongoing CO$! recovery and sett l; ng up for 
segment clO'lll8S. 

Fltrthcnnore. Ihose relimds 01 " ex~c,o" pen~iun ~o~ts ~annot b~ will"lrawn Irotn 
the pens"),, tf1lSt. where they were fllnded ~s mandatory r~'quirel1lcn1~ of I'PA 
Instead. contractors wou ld have to pay Ihose refunds from operational cash flow, 
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We recoillmend thaI the C ASB incorpcr;.tc "hannonizatioll !blure for segment 
closl1lg.'<- We bdj~ve tll"t either replacement oflhe AAL with the MAL or 
r~vcr';()n to Ih.., IlInguugc propo,;ed in the ANPRM (i.e . the higher of the AAL or 
VIAL) w{)uld be appropriate. 

I<:ffccth'c Date of Final Rule 
When the CASI3 publishes the final h>l.mlOnizcd rule. we calculate neW pCnSlO!l 

costs at our corporate office. allocate lho,e costs 10 inlcrmed ial" horne nfticcs, and 
update our forward pricing rak~ at each segment for p<:riods aftcr applicabi lit), _ 
We cxp<:Cllhc process of incorporating the new rule imo forward pricing rat c, wil l 
require up to 60 days. Given (he complex mathematics involved inlhi, rule, we 
recommend the CASH <iok, the ctli:<:l;\'c dale of the ti nal rule a(least 60 days 
alkr [h~ public,lIion dme to allow us lime to react to the rule and ensure ncw 
C()ntr<l~t awards subscquctH to the cffcct, ,,c date arc priced correctly_ 

Exceptiooal Gain/Loss [nnts 
We ,10tC that th~ ('ASS <:xprcsscs imerest in commcnts conc<:ming wbeth<:r 
gainsli o~~e~ from cxccptional CVCIllS should be amortized over a longer period. 
We l,nder,tand thal by ··cxccptionar·. the CASB mCanS "cxtreme" actuarial gains 
or losses created hy market pcrl(lml anc~. whid, vcry int;-l"<.ju~nt i y OCtllf. We 
believe th~ prop(l.,~d NPRM relains effective smoothing mech,ml~ms for gain, and 
io~'e". so uliemative rules for excepllona l gains or loss.cs arc unnccessary. In 
addition. we ar<: concerned (bat a provision to use a longer amortizmion pcriod for 
certam circumstances I' Quid undennine one of the tCalures unportant to achievc 
hamHlIllz at ioll with PPA. 

Conclusion 
We apprcciate this opportun ity to provide the CASI3 infonnation we hore w,lI bc 
helpfu l in the hnrtnonization of CAS 412 and 4 13 wi th PPA , We cons ider the 
naturc of our commen t ~ to he suh<;[antl\' c changes (0 (he NPRM and hi gh ly 
enCQur"ge the CASB to publish ,moth...,r NPR.M for pubhc commenl hefore 
proect.x1ing 10 a lina l nile. We look forward to future oPlX'rtunities to provide 
add,ti,)nai , ntomlation thai may be usei"ui for the Board' s success in this 
~hilllcnging t"ok. 

Sincerely. 

Michael D, Len! 

Ass istance Con(wlkL Cos! Aecounling & Est imating 
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