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SEPSEP 004200742007 

OfficeOffice ofof FederalFederal Procurelnent PolicyPolicy 
ATTN:ATTN: LauraLaura AulettaAuletta 

Procurement 

NW. , Room725725 17th17th StreetStreet,, NW., Rooln 90139013 
WashingtonWashington,, DCDC 2050320503 

OfficeOffice ofof FederalFederal Procurelnent PolicyPolicy,, CostCost AccountingAccounting StandardsStandards BoardBoard,, 
CaseCase CAS-2007-02SCAS-2007-02S 

REF:REF: Procurement 

DearDear Ms.Ms. Auletta:Auletta: 

WeWe reviewedreviewed thethe StaffStaff DiscussionDiscussion PaperPaper onon thethe hannonization ofof CostCost AccountingAccounting 
StandardsStandards (CAS)(CAS) 412412 andand 413413 withwith thethe PensionPension ProtectionProtection ActAct of2006of2006 (PPA).(PPA). WeWe areare 

harmonization 

providingproviding inputinput withwith respectrespect toto QuestionQuestion 99 (a)(a) PrepaYlnent Credits:Credits: ShouldShould prepayn1ent 
creditscredits bebe adjustedadjusted basedbased onon thethe CASCAS valuationvaluation raterate oror thethe PPPPAA requirementrequirement toto useuse thethe 

Prepayment prepayment 

pensionfund's actualactual {{return onon planplan assets"assets" forfor thethe period?period?pension fund's "return 

prepaymentContractorsContractors shouldshould adjustadjust prepaYlnent creditscredits basedbased onon thethe pensionpension fund'sfund's actualactual 
example"return"return onon planplan assets.assets."" OtherwiseOtherwise,, inequitiesinequities cancan occur.occur. TheThe followingfollowing isis anan exalnple ofof 
segmenthowhow inequitiesinequities cancan occuroccur usingusing thethe CASCAS valuationvaluation raterate whenwhen aa contractorcontractor usesuses seglnent 

accountingaccounting inin trackingtracking itsits pensionpension costs.costs. 

example government segmentInIn thisthis exatnple,, thethe govemtnent seglnent hashas aa largelarge surplussurplus thatthat isis notnot projectedprojected 
come commercial segment under­toto cOlne outout ofof fullfull fundingfunding statusstatus inin thethe nearnear future.future. TheThe cOlnmercial seglnent isis under­

prepayment fromfunded.funded. TheThe contractorcontractor doesdoes notnot distinguishdistinguish prepayn1ent creditscredits froln otherother assetsassets whenwhen 
them segments, Sainecalculatingcalculating gainsgains oror losseslosses andand allocatingallocating theln toto seglnents. AllAll planplan assetsassets earnearn thethe saIne 

raterate ofof return.return. prepaymentCASCAS requiresrequires prepaYlnent creditscredits toto bebe adjustedadjusted forfor interestinterest atat thethe 
valuationvaluation rate;rate; thereforetherefore,, thethe differencedifference betweenbetween thethe valuationvaluation raterate andand thethe actualactual raterate ofof 

prepaymentreturnreturn generatesgenerates aa gaingain oror lossloss attributableattributable toto thethe prepaYlnent credits.credits. TheThe contractorcontractor 
prepaymentallocatesallocates thethe pensionpension planplan gainsgains oror losseslosses attributableattributable toto thethe prepaYlnent creditscredits basedbased onon 

segment prepayment methodseglnent toto totaltotal assetasset valuesvalues,, netnet ofof prepaYlnent credits.credits. ThisThis lnethod allowsallows allall segmentssegments 
prepayment WhileWhile thisthis benefitsbenefits thethetoto receivereceive gainsgains oror losseslosses attributableattributable toto thethe prepaYlnent credits.credits. 

Government Government segmentsGovemtnent whenwhen gainsgains occuroccur,, Governlnent seglnents willwill shareshare inin thethe losseslosses asas well.well. 
GovernmentTheThe Govemtnent shouldshould notnot shareshare inin thisthis riskrisk becausebecause itit hashas nono ownershipownership interestinterest inin thethe 

prepaymentprepaYlnent creditcredit assets.assets. 
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va luation estimate return.TheThe CASCAS valuation raterate isis basedbased onon thethe actuarialactuarial bestbest estilnate ofof thethe raterate ofof return. 
from elementActuarialActuarial gainsgains andand losseslosses areare notnot foreseeableforeseeable andand resultresult froln thethe elelnent ofof riskrisk inherentinherent 

investment market. government assumeinin thethe investtnent Inarket. ItIt isis notnot prudentprudent forfor thethe govermnent toto aSSUlne riskrisk associatedassociated 
losses prepaymentwithwith assetsassets thatthat itit doesdoes notnot own.own. TheThe gainsgains andand losses attributableattributable toto prepaylnent creditscredits 

segment.shouldshould notnot influenceinfluence thethe pensionpension assetasset balancesbalances ofof anyany seglnent. ThereforeTherefore,, wewe 
return assets.recommendrecommend usingusing thethe actualactual ""return onon planplan assets ."" 

managementInIn additionaddition,, thethe CASCAS BoardBoard shouldshould addressaddress thethe subjectsubject ofof thethe lnanagelnent feesfees 
prepayment segmentattributableattributable toto thethe prepaYlnent credits.credits. CurrentlyCurrently,, thethe feesfees cancan bebe allocatedallocated toto aa seglnent 

thatthat hashas nono ownershipownership interestinterest inin thethe creditscredits .. TheThe gainsgains,, losseslosses,, andand investmentinvestment feesfees 
remainattributableattributable toto thethe prepaymentprepayment creditscredits shouldshould relnain tiedtied toto thethe prepaymentprepayment creditscredits untiluntil 

segment.theythey areare requiredrequired forfor fundingfunding ofof aa specificspecific seglnent. 

commentThankThank youyou forfor thethe opportunityopportunity toto COlnlnent onon thethe proposedproposed rulerule.. IfIf youyou havehave anyany 
Ms. e-mailquestionsquestions,, pleaseplease contactcontact Ms. MaryMary McBarronMcBarron atat (216)(216) 706-0074706-0074,, oror byby e-Inail atat 

Mary.McBarron@dodig.lnil. Mary.McBarron@dodig.mil . 

~B:rry~~B:rr~ 
ActingActing AssistantAssistant InspectorInspector GeneralGeneral 

AuditAudit PolicyPolicy andand OversightOversight 
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