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this assignable cost credit amount,
plus all other portions of unfunded ac-
tuarial liability identified in accord-
ance with 9904.412–50(a) (1) and (2),
equals the total unfunded actuarial li-
ability, pension cost may be assigned
to the period.

(6) Assume that in 9904.412–64(g)(5),
following guidance issued by the con-
tracting agency the contracting officer
had deemed the cost for the prior pe-
riod to be $0. In order to satisfy the re-
quirements of 9904.412–40(c) and assign
pension cost to the current period,
Contractor S must account for the
prior period negative accruals that
have not been specifically identified.
Following the transition method of
paragraph (b)(1) of this subsection, the
contractor shall identify $428,000 as an
assignable cost credit.

(7) Assume the facts of 9904.412–
64(g)(5), except Contractor S uses the
‘‘fresh start’’ transition method. In ad-
dition, for the current period the plan
is overfunded since the actuarial value
of the assets is greater than the actu-
arial accrued liability. In this case, an
actuarial gain equal to the negative
unfunded actuarial liability; i.e., actu-
arial surplus, is recognized since there
are no portions of unfunded actuarial
liability that must be identified under
9904.412–50(a)(2).

(8) Since March 28, 1989 Contractor U
has computed, assigned, and allocated
pension costs for a nonqualified de-
fined-benefit plan on an accrual basis.
The value of these past accruals, in-
creased for imputed interest at 7% and
decreased for benefits paid by the con-
tractor, is equal to $2 million as of the
beginning of the current period. Con-
tractor U elects to establish a ‘‘Rabbi
trust’’ and the plan meets the other
criteria at 9904.412–50(c)(3). Using the
transition method of paragraph (c) of
this subsection, Contractor U shall rec-
ognize the $2 million as the accumu-
lated value of permitted unfunded ac-
cruals, which will then be included in
the market value and actuarial value
of the assets. Because the accumulated
value of permitted unfunded accruals is
exactly equal to the current period
market value of the assets, 100% of
benefits for the current period must be
paid from sources other than the fund-

ing agency in accordance with 9904.412–
50(d)(2)(ii).

(9) Assume that Contractor U in
9904.412–64(g)(8) establishes a funding
agency, but elects to use the pay-as-
you-go method for current and future
pension costs. Furthermore, plan par-
ticipants receive $500,000 in benefits on
the last day of the current period.
Using the transition method of para-
graph (e) of this subsection to ensure
prior costs are not redundantly pro-
vided for, the contractor shall establish
assets; i.e., an accumulated value of
permitted unfunded accruals, of $2 mil-
lion. Since these assets are sufficient
to provide for the current benefit pay-
ments, no pension costs can be allo-
cated in this period. Furthermore, pre-
viously priced contracts subject to this
Standard shall be adjusted in accord-
ance with 9903.302. The accumulated
value of permitted unfunded accruals
shall be carried forward to the next pe-
riod by adding $140,000 (7% x $2 million)
of imputed interest, and subtracting
the $500,000 of benefit payments made
by the contractor. The accumulated
value of permitted unfunded accruals
for the next period equals $1,640,000 ($2
million + $140,000—$500,000).

[60 FR 16547, Mar. 30, 1995; 60 FR 20248, Apr.
25, 1995]

9904.413 Adjustment and allocation of
pension cost.

9904.413–10 [Reserved]

9904.413–20 Purpose.
A purpose of this Standard is to pro-

vide guidance for adjusting pension
cost by measuring actuarial gains and
losses and assigning such gains and
losses to cost accounting periods. The
Standard also provides the bases on
which pension cost shall be allocated
to segments of an organization. The
provisions of this Cost Accounting
Standard should enhance uniformity
and consistency in accounting for pen-
sion costs.

9904.413–30 Definitions.
(a) The following are definitions of

terms which are prominent in this
Standard. Other terms defined else-
where in this chapter 99 shall have the
meaning ascribed to them in those

VerDate 11<MAY>2000 04:53 Oct 12, 2001 Jkt 194199 PO 00000 Frm 00431 Fmt 8010 Sfmt 8002 Y:\SGML\194199T.XXX pfrm02 PsN: 194199T



432

48 CFR Ch. 99 (10–1–01 Edition)9904.413–30

definitions unless paragraph (b) of this
subsection requires therwise.

(1) Accrued benefit cost method means
an actuarial cost method under which
units of benefits are assigned to each
cost accounting period and are valued
as they accrue; that is, based on the
services performed by each employee in
the period involved. The measure of
normal cost under this method for each
cost accounting period is the present
value of the units of benefit deemed to
be credited to employees for service in
that period. The measure of the actu-
arial accrued liability at a plan’s in-
ception date is the present value of the
units of benefit credited to employees
for service prior to that date. (This
method is also known as the Unit Cred-
it cost method without salary projec-
tion.)

(2) Actuarial accrued liability means
pension cost attributable, under the ac-
tuarial cost method in use, to years
prior to the current period considered
by a particular actuarial valuation. As
of such date, the actuarial accrued li-
ability represents the excess of the
present value of future benefits and ad-
ministrative expenses over the present
value of future normal costs for all
plan participants and beneficiaries.
The excess of the actuarial accrued li-
ability over the actuarial value of the
assets of a pension plan is the Un-
funded Actuarial Liability. The excess
of the actuarial value of the assets of a
pension plan over the actuarial accrued
liability is an actuarial surplus and is
treated as a negative unfunded actu-
arial liability.

(3) Actuarial assumption means an es-
timate of future conditions affecting
pension cost; for example, mortality
rate, employee turnover, compensation
levels, earnings on pension plan assets,
changes in values of pension plan as-
sets.

(4) Actuarial cost method means a
technique which uses actuarial as-
sumptions to measure the present
value of future pension benefits and
pension plan administrative expenses,
and which assigns the cost of such ben-
efits and expenses to cost accounting
periods. The actuarial cost method in-
cludes the asset valuation method used
to determine the actuarial value of the
assets of a pension plan.

(5) Actuarial gain and loss means the
effect on pension cost resulting from
differences between actuarial assump-
tions and actual experience.

(6) Actuarial valuation means the de-
termination, as of a specified date, of
the normal cost, actuarial accrued li-
ability, actuarial value of the assets of
a pension plan, and other relevant val-
ues for the pension plan.

(7) Curtailment of benefits means an
event; e.g., a plan amendment, in
which the pension plan is frozen and no
further material benefits accrue. Fu-
ture service may be the basis for vest-
ing of nonvested benefits existing at
the time of the curtailment. The plan
may hold assets, pay benefits already
accrued, and receive additional con-
tributions for unfunded benefits. Em-
ployees may or may not continue
working for the contractor.

(8) Funding agency means an organi-
zation or individual which provides fa-
cilities to receive and accumulate as-
sets to be used either for the payment
of benefits under a pension plan, or for
the purchase of such benefits, provided
such accumulated assets form a part of
a pension plan established for the ex-
clusive benefit of the plan participants
and their beneficiaries. The fair mar-
ket value of the assets held by the
funding agency as of a specified date is
the Funding Agency Balance as of that
date.

(9) Immediate-gain actuarial cost meth-
od means any of the several cost meth-
ods under which actuarial gains and
losses are included as part of the un-
funded actuarial liability of the pen-
sion plan, rather than as part of the
normal cost of the plan.

(10) Market value of the assets means
the sum of the funding agency balance
plus the accumulated value of any per-
mitted unfunded accruals belonging to
a pension plan. The Actuarial Value of
the Assets means the value of cash, in-
vestments, permitted unfunded accru-
als, and other property belonging to a
pension plan, as used by the actuary
for the purpose of an actuarial valu-
ation.

(11) Normal cost means the annual
cost attributable, under the actuarial
cost method in use, to current and fu-
ture years as of a particular valuation
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date, excluding any payment in respect
of an unfunded actuarial liability.

(12) Pension plan means a deferred
compensation plan established and
maintained by one or more employers
to provide systematically for the pay-
ment of benefits to plan participants
after their retirement, provided that
the benefits are paid for life or are pay-
able for life at the option of the em-
ployees. Additional benefits such as
permanent and total disability and
death payments, and survivorship pay-
ments to beneficiaries of deceased em-
ployees may be an integral part of a
pension plan.

(13) Pension plan participant means
any employee or former employee of an
employer, or any member or former
member of an employee organization,
who is or may become eligible to re-
ceive a benefit from a pension plan
which covers employees of such em-
ployer or members of such organization
who have satisfied the plan’s participa-
tion requirements, or whose bene-
ficiaries are receiving or may be eligi-
ble to receive any such benefit. A par-
ticipant whose employment status
with the employer has not been termi-
nated is an active participant of the
employer’s pension plan.

(14) Pension plan termination means an
event; i.e., plan amendment, in which
either the pension plan ceases to exist
and all benefits are settled by purchase
of annuities or other means, or the
trusteeship of the plan is assumed by
the Pension Benefit Guarantee Cor-
poration or other conservator. The
plan may or may not be replaced by an-
other plan.

(15) Permitted unfunded accruals
means the amount of pension cost for
nonqualified defined-benefit pension
plans that is not required to be funded
under 9904.412–50(d)(2). The Accumu-
lated Value of Permitted Unfunded Ac-
cruals means the value, as of the meas-
urement date, of the permitted un-
funded accruals adjusted for imputed
earnings and for benefits paid by the
contractor.

(16) Prepayment credit means the
amount funded in excess of the pension
cost assigned to a cost accounting pe-
riod that is carried forward for future
recognition. The Accumulated Value of
Prepayment Credits means the value,

as of the measurement date, of the pre-
payment credits adjusted for interest
at the valuation rate and decreased for
amounts used to fund pension costs or
liabilities, whether assignable or not.

(17) Projected benefit cost method
means either (i) any of the several ac-
tuarial cost methods which distribute
the estimated total cost of all of the
employees’ prospective benefits over a
period of years, usually their working
careers, or (ii) a modification of the ac-
crued benefit cost method that con-
siders projected compensation levels.

(18) Qualified pension plan means a
pension plan comprising a definite
written program communicated to and
for the exclusive benefit of employees
which meets the criteria deemed essen-
tial by the Internal Revenue Service as
set forth in the Internal Revenue Code
for preferential tax treatment regard-
ing contributions, investments, and
distributions. Any other plan is a non-
qualified pension plan.

(19) Segment means one of two or
more divisions, product departments,
plants, or other subdivisions of an or-
ganization reporting directly to a home
office, usually identified with responsi-
bility for profit and/or producing a
product or service. The term includes
Government-owned contractor-oper-
ated (GOCO) facilities, and joint ven-
tures and subsidiaries (domestic and
foreign) in which the organization has
a majority ownership. The term also
includes those joint ventures and sub-
sidiaries (domestic and foreign) in
which the organization has less than a
majority ownership, but over which it
exercises control.

(20) Segment closing means that a seg-
ment has (i) been sold or ownership has
been otherwise transferred, (ii) discon-
tinued operations, or (iii) discontinued
doing or actively seeking Government
business under contracts subject to
this Standard.

(21) Termination of employment gain or
loss means an actuarial gain or loss re-
sulting from the difference between the
assumed and actual rates at which plan
participants separate from employ-
ment for reasons other than retire-
ment, disability, or death.

(b) The following modifications of
terms defined elsewhere in this chapter
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99 are applicable to this Standard:
None.

[57 FR 14153, Apr. 17, 1992, as amended at 60
FR 16549, Mar. 30, 1995]

9904.413–40 Fundamental require-
ment.

(a) Assignment of actuarial gains and
losses. Actuarial gains and losses shall
be calculated annually and shall be as-
signed to the cost accounting period
for which the actuarial valuation is
made and subsequent periods.

(b) Valuation of the assets of a pension
plan. The actuarial value of the assets
of a pension plan shall be determined
under an asset valuation method which
takes into account unrealized apprecia-
tion and depreciation of the market
value of the assets of the pension plan,
including the accumulated value of
permitted unfunded accruals, and shall
be used in measuring the components
of pension costs.

(c) Allocation of pension cost to seg-
ments. Contractors shall allocate pen-
sion costs to each segment having par-
ticipants in a pension plan. A separate
calculation of pension costs for a seg-
ment is required when the conditions
set forth in 9904.413–50(c)(2) or (3) are
present. When these conditions are not
present, allocations may be made by
calculating a composite pension cost
for two or more segments and allo-
cating this cost to these segments by
means of an allocation base. When pen-
sion costs are separately computed for
a segment or segments, the provisions
of Cost Accounting Standard 9904.412
regarding the assignable cost limita-
tion shall be based on the assets and li-
abilities for the segment or segments
for purposes of such computations. In
addition, the amount of pension cost
assignable to a segment or segments
shall not exceed the maximum tax-de-
ductible amount computed for the plan
as a whole and apportioned among the
segment(s).

[57 FR 14153, Apr. 17, 1992, as amended at 60
FR 16550, Mar. 30, 1995]

9904.413–50 Techniques for applica-
tion.

(a) Assignment of actuarial gains and
losses. (1) In accordance with the provi-
sions of Cost Accounting Standard
9904.412, actuarial gains and losses

shall be identified separately from
other unfunded actuarial liabilities.

(2) Actuarial gains and losses deter-
mined under a pension plan whose
costs are measured by an immediate-
gain actuarial cost method shall be
amortized over a 15 year period in
equal annual installments, beginning
with the date as of which the actuarial
valuation is made. The installment for
a cost accounting period shall consist
of an element for amortization of the
gain or loss plus an element for inter-
est on the unamortized balance at the
beginning of the period. If the actuarial
gain or loss determined for a cost ac-
counting period is not material, the en-
tire gain or loss may be included as a
component of the current or ensuing
year’s pension cost.

(3) Pension plan terminations and
curtailments of benefits shall be sub-
ject to adjustment in accordance with
9904.413–50(c)(12).

(b) Valuation of the assets of a pension
plan. (1) The actuarial value of the as-
sets of a pension plan shall be used:

(i) In measuring actuarial gains and
losses, and

(ii) For purposes of measuring other
components of pension cost.

(2) The actuarial value of the assets
of a pension plan may be determined by
the use of any recognized asset valu-
ation method which provides equiva-
lent recognition of appreciation and
depreciation of the market value of the
assets of the pension plan. However,
the actuarial value of the assets pro-
duced by the method used shall fall
within a corridor from 80 to 120 percent
of the market value of the assets, de-
termined as of the valuation date. If
the method produces a value that falls
outside the corridor, the actuarial
value of the assets shall be adjusted to
equal the nearest boundary of the cor-
ridor.

(3) The method selected for valuing
pension plan assets shall be consist-
ently applied from year to year within
each plan.

(4) The provisions of paragraphs (b)
(1) through (3) of this subsection are
not applicable to plans that are treated
as defined-contribution plans in ac-
cordance with 9904.412–50(a)(6).

(5) The market and actuarial values
of the assets of a pension plan shall not
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