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Measurement Date and Discount Rate - Benefit vs. Cost 

Concern: Eliminating the use of early measurement dates would create difficulty for many 
companies. Alternate approaches could provide equally useful information while giving plan 
sponsors a,littlemore flexibility. ' " ,,' 

Recommendation: We recommend that the FASB authorize the use of reasonable asset and 
liability estimation approaches. For example, sponsors should be allowed to estimate plan 
assets and liabilities based on trust information or discount rates developed within a 30-day 
period before fiscal year-end. In addition, the benefit/cost ratio of marking postretirement 
assets and liabilities to market value could be sufficiently improved by making reasonable 
standard yield curves available to sponsors to help them value plan liabilities more efficiently 
(especially for plans outside the United States). We understand the FASB's concern for 
including fourth quarter settlements and curtailments in results for the relevant fiscal year and 
have no problem accelerating that requirement, but doing so does not necessarily require an 
end-of-year snapshot date to estimate assets and liabilities. 

Rationale: Paragraph 10 of Statement No. 87 says: "If estimates, averages, or computational 
shortcuts can reduce the cost of applying this Statement, their use is appropriate, provided the 
results are reasonably expected not to be materially different from the results of a detailed 
application. " 

We believe this is a reasonable objective in light of the fact that capturing assets and liabilities 
on anyone date is simply a "snapshot" that will inevitably change, possibly significantly. As 
far as we know, there are no plans to amend this paragraph. However, since adopting this 
statement, the F ASB, the SEC and client auditors appear to have significantly narrowed the 
range of practice regarding measurement of postretirement plan assets and liabilities. The 
proposed changes outlined in the exposure draft continue this trend, with the objective of 
obtaining an "exact" measure of the market value of postretirement plan assets and liabilities 
as of the end of their fiscal year. While full mark-to-market approaches may have strong 
theoretical merits, implementation of this ideal would be quite expensive unless the F ASB also 
makes provisions for early estimation of assets and liabilities. 

Given the deadlines for filing consolidated annual reports (which is often only a few days after 
fiscal year-end), plan sponsors will have trouble trying to gather precise asset and liability 
values for all their postretirement benefit plans, particularly multinational firms with many 
plans (including those with plans outside the United States that also must deal with currency 
conversion issues). Eliminating a non-fiscal year-end measurement date exacerbates this 
problem. Asset values at fiscal year-end are frequently not available from trustees for several 
weeks after that date,' 

In light ofthe change in measurement date and the very specific requirements in the proposed 
change to paragraph 44 of SF AS 87 to develop end-of-year discount rates by matching 
expected future benefit payments to high-grade corporate bonds available on that date, plan 
sponsors will have to do a considerable amount of work in a very short time to develop the 
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market values of postretirement liabilities anticipated by the Board. Further, the guidance 
provided in the proposed change to paragraph 44 of SF AS 87 will require substantial efforts to 
determinate and review the market value of pian liabilities. We question whether the increased 
"accuracy" would justify the associated expense. High-quality bond markets are generally too 

" . thinly traded (particularly outside of the United States), and sponsors, their advisers and 
auditors often spend countless hours arguing about (among other things): 

• The individual bonds selected for this purpose 

• Whether such bonds should be priced on a "bid" or "ask" basis 

• Whether some bonds should be considered as "outlier" bonds because they may not 
fall near enough to the implied yield curve 

• Whether the bonds selected should have sufficient capacity to settle the obligation 
being valued 

• How to extrapolate the existing high-quality bond yield curve (as required by the 
proposed paragraph 44) to estimate yields for nonexistent bonds 

Based on Watson Wyatt data for Fortune 1000 defined benefit plan sponsors, about one-third 
ofthe companies use a measurement date that precedes the end of the fiscal year (with about 
90 percent of such companies selecting the three-month option). The proposed change would 
require these companies to make significant adjustments. However, even though 
approximately two-thirds of the companies currently employ an end-of-year measurement 
date, many ofthem currently estimate the values disclosed in their financial statements. 

Balance Sheet Recognition of Liabilities and Assets and Net Periodic Benefit Cost 
. " . . 

We are concerned about the possible consequences of including the net funded status of 
postretirement plans on the balance sheet and the associated changes to Other Comprehensive 
Income and Shareholder Equity. However, we acknowledge that these changes are consistent 
with emerging international accounting practice and will improve the understandability of 
reported financial information. 

Concern: Moving gains and losses to the balance sheet as part of Phase I while leaving 
amortization of such amounts as part of postretirement expense would continue considerable 
volatility on the income statement, perpetuate a global inconsistency and leave plan sponsors 
in a state of sustained uncertainty at a critical time for our pension system. 

, 
Recommendation: In the interest of moving more rapidly to global accounting convergence, 
Phase 1 should exclude gain/loss amortization from postretirement benefit expense. This 
would be consistent with the approach currently used under FRS 17 and lAS 19 for those 
companies electing the SORIE option and avoids putting U.S. companies at a competitive 
disadvantage globally. 
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Retrospective Application and Treatment of Net Transition Obligation 

Concern: While retrospective application may improve the comparability of financial 
statements from period to period, its application imposes a significant amount of extra work 
for arguably little value. Sponsors that provide ·five or 10 years o[.comparative data are 
essentially punished for providing their shareholders with more information. 

Recommendation: We believe that retrospective application should be limited to two or three 
years. 

Concern: We see no compelling reason to treat remaining net transition obligation differently 
from unrecognized prior service cost. This disparate treatment typically results in minor 
adjustments to the year's net periodic benefit expense that add little value. 

Recommendation: Defer changing amortization of net transition obligation to Phase 2. 

In closing, we believe that our recommendations would ease the compliance burden for 
plan sponsors without reducing accuracy or transparency. If the Board cannot address our 
concerns as recommended, we respectfully suggest delaying implementation of the Phase 1 
changes. 

Thank you for giving our comments your consideration. 

Sincerely, 

Alan Glickstein 
National Retirement Practice Leader for Policies and Processes 


