Requests for Comments

Display and Disclosure

Q1. This statement proposes to display gains and losses from changes in assumptions, including the discount rate assumptions, as a discrete item on the statement of net cost. See paragraphs 19-25 in the standard, paragraphs A1-A10 in the basis for conclusions, and the illustration in Appendix B, “Pro Forma Statement of Net Cost Displaying Separate Line Item for Gains and Losses Due to Changes in Assumptions,” for more information regarding display and disclosure.  

1.1 Do you believe that the display will be informative?

1.2 Do you believe the standard provides satisfactory guidance as to what should be displayed as gains or losses from changes in assumptions? 

Please provide your rationale in as much detail as possible. 

Q2. The statement also proposes that the components of the expense associated with long-term liabilities be disclosed in notes to the financial statements. See paragraphs 22 and 25 in the standard, paragraph A9 in the basis for conclusions, and the illustration in Appendix C, “Pro Forma Note Disclosure of Liabilities and Expense,” for more information regarding display and disclosure.  

Do you believe that disclosure of the components of expense is informative?  Please provide your rationale in as much detail as possible. 

Selecting the Discount Rate Assumption

Q3.  This statement proposes that the preparer provide the 10-, 20- and 30-year market rate for Treasury securities in the notes to the financial statements as a benchmark comparison with the discount rate used by the entity. See paragraph 23 for the note disclosure standard and paragraph A10 in the basis for conclusions for the rationale for the disclosure of market rates. 

Do you believe that disclosure of market rates as described above is informative?  Please provide your rationale in as much detail as possible.

Q4. The statement addresses long-term assumptions that have a material effect on the reporting, for example, those used for measuring expense and liabilities associated with pensions, other retirement benefits, and post-employment benefits. The statement excludes short-term assumptions of which it provides specific examples (see paragraph 20.A), and defines “long-term assumptions” as those involving projections of 5 years or more (see paragraph 15) and, accordingly, short-term assumptions as those involving projections of fewer than 5 years.

4.1 Do you believe that the 5-year division between short- and long-term assumptions is appropriate?

4.2 Do you believe the exclusion of short-term assumptions in the measurement of expense and liability amounts from the display requirement is appropriate? 

4.3 Are “short-term assumptions” clearly delineated? 

4.4 Should other short-term assumptions be listed as examples? 

Please provide your rationale in as much detail as possible.

Q5. This statement proposes a standard for selecting the discount rates for present value measurements of expense and liability amounts. The standard provides that the discount rate should be the interest rate(s) on marketable Treasury securities of similar maturities to the cash flows of the payments for which the estimate is being made. The discount rate(s) should reflect average historical rates on marketable Treasury securities rather the current market rate(s). See paragraphs 26-28 in the standard and paragraphs A11-A35 and especially A28 in the basis for conclusions.  

5.1 Do you believe average historical Treasury rates are appropriate discount rates for measuring long-term liabilities in the federal government, rather than current market rates?

5.2 How would you interpret the word “historical” in the phrase “average historical Treasury rates,” for example, a 1-year average? 5-year average? 20-year average?

5.3 The proposed standard incorporates prior FASAB guidance regarding selecting economic assumptions. It invokes Actuarial Standards of Practice and does not affect the explicit SFFAS 5 requirement for consistency among assumptions. See ED paragraphs 33, which contains revisions to relevant SFFAS 5 paragraphs. Some observers advocate expanding the scope of the standard to provide for selecting all economic assumptions because they are concerned about consistency between the discount rate and other economic assumptions employed. Do you believe that the guidance in the revised SFFAS 5 paragraphs (as shown in paragraph 33 of this exposure draft) is sufficiently specific regarding the necessity for the discount rate to be consistent with other economic assumptions?

Please provide your rationale in as much detail as possible. 

Selecting the Valuation Date

Q6. This statement proposes a standard for selecting the valuation date for present valuations for long-term liabilities. See paragraphs 29-31 in the standard and paragraphs A36-A44 in the basis for conclusions. 

Do you believe the valuation date approach is appropriate?  Please provide your rationale in as much detail as possible. 

Reasonable Estimate vs. Best Estimate

Q7. This statement involves estimates that reflect the preparer’s judgment about the outcome of events based on past experience and expectations about the future. Estimates are to reflect what is reasonable to assume under the circumstances rather than the preparer’s “best estimate” or other phraseology. The preparer may use his or her own assumptions about future cash flows. However, the entity should explain why it is inappropriate to use assumptions generally used in the federal government, as evidenced by independent sources, if the assumption the entity used is different. See paragraph 31 in the standard and paragraphs A43-A44 in the basis for conclusions. 

Do you believe the approach regarding “reasonable estimate” rather than “best estimate” assumptions in paragraph 31 is appropriate?  Please provide your rationale in as much detail as possible. 

Benefits and Costs

Q8. The Board believes that this proposal would improve Federal financial reporting and contribute to meeting the Federal financial reporting objectives. The Board has considered the perceived costs associated with this proposal.  

Please consider the expected benefits and perceived costs and communicate any concerns that you may have in regard to implementing this proposal in whole or in part. Please provide your rationale as much detail as possible.

