






MORLEY CAPITAL MANAGEMENT
REPRESENTATIVE CLIENT LIST

Corporate and Government Clients

Blount Inc.
Electrolux
Freightliner Corporation
Glaxo Americas Inc.
Grey Advertising
Mattel, Inc.
Milliman and Robertson, Inc.
Nebraska Public Power District
Occidental Petroleum
Reynolds & Reynolds, Inc.
SBS Trust Company
State of California Deferred Compensation Plan 
Stone Container Corporation 
Tektronix, Inc.

Taft-Hartley Clients

Hotel & Restaurant Employees International Union Pension Fund 
IBEW-NECA (Over 70 local unions and chapters participating)
Indiana State Council of Plasterers & Cement Masons Pension Fund 
Indiana State Council of Carpenters Pension Fund 
Intermountain Iron Workers Tax Deferral Plan
Joint Industry Board of the Electrical Industry
Kansas Construction Trades Open End Pension Trust Fund
National Asbestos Workers Pension Fund
No. California Retail Clerks Pension & Individual Account Funds 
Roofers 195 Annuity & Pension Funds 
Southern California Lumber Retirement Trust Fund 
Telephone Workers Savings & Security Plan
Timber Operators Council, Inc., International Woodworkers of America
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December 15, 1993

Ms. Susan W. Hicks,
Technical Manager
Federal Government Division, File Q-1-505 
AICPA
1455 Pennsylvania Ave., N.W.
Washington, D.C. 20004 - 1081

Dear M s . Hicks s

The following is our response to the Exposure Draft on the Proposed 
Statement of Position, "Reporting of Investment contracts Held by 
Health and Welfare Benefit Plans and Defined-Contribution Plans," 
dated September 15, 1993.

As trustee and/or custodian for the assets of a number of Defined 
Contribution and Health and Welfare Benefit plans, changing the 
valuation requirements for investment contracts held by such plans will 
require a degree of lead time to develop the necessary operational 
processes of receiving such values from a different party. Until now, 
such values were derived from statements provided by the GIC issuer.
In addition, moving from this current environment will also require a 
degree of communication with our client base so as to inform them of 
the new operational manner in which we will be receiving values for 
their GIC investments.

Rather than an effective date for plan years beginning after December 
15, 1993, we would strongly urge that the AICPA change this requirement 
to begin for plan years beginning after December 15, 1994.

We will be looking forward to the final issuance of your Statement of 
Position.

Respectfully,
/co

Carlos Hernandez 
Trust Officer
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The University 
of Alabama 
System

Office of Internal Audit - UAH 
Madison Hall 212 
Huntsville, AL 35899 
Phone:(205) 895-6037 
Fax: (205) 895-6187 
BITNET: UAHSLA@UAHVAX1

MEMORANDUM
TO:

FROM:

Jim Robertson, Chair
ASCPA Audit Standards & Procedures Committee
Sylvia L. Ayers, CPA  
Director of Internal Auditing, UAH

SUBJECT: Response to Proposed SOP
"Reporting of Investment Contracts Held by Health 
and Welfare Benefit Plans and Defined-Contribution 
Pension Plans"

DATE: November 15, 1993

Effective._Date and TransitionAppears reasonable.
Disclosure Requirements
In the AICPA letter accompanying the proposed SOP, it was 
noted that the AICPA Employee Benefit Plans Committee had 
considered requiring disclosure of a market rate of interest 
for fully benefit responsive contracts reported at contract 
value. I also agree that this additional information would 
be beneficial to the users of the financial statements, 
particularly to plan participants. The market interest rate 
should be based on similar contracts with similar maturity 
dates and similar quality/media investment features. 
Reporting of Contracts
Concur with valuing non-fully benefit responsive contracts 
at fair value when there are plan restrictions.
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Hartford, CT 06152 
(203) 726-4630

Gary A. Swords 
Vice President and 
Chief Accounting Officer

CIGNA

December 21, 1993

American Institute of Certified Public Accountants 
Federal Government Division 
1455 Pennsylvania Avenue, N.W.
Washington, D.C. 20004-1081

RE: File No. Q-1-505

Dear Ms. Hicks:

CIGNA, as a leading provider of benefit plan products and services, has been actively 
following the development of the Proposed Statement of Position (SOP), "Reporting 
of Investment Contracts Held By Health and Welfare Benefit Plans and Defined- 
Contribution Pension Plans," and is pleased to provide comments thereon. We 
support the proposed SOP's conclusions concerning the importance of reporting 
relevant information to plan participants and agree that the information useful to 
plan participants 1.) includes the amounts they would receive currently i f  they were 
to withdraw, borrow or transfer funds under plan terms and 2.) is determined by 
considering whether plan investments provide for payment of benefits to plan 
participants in accordance with plan terms (fully benefit responsive). However, we 
strongly believe that significant changes are required to meet the SOP’s objectives.

By requiring that plan terms allow a participant reasonable access to funds, we 
believe that the proposed SOP's definition (in paragraph 10) of a fully benefit 
responsive contract is inappropriate. We believe that an investment contract’s 
benefit responsiveness should be determined based on a plan participant's access to 
funds under the plan terms, not the specific terms of such access. As long as the 
contract is benefit responsive under the plan terms, contract value reporting to plan 
participants represents the amounts that plan participants would receive under plan 
terms. If however, a benefit responsive contract is limited by plan terms to paying 
benefits only after retirement or death, reporting for such a contract at market value, 
because plan terms lim it participant access to funds, would not provide useful



DEC 21 '9 3  1 5 :4 4  L IF E  ACCOUNTING P .3 /4

Ms. Hicks 
December 21, 1993 
Page 2

information to plan participants. If the contract provides benefits at retirement or 
death at contract value, versus an alternative plan investment such as a stock fund 
that pays benefits at market value, then the pertinent information to a plan 
participant is contract value, regardless of the date that benefits can be received.

The Department o f Labor, in  fact, requires that the statements of account balances 
provided by plan sponsors to participants reflect amounts that participants are 
actually eligible to receive under the terms of the plan. In the case of an investment 
contract that is benefit responsive under the terms of the plan, but fails to meet the 
proposed SOP's definition of fu ll benefit responsiveness, application of the proposed 
SOP would result in a difference between the values in  plan financial statements and 
the amounts shown on the participants' statements of account balances. We believe 
this disjoint is not useful to plan participants, resulting in  plan financial statements 
that are confusing at best, and potentially misleading.

Paragraph four of the proposed SOP provides examples of an event that may affect 
the value of a fully benefit responsive contract, including, "...the possibility of 
premature termination of the contract by the plan." Because this event would be 
evaluated under the special disclosure requirements of SFAS 5, "Accounting for 
Contingencies," we believe this language should refer to "... the reasonable 
possibility o f premature termination of the contract by the plan." In addition, we 
believe that the proposed SOP should provide examples of a fully benefit responsive 
investment contract that should be reported at less than contract value, such as a 
probable premature termination of the contract by the plan which would result in a 
payment to the plan that is less than the contract value.

Paragraph 14 requires disclosures for benefit responsive investment contracts that 
describe interest crediting rates and terms along with any limitations on guarantees. 
Because this information is superfluous if  the investment contract is carried at fair 
value, the requirements should be limited to fully benefit responsive contracts 
carried at contract value.

Finally, the proposed transition requirements should be conformed to paragraphs 8 
and 9 of SFAS 110, "Reporting by Defined Benefit Pension Plans of Investment 
Contracts," as follows:

•  Accounting changes to conform to the provisions of the proposed SOP must 
be implemented by restating the beginning balance of net assets available for 
plan benefits for the earliest period presented. Allowing implementation at a 
date other than the beginning of the first plan year presented would reduce 
the comparability of financial information and its usefulness to plan 
participants.
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•  For practical reasons, deposit administration funds purchased by defined
benefit healthcare welfare benefit plans prior to the issuance of this proposal 
should be "grandfathered” and reported at contract value.

In closing, we support the proposed SOP's focus on providing relevant financial 
information to the primary users of defined contribution plan financial statements 
but believe that the changes noted above are essential in meeting the objective. We 
would be happy to provide clarification or additional assistance i f  necessary.

Very truly yours,

Gary A. Swords



Kwasha Lipton

Street Address Telephones Mail Address

2100 North Central Road 
(at Bridge Plaza North)
Fort Lee

201 592  1300 
212270 6800

Post Office Box 1400 
Fort Lee, NJ 07024

Fax:
201502 0075

December 21, 1993

Ms. Susan W. Hicks
Technical Manager
Federal Government Division
File Q -l-505
AICPA
1455 Pennsylvania Avenue, N.W.
Washington, DC 20004-1081

Re:
AICPA Proposed Statement 
O f Position

Dear Ms. Hicks:

The purpose of this letter is to provide you with our comments in regard to the exposure draft of an 
AICPA proposed Statement of Position (SOP), Reporting o f Investment Contracts Held by Health and 
Welfare Benefit Plans and Defined-Contribution Pension Plans. Kwasha Lipton is an employee 
benefits consulting firm and serves as the recordkeeper for over 160 defined-contribution pension 
plans covering over 700,000 participants. In addition, Kwasha Lipton has served as the investment 
consultant for approximately 25 defined contribution pension plans which have in total close to 
$ 1 billion in investment contract assets.

Our comments are specifically addressed to defined-contribution pension plans and relate primarily 
to the requirement to value at fair value those investment contracts that are deemed not to be fully 
benefit responsive because of plan restrictions. This requirement is contained in paragraph 10 of the 
proposed SOP. It is not uncommon for an employer to have a retirement plan that imposes certain 
restrictions on all or a portion of the plan accounts. These restrictions are in place solely for 
purposes of benefit design; are entirely independent of the plan's investment vehicles; and are in no 
way controlled by any contract issuer.

Two common plan structures of this type are:

1. Money purchase pension plans which provide for an annual employer contribution to the 
individual accounts of plan participants. Although plans of this type are defined contribution 
plans, they are qualified under IRS rules as pension plans. As such, distributions to participants 
prior to their termination of employment are not allowed. Typically, money purchase plans do 
not have alternate investment funds which allow for transfers of accumulated balances, nor do 
they have loan features. It is not uncommon for money purchase plans to be invested partially 
or fully in investment contract assets.

H:\D800/GIC/AICPA 1 .DOC
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2. Retirement savings plans which typically incorporate a 401 (k) feature that allows for participant 
contributions to be made on a pre-tax basis. Common plan provisions include company 
matching contributions, a variety of investment options, the ability to transfer funds among the 
investment options, in-service withdrawals, and loan provisions. By law, pre-tax contributions 
may not be withdrawn during employment and prior to age 59-1/2, except under hardship. In 
addition, some retirement savings plans have provisions that restrict the participant's access to a 
portion of their funds. For example, some plans mandate that the company matching 
contributions may not be withdrawn during employment, and must be invested in a "fixed 
income fund" which, at some times, may be comprised entirely of investment contracts. Upon 
termination of employment, the full amount of the participant's vested account balance will be 
available.

In general, we concur with the recommendation that only benefit responsive investment contracts 
should be reported at contract value. However, we believe that benefit responsiveness should be 
judged solely on the basis of the terms of the contract and not on the basis of plan provisions that do 
not directly relate to such contracts.

In determining whether contract value reporting is appropriate, the fact that a participant is not 
permitted under the plan to make in-service withdrawals or transfers between investment options 
should not be the controlling factor. Rather, contract value reporting is appropriate so long as the 
participant is permitted to make contract value withdrawals and transfers whenever such withdrawals 
or transfers are permitted under the plan, and so long as any plan restrictions do not explicitly 
reference amounts held in investment contracts. We believe that paragraph 10 of the proposed SOP 
(and all other references that define "benefit responsiveness") should be changed accordingly.

If this change were made, and if the accounts to which restrictions apply (e.g, pre-tax amounts or 
money purchase contributions) happen to be invested in an investment contract, that contract could 
still be considered fully benefit responsive — for example, where the contract provides that, if every 
plan participant were to terminate employment on the same day, each participant would receive full 
payment of his/her account balance with accumulated contract interest.

We believe that this suggested change to the proposed SOP would allow contract value to continue 
to be used in the majority of situations and would therefore eliminate a great deal of confusion and 
misunderstanding that will arise on the part of plan participants if fair value is mandated.

In order to avoid even more confusion and misunderstanding we further believe that, wherever fair 
value is required, it should only be used for purposes of reporting and disclosure for the plan as a 
whole. Fair value should not be required in the reporting of participant account values, except 
under extraordinary circumstances, under which FASB Statement No. 5 would so require (for 
example, a significant decline in the creditworthiness of the contract issuer). This is because the 
individual investment contracts which comprise the fixed income fund of the retirement savings
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plan or the money purchase plan are generally structured to provide all amounts on a contract value 
basis. Typically, each year, a new investment contract is negotiated to accept all participant and 
company contributions and to pay all plan benefits on a contract value basis. Each contract has a 
specified maturity date and a guaranteed interest rate for the term of the contract.

Under such a structure, assume a participant has a $100 contribution credited to his account during 
1994. Under the terms of the plan's underlying investment contracts, when this participant 
terminates employment he will receive exactly $100 plus contractual interest earnings. If prevailing 
interest rates have declined since the underlying investment contract was negotiated, the participant 
will not receive any more than the $100 principal plus contractual interest earnings. Likewise, if 
prevailing interest rates have risen since the underlying investment contract was negotiated, the 
participant will not receive any less than the $100 principal plus contractual interest earnings.

Therefore, except under extraordinary circumstances, reporting fair value for any portion of a 
participant's account balance would, in our opinion, provide no useful information to the 
participant, and in many cases will be misleading. The only useful and proper information about an 
individual participant's account is its current value on a contract value basis, since this is the only 
basis on which the participant will be able to receive a distribution.

We appreciate the opportunity to provide these comments on the proposed SOP. If you have any 
questions or would like additional information, please do not hesitate to call.

Respectfully submitted,

% B'&uf
Randolph B. Root, F.S.A 
Partner

Lawrence J. Sher, F.S.A.
Partner

RBR/LJS:wp
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December 15, 1992

Ms. Susan W. Hicks
Technical Manager
Federal Government Division
File Q-l-505
American Institute of CPAs
1455 Pennsylvania Avenue, N.W.
Washington, DC 20004-1081

Re: Proposed Statement of Position Titled "Reporting of Investment Contracts
Held by Health and Welfare Benefit Plans and Defined-Contribution 
Pension Plans

Dear Ms. Hicks:

The New York State Society of Certified Public Accountants is pleased to 
submit its comments on the subject exposure draft. The comments represent 
the views of the Society's Financial Accounting Standards Committee.

The Committee basically agreed with the proposed amendment, but would suggest 
that an effort be made to further clarify the definition of a "fully benefit 
responsive investment contract" found in paragraphs 9 and 10. For example, 
what is the degree of "financial responsibility" required of a third party? 
Is an investment contract fully or not fully benefit responsive if a plan 
participant has taken retirement at age 55 but is permitted access to the 
funds only after age 59 1/2? Because of the elusiveness of this newly coined 
expression in paragraph 9, such clarifications are needed.

The Committee also gave consideration to the issue of requiring disclosure of 
a market rate of interest for fully benefit responsive contracts reported at 
contract value. Unfortunately, similar to the experience of the Employee 
Benefit Plans Committee, the Society's Committee could not reach a consensus 
on what the market rate should represent.

If you wish to further pursue the comments herein, please let us know and we 
will arrange for someone from the Committee to contact you.

Sincerely,

Robert Kawa, CPA 
Chairman, Financial Accounting 
Standards Committee

RK/WMP/jz
cc: F in a n c ia l  A ccou n tin g  Standards

Accounting & Auditing Chairmen 
John Burke, CPA

Walter M. Primoff,C PA 
Director, Professional Programs

Committee
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December 21, 1993

Ms. Susan W. Hicks
Technical Manager, Federal Government Division
American Institute of Certified Public Accountants
1455 Pennsylvania Avenue, N.W.
Washington, DC 20004-1081

RE: File Q-l-505
Reporting of Investment Contracts Held by Health and Welfare 
Benefit Plans and Defined-Contribution Pension Plans

Dear M s . Hicks,

The Aluminum Company of America (Alcoa) appreciates the
opportunity to express its views on the A I C P A 's proposed
Statement of Position, ’’Reporting of Investment Contracts Held by 
Health and Welfare Benefit Plans and Defined-Contribution Pension 
Plans” . Alcoa generally does not support the position taken by 
the AICPA in the Exposure Draft. This viewpoint is consistent 
with A l c o a ’s response submitted to the Financial Accounting 
Standards Board on the Exposure Draft of FASB Statement No. 110, 
’’Reporting by Defined Benefit Pension Plans of Investment 
Contracts".

The exposure draft requirements appear to be based upon the 
following:

1) FASB Statement No. 110, which requires that defined-benefit 
pension plans report investment contracts issued by either an 
insurance entity or other entity at fair value.

2) Fair value provides the most meaningful measure of a defined- 
contribution p l a n ’s present and future ability to pay benefits 
when due.

3) Defined Contribution Plan participants, the primary users of 
the financial statements have an interest in monitoring the 
financial condition of the Plan since they incur the 
investment risk.

Alcoa agrees "that the primary objective of a defined-
contribution p l a n ’s financial statements is to provide
information that is useful in assessing the plans's present and 
future ability to pay benefits when due".
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Although Alcoa agrees with the intent of the proposed amendment, 
we disagree that fair value provides the most meaningful measure 
of a defined contribution p l a n ’s ability to pay benefits when 
due. The amendment would allow "Fully Benefit Responsive” 
investment contracts to be valued at contract value (which may or 
may not be fair value), and "other contracts" to be valued at 
fair value. The result would be inconsistent methods to value 
these similar contracts. The remainder of this discussion will 
focus on our belief that all investment contracts issued by 
insurance companies (referred to as Guaranteed Investment 
Contracts or GIC's) be valued at contract value. Contract value 
provides the most meaningful measure of these contracts to the 
users of the Plan's financial statements.

GIC's are nontradeable financial instruments and therefore the 
Plan will recognize cash flows according to the terms of the 
contract. As interest rates move in the market place, the value 
the these GIC's would fluctuate - if they were tradeable 
securities and if there was an established market. Since there 
is no secondary market, recording GIC's at fair value would 
either overstate or understate the plan's ability to meet present 
or future benefit payments. Plan participants, the primary users 
of the financial statements, place their money in GIC options 
precisely for this reason - to avoid investments such as stocks 
and bonds, that would expose them to market volatility.

The cost of implementing fair value as the measure of the value 
of GIC's would be significant without providing the added 
benefit of a more accurate and reliable means of valuation.
Since there is not a secondary market for the contracts, there 
would be two primary means of measuring fair value.

1) The market value of similar investments with similar 
terms.

2) The present value of estimated future cash flows of the 
GIC using a discount rate commensurate with the risks 
involved.

Both of the fair value methods seem to be deficient in providing 
an accurate and reliable method of measuring the value of a GIC 
due to the subjectivity of selecting a similar financial 
instrument or a discount rate commensurate with the risk of the 
contract.

Pursuant to FASB Statement No. 5, Accounting for Contingencies, 
if Plan Management is aware that an event has occurred that may 
affect the value of a GIC (i.e., decline in creditworthiness of 
the contract issuer or third party guarantor or possible 
premature termination of the contract by the Plan), disclosure of 
the event or reporting the GIC at less than contract value may be 
appropriate. Under either the fair value or contract value 
method, the issuer's credit quality would be evaluated when 
preparing the financial statements. Therefore, we believe that
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