DoD Financial Management Regulation Volume 12, Chapter 16

CHAPTER 16

MILITARY PERSONNEL ENTITLEMENT PROGRAMS

1601 GENERAL

160101. Purpose.This chapter prescribes the accountipgnciples, policy and
related requirements tecord transactions f@antitlement programs establishied DoD military
personnel.

160102. Overview. Entitlementsre legally established benefits available to any
person or unit of governmenteetingeligibility requirements established by law. Authorizations
for entitlements constitute binding obligation onthe part of theFederal Government, and
eligible recipients may have legacourse if thebligation isnot fulfilled. Legislationauthorizing
entittementsdoes notnecessarily include aorresponding appropriation of funds, and thus the
subsequent enactment of appropriations may be necessary.

1602 GENERAL ACCOUNTING POLICY FOR ENTITLEMENT PROGRAMS

160201. Categories. Entitlement programs dreided into three categories
according to the eventhat give rise to benefit paymentsThe accounting for these categories,
identified as payments based iadividual eligibility, payments required by law, aneimbursable
events, are discussed in subparagraphs 160201.A through 160201.C, below.

A. When the program is administered by a Federal agency, entitlement benefits
based onndividuals meetingeligibility requirements of a prograshall berecorded as &ability
and as an expense whie eligibility requirements are met (as determined by progifficials).
Theliability and expensshallcoverall payments expected to be made dutimg current period
of eligibility. Payments made to recipients shall reduce the recorded liability.

B. When paymentsire authorized (through appropriation aatbtment of
funds) for disbursement pursuant legal requirements with no specifaction required of the
recipients, diability and expensshall berecordedwhenthe fundsare appropriated and allotted
to the applicableprogram managed. THhebility and expense&hall cover the amount to be
disbursed. As payments are made, the liability shall be reduced.

C. When paymentare based on the occurrence dfpacificevent forwhich
costs argeimbursablainder an entitlement programliability shall berecordedwhenthe event
occurs. If thereimbursement is based on end-of-pereportsfrom program administrators, an
estimated amount shall be accrued at the end of a reporting period.
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160202. When the expense fpayments made under an entitlement program
exceeds the appropriatiguvhich is permissiblefor certain programs undespecial statutory
authority), the source of the relatieohds shall be clearly identified. the fundswere borrowed,
the appropriate liability account shall be established.

160203. When there exists substantiadedbt on the continuedntitiement of a
military retiree or annuitant tbenefit payments, and payments onaaoount are suspended, the
Defense Finance and Accounting Service (DFAS) shall cease obligating on the subject account for
retired pay, retainer pay, or annuitant benefirgeviously obligated amounstiall bedeobligated
to the extent of recoveries on previopgyments or amounts held in a suspeaseount.
Although this procedure is directpdmarily atsuspected death status accountapjtiies equally
to othersituationsthat mayterminate entittement. Examples @ther situations includg€but are
not limited to) employment by a foreign governmergnounced U.citizenship, remarriage of a
surviving spouse, and certain student annuitants who drop out of school.

1603 ACCOUNTING POLICY FORTHE ACCRUAL AND INVESTMENT OF RETIRED
MILITARY PAY

160301. Retirednilitary pay is apension program establishéol the payment of
annuities or pensions tetired military personnel. As such, it fitlsnder the broad category of
entitlement programs as defined by the General Accounting Office (GAO).

160302. The FY 198®Defense Authorizatiolct, Public Law 98-94,changed the
method of financing military retired pay effecti@ztober 1, 1984. Under the former method, the
Department estimated retirguhy requirementgor the forthcomingfiscal year, obtained an
appropriation from the Congress, amade periodic payments of retired pay, retainer pay, and
survivor benefits. UndePublic Law 98-94, such paymentsare made tothe DoD Military
Retirement Fund (Retirement Fund), which contains the following assets:

A. Amounts paid intothe Retirement Fundrom the Military Personnel,
Reserve Personnel and National Guard Personnel appropriations representing future retirement
and survivor benefits being accrued by members performing current service.

B. Amounts paid intothe Retirement Fund from a permanemilefinite
general fund appropriation representingp@rtion of retirement and survivdrenefits already
accrued by members due to past service.

C. Interest earned as a result of imeestment of availabl®etirement Fund
cash balances in U.S. securities.

160303. Determinations of the current portion of retiraditary benefits and
amounts required to liquidatee unfundedportion of the Retirement Fund are discussed in the
remainder of this section.
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A. Amounts payable tthe Retirement Funshall bebased on determinations
by the board of actuaries as to the amouetessary to fungresent and futurbenefits payable
to military retirees and their survivor®oD Componentshall include irtheir Military Personnel
Appropriation budgets thiinds to be transferred the Retirement Fund to meet the amounts
determined necessary by the DoD Board of Actuaries.

1. Accumulated benefitbor a given programshall becomprised of
benefits expected to be paid to the following:

a. Persons who have met the conditions of the program and
will receive benefits in the future.

b. Persons who have met enough of the conditions of the
program to be considered probable recipients of future benefits.

C. The survivors of both groups, as applicable.

2. Accumulated benefitshall be based on participants’ history of
earningswork or service, andther appropriate factors as of thenefit informationdate. The
benefit informationdate is the datevhen benefit information ipresented. Projected years of
work or serviceshall be aactoronly in determining gerson's expectedligibility for particular
program benefits.

3. Automatic benefit increases, specified the provisions of the
program that are expected to occur afterii@eefit informationdate,shall berecognizedwhen
computing program benefits. The long-temflation rate assumedshall bethe future average
long-terminflation ratedetermined by th©ffice of Managemerand Budget (OMB) to be most
appropriate for Federal pensigians hat reportunder 31 U.S.C. 9503. Oth&conomic
actuarial assumptions regarding futuages of interest angalaries shall beonsistent with the
assumed inflation rate.

B. Calculation ofthe annual amount required to liquidatéhe unfunded
liability of the Retirement Fund shall be performed by the DoD Board of Actuaries.

C. Amounts to be transferred to the Retirement Fund for rgpagdaccrual
shall beobligated by théoD Components at theame time military pay isbligated as required
in Volume 3 of this Regulation and further explained in paragraphs 160307 and 160308, below, of
this chapter.

D. Entitlements for military retired pay and surviving annuities are described in
Volume 7B, of this Regulation. Payments of authorized and acdoeedfits shall benade from
the Retirement Fund, a trust fund established under Public Law 98-94.
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E. Calculations ofthe amount of the current portion of retirexilitary
benefits shall beperformed centrally bythe Military Departments for active, Reserve, and
National Guardnilitary personnel. The calculatioshall employ aretired military pay accrual
percentage published annually by the Office of the Secretary of Defense and shall be applied to the
total basepay amount calculated. The term "base pagans outlayfor basic pay.The Military
Departments alsshallobligate and disburse amounts calculatedHerretiredpay accrual in the
applicable military payctive duty, reserve, and natiomgaiard accounts and deposit fonads to
the Retirement Fund receipt account 97X809 Einploying AgencyContribution,DoD Military
Retirement Fund.

160304. The Director of Investmefiffice, DFAS-HQ, shall be responsible for
investing cash balances thfe Retirement Fundot actually needed tooverpayment ofcurrent
retirement payments. Investmerdee limited to U.S. Government securities issued by the
Department of the Treasury.

160305. Retiregpay benefits shall bealculated and paid bjhe Defense Finance
and Accounting Service.

160306. All reimbursements made oD Components in accordance with the
guidance contained in Volume 11A of this Regulation for retindilary pay shall becredited to
the applicable military personnel appropriation account.

160307. Accounting for military pay active duty accounts shall be as follows:

A. Amounts equating to an actuarially determinsetcentage obasic pay
shall be obligated each month for subsequent payment to the Retirement Fund.

B. Accounting for the direct prograshall be athe budgesubactivitylevel
presently prescribed in Volume 2, Chapter 2, of this Regulation. Accountitigei@mbursable
program may use a simplified structure to include basic pay, retired pay accrual, and other.

C. The amount accrued for retirpdy shall beobligated each month. At the
end of the month, amounts obligated for retipagt accruashall bedisbursed. If information on
the totalentittement andotal expenditures igot available athe end of the month, estimates (see
subparagraph 160307.E, belomgay beused and appropriate adjustments made wheractual
amounts become known.

D. Release of fundsshall be consistent with budgetary authority. An
undeliveredorder entry shall bemade atthe beginning of eachmonth in the amount of the
estimated obligation accrual tbe member for the Retirement Fund. Before the eneaoh
month, the actuabbligationsshall berecorded and an accrued expenditure (paid or unpaid, as
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applicable) established. The corresponding disbursement of shatlsgree with theaeported
outlay and amount obligated.

E. All military pay accounting systemshall provide for the reawling of
obligations forbasic payseparate from othekinds of pay and allowancesHowever, the
liquidation of obligations fopay and allowance®say be on g@rossbasis. Ifthe actual amount of
basic pay paid isot known at the end of the month, tfedlowing formula, or an equivalent, can
be used to calculate the amount of the refoa&g obligation to be liquidated and disbursed to the
Retirement Fund:

A* x Retired Pay Accrual = Payment

* “A” is a percentage determined bglviding the total reported
expenditures fopay and allowancegother than retiregpay accrual) bythe total entittement
(other than retired pay accrual).

F. Disbursements for retirgmhy benefits shall béeposited at the end efch
month to trust fund receipt account 97X8097Hmploying AgencyContribution, Department of
Defense Military Retirement Fund.  Disbursement and collection transacteival be
accomplished by use of an 3B81, “Voucher andéchedule of Withdrawals and Credits.” The
disbursing officer makinghe payment alsshall process the collection, forward a copy of the
completed SF 1081 to DFAS, argport both thalisbursement and collection transactions on the
monthly Statement of Transactions. The DFAS copy of the SF 508l betransmitted by
electronic meangmmediately uporncompletion of the transactions $leat the deposimay be
recorded in the Retirement Fund as soon as possible and the funds invested.

160308. Accounting for Reserve and National Guard personnel acebailtbe as
follows:

A. Amounts equating to an actuarially determinsetcentage obasic pay
shall be obligated each month for subsequent payment to the Retirement Fund.

B. Accounting for the direct prograshall be athe budget sulactivity level
prescribed in section Volume 2, Chapter 2, of this Regulationsimilified structurewhich
includes basic payetiredpay accrual, andthermay beused in accounting for theimbursable
program.

C. The amount accrued for retirpdy shall beobligated monthly. At the end
of the month, amounts obligated for retirgaly accruakhall bedisbursed. If information on the
total entittement andotal expenditures isiot available atthe end of the month, estimates (see
subparagraph 160307.E, abowegy beused and appropriate adjustments made wheractual
amounts become known.
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D. Disbursements for retirgoy benefits shall bdeposited at the end efach
month to trust fund receipt account 97X8097Hmploying AgencyContribution, Department of
Defense Military Retirement Fund.  Disbursement and collection transacteivl be
accomplished by use of an 3B81, “Voucher andéchedule of Withdrawals and Credits.” The
disbursing officer makinghe payment alsashall process the collection, forward a copy of the
accomplished SF 1081 tbhe DFAS, andeport both thalisbursement and collection transactions
on themonthly Statement of Transactions. The DFAS copy of the SF $B&8l betransmitted
by electronic means immediately upon accomplishmetiteofransactions so that the deposit may
be recorded in the Retirement Fund as soon as possible and the funds invested.

160309. Accounting for the permanenndefinite appropriation, 97 0040,
“Payments to Military Retirement Fund, Defense” shall be as follows:

A. At least 1 week before the end of the fiscal year, the Director of Investment
Office, DFAS-HQ, shall provide the Secretary of the Treasury witbegtification ofthe amount
that should be appropriated to theecount for theensuing fiscalyear. The certificatiorshall
includethe amount needed fand the amortization of theriginal unfundediability for military
retirement anény otherunfundedliability resulting from benefistructurechanges and actuarial
gains or losses. A copy of the certification shall be sent directly to:

Department of the Treasury
Funds Management Division
Finance Management Branch
3700 East-West Highway
Room 6F06-PGCII
Hyattsville, MD 20782

B. Upon receipt of the certification, the Treasury Departmenissille a TFS
Form 6200, “Appropriation Warrant,” for the amowatrtified and forward it tethe DFAS. The
TFS Form 620Ghall bedated October 1 arghall beprovided to the Department Blefense on
or beforethat date so that thiends are availablefor investment asoon as the newiscal year
begins.

C. On October 1, th®FAS shall record the TFS Form 620@jsburse the
entire amount from 97_0040, and deposit ittrest fund receiptaccount 97X8097.3 Federal
Contribution, DoD Military Retirement Fund.

D. The DoD Military Retirement Fund islassified as a@rustfund and makes
use of both receipt and expenditure accounts since it is not designated as a trust revolving fund.

1. Deposits arenade tothe following trust fund receiptaccounts as
applicable:
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a. 97X8097.1 Employing AgencyContribution, Department
of Defense MilitaryRetirement Fund. Payments frddoD Military Departments for accrual of
future retiredpay benefits and transfers @éposits made by Judgestbé U.S. Court oMilitary
Appeals, including interest, from the Civil Service Retirement and Disability Fund (24X8135).

b. 97X8097.2 - Earnings on Investments, Department of
Defense MilitaryRetirement Fund. Payment of interest by Treasury on Fund investméehg. in
securities.

C. 97X8097.3 - Federal Contribution, DepartmenDefense
Military Retirement Fund. Payments frothe permanenindefinite appropriation for the
unfunded liability -97_0040.

d. (62) 97X8097 -Disbursements-Unamortized Premium and
Discount, Department of Defenbéilitary Retirement Fund. Purchase of premiunterest, and
discount.

e. (72) 97X8097 - Receipts-Unamortized Premium and
Discount, Department of Defenddilitary Retirement Fund. Write-off and amortization of
premium and discount and collection of interest purchased.

f. 20X6825.01 - Unamortized Discount, Department of
Defense MilitaryRetirement and Education Benefits Funds. Purchase of discount, write-off, and
amortization of discount.

g. 20X6825.02 - UnamortizedPremium, Department of
Defense MilitaryRetirement and Education Benefits Funds. Purchase of premium, write-off, and
amortization of premium.

h. 20X6825.03 - Accrued Interest Purchased, Department of
Defense Military Retirement and Education Benefits Funds. Purchase of interest and collection of
interest purchased.

2. The symbolfor the trustfund expenditureaccount is 97X8097.
Amounts deposited to the above receipt accountsaeaidable immediately tdahe trustfund
expenditure account for investment or payment of retired pay benefits.

a. Account 97X8097shall incorporate thesame budget
activity structure as the accoufiRetired Pay, Defense.” Accountinghall be atleast at the
budgetactivity level. Lower level accountsshall be established a®cessary to meet reporting
requirements.
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b. Since97X8097 is anOffice of the Secretary oDefense
account, the DFAS shall be responsible for its overall accounting and reporting.

C. The DFAS, acting for the Secretary of Defenskall
allocate a portion of 97X8097 to eadlilitary Department in order tdund payments of
retirement benefits.

d. Annuity payments toetired Judges of the U.&ourt of
Military Appeals shall be charged to 97X8097.

160310. Reporting requirements for the Retirement Fungayhents tahe Fund
are as follows:

A. DoD Componentshallreport intheir Statement of Operations the amount
of Federal contributions (includingccrued amounts), dny, made tahe pension plans(s) on
behalf oftheir employees. The agency contributsimall not include amounts withhelffom
employee's compensation for submission to the plan(s).

B. DoD Componentsvhich administeprograms thaprovide annuitybenefits
to eligible participantsshallrecognize, for reporting purposesliability for the actuarial present
value of accumulated benefits. Thesebenefits earned accrued as of thieenefit information
date (see subparagraph 160303.A.2., above), but will not be paid until a later date.

1. The actuarial presemtlue of accumulated benefitstigat amount,
as of thebenefit informatiordate, that results frompplying actuarial assumptions tiee benefit
amounts determined pursuant to subparagraphs 160303.A. othher. The actuarial
assumptions are used to adjust the amounts to reflettealue of moneythrough discounts
for interest) and thprobability of retirement betwedhe benefit informatiordateand thedate of
retirement.

2. The significant assumptionsised in determining actuarial present
values shall, inthe aggregate, be reasonable and reflect the best estimate of each program's
anticipated experience.

3. The benefit information date shall thee end of thdiscal yearbeing
reported on. Changes in benefit rules during a sledlt bereflected inthatyear's computation of
accumulated benefits.

4. For the year in which the liability for the presentvalue of
accumulated benefits is firsecorded, thenitial amount of thdiability shall bereported as an
accounting change, i.e., a charge to equity and an acliabdity. Thereafter, changes in the
liability each year shall be charged or credited to expense.
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5. Footnotes to thénancial statementshall disclosethe nature and
amount of required agency contributions, if any. Tbetnotes alscshall disclosethe agency
responsible for the pension plan and, thus, responsible for reporting the unfunded liability.

6. Components thatdminister pension planshall comply with
requirements established by B1S.C. 9501and the accounting guidanssued pursuant tihat
law. Financial information for pension plans shall&gorted in thennual financiaktatements of
administering agencies.

7. The notes to th@nancial statementshall include adescription of
the methods andignificant assumptiongsed in computing the actuarial presealue of future
program benefits. Additionally, if the actuarialliability computed in accordance with these
standards is different frotme actuarialiability computed forfunding purposes, théability used
for funding purposes shall be disclosed infthenotesalong with an adequatxplanation of any
significant differences between the two liabilities.

C. Permanent Indefinite Appropriatior7_0040 - Payments to the
Department of Defengililitary Retirement Fund. The DFAS is responsilolethe preparation
of the reports for this account in accordance with Volume 6 of this Regulation.

D. Department of Defense Military Retirement Fund

1. Report on Budget Execution, DBorm 1176. The DFAShall
submit a DD Form 1176or all of the Retirement Fund receipt and expenditure accounts. The
report on theRetirement Fund receipt accousitall befootnoted to indicate the source of
deposits to account 97X8097.1Employing AgencyContribution, Department obDefense
Military Retirement Fund.

2. Appropriation Status by Fiscal Year Programd Subaccounts,
RCS DD-Comp(M)1002. The DFAShall submitthis report for the Retirement Fund
expenditure account prepared in accordance with Volume 6 of this Regulation.

3. Other Reports. ThBFAS shall followthe instruction irVolume 6
of this Regulation, as applicable. In additidime Military Departmentsshall complywith the
monthly reporting requirements contained in Volume 6 of this Regulation.
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