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Services, and the Administrator for the
National Aeronautics and Space
Administration.

Unless otherwise specified, all Federal -
Acquisition Regulation (FAR) and other
directive material contained in FAC 90-35 is
effective December 14, 1995.

Dated: December 1, 1995.
Eleanor R. Spector,

Director, Defense. Procurement.
Dated: December 6, 1995..
Ida M. Ustad, _ ' o
Associate Administrator, for Acquisition
Policy. =
Dated: December 7, 1995.
Tom Luedtke,

. Deputy Associate Administrator for
Procurentent, NASA.

Therefore, 48 CFR Part 31 is amended
as set forth below:

PART 31—CONTRACT COST
PRINCIPLES AND PROCEDURES

« -
1. The authority citation for 48 CFR:
Part 31 continues to read as follows:

Authority: 40 U.S.C. 486(c); 10 U.S.C.
chapter 137; and 42 U.S.C. 2473(c).

2. Section 31.205-11 is amended at
the end of paragraph (e) by adding the
parenthetical “(but see paragraph (o) of
thiis subsection).”; and by adding
paragraph (o) to read as follows:

31.205-11 Depreciation.

* * * * *

(o) In the event of a write-down from
carrying value to fair value as a result
of impairments caused by events or
changes in circumstances, depreciation
of the impaired assets shall not exceed
the amounts established on depreciation

' 48CFRPart31

* scheéules in use prior to the write-down

(see 31.205-16(g)).

3. Section 31.205-16 is amended by
revising the section heading and adding
paragraph (g) to read as follows:

. 31.205-16 Gains and losses on

disposition or impairment of depreciable
property or other capital assets.

(g) With respect to long-lived tangible
and identifiable intangible assets held -
for use, no loss shall be recognized for .
a write-down from carrying value to fair
value as a result of impairments caused
by events or changes in circumstances
(e.g., environmental damage, idle
facilities arising from a declining

‘business base, etc.). Depreciation or

amortization on pre-write-down
carrying value of impaired assets not yet
disposed of shall continue to.be
recoverable under established
depreciation or amortization schedules
to-the extent it is not otherwise
unallowable under other provisions of
the FAR.

[FR Doc. 95-30442 Filed 12-13-95; 8: 45 am]
BILLING CODE 6820-EP-M

[Federal Acquisition Circular 90-35]

Federal Acquisition Regulahon, Rates
of Inflation :

AGENCIES: Department of Defense (DOD),
General Services Administration (GSA),
and National Aeronautics and Space
Administration (NASA). -

~ 'ACTION: Annual notice of rates of

inflation.

The Civilian Agency Acquisition
Council and the Defense Acquisition
Regulations Council have agreed to -
publish as an information item, the rates
of inflation which are used in

.conjunction with other factors to

determine the allowability of IR&D/B&P

" costs for major contractors under

31.205-18(c)(2)(i)(C)(2) during the first
three contractor fiscal years beginning
on or after October 1, 1992. The
following rates of inflation are effective
immediately, and shall remain in effect
until superseded by the next .
publication, which is anticipated in
January 1996:

. Annual

Fiscal year percent-

age rate

1994 25

1995 29

1996 3.0

1997 3.0

The above rates are.the Price .

Escalation Indices for the Research,

Development, Test & Evaluation
(RDT&E) Account, Total Obligation

. Authority (TOA), issued by the

Principal Deputy Under Secretary of
Defense (Comptroller) on January 10,
1995. These rates of inflation supersede
those published in FAC 90-23, Item
XL—Annual Notice of Rates of Inflation,
in the Federal Reglster on December 28,

-1994.

Dated: December 8, 1995.
Edward C. Loeb, :
Acting Director, Oﬁ‘ice of Federal Acqws:tzon
Policy. -
[FR Doc. 9530443 Filed 12-13-95; 8:45 am]
BILLING CODE 6820-EP-M '
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ACQUISITION AND
TECHNOLOGY

DP/CPF

MEMORANDUM FOR DEPUTY DIRECTOR, DEFENSE ACQUISITION REGULATIONS
SYSTEM

SUBJECT: Accounting for Impairment of Long-Lived Assets

The Financial Accounting Standards Board plans to issue a new
rule in February that will require publicly-held firms to recognize
asset impairment losses resulting from certain events or changes in
circumstances (e.g., environmental damage) when recovery of carrying
values is improbable. Once written down, the previous carrying
amount of an asset cannot be restored if the impairment is
subsequently removed. The rule will apply to financial statements
for fiscal years beginning after June 15, 1995.

Under current CAS and FAR provisions, impairment losses on
assets held for use cannot be recognized for Government contracting.
Nonetheless, uncertainty and potential controversy might be avoided
if an appropriate FAR change is implemented to clarify existing
policy on the subject.

CPF has staffed the issue with selected members of the Cost
Principles and CAS committees, and drafted a proposed change to FAR
31.205-16 with collaterals (Attachment). Given the short lead time
available to us, I would like this case to receive top priority.
Please establish a case number and process the case as quickly as

possible.

Eleanor R. Spector

Director, Defense Procurement
Attachment




Proposed change shown in [brackets].

PART 31--CONTRACT COST PRINCIPLES AND PROCEDURES

* * * *

31.205-16 Gains and losses on disposition of depreciable
property or other capital assets.

(a) Gains and losses from the sale, retirement, or other
disposition (but see 31.205-19) of depreciable property shall
be included in the year in which they occur as credits or
charges to the cost grouping(s) in which the depreciation or
amortization applicable to those assets was included (but see
paragraph (d) of this subsection). However, no gain or loss
shall be recognized as a result of the transfer of assets in a
business combination (see 31.205-52). [Moreover, with respect
to long-lived tangible and identifiable intangible assets held

for use, no loss shall be recognized for a write-down from

carrying value to fair value as a result of impairments caused
I

by events or changes in circumstances (e.g., environmental
—

damage, idle facilities arising from a declining business base,

etc.). Depreciation or amortization on pre-write-down carrying

—

values of impaired assets not yet disposed of shall continue to

be recoverable under established depreciation or amortization

schedules to the extent it is not otherwise unallowable under

other provisions of the FAR.]

* * * *
Attachment




PROPOSED FEDERAL REGISTER NOTICE

DEPARTMENT OF DEFENSE
GENERAL SERVICES ADMINISTRATION
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

48 CFR Part 31
Federal Acquisition Regulation (FAR); Impaired Assets.

AGENCIES: Department of Defense (DoD); General Services
Administration (GSA); and National Aeronautics and Space
Administration (NASA).

ACTION: Request for comment on proposed rule.
COMMENTS: Comments should be submitted to the FAR Secretariat
at the address shown below on or before (60 days from
publication), to be considered in the formulation of a final
rule.
SUMMARY: The Civilian Agency Acquisition Council and the
Defense Acquisition Regulations Council are considering

s % :

—revising—-FAR 31.205-16 to—set forth-a clarificatieme$f existing
rules regarding the allowability of losses recognized when
carrying values of impaired assets are written down for
financial reporting.

ADDRESS: Interested parties should submit written comments to:
General Services Administration, FAR Secretariat (VRS), 18th &
F Streets, N.W., Room 4041, Washington, DC 20405. Please cite
FAR Case 95-XX in all correspondence related to these issues.
EFFECTIVE DATE:
FOR FURTHER INFORMATION CONTACT: Ms. Beverly Fayson, FAR

50/ - Y78k
Secretariat, telephone (202) £523—=4755. Please cite FAR Case

95-XX.




SUPPLEMENTARY INFORMATION:

A. Background

M— . .
The—xewi+s+en proposed-by—the—eouneils-is intended to

clarify extant cost allowability rules regarding recognition of
gains and losses related to long-lived assets. Tﬁ?é-prcpcsed*
rule addresses a cost category which is the subject of a
Financial Accounting Standards Board proposed Statement of
Financial Accounting Standards (SFAS), No. 132-B, dated
November 29, 1993, and entitled "Accounting for the Impairment
of Long-Lived Assets.” The SFAS applies to long-lived assets
(such as land, buildings, and equipment), identifiable
intangibles, and related goodwill, and establishes guidance to
recognize and measure impairment losses. If impaired assets
are to be held for use, the SFAS requires a write-down to fair
value when events or circumstances (e.g., environmental damage,
idle facilities arising from declining business, etc.) indicate
that carrying values may not be fully recoverable. Impaired
assets that are to be disposed of, however, would be reported
(with certain exceptions) at the lower of cost or fair value
less cost to sell. Once written down, the previous carrying
amount of an impaired asset could not be restored if the
impairment was subsequently removed. The final SFAS, which is
virtually unchanged from the proposed rule (except for certain
utility company provisions), is scheduled to be issued on
February 15, 1995. The SFAS will apply to all financial
statements issued for fiscal years beginning after June 15,

1995. 1In contrast to the SFAS provisions, Cost Accounting



Standard (CAS) 9904.409, "Depreciation of Tangible Capital
Assets," provides quite different criteria and guidance to
recognize gains and losses for Government contracting purposes.
The language at 9904.409-40(a) (4) and (b) (4), 9904.409-50(3),
and related Promulgation Comment 10, "Gain or Loss," makes it
clear that gains and losses are recognized only upon asset
disposal; no other circumstances trigger such recognition. FAR
31.205-16, "Gains and losses on disposition of depreciable
property and other capital assets," reflects the CAS provision
that an asset be disposed of in order to recognize a gain or
loss. The FAR rule applies to both CAS and non-CAS covered
contracts. Conseqﬁently, for Government contracting purposes,
an impairment loss is recognized only upon disposal of the
impaired asset and, like other losses, it is measured as the
difference between the net amount realized and the impaired
asset's undepreciated balance. Government contractors,
therefore, recover the carrying values of impaired assets held
for use by retaining pre-write-down depreciation or
amortization schedules as though no impairment had occurred.

3 larif ] o 11 bili ———
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B. Regulatory Flexibility Act

This proposed rule is not expected to have a significant
economic impact on a substantial number of small entities
within the meaning of the Regulatory Flexibility Act, 5 U.S.C.

601, et seqg., because most contracts awarded to small entities
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are awarded on a competitive fixed-price basis andrcost
principles do not apply. An Initial Regulatory Flexibility
Analysis has, therefore, not been performed. Comments from
small entities concerning the affected FAR subpart will be
considered in accordance with 5 U.S.C. 610. Such comments must
be submitted separately and should cite 5 U.S.C. 601, et seqg.
(FAR case 9542?), in correspondence.
cC. Paperwork Reduction Act

The Paperwork Reduction Act does not apply because the
proposed change to the FAR does not impose record keeping or
information collection requirements, or collections of
information from offerors, contractors, or members of the
public which require the approval of the Office of Management
and Budget under 44 U.S.C. 3501, et seqg.
List of Subjects in 48 CFR Part 31:

Government procurement.

Dated:




Case Management Record

Discussion Handout

FAR Case  95-003 Date  January 30, 1995

Title  Impairment of Long-Lived Assets

Priority 1 Submitted By Ladd | Originator Code O
Case Manager Mens Case References

FAR Cites DFARS Cites

Cognizant Committees Cost Principles and CAS

Coordination CPF

Recommendation Discuss: ;} e

e

This is a new case initiated at the request of the Director of Defense Procurement to revise the
FAR to implement a new Financial Accounting Standards Board (FASB) rule that will require
publicly-held firms to recognize asset impairment losses resulting from certain events or
changes in circumstances when recovery of carrying values is improbable.

CPF has already developed a proposed rule and staffed it with selected members of the Cost
Principles and CAS Committees. Please do whatever staffing you need to do within your
agency so that we might discuss the draft language and reach agreement on a fast-track basis.

JAN 31 1995
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DP/CPF

MEMORANDUM FOR DEPUTY DIRECTOR, DEFENSE ACQUISITION REGULATIONS
SYSTEM

SUBJECT: Accounting for Impairment of Long-Lived Assets

The Financial Accounting Standards Board plans to issue a new
rule in February that will require publicly-held firms to recognize
asset impairment losses resulting from certain events or changes in
circumstances (e.g., environmental damage) when recovery of carrying
values is improbable. Once written down, the previous carrying
amount of an asset cannot be restored if the impairment is
subsequently removed. The rule will apply to financial statements
for fiscal years beginning after June 15, 1995.

Under current CAS and FAR provisions, impairment losses on
assets held for use cannot be recognized for Government contracting.
Nonetheless, uncertainty and potential controversy might be avoided
if an appropriate FAR change is implemented to clarify existing
policy on the subject.

CPF has staffed the issue with selected members of the Cost
Principles and CAS committees, and drafted a proposed change to FAR
31.205-16 with collaterals (Attachment). Given the short lead time
available to us, I would like this case to receive top priority.
Please establish a case number and process the case as quickly as

possible.

Eleanor R. Spector

Director, Defense Procurement
Attachment



DAR Case 95-XX
Baseline: FAR posted through FAC 94-20

Proposed change shown in [brackets].

PART 31--CONTRACT COST PRINCIPLES AND PROCEDURES

* * * *

31.205-16 Gains and losses on disposition of depreciable
property or other capital assets.

(a) Gains and losses from the sale, retirement, or other
disposition (but see 31.205-19) of depreciable property shall
be included in the year in which they occur as credits or
charges to the cost grouping(s) in which the depreciation or
amortization applicable to those assets was included (but see
paragraph (d) of this subsection). However, no gain or loss
shall be recognized as a result of the transfer of assets in a
business combination (see 31.205-52). [Moreover, with respect
to long-lived tangible and identifiable intangible assets held
for use, no loss shall be recognized for a write-down from
carrying value to fair value as a result of impairments caused
by events or changes in circumstances (e.g., environmental
damage, idle facilities arising from a declining business base,
etc.). Depreciation or amortization on pre-write-down carrying
values of impaired assets not yet disposed of shall continue to
be recoverable under established depreciation or amortization
schedules to the extent it is not otherwise unallowable under
other provisions of the FAR.]

* * * *
Attachment



PROPOSED FEDERAL REGISTER NOTICE

DEPARTMENT OF DEFENSE
GENERAL SERVICES ADMINISTRATION
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

48 CFR Part 31
Federal Acquisition Regulation (FAR); Impaired Assets.
AGENCIES: Department of Defense (DoD); General Services

Administration (GSA); and National Aeronautics and Space
Administration (NASA).

ACTION: Request for comment on proposed rule.

COMMENTS: Comments should be submitted to the FAR Secretariat
at the address shown below on or before (60 days from
publication), to be considered in the formulation of a final
rule.

SUMMARY: The Civilian Agency Acquisition Council and the
Defense Acquisition Regulations Council are considering
revising FAR 31.205-16 to set forth a clarification of existing
rules regarding the allowability of losses recognized when
carrying values of impaired assets are written down for
financial reporting.

ADDRESS: Interested parties should submit written comments to:
General Services Administration, FAR Secretariat (VRS), 18th &
F Streets, N.W., Room 4041, Washington, DC 20405. Please cite
FAR Case 95-XX in all correspondence related to these issues.
EFFECTIVE DATE:

FOR FURTHER INFORMATION CONTACT: Ms. Beverly Fayson, FAR

Secretariat, telephone (202) 523-4755. Please cite FAR Case

95-XX.




SUPPLEMENTARY INFORMATION:
A. Background

The revision proposed by the councils is intended to
clarify extant cost allowability rules regarding recognition of
gains and losses related to long-lived assets. This proposed
rule addresses a cost category which is the subject of a
Financial Accounting Standards Board proposed Statement of
Financial Accounting Standards (SFAS), No. 132-B, dated
November 29, 1993, and entitled "Accounting for the Impairment
of Long-Lived Assets. The SFAS applies to long-lived assets
(such as land, buildings, and equipment), identifiable
intangibles, and related goodwill, and establishes guidance to
recognize and measure impairment losses. If impaired assets
are to be held for use, the SFAS requires a write-down to fair
value when events or circumstances (e.g., environmental damage,
idle facilities arising from declining business, etc.) indicate
that carrying values may not be fully recoverable. Impaired
assets that are to be disposed of, however, would be reported
(with certain exceptions) at the lower of cost or fair value
less cost to sell. Once written down, the previous carrying
amount of an impaired asset could not be restored if the
impairment was subsequently removed. The final SFAS, which is
virtually unchanged from the proposed rule (except for certain
utility company provisions), is scheduled to be issued on
February 15, 1995. The SFAS will apply to all financial
statements issued for fiscal years beginning after June 15,

1995. 1In contrast to the SFAS provisions, Cost Accounting



Standard (CAS) 9904.409, "Depreciation of Tangible Capital
Assets, " provides quite different criteria and guidance to
recognize gains and losses for Government contracting purposes.
The language at 9904.409-40(a) (4) and (b) (4), 9904.409-50(3),
and related Promulgation Comment 10, "Gain cr Loss," makes it
clear that gains and losses are recognized only upon asset
disposal; no other circumstances trigger such recognition. FAR
31.205-16, "Gains and losses on disposition of depreciable
property and other capital assets," reflects the CAS provision
that an asset be disposed of in order to recognize a gain or
loss. The FAR rule applies to both CAS and non-CAS covered
contracts. Consequently, for Government contracting purposes,
an impairment loss is recognized only upon disposal of the
impaired asset and, like other losses, it is measured as the
difference between the net amount realized and the impaired
asset's undepreciated balance. Government contractors,
therefore, recover the carrying values of impaired assets held
for use by retaining pre-write-down depreciation or
amortization schedules as though no impairment had occurred.
In order to clarify the existing cost allowability rule, both
councils have agreed to proceed with publication of this
proposed rule.
B. Regulatory Flexibility Act

This proposed rule is not expected to have a significant
economic impact on a substantial number of small entities
within the meaning of the Regulatory Flexibility Act, 5 U.S.C.

601, et seg., because most contracts awarded to small entities



are awarded on a competitive fixed-price basis and cost
principles do not apply. An Initial Regulatory Flexibility
Analysis has, therefore, not been performed. Comments from
small entities concerning the affected FAR subpart will be
considered in accordance with 5 U.S.C. 610. Such comments must
be submitted separately and should cite 5 U.S.C. 601, et seg.
(FAR case 95-XX), in correspondence.
Cs Paperwork Reduction Act

The Paperwork Reduction Act does not apply because the
proposed change to the FAR does not impose record keeping or
information collection requirements, or collections of
information from offerors, contractors, or members of the
public which require the approval of the Office of Management
and Budget under 44 U.S.C. 3501, et seq.
List of Subjects in 48 CFR Part 31:

Government procurement.

Dated:





