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FAR Case 95-003 
MEMORANDUM FOR DIRECTOR, DEFENSE ACQUISITION REGULATIONS COUNCIL 
SUBJECT: FAR Case 95-003, Impairment of Long-Lived Assets 
I . FPOBLPM 

The Cost Principles Committee vas tasked to reviev public 
comments received in response to the subject interim rule 
published in the Federai i?egister on 14 December 1995 and to 
draft a final rule. 
I I . RECOMMENDATION 

That the interim rule be amended as shovn in TAB A and 
adopted as a final rule. 
I I I . BACKGROtTND 

The interim rule vas intended to clarify that impairment 
losses recognized for financial accounting purposes under the 
Financial Accounting Standards Board's Statement of Financial 
Accounting Standards (SFAS), No. 121, "Accounting for the 
Impairment of Long-Lived Assets and f o r Long-Lived Assets To Be 
Disposed Of," are not allovable for Government contract costing. 
The interim rule revised the existing language at FAR 31.205-11 
and 31.205-16 to expressly state that for Government contracting 
purposes, any loss (including an impairment loss) is recognized 
only upon disposal of the asset. Until an impaired asset i s 
disposed of, depreciation is limited to the amounts that vould 
have been alloved before any impairment loss occxirred. 

SFAS No. 121, effective for company fiscal years beginning 
after 15 December 1995, addresses the impairment of long-lived 
assets (such as land, buildings, and equipment), certain 
identifiable intangibles, and related goodvill. The SFAS 
"requires that long-lived assets and certain identifiable 
intangibles to be held and used by an entity be revieved for 
impairment vhenever events or changes in circumstances Indicate 
the carrying amount of an asset may not be recoverable." Such 
events include a significant decrease in the narket value of an 
asset, change in the extent or manner in vhich an asset i s used, 
and adverse change in legal factors or business climate. I f tbe 
company believes that the expected futtire cash flovs from the use 
of the asset and eventual disposition are less than the carrying 
amount (usually net book value) of the asset, an impairment loss 
must be recognized. 



For inpaired assets expected to be held and used, the net 
book value is reduced to fair value (i.e., the current amount the 
asset could be bought or sold for betveen villing parties). Once 
an asset i s witten dovn due to an inpaiment loss, the asset 
cannot be iirritten back up, even i f the inpaiment i s subsequently 
renoved. Inpaired assets to be disposed of are generally 
reported at the lover of the carrying anount or fair value less 
cost to s e l l . 
IV. EVALUATION OF COMMEIITS 

Responses vere received fron the folloving fovur eonnentors; 
Sundstrand Aerospace, National Sectirity Industrial Association 
(NSIA), Aerospace Industries Association (AIA), and the Anerican 
Bar Association (ABA). All eonnentors oppose the rule and 
believe i t is unnecessary. Essentially, they contend that the 
rule should be vithdravn because i t (1) i s contrary to Generally 
Accepted Accounting Principles (GAAP), (2) involves a subject 
natter beyond the authority of the Councils, and (3) i s 
administratively burdensome. The Committee's analysis of the 
substantive issues raised by the commentors follovs. 

A. Contrary to GAAP 
NSIA asserts that Government contract accounting should not 

depart from GAAP unless public policy or other special 
circumstances varrant deviation. AIA states that the interin 
rule is unvarranted and contrary to sound accounting theory. The 
commentors also state that the interim rule does not address vhy 
SFAS No. 121 should not be used for Governnent accounting. 

The interin rule does depart fron GAAP, because in this 
instance, i t i s inadequate for Governnent contract costing. GAAP 
is required to be folloved in the absence of contract zules to 
the contrary. Hovever, vhen GAAP produces an Inequitable result, 
the Governnent has the right and fiduciary responsibility to the 
U.S. taxpayers to prescribe another arrangenent. The Connittee 
continues to believe that the interin rule protects the 
Governnent's interests and provides for equitable treatnent. 

The relevance of GAAP for Governnent contracting purposes is 
perhaps best summarized by the Anerican Institute of Ceztified 
Public Accountants (AICPA). The AICPA nakes the folloving 
statenent in Section 2.46 of the Audit and Accounting Guide for 
Aadits of Federal Govemment Contractors: 



"Generally accepted accounting principles (GAAP) are 
established for financial accotmting ptirposes and provide 
l i t t l e guidance for cost accotmting puzposes in the 
Governnent contracting industry. Consequently, GAAP i s 
applied only vhen no guidance in FAR or CAS exists." 
To illustrate the inequity of SFAS No. 121, consider assets 

such as land and buildings and hov their values can change over 
tine. I f these types of assets becone inpaired, an estinated 
loss v i l l be recognized tmder GAAP. The estinated one-tine 
period loss could then be charged to Governnent contracts even 
though the assets are s t i l l being used by the conpimy. Since the 
Governnent intends to reinbtirse the contractor i t s historical 
costs and the assets have not actually been disposed of, the 
contractor has not experienced a real out-of-pocket loss. The 
loss, i f any, v i l l be realized vhen the assets are ultinately 
disposed of at sone future point. Also, the Governnent vould not 
receive a credit i f the inpaiment i s subsequently renoved 
because GAAP prohibits the restoration of a previously recognized 
inpaiment loss. 

B. Involves a Subject Matter Beyond the Auttaority of ttae 
Councils 

The eonnentors believe that the interin rule addresses the 
neastirenent or allocation of eost vhieh i s vithin the exelusive 
statutory authority of the CAS Board (CASB). The eonnentors 
quote 41 U.S.C. 422(j)(4) vhich gives the CASB exclusive 
authority vith respect to t:he neastirenent, assignnent, or 
allocation of costs subject to CAS. The basie eoneern i s 
stinnarized in the folloving ABA eonnent; 

"Although the Section acknovledges the role of the Defense 
Acquisition Regulations Cotmcil and the Civilian Ageney 
Acquisition Council vith respeet to cost allovability 
natters, natters of publie poliey, i t i s clear fron both the 
nattire of the Interin Rule, as veil as the Backgrotmd 
discussion, that the Cotmcils have chosen to address a 
natter involving a governnent contraet eost accotmting 
practice—a natter beyond t:heir authority. Rulenaking and 
regulatory guidanee in this area should appropriately be 
issued by the CAS Board." 

Connittee Connents 
This issue i s fundanental to the case. The Connittee agrees 

that the CASB has sole authority over the neastirenent, 
assignnent, and alloeation of costs for CAS-covered contracts. 
Hovever, not a l l Governnent eontraets are stibject to CAS. 
Ftirther, CAS 404 and 409 do not address the neastirenent, 
assignnent, or allocation associated vith intangible capital 
assets. 



The CASB acknovledges that cost allovability i s a contract 
adninistration natter. The CASB nakes the folloving eonnents in 
its Statenent of Objeetives, Poiieies and Concepts: 

"Nhile the Board has exelusive authority for establishing 
Standards governing the neastirenent, assignnent and 
allocation of costs, i t does not detemine the allovability 
of categories of individual itens of costs. 

The use of Cost Accotmting Standards has no direet bearing 
on the allovability of those individual itens of cost vhich 
are subject to linitations or exclusions set forth in the 
contract or vhieh are othervise specified as tmallovable by 
the Governnent." 
In addition, recognition of the eoneept of "allovability" i s 

found in the folloving quote fron the Boeing SERP Case Appeal 
(Court of Appeals for the Federal Cireuit (CAFC) Case No. 86-927, 
October 1, 1986): 

"Since the allovability of a cost renains the province of 
the proctiring agencies, the DOD nay l i n i t costs based upon 
rational procurenent poiieies and not a l l eosts are deened 
reasonable just because they have been inctirred and 
neasured, allocated and assigned in aeeordance vith CAS 
requirenents." 
While the CAS could be sinilarly anended or interpreted in a 

vay that vould conclude that recognition of asset inpaiments for 
Government contracting i s inappropriate, i t i s not likely this 
v i l l oceur in the near futtire. In the neantine, U.S. taxpayers 
could end up paying for estinated losses recognized for financial 
accounting ptirposes that v i l l not actually be realized for years, 
i f at a l l - a elearly inecpiitable result. Hovever, to ftirther 
clarify that the cost principle i s an "allovability", and not a 
"measurement or allocability" rule vith respeet to CAS-covered 
contraets, ve have rephrased the interin rule. In addition, ve 
have added a sentence to 31.205-11(0) to enstire there i s no 
confliet vith CAS 409.50(1) by clarifying that ehanges in 
depreciation nay result fron other pemissible eauses. 

C. Adninistratively Burdensome 
The eonnentors allege that the rule i s adninistratively 

btirdensone beeause i t v i l l neeessitate keeping an extra set of 
fixed asset reeords. 



comnittee Connents 
We disagree. Contraetors are already required to segregate 

tmallovable costs for Governnent contraeting ptirposes (e.g., 
treatnent of gains or losses stibsequent to nergers or business 
combinations) and to naintain fixed asset records. Moreover, 
contractors nay already have to keep nore than one set of fixed 
assets records, regardless of the eost prineiple, beeause of 
differences in depreciation nethods required by GAAP, state, 
and/or Federal tax rettirns. 

V. COLLATERALS 
A. Reoulatorv yiexibllitv Aet 
This final rule i s not expeeted to have a significant inpact 

on a substantial ntimber of small entities vithin the meaning of 
the Regulatory Flexibility Aet, 5 U.S.C. 601 et seq,, because 
most contraets avarded to small entities are avarded on a 
competitive, fixed price basis and the cost principles do not 
apply. 

B. Papervork Reduction Act 
The Papervork Reduction Act does not apply beeause the 

changes to the FAR do not impose record keeping or infomation 
collection requirements, or eollections of infomation from 
offerors, eontraetors, or members of the ptiblic vhich require the 
approval of the Office of Management and Budget tmder 44 U.S.C. 
3501 et seg. 
VI. SUMMARY 

All Committee menbers belov conctir in the eontents of this 
report. 

Clarence M. Beltoi 
Chaimem, Cost Principles Connittee 

POP Members 
Paul A. Schill, Air Force 
James Bozzard, Amy 
Stephen T. Larkin, DCAA 
Glenn Gulden, DLA 
Chris Wemer, OSD 

Non-DOD Members 
B i l l Childs, NASA 
B i l l Dtmn, EPA 
Jerry Olson, GSA 
Terry Sheppard, DOE 

TAB A—Comnittee Reconnended Final Rule 
5 



TAB A 
RECOMMENDED COMMITTBE LAMQUAQB 

The baseline language i s the interin rule ptiblished in the 
Federal Register on Decenber 14, 1995. Changes are represented 
by [bold print in brackets] for nev language and otrikoout for 
deleted language. 
31.205-11 Depreciation 

(o) In the event of a %n:ite-dovn fron earrying value to 
fair value as a result of inpaiments caused by events or chemges 
in circtinstances, [allovable] depreciation of the inpaired assets 
shall not oxoeod [be limited to] the anotmts [ttaat vould taave 
been alloved taad ttae assets not been] establiohod on dcprooiatlen 
sohoduloo in uoo prior to the %nfitc-do%m [vritten dovn] (see 
31.205-16(g)). [Hovever, ttais does not preolude a ctaange in 
depreoiation resulting fron ottaer causes suota as pemissible 
ctaanges in estinates of servioe l i f e , oonsunption of servioes or 
residual value.] 
31.205-16 Gains and losses on disposition or impaiment of 
depreciable property or ottaer capital assets 

(g) With respect to long-lived tangible and identifiable 
intangible assets held for use, no loss shall be geoognised 
[alloved] for a vrite-dovn fron earrying value to fair value as i 
result of inpaiments caused by events or changes in 
circtinstances (e.g., environnental danage, idle faeilities 
arising fron a declining business base, etc.). [If depreciable 
property or ottaer capital assets taave been vritten dovn from 
earrying value to fair value due to impainents, gains or losses 
upon disposition staall be ttae amounts ttaat vould taave been 
alloved taad ttae assets not been vritten dovn.] Depreoiation eg 
anogtieation on prc-vrite do%m oaggying value ef inpaired aooets 
not yet diopoocd of ohall oontinue to be geeovcgable tmdeg 
established dopgcoiation og anogtieation oohoduleo te the extent 
i t io not othcgvioo tmallovable tmdeg otheg pgovioieno of the 
«mT> 



CLEAN VERSION Of RBCOMMENDED COMMITTBB LANQUAQE 
31.205-11 Depreciation 

(o) In the event of a %nrite-do%n:i fron carrying value to 
fair value as a result of inpaiments caused by events or ebanges 
in eireunstanees, allovable depreciation of the inpaired assets 
shall be the anotmts that vould have been alloved had the assets 
not been vritten-dovn (see 31.205-16(g)). Hovever, this does not 
preclude a ehange in depreciation resulting fron other causes 
such as pemissible changes in estinates of service l i f e , 
constinption of serviees or residual value. 

31.205-16 Gains and losses on disposition or impaiment ef 
depreciable property or ottaer eapitai assets 

(g) With respeet to long-lived tangible and identifiable 
intangible assets held for use, no loss shall be alloved for a 
vrite-dovn fron carrying value to fair value as a result of 
inpaiments eaused by events or ehanges in circtinstances (e.g., 
environnental danage, idle f a c i l i t i e s arising fron a declining 
business base, etc.). I f depreciable property or other capital 
assets have been vritten dovn fron earrying value to fair value 
due to inpaiments, gains or losses upon disposition shall be the 
anotmts that vould have been alloved had the assets not been 
vritten do%m. 
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DEPARTMENT OF DEFENSE 

GENERALSERVICES 
ADMINISTRATION 

NATIONAL AERONAUTICS AND 
SPACE ADMINISTRATION 

48 CFR Part 31 
(FAC 90-35; FAR Cne 95-003] 
RIN900OWkQ73 

Federal Acquisition Regulation; 
Impairment of Long-Lived Assets 
AQENaES: Depaitment of Defense (DOD), 
General Services Administration (GSA), 
and National Aeronautics and Space 
Adininistration (NASA). 
ACTION: Interim rule, with request for 
comments. 
SUMMARY: Hie Qvilian Agency 
Acquisition Coimcil and the Defense 
Acquisitian Regulations Council have 
agreed to an interim rule to clarify the 
allowability of losses recognized when 
canying values of impaired assets are 
written down for financial reporting 
puiposes. This regulatory action was not 
subject to Office of Mflnagement and 
Budget review under Executive Order 
12866, dated September 30,1993. 
DATES: Effective Date: December 14, 
1995. 

Comment Due Dote; To be considered 
in the formulation of a final rule, 
coinments should be submitted to the 
addiess given below on or before 
February 12,1996. 
ADORESSES: CoinmenU should be 
submitted to: General Services 
Administration. FAR Secretariat. 18th ft 
F Stieets NW., Room 4037, Washington. 
DC 20405. 
FOR FURTHER MFORMAnON CONTACT: 
Mr. Jeremy F. Olson at (202) 501-3775 
in reference to this FAR case. For 
general information, contact the FAR 
Secretariat, Room 4037, GS Building, 
Washington. DC 20405 (202) 501-4755. 
Please dts FAC 90-35, FAR Case 95-
003. 
SUPPLEMENTARY MPORMATION: 
A. Backgromid 

This interim rule is intended to clarify 
cost allowabiUty rules conceming the 
recognition of gains and losses related to 
long-lived assets. The rule addresses a 
cost categoiy which is the subject of a 
Financial Accounting Standards Board 
Statement of Financial Accoimting 
Standards (SFAS), No. 121, dated March 
1995, entitled "Accounting for the 
Impaiiment of Long-Lived Assets and 
for Long-Lived Assets To Be Disposed 
Of." 

The SFAS applies to long-lives assets 
(such as land, ouildings, and 
equipment), identifiable intangibles, 
and related goodwill, and establishes 
guidance to recogmze 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 
drcumstances (e.g., environmental 
dainage. idle facihties aiising from 
declining business, etc) indicate that 
canying 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. 

In contrast to the SFAS provisions. 
Cost Accounting Standard (CAS) 
9904.409, "Depredation of Tangle 
Capital Assets", provides quite difi'erent 
criteria and guidance to recogmze gains 
and losses for Goveinment contiact 
puiposes. The language at 9904.409-40 
(a)(4) and (b)(4), 9904.409-50(j). and 
related Promulgation Comment 10, 
"Gain or Loss," makes it dear that gains 
and losses are recognized only upon 
asset disposah-no other dicumstances 
triner such recognition. 

FAR 31.205-16 refiects the CAS 
piovisions that an asset be disposed of 
in order to recognize a gain ca loss. The 
FAR rule apphes to both CAS and non-
CAS coveied contracts. Consequently, 
fbr Government contract purposes, an 
impairment loss is recognized only 
upon disposal of the impaired asset 
like other losses, it is measured as the 
difiierence between the net amount 
realized and the impaired asset's 
undepreciated balance. Government 
contradors, therefore, recover the 
canying values of impaired assets held 
for use by retaining pre-write-down 
depreciation or amortization schedules 
as though no impaiiment had occuned. 
The rule addresses the treatment of 
losses for impaired assets by adding a 
new pangi^h (o) at 31.205^11, and 
revising the title and adding a new 
paragraph (g) at 31.205.16. 
B. Regnlatoiy Flexibility Act 

The interim rule is not eiqiected to 
have significant econoinic impad on a 
substantial number of small entities 
within the meaning of the Regulatoiy 
Flexibihfy Ad, 5 U.S.C 601 et seq. 
because most contracts awarded to 
sinall entities are awaided on a 
competitive fixed-price basis and the 
cost prindples do not apply.. An Initial 
Regulatoiy Flexibihfy /Goalysis has, 
therefore, not been performed. 

Comments are invited from sinall 
businesses and other interested paities. 
Comments from small entities 
conceming the affeded FAR parts will 
also be consideied in accordance with 5 
U.S.C 610. Such comments must be 
subinitted separately and dte 5 U.S.C 
601, et seq. (FAC 90-35, Far case 95-
003) in correspondence. 
C Paperworic Redaction Ad 
. The Paperwork Reduction Ad does 
not apply because the rule does not 
impose any reporting or record keeping 
requirements which require the 
approval of the Office of Management 
and Budget under 44 U.S.C 3501. et 
seq. 
D. Detennination To larae an Interim 
Rnle 

A detennination has been made under 
authorify ofthe Secretary ofDefense 
(DOD), the Administrator of General 
Services (GSA), and the Administrator 
of the National Aeronautics and Space 
Admuiistration (NASA) that, pursuant 
to 41 U.S.Q 418b, uigent and 
compellii^ reasons exist to publish an 
interim rule prior to afiording the pubhc 
an opportunify to camment This action 
is necessaiy because the Statement of 
Finandai Accounting Standaids No. 
121, Accounting for the Impainnent of 
Long-Lived Assets and for Long-Lived 
Assets to be Disposed Of, dated March 
1995, requires all pubhdy owned fiims 
to recognize impainnent losses in their 
finandai statements for fiscal years 
beginning after December 15,1995. It is 
likely that Govemment contractora 
whose 1996 fiscal year begins afier 
Deceinber 15,1995, will recognize 
impainnent losses for finanrial 
repoiting and claim a poition ofsuch 
losses either on current contracts oi on 
those awarded after December 15,1995. 
In order to ensure that contradore' 
impainnent losses are not paid by the 
Federal Government it is necessaiy to 
issue this clarification of existing cost 
prindples eiqpeditiousfy. However, 
puisuant to Public Law 98-577 and FAR 
1.501, pubhc coinments received in 
response to this interim rule will be 
oonsidered in fonnulating the final rule. 

List of Subjects in 48 CFR Part 31 
Goveniment procurement 
Dated: December 8,1995. 

Edwani C Lodt, 
Acting IXnctor, toffice of Federal Acquisttion 
Policy. 
Faderal Acqnisitiaii Circular 
Number 90-35 

Federal Acquisitioix Circular (FAC) 90-35 
is issued imder the authority of tbe Secretaiy 
of Defense, the Administrator of General 
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Services, and iba Administiator tat tfae 
Natiooal Aeronautics and Space 
Administntion. 

Unless otheiwise specified, all Federal 
Acquisition Regulation (FAR) and other 
directive mateiial contained in FAC 90-35 is 
efiective December 14.1995. 

Dated: December 1,1995. 
Eleanor R. Spector, 
Director. Defense.ProcuremenL 

Dated: December 6.1995. 
IdaM.Ustad. 
Associate Adininistrator. for Aapiisition 
PcJicy. 

bated: Decanber 7,1995. 
Tom Luedtke, 

. Deputy Associate Administratxx-for 
Procuiement, NASA. . 

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

PART 31—CONTRACTCOST 
PRINaPLES AND PROCEDURES 

1. The authorify dtation for 48 CFR 
Part 31 continues to read as foUows: 

Aitflioritr- 40 U.S.C 486(c): 10 U.S.C 
dieter 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 
this subsection)."; and by adding 
paiagraph (o) to read as follows: 
31.205-11 Depreciation. 
• * * * * •. 

(o) hi the event of a write-down from 
canying value to fair value as a result 
of impaiiments caused by events or 
changes in circurnstances. depreciation 
of the impaired assets shall not exceed 
the amotints estabhshed on depredation 

schedules in iise prior to the write-down 
(see 31.205-16(g)). 

3. Section 31.205-16 is ammded by 
revising the section heading and adding 
paragraph (g) to read as follows: 
31.20S-16 Gains and losses on 
disposition or impaimient of depradalile 
property or other capital I 

(g) With resped to long-Uved tangible 
and identifiable intangible assets held * 
for use. no loss shaU be recognized for. 
a write-down from canying value to fair 
value as a result of impaiiments catised 
by events or changes in dicumstances 
(e.g.. environmental damage, idle 
fedUties arising from a ded^iing 
business base, etc.). Depredation or 
amortization on pre-write-down 
canying value of impaired assets not yet 
disposed of shaU continue ta be 
recoverable \mder established 
depreciation or amortization schedules 
to-the extent it is not otherwise 
unaUowable under other provisions of 
theFAR. 
IFR Doc 95̂ 0442 Hied 12-13-95:8:45 am] 
HLUNQ o o o c ( 

48CFRPart31 
federal Acquisition Circular 90-351 

Federtf Acqiiisition Regulation; RMes 
of Inftatioh . ^ 
AGENCES:.Department ofDefense WOD). 
General Services Administration (GSA), 
and National Aeronautics and Space 
Administration (NASA). 
ACTION: Annual notice of rates of 
inflation. 

The Qvilian Agency Acquisition 
Coimdl and the Defense Acquisition 
Regulations Coundl have agreed to -
pubUsh as an information item, the rates 
of inflation which are used in 
. conjtmction with other fedors to 
deteimine tilie aUowabiUfy of IR&D/B&P 
costs for inajor contradors under 
31.205-18(c)(2)(i)(Q(2) during the first 
three contrador fis(al years beginning 
on or after Odober 1,1992. The 
foUowing rates of infiation are eSiective 
iinmediately, and shaU remain in effed 
untU superseded by the next 
pubUcation, which is antidpated in 
January 1996: 

Anoual 
Fecal year percent 

age rate 
1994 . 2.5 

2.9 
3,0 
SJO 

1995 . 
2.5 
2.9 
3,0 
SJO 

1996 

2.5 
2.9 
3,0 
SJO 1997 

2.5 
2.9 
3,0 
SJO 

2.5 
2.9 
3,0 
SJO 

The above rates are the Price 
Escalation Indices for the Research, 
Development Test & Evaluation 
(RDT&E) Account Total ObUgation 
Authorify fTOA), issued by the 
Prindpal Depiify Under Secretaiy of 
DefenM (Comptroller) on Januaiy 10. 
1995. These rates of inflation supersede 
those pubUshed in FAC 90-23, Item 
XL—^Annual Notice of Rates of InflatiaD, 
in the Federal Register on December 28. 
1994. 

Dated: December 8,1995. 
Edward C. Lodi, 
Acting Director. Office of Federal Acquisitiott 
Policy. 
(FRDoc 95-30443 nieid 12-13-95:8:45.am] 
MLUNQ c o o e «S20-O>-M 
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Case Management Record 
Discussion Handout 

FAR Case 95-003 Date January 30,1995 

Title Impainnent of Long-Lived Assets 

Priority 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: oz/is/ig 

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 aheady 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. 



OFFICE OF THE UNDER SECRETARY OF DEFENSE 
3000 D E F E N S E PENTAGON 

WASHINGTON DC 20301-3000 

ACQUtSmON AND 
TCCHNOLOGY 

DP/CPF 

viAiJ 2 5 1995 

MEMORANDUM FOR DEPUTY DIRECTOR, DEFENSE ACQUISITION REGULATIONS 
SYSTEM 

SUBJECT: Accoxmting f o r Inpairment of Long-Lived Assets 

The Financial Accotmting Standards Board plans to issue a new 
rule i n February that w i l l require p t i b l i c l y - h e l d firms to recognize 
asset impairment losses r e s u l t i n g from ce r t a i n events or changes i n 
circumstances (e.g., environmental damage) when recovery of carrying 
values i s inprobable. Once w r i t t e n down, the previous carrying 
amount of an asset cannot be restored i f the inpairment i s 
subsequently removed. The rule w i l l apply to f i n a n c i a l statements 
for f i s c a l years beginning a f t e r Jxme 15, 1995. 

Under current CAS and FAR provisions, inpairment losses on 
assets held for use cannot be recognized f o r Government contracting. 
Nonetheless, uncertainty and p o t e n t i a l controversy might be avoided 
i f an appropriate FAR change i s inplemented to c l a r i f y e x i s t i n g 
p o l i c y on the sxabject. 

CPF has st a f f e d the issue with selected members of the Cost 
Principles and CAS committees, and drafted a proposed change to FAR 
31.205-16 with c o l l a t e r a l s (Attachment). Given the short lead time 
available to us, I would l i k e t h i s case to receive top p r i o r i t y . 
Please establish a case nxamber and process the case as quickly as 
possible. 

Eleanor R. Spector 
Director, Defense Procurement 

Attachment 



DAR Case 95-XT  
P»B9liPe; FAR posted throuah PAC 94-20 

Proposed change shown i n [brackets]. 

PART 31—CONTRACT COST PRINCIPLES AND PROCEDDRES 
* * * * 

31.205-16 Oains 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 s h a l l 
be included i n the year i n which they occur as credi t s or 
charges to the cost grouping(s) i n which the depreciation or 
amortization applicable to those assets was included (but see 
paragraph (d) of t h i s sxibsection) . However, no gain or loss 
s h a l l be recognized as a re s u l t of the transfer of assets i n a 
business combination (see 31.205-52). [Moreover, w i t h respect 
to long-lived tangible and i d e n t i f i a b l e intangible assets held 
for use, no loss s h a l l be recognized f o r a write-down from 
carrying value to f a i r value as a r e s u l t of inpairments caused 
by events or changes i n circximstemces (e.g., environmental 
damage, i d l e f a c i l i t i e s a r i s i n a from a declining business base, 
e t c . ) . Depreciation or amortization on pre-write-down carrying 
values of inpaired assets not yet disposed of s h a l l continue to 
be recoverable xmder established depreciation or amortization 
schedules to the extent i t i s not otherwise xmallowable xmder 
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); Inpaired Assets. 
AGENCIES: Department of Defense (DoD); General Services 
Administration (GSA); and National Aeronautics emd Space 
Administration (NASA). 
ACTION: Request for comment on proposed r u l e . 
COMMENTS: Comments should be sxabmitted to the FAR Secretariat 
at the address shown below on or before (60 days from 
pxiblication) , to be considered i n the formulation of a f i n a l 
r u l e . 
SITMMARY: The C i v i l i a n Agency Acquisition Coxmcil and the 
Defense Acquisition Regulations Coxmcil are considering 

-revising FAR 31.205-16 to. set forfeh a r l a r i f i frnti on i?if e x i s t i n g 
rules regarding the a l l o w a b i l i t y of losses recognized when 
carrying values of inpaired assets are w r i t t e n down fo r 
f i n a n c i a l reporting. 
ADDRESS: Interested parties should sx±>mit 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 a l l correspondence related to these issues. 
EFFECTIVE DATE: 
FOR FURTHER INFORIIATION CONTACT: Ms. Beverly Fayson, FAR 
Secretariat, telephone (202) •SaS-̂ Tys*. Please c i t e FAR Case 
95-XX. 



SUPPLEMENTARY INFORHATION: 
A. Background 

The reviaien proposed by the eexineilo-is intended to 
c l a r i f y extant cost a l l o w a b i l i t y rules regarding recognition of 
gams and losses re l a t e d to long-lived assets. Thie •t>iuyusKLl • 
r ule addresses a cost category which i s the sxabject of a 
Financial Accounting Standards Board proposed Statement of 
Financial Accounting Standards (SFAS), No. 132-B, dated 
November 29, 1993, and e n t i t l e d "Accoxmting for the Inpairment 
of Long-Lived Assets. The SFAS applies to long-lived assets 
(such as land, buildings, and equipment), i d e n t i f i a b l e 
intangibles, and related goodwill, and establishes guidance to 
recognize and measure inpairment losses. I f inpaired assets 
are to be held for use, the SFAS requires a write-down to f a i r 
value when events or circxamstances (e.g., environmental damage, 
i d l e f a c i l i t i e s a r i s i n g from declining business, etc.) indicate 
that carrying values may not be f u l l y recoverable. Inpaired 
assets that are to be disposed of, however, would be reported 
(with c e r t a i n exceptions) at the lower of cost or f a i r value 
less cost to s e l l . Once w r i t t e n down, the previous carrying 
amoxmt of an inpaired asset could not be restored i f the 
inpairment was sxabsequently removed. The f i n a l SFAS, which i s 
v i r t u a l l y xmchanged from the proposed ru l e (except f o r ce r t a i n 
u t i l i t y conpany provisions), i s scheduled to be issued on 
February 15, 1995. The SFAS w i l l apply to a l l f i n a n c i a l 
statements issued for f i s c a l years beginning a f t e r Jxme 15, 
1995. I n contrast to the SFAS provisions. Cost Accoxmting 
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standard (CAS) 9904,409, "Depreciation of Tangible Capital 
Assets," provides quite d i f f e r e n t c r i t e r i a and guidance to 
recognize gains and losses f o r Govemment contracting purposes. 
The language at 9904.409-40(a)(4) and (b)(4), 9904.409-50(j), 
and re l a t e d Promulgation Comment 10, "Gain or Loss," makes i t 
clear that gains and losses are recognized only upon asset 
disposal; no other circxamstances t r i g g e r such recognition. FAR 
31.205-16, "Gains and losses on dis p o s i t i o n of depreciable 
property and other c a p i t a l assets," r e f l e c t s the CAS provision 
that an asset be disposed of i n order to recognize a gain or 
loss. The FAR ru l e applies to both CAS emd non-CAS covered 
contracts. Consequently, for Government contracting purposes, 
an inpairment loss i s recognized only upon disposal of the 
inpaired asset and, l i k e other losses, i t i s measured as the 
difference between the net amoxmt realized and the inpaired 
asset's xmdepreciated balance. Govemment contractors, 
therefore, recover the carrying values of inpaired assets held 
for use by re t a i n i n g pre-write-down depreciation or 
amortization schedules as though no inpairment had occurred. 

^ n ovder to c l a r i f y fehe existing cost a l l o w a b i l i t y rxi>Ve, boteh— 

B. Regulatory F l e x i b i l i t y Act 
This proposed ru l e i s not e^^ected to have a s i g n i f i c a n t 

economic inpact on a sxibstantial number of small e n t i t i e s 
w i t h i n the meaning of the Regulatory F l e x i b i l i t y Act, 5 U.S.C. 
601, £t seq.. because most contracts awarded to small e n t i t i e s 
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are awarded on a conpetitive fixed-price basis and^cost 
principles do not apply. An I n i t i a l Regulatory F l e x i b i l i t y 
Analysis has, therefore, not been performed. Comments from 
small entities concerning the affected FAR sxibpart w i l l be 
considered in accordance with 5 U.S.C. 610. Such comments must 
be submitted separately and should cite 5 U.S.C. 601, ̂  seq. 
(FAR case 3 5 - ^ ) , in correspondence. 
C. Paperwork Reduction Act 

The Paperwork Reduction Act does not apply because the 
proposed change to the FAR does not inpose 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, £t seq. 
Li s t of Subjects in 48 CFR Part 31: 

Government procurement. 
Dated: 



Office of Cost, Pricing, & Finance 
Memo 

A p r i l 30, 1996 

TO: Captain D. S. Parry, DARS 
SUBJECT: Impairment of Long-Lived Assets (FAR Case 95-003) 

I n accordance w i t h your request of A p r i l 26, I have reviewed 
the proposed r u l e , the committee r e p o r t , and the p u b l i c comments. 
I o f f e r the f o l l o w i n g comment: 

• I n the committee comments on substantive issues r a i s e d by 
commentors, I b e l i e v e the committee f a i l e d t o make one very 
necessary p o i n t when discussing Comment B--"Involves a 
Subject Matter Beyond the A u t h o r i t y of the Councils." The 
commentors s t a t e d t h a t the i n t e r i m r u l e addresses the 
measurement or a l l o c a t i o n of cost, which i s w i t h i n the 
exclu s i v e s t a t u t o r y a u t h o r i t y of the CAS Board. 
Unf o r t u n a t e l y , the committee neglected t o set f o r t h the 
Government's strongest argument: t h a t the cost a l l o w a b i l i t y 
r u l e i s t o t a l l y c o n s i s t e n t w i t h the cost accounting 
standards. P e r t i n e n t CAS coverage i s at 9904.409-50(i) 
(which permits changes i n asset d e p r e c i a t i o n only f o r 
changes i n asset services consumption, estimated s e r v i c e 
l i f e , and r e s i d u a l v a l u e ) , and 9904.409-50 ( j ) (which 
permits a gain or loss i n asset value t o be recognized only 
upon disposal of the as s e t ) , and the proposed f i n a l r u l e i s 
con s i s t e n t w i t h those p r o v i s i o n s . 

Carol F. Covey 
Deputy D i r e c t o r 
Cost, P r i c i n g , & Finance 
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DEPARTMENT OF THE NAVY 
OFFICE OF THE ASSISTANT SECRETARY 

RESEARCH, DEVELOPMENT AND ACQUISITION 
1000 NAVY PENTAGON 

WASHINGTON DC 20350-1000 

23 A p r i l 1996 
FAR Case 95-003 
MEMORANDUM FOR DIRECTOR, DEFENSE ACQUISITION REGULATIONS COUNCIL 
SUBJECT: FAR Case 95-003, Impairment of Long-Lived Assets 
I . PROBLEM 

The Cost Principles Coinmittee was tasked t o review public 
comments received i n response t o the subject int e r i m r u l e 
published i n the Federal Register on 14 December 1995 and t o 
dr a f t a f i n a l r u l e . 
I I . RECOMMENDATION 

That the interim r u l e be amended as shown i n TAB A and 
adopted as a f i n a l r u l e . 
I I I . BACKGROUMD 

The interim r u l e was intended t o c l a r i f y t h a t impairment 
losses recognized f o r f i n a n c i a l accounting purposes under the 
Financial Accounting Standards Board's Statement of Financial 
Accounting Standards (SFAS), No. 121, "Accounting f o r the 
Impairment o f Long-Lived Assets and f o r Long-Lived Assets To Be 
Disposed Of ," are not allowable f o r Government contract costing. 
The interim r u l e revised the ex i s t i n g language at FAR 31.205-11 
and 31.205-16 t o expressly state t h a t f o r Government contracting 
purposes, any loss (including an impairment loss) i s recognized 
only upon disposal of the asset. U n t i l an impaired asset i s 
disposed of, depreciation i s l i m i t e d t o the amounts that would 
have been allowed before any impairment loss occurred. 

SFAS No. 121, e f f e c t i v e f o r company f i s c a l years beginning 
a f t e r 15 December 1995, addresses the impairment of long-lived 
assets (such as land, buildings, and equipment), certain 
i d e n t i f i a b l e intangibles, and related goodwill. The SFAS 
"requires t h a t long-lived assets and certain i d e n t i f i a b l e 
intangibles t o be held and used by an e n t i t y be reviewed f o r 
impairment whenever events or changes i n circumstances indicate 
the carrying amount of an asset may not be recoverable." Such 
events include a s i g n i f i c a n t decrease i n the market value of an 
asset, change i n the extent or manner i n which an asset i s used, 
and adverse change i n legal factors or business climate. I f the 
company believes that the expected future cash flows from the use 
of the asset and eventual disposition are less than the carrying 
amount (usually net book value) of the asset, an impairment loss 
must be recognized. 



For impaired assets expected t o be held and used, the net 
book value i s reduced t o f a i r value ( i . e . , the current amount the 
asset could be bought or sold f o r between w i l l i n g p a r t i e s ) . Once 
an asset i s w r i t t e n down due t o an impairment loss, the asset 
cannot be w r i t t e n back up, even i f the impairment i s subsequently 
removed. Impaired assets t o be disposed of are generally 
reported at the lower of the carrying amount or f a i r value less 
cost t o s e l l . 
IV. EVALUATION OF COMMEMTS 

Responses were received from the following four commentors: 
Sundstrand Aerospace, National Security I n d u s t r i a l Association 
(NSIA), Aerospace Industries Association (AIA), and the American 
Bar Association (ABA). A l l commentors oppose the r u l e and 
believe i t i s unnecessary. Essentially, they contend that the 
rule should be withdrawn because i t (1) i s contrary t o Generally 
Accepted Accounting Principles (GAAP), (2) involves a subject 
matter beyond the authority of the Councils, and (3) i s 
administratively burdensome. The Committee's analysis of the 
substantive issues raised by the commentors follows. 

A. Contrary to GAAP 
NSIA asserts that Government contract accounting should not 

depart from GAAP unless public policy or other special 
circxamstances warrant deviation. AIA states t h a t the interim 
r u l e i s unwarranted and contrary t o sound accounting theory. The 
commentors also state t h a t the interim r u l e does not address why 
SFAS No. 121 should not be used f o r Government accounting. 
Coaunittee Comments 

The i n t e r i m r u l e does depart from GAAP, because i n t h i s 
instance, i t i s inadequate f o r Government contract costing. GAAP 
i s required t o be followed i n the absence of contract rules t o 
the contrary. However, when GAAP produces an inequitable r e s u l t , 
the Government has the r i g h t and f i d u c i a r y r e s p o n s i b i l i t y t o the 
U.S. taxpayers t o prescribe another arrangement. The Committee 
continues t o believe that the interim r u l e protects the 
Government's int e r e s t s and provides f o r equitable treatment. 

The relevance of GAAP for Government contracting purposes is 
perhaps best summarized by the American Institute of Certified 
Public Accountants (AICPA). The AICPA makes the following 
statement in Section 2.46 of the Audit and Accounting Guide for 
Audits of Federal Government Contractors: 



"Generally accepted accounting p r i n c i p l e s (GAAP) are 
established f o r f i n a n c i a l accounting purposes and provide 
l i t t l e guidance f o r cost accounting purposes i n the 
Government contracting industry. Consequently, GAAP i s 
applied only when no guidance i n FAR or CAS exi s t s . " 
To i l l u s t r a t e the inequity of SFAS No. 121, consider assets 

such as land and buildings and how t h e i r values can change over 
time. I f these types of assets become impaired, an estimated 
loss w i l l be recognized under GAAP. The estimated one-time 
period loss could then be charged t o Govenment contracts even 
though the assets are s t i l l being used by the company. Since the 
Government intends t o reimburse the contractor i t s h i s t o r i c a l 
costs and the assets have not actually been disposed of, the 
contractor has not experienced a r e a l out-of-pocket loss. The 
loss, i f any, w i l l be realized when the assets are ul t i m a t e l y 
disposed of at some future point. Also, the Government would not 
receive a c r e d i t i f the impairment i s subseguently removed 
because GAAP pr o h i b i t s the restoration of a previously recognized 
impairment loss. 

B. Involves a Subject Matter Beyond the Authority of the 
Councils 

The commentors believe that the interim r u l e addresses the 
measurement or al l o c a t i o n of cost which i s w i t h i n the exclusive 
statutory authority of the CAS Board (CASB). The commentors 
quote 41 U.S.C. 422 ( j ) ( 4 ) which gives the CASB exclusive 
authority w i th respect t o the measurement, assignment, or 
all o c a t i o n of costs subject t o CAS. The basic concern i s 
sximmarized i n the following ABA comment: 

"Although the Section acknowledges the r o l e of the Defense 
Acquisition Regulations Council and the C i v i l i a n Agency 
Acguisition Council with respect t o cost a l l o w a b i l i t y 
matters, matters of public pol i c y , i t i s clear from both the 
nature of the Interim Rule, as we l l as the Background 
discussion, t h a t the Councils have chosen t o address a 
matter involving a government contract cost accounting 
p r a c t i c e — a matter beyond t h e i r authority. Rulemaking and 
regulatory guidance i n t h i s area should appropriately be 
issued by the CAS Board." 
t - t e e omments 

This issue i s fundamental t o the case. The Committee agrees 
that the CASB has sole authority over the measurement, 
assignment, and al l o c a t i o n of costs f o r CAS-covered contracts. 
However, not a l l Government contracts are subject t o CAS. 
Further, CAS 404 and 409 do not address the measurement, 
assignment, or al l o c a t i o n associated with intangible c a p i t a l 
assets. 



The CASB acknowledges tha t cost a l l o w a b i l i t y i s a contract 
administration matter. The CASB makes the following comments i n 
i t s Statement of Objectives, Policies and Concepts: 

"While the Board has exclusive authority f o r establishing 
Standards governing the measurement, assignment and 
all o c a t i o n of costs, i t does not determine the a l l o w a b i l i t y 
of categories of in d i v i d u a l items of costs. 

The use of Cost Accounting Standards has no d i r e c t bearing 
on the a l l o w a b i l i t y of those i n d i v i d u a l items of cost which 
are subject t o l i m i t a t i o n s or exclusions set f o r t h i n the 
contract or which are otherwise specified as unallowable by 
the Government." 
In addition, recognition of the concept of " a l l o w a b i l i t y " i s 

found i n the following quote from the Boeing SERP Case Appeal 
(Court of Appeals f o r the Federal C i r c u i t (CAFC) Case No. 86-927, 
October 1, 1986): 

"Since the a l l o w a b i l i t y of a cost remains the province of 
the procuring agencies, the DOD may l i m i t costs based upon 
r a t i o n a l procurement p o l i c i e s and not a l l costs are deemed 
reasonable j u s t because they have been incurred and 
measured, allocated and assigned i n accordance with CAS 
requirements." 
While the CAS could be s i m i l a r l y amended or interpreted i n a 

way that would conclude th a t recognition of asset impairments for 
Government contracting i s inappropriate, i t i s not l i k e l y t h i s 
w i l l occur i n the near future. I n the meantime, U.S. taxpayers 
could end up paying f o r estimated losses recognized f o r f i n a n c i a l 
accounting purposes that w i l l not actually be realized f o r years, 
i f at a l l - a c l e a r l y inequitable r e s u l t . However, t o further 
c l a r i f y t h a t the cost p r i n c i p l e i s an " a l l o w a b i l i t y " , and not a 
"measurement or a l l o c a b i l i t y " r u l e with respect t o CAS-covered 
contracts, we have rephrased the interim r u l e . I n addition, we 
have added a sentence t o 31.205-ll(o) t o ensure there i s no 
c o n f l i c t with CAS 409.50(i) by c l a r i f y i n g t h a t changes i n 
depreciation may r e s u l t from other permissible causes. 

C. Administratively Burdensome 
The coimnentors allege t h a t the r u l e i s administratively 

burdensome because i t w i l l necessitate keeping an extra set of 
fix e d asset records. 



ffftmm-i t-tee Comments 
We disagree. Contractors are already required t o segregate 

unallowable costs f o r Government contracting purposes (e.g., 
treatment of gains or losses subsequent t o mergers or business 
combinations) and t o maintain f i x e d asset records. Moreover, 
contractors may already have t o keep more than one set of fix e d 
assets records, regardless of the cost p r i n c i p l e , because of 
differences i n depreciation methods required by GAAP, state, 
and/or Federal tax returns. 

V. COLLATERALS 
A. Regulatory F l e x i b i l i t y Act 
This f i n a l r u l e i s not expected t o have a s i g n i f i c a n t impact 

on a substantial number of small e n t i t i e s w i t h i n the meaning of 
the Regulatory F l e x i b i l i t y Act, 5 U.S.C. 601 et seq., because 
most contracts awarded t o small e n t i t i e s are awarded on a 
competitive, f i x e d price basis and the cost p r i n c i p l e s do not 
apply. 

B. Paperwork Reduction Act 
The Paperwork Reduction Act does not apply because the 

changes t o the FAR do not impose record keeping or information 
c o l l e c t i o n requirements, or collections of information from 
o f f e r o r s , contractors, or members of the public which require the 
approval of the Office of Management and Budget under 44 U.S.C. 
3501 et seg. 
VI. SUMMARY 

A l l Committee members below concur i n the contents of t h i s 
report. 

Clarence M. Belton 
Chairman, Cost Principles Committee 

DOD Members 
Paul A. S c h i l l , A i r Force 
James Bozzard, Army 
Stephen T. Larkin, DCAA 
Glenn Gulden, DLA 
Chris Werner, OSD 

Non-DOD Members 
B i l l Childs, NASA 
B i l l Dunn, EPA 
Jerry Olson, GSA 
Terry Sheppard, DOE 

TAB A—Committee Recommended Final Rule 
5 



TAB A 
RECOMMENDED COMMITTEB LANGUAGE 

The baseline language i s the interim r u l e published i n the 
Federal Register on December 14, 1995. Changes are represented 
by [bold p r i n t i n braclcets] f o r new language and otrikoout f o r 
deleted language. 
31.205-11 Depreciation 

(o) In the event of a write-down from carrying value to 
fa i r value as a result of impairments caused by events or changes 
in circvunstances, [allowable] depreciation of the impaired assets 
shall not oxoood [be limited to] the amounts [that would have 
been allowed had the assets not been] oatablishod on doprooiation 
sohoduloo in uao prior to tho write-down [written down] (see 
31.205-16(g)). [However, this does not preclude a change in 
depreciation resulting from other causes such as permissible 
changes in estimates of service l i f e , consximption of services or 
residual value.] 
31.205-16 Gains and losses on disposition or impairment of 
depreciable property or other capital assets 

(g) With respect t o long-lived tangible and i d e n t i f i a b l e 
intangible assets held f o r use, no loss s h a l l be rooogniaod 
[allowed] f o r a write-down from carrying value t o f a i r value as e 
re s u l t of impairments caused by events or changes i n 
circxamstances (e.g., environmental damage, i d l e f a c i l i t i e s 
a r i s i n g from a declining business base, e t c . ) . [ I f depreciable 
property or other c a p i t a l assets have been w r i t t e n down from 
carrying value t o f a i r value due to impairments, gains or losses 
upon dis p o s i t i o n s h a l l be the amoimts that would have been 
allowed had the assets not been w r i t t e n down.] Doprooiation or 
amortization on pro-write down carrying value of impaired aaaota 
not yot dispoaed of s h a l l continue t o bc rooovorable under 
oatabliahod doprooiation or amortisation aohodulco t o tho oxtont 
i t i a not othorwiao unallowable undor othor provisiono of tho 



CLEAN VERSIOM OF  
RECOMMEMDED COMMITTEE LANGUAGE 

31.205-11 Depreciation 

(o) I n the event of a write-down from carrying value t o 
f a i r value as a r e s u l t of impairments caused by events or changes 
i n circvimstances, allowable depreciation of the impaired assets 
s h a l l be the amounts tha t would have been allowed had the assets 
not been written-down (see 31.205-16(g)). However, t h i s does not 
preclude a change i n depreciation r e s u l t i n g from other causes 
such as permissible changes i n estimates of service l i f e , 
consumption of services or residual value. 

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

(g) With respect t o long-lived tangible and i d e n t i f i a b l e 
intangible assets held f o r use, no loss s h a l l be allowed f o r a 
write-down from carrying value t o f a i r value as a r e s u l t of 
impairments caused by events or changes i n circumstances (e.g., 
environmental damage, i d l e f a c i l i t i e s a r i s i n g from a declining 
business base, e t c . ) . I f depreciable property or other c a p i t a l 
assets have been w r i t t e n down from carrying value t o f a i r value 
due t o impairments, gains or losses upon di s p o s i t i o n s h a l l be the 
amounts tha t would have been allowed had the assets not been 
w r i t t e n down. 
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Priority 
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Recommendation 
include in the Cmte. 

^^iiaiifLCQPCmte.  
report (fue^n3/20/9^^^ 

review the additional public comment and 

We published an interim FAR rule in the Federal Register on December 14,1995 
(60 FR 64254) and forwarded public comments to the Cost Principles Cmte. 

Attached is one late response from the American Bar Association who concludes that the 
subject matter of this interim rule is within the jurisdiction of the Cost Accounting Standards 
Board, and, accordingly, the interim rule should be withdrawn. 

An advance copy of ABA's comments was forwarded to the CP Cmte. Chairman on March. 
1. 

MAR 061996 
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kjSenerai Services Administration 
Office of Acquisition Policy 

Washington, DC 20405 

MEMORANDUM FOR CAPTAIN D.S. PARRY, SC, USN 
DIRECTOR 
DEFENSE ACQUISITION REGULATIONS COUNCIL 

FROM: 

SUBJECT; 

BEVERLY FAYSON 
FAR SECRETARIAT 
FAR Case 95-003, Impairment of Long-Lived Assets 

Attached i s a la t e comment and a request to remove comment No. 1 
(Treasury, Bureau of Engraving and Printing) from your previous 
l i s t i n g because i t actually belongs with FAR Case 95-305. 
Comments on t h i s case were transmitted on February 15, 1996. 

RESPONSE NUMBER DATE RECEIVED COMMENT DATE 
95-003-05 02/28/96 01/30/96 

COMMENTER 
ABA 

REMARKS 

We recommend: 
X That the DARC analyze public comments, d r a f t f i n a l rule 
language, and provide i t to the CAAC for review and 
consideration; or that DARC ask one of i t s committees to analyze 
public comments and to submit a committee report, including f i n a l 
rule language, for review and consideration by both Councils. 

That the CAAC or the FAR Staff analyze public comments. 
draft f i n a l rule language, and provide i t to DoD for review and 
consideration; or that the CAAC task one of i t s committees to 
analyze public comments and to submit a committee report, 
including f i n a l rule language, for review and consideration by 
both Councils. 

That the Councils agree on f i n a l rule language without 
further deliberation. 
Attachment 
cc: Ralph DeStefano, Acting CAAC Chairman 

Jeremy Olson, FAR Staff Analyst 

Federal Recycling Program Printed on Recycled Paper 
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General Services Administration 
FAR Secretariat (VRS) 
18th and F Streets, N.W. 
Room 4037 
Washington, D.C. 20405 

Attention: Mr. Jeremy F. Olson 

Re: FAR Case 95-003; Interim Rule Regarding 
Impainnent of Long-Lived Assets 

Dear Mr. Olson: 

On behalf of the Section of Public Contract Law ("the Section") of the 
American Bar Association ("the Association"), I am submitting comments on the 
above-referenced Interim Rule. The Section consists of attomeys and associated 
professionals in private practice, industry and Govemment service. The Section's 
goveming Council and substantive committees contain a balance of members 
representing these three segments to ensure that all points of view are considered, 
this manner, the Section seeks to improve the process of public contracting for 
needed supplies, services and public works. 

In 

The Section is authorized to submit comments on acquisition regulations under 
special authority granted by the Association's Board of Govemors. The views 
expressed herein have not been approved by the House of Delegates or by the Board 
of Govemors of the American Bar Association, and, therefore, should not be 
constmed as representing the policy of the American Bar Association. 

Introduction 

The "Background" discussion accompanying publication of the Interim Rule 
makes it clear that the mle is intended to address the treatment of costs resulting 
from a contractor's compliance with the mles of accounting for long-lived assets 
whose value has been impaired and is not recoverable as described in the March 
1995 Financial Accounting Standards Board's Statement of Financial Accounting 
Standards ("SFAS") No. 121 ("Accounting for the Impairment of Long-Lived Assets^ 
and for Long-Lived Assets to be Disposed Of"). Promulgations of the Finai]^i^^ 
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Accounting Standards Board defme preferred accounting practices for fmancial 
(public reporting) purposes. 

SFAS No. 121, specificaiiy, describes the method of accounting for assets 
whose value is impaired due to events or changes in circumstances which indicate the 
carrying value of an asset may not be recoverable. Where assets are retained, but 
their value is not recoverable, SFAS No. 121 requires that the value of the asset be 
written down to fair value. Impaired assets that are to be sold are to be reported at 
the lower of cost or fair value, less the cost to sell. SFAS No. 121 clearly 
distinguishes impairment and recoverability from depreciation policies and estimates. 

In the Background discussion, the drafters of the Interim Rule contrasted the 
treatment of impaired assets in SFAS No. 121 to the current treatment of gains and 
losses in CAS 409, in Promulgation Comment No. 10 to the Standard, and in FAR § 
31.205-16, which is described as permitting the recognition of a loss only on 
disposition of an asset. 

The Subject Matter Of The Interim Rule Is Within The Exclusive 
Statutory Authority Of The Cost Accounting Standards Board. 

41 U.S.C. § 422(j)(4) states that "[c]osts which are the subject ofcost 
accounting standards promulgated under this section shall not be subject to 
regulations that are established by another executive agency that differ from such 
standards with respect to the measurement, assignment, or allocation of such costs." 
(emphasis added). The mles for the measurement of the cost of depreciation of 
tangible capital assets for CAS-covered contracts is the subject of CAS 409, FAR § 
9904.409. 

CAS 409 specificaiiy addresses the establishment of an asset's service life and 
the effect of "[c]hanges in expected physical usefulness" and "[c]hanges in expected 
economic usefiilness." See FAR §§ 9904.409-50(e)(l)(i) and (ii). It is clear that the 
subject matter of the Interim Rule and SFAS No. 121 relate to impairment and 
recoverability of an asset and not the establishment or adjustment of service lives 
and, therefore, is an issue of recognition of gains and losses. CAS 409-40(b)(4) and 
Promulgation Comment No. 10 discuss the subject of asset gains and losses. It is 
apparent, therefore, that CAS 409 addresses the very subject covered by the Interim 
Rule. Even if it is argued that the existing CAS does not already address the 
subsidiary issue of asset impairment covered by the Interim Rule, the Interim Rule, 
at a minimum, effectively serves to interpret CAS 409 and the referenced 
Promulgation Comment. 

The Section believes that whether and to what extent CAS 409 addresses 
impairment loss as part of its treatment of gains and losses is a matter entirely within 
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the jurisdiction of the CAS Board. As such, if an interpretation or revision is 
considered appropriate, this should be accomplished by the CAS Board in accordance 
with its exclusive statutory mlemaking and/or interpretative authority. In light of the 
foregoing, the Section recommends the immediate withdrawal of the Interim Rule. If 
necessary, we also recommend that the CAS Board Chairman use his statutory 
authority to rescind the Interim Rule. 

The Section remains concemed that govemment contract cost accounting issues 
be resolved in accordance with the statutory authority granted to the respective 
mlemaking agencies. Although the Section acknowledges the role of the Defense 
Acquisition Regulations Council and the Civilian Agency Acquisition Council with 
respect to cost allowability matters, matters of public policy, it is clear from both the 
nature of the Interim Rule, as well as the Background discussion, that the Councils 
have chosen to address a matter involving a govemment contract cost accounting 
practice ~ a matter beyond their authority. Rulemaking and regulatory guidance in 
this area should appropriately be issued by the CAS Board. 

Conclusion 

The Section appreciates the opportunity to provide these comments and is 
available to answer any questions they may raise. 

Sincerely, 

Frank H. Menaker, Jr. 
Chair, 
Section of Public Contract Law 

cc: James F. Hinchman 
John T. Kuelbs 
Marcia C. Madsen 
Lynda Troutman O'Sullivan 
Marschall J. Doke, Jr. 
John B. MiUer 
Donald J. Kinlin 
Council Members 
Chair and Vice Chairs of the 

Accounting, Costs & Pricing Committee 
Laura K. Kennedy 
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DEPARTMENT OF THE NAVY 
OFFICE OF THE ASSISTANT SECRETARY 

RESEARCH, DEVELOPMENT ANO ACQUISITION 
1000 NAVY PENTAGON 

WASHINGTON DC 20350-1000 

23 February 1996 
MEMORANDUM FOR MR. CLARENCE BELTON, CHAIR, COST PRINCIPLES 

COMMITTEE 
Subj: FAR CASE 95-003; IMPAIRMENT OF LONG-LIVED ASSETS 
Encl: (1) CMR dated February 22, 1996, with enclosures 

A proposed ru l e under the subject FAR case was published on 
14 Deceinber 1995. The public comment period has now ended and 
comments have been received from three sources. (A fourth public 
comment, comment 95-003-1, forwarded by the FAR Secretariat 
c l e a r l y applies to another case and should be ignored.) On 
behalf of the DAR Council, therefore, I am requesting that your 
Committee review and analyze the public comments (enclosure (1)) 
and develop a d r a f t f i n a l FAR rul e as appropriate. 

Your Committee's recommendations with respect to disposition 
of the public comments and a f i n a l rule are due by 20 March 1996. 
and should be submitted as part of a Committee report that 
includes: 

( i ) a statement of the problem/reason the report has been 
prepared; 

( i i ) recommendations; 
( i i i ) a discussion of the Committee's analysis of each 

comment and the rationale f o r i t s proposed f i n a l r u l e ; 
(iv) a detai l e d statement regarding the a p p l i c a b i l i t y of the 

Regulatory F l e x i b i l i t y Act, the Paperwork Reduction Act, and 
Federal Reqister p u b l i c a t i o n requirements t o any FAR changes 
proposed by the Committee; and 

(v) a matrix i d e n t i f y i n g each generic public comment 
received and who submitted the comment. 

In conjunction with i t s report, the committee should also 
submit the te x t of any changed portions of the FAR that would 
result from the Committee's recommendations, both i n hard copy 
and on either a floppy disk ( i n "Word 6.0" format, i f possible) 
or as a computer f i l e attached to an E-mail message sent d i r e c t l y 
to the case manager (haberlsg@acq.osd.mil). 

Please keep me informed regarding the status of the 
Committee's e f f o r t s . 

Sidney A.^Tronic 
Navy Policy Representative 
DAR Council 

i 
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We published an interim FAR rale in the Federal Register on December 14,1995 
(60 FR 64254). We received public conunents from four respondents. 

FEB 2 2 -so 1 



Generai Services Admini8tratlqg| 
Office of Acquisition Policy ^ 

Washington. DC 20405 

FEB /5 1996 

MEMORANDUM FOR CAPTAIN D.S. PARRY, SC, USN 
DIRECTOR 
DEFENSE ACQUISITION REGULATIONS COUNCIL 

FROM: 

SUBJECT: 

BEVERLY FAYSO: 
FAR SECRETARIAT 
FAR Case 95-003, Impairment of Long-Lived TVssets 

Attached are comments received on the subject FAR case published 
at 60 FR 64254; December 14, 1995. The comment closing date was 
February 12, 1996. 

RESPONSE NUMBER DATE RECEIVED COMMENT DATE 
95-003-01 
95-003-02 
95-003-03 
95-003-04 
We recommend: 

12/22/95 
02/28/96 
02/13/96 
02/13/96 

12/22/95 
01/30/96 
02/09/96 
02/12/96 

COMMENTER 

TREASURY/BEP 

SUNDSTRAND 
NSIA 
AIA 

REMARKS 

X That the DARC analyze public comments, draft final rule 
language, and provide i t to the CAAC for review and 
consideration; or that DARC ask one of i t s committees to analyze 
public comments and to submit a committee report, including final 
rule language, for review and consideration by both Councils. 

That the CAAC or the FAR Staff analyze public comments. 
draft final rule language, and provide i t to DoD for review and 
consideration; or that the CAAC task one of i t s committees to 
analyze public comments and to submit a committee report, 
including fi n a l rule language, for review and consideration by 
both Councils. 

That the Councils agree on final rule language without 
further deliberation. 
Attachments 
cc: Ralph DeStefano, Acting CAAC Chairman 

Jeremy Olson, FAR Staff Analyst 

Fadaral RacycUng Program Printad on Racydad Papar 



DEPARIMENT OF THE TREASURY 
BUREAU OF ENGRAVING AND PRINTING 

WASHINCHON. D. C 20228 

MEMORANDUM FOR. KEVIN N. WHITFIELD 
PROCUREMENT ANALYST 

OBet of ProoocBisn^ V ^ 

SUBJECT; Raquett for CoannoBs en FAR Imerim Ruk 

DATE: December 22.199S 

Per your requett dated December 4,199S. the BEP ofien tbe fi^Dowing commeots with reqiect 
to the FAR Interim Rule mder FAR eaie 95-3: 

Ttig mtmrfiietiini wf • rtpireiTigfit to inrfini* ttmai mmMre%ra\^^ TTrtlflTttiffll M d rlilltT 
requimneots in all competed cootncts in cgcccu of S100,000 Onchiding optiaiisX ia in 
direct eoiiiradiciion to die stated intern of FASA to attcnnline contraet fimctiooa and 
diminate papenworic burdens (where able) in annnfdanpff with tiie F^m wuik Reduction 
Act. COB âniea wfao Mwidg lhe npoitiigrequiriBiant^ are already requited to rqwn 
oo tosdc chemicals rrieaied to the euwiiuiuuent undcr EPA's "Hie Emergao^ ptamaag 
aad Ccanmunity Rig^-To-Know Aet of 1986 (EPCRAr. In March 199S. tfae House 
paased bDl HR 1CC2 tfaat tequired tepilalory ageaciea to weigh tfaa benefits of a new 
rnulation against the costs it would impose on businaases. In Febniaiy 1995, the House 
passed a bin that tcnqiennly frose tiie in l̂coieotatkm of new regulations. Givcntiie 
current d̂ marg regarding streamEmng procurement and diminating paperwoik burdens, 
the Oovenanent should find aew methods of cnfbfdng EPA ngulations. 

The proposed change to FAR Pait 23 adds the fbUovnng traubliog guidancr fer any 
member ofa uiii»asional ] 

1) Prior to maldng a detennination to omit tiie cenifieaiion and dause in a soficitation in 
excess of SSOO,000 (induding optionsX ti« agency SHALL consult with EPA. 

N O H : What is the requiremeat prior to maldng a detmninatian to omit die ceftification 
and clause in any soficitation between S100,000 and SSOO.OOO? 

2) Tiie Contracting Officer SHAIX cooperate witii EPA lepreseotativea and provide 
advice and esvtacogje to aid EPA in thc perfonnance of responsibilities; and 

/ 
1 4 / 4 % / O K 



3) EPA MAY recommend TenninaTion fer Convenieace ofany oosting igency contract if 
it is detenmned tint tite Coiitractar is liot filing the neceaaary fonns or incomplete 
infonnation. This guid inrr provides peat potentid for EPA's inteiference and/or 
stoppage of the BEP's abiUty to precure equipmem and supplies required. The 
requircmBOt for indusion of the proposad dause and wrtification indudes all SIC oodes 
between 20 aad 3^ this coven most, ifnot all, of tfae items procured in tbe Stamp 
Cootracts Drviaion. Suice fereign compsnies ara asaiin>t fiom tfaese requireinents, it 
seems that this acrion wotild ftmfacr widan the gap between our abifity to awardto 
Amencan compi mcs and drive ns fimher into the asms of fineign eontraeton not liable for 
many of our regulatoty pracdces. Any EPA involwaat in agency eoatneting could 
coDceivabbr lead to aerious eenfliet berareen satislViiig ageiiqr iieedb and helping EPA 
pcifeim tfaeir job. Possibly a bettar solution to assist EPA in enforcing this requirament 
would be to put some teeth in. tfae regulation by increasing the fines involved for those 

Note: Tlie Background inforination conflicts witil the statemeat oftiie proposed dause; 
the fonner states that this ruie doea not apply to subeontraaon beyond the first tier, wfaile 
the latter talks abcut subconiracton and docs not identifythe requireraems as applying to 
ody fim tier subcontractois. 

Ifyou need any additiond infonnation. piaase contact Linda B. Washington ofmy staffar S74-
3151. 

cc: T.K.Brown 
Office of Enviromnentd Protectioo 
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January 30, 1996 
L957-196-0071 

General Services Administration 
FAR Secretariat (VRS) 
18tii and F Streets 
NW 
Room 4037 
Washington, D.C. 20405 

SUBJECT: WRITTEN COMMENTS REGARDING THE FAR INTERIM 
PROPOSED RULE: IMPAIRMENT OF LONG-UVED ASSETS AS 
CITED IN THE FEDERAL REGISTER, VOL. 60, NO. 240, 
DECEMBER 14. 1995 

REFERENCE: FAR CASE 95-003 

Gentlemen: 

Thank you for the opportunity to review the above interim rule and comment on it. We have 
reviewed the interim rule and believe that it is not necessary. It places an undue 
administrative burden upon contractors who experience write-downs due to the inq)ainnent of 
long-lived assets since it would require contractors to maintain a separate set of records to 
depreciate the written-down assets as if they had not been written down. Since the current 
govemment movement is toward the adoption of commercial practices, enacting a rule that is 
contrary to current commercial practice seems to diverge from this endeavor. 

If you have any questions, please feel free to contact me at (815) 226-5226. 

Sincerely, 

Anhur R. Charles. Vice President 
Aerospace Contracts, Compliance and Management Services 

ARC/gp 

FEB 8 1996 

J 



i ^ B ) Nanonal Security 
V B I / Industrial Association 

Office of the Ppwidtnt 

102S Connecticu Ave.. NW, #300 
Washington.DC 20036 
(202)775-1440 
ftx (202) 775-1309 

February 9, 1996 
Mr. Jeremy F. Olson 
General Services Adininistration 
FAR Secretariat 
18th & F Streets, NW, Room 4037 
Washington, DC 20405 
Subject: FAC 90-35, FAR Case 95-003 
Dear Mr. Olson: 
The National Security Industrial Association (NSIA) appreciates 
the opportunity to comment on the interim rules in FAR 31.205-11 
and FAR 31.205-16 addressing impairment of Long-Lived Assets for 
government contract costing purposes. The following are our 
comments: 
We firmly believe that government contract accounting should not 
depart from generally accepted accounting principles (GAAP) 
unless public policy or other special circumstances warrant 
deviation. The interim rules deviate from GAAP and require 
treatment diametrically opposed to SFAS 121. The interim rule 
did not address why SFAS 121 should not be used for government 
accounting other than the fact that CAS 409-40(a)(4) and 
405-50(j) contain language which deals with the unrelated sxibject 
of asset disposals. The result of this departure from GAAP is 
increased administrative costs associated with performing 
government contracts by requiring an additional set of asset 
records and depreciation/amortization schedules. 
NSIA also believes that the charters of the Civilian Agency 
Acquisition Council and the Defense Acquisition Regulations 
Council do not include addressing allocation issues in the FAR 
Cost Principles when such issues are currently addressed in the 
Cost Accounting Standards. The interim rule amendments to FAR 
31.205-11 and 31.205-16 are addressing when costs are assigned to 
cost accounting periods. The assignment of cost to cost 
accounting periods is properly an issue for consideration by the 
Cost Accounting Standards Board (CASB) and should not be 
addressed through changes in the cost principles. The issue of 
changes in circumstances, which would include impairment of 
assets, i s covered in CAS 409-50(i). I f changes in this section 
are needed, the CASB is the appropriate government entity to 
revise i t s coverage. Therefore, i t i s inappropriate to issue 
these interim rules in the FAR. 

FEB 13 1996 

M B R. Woodwll 
Qiiiiman 
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Mr. Olson 
Page 2 

The Federal Register notice stated that the interim rules are 
clarifications to cost allowability rules. While we agree that 
clarifications to existing rules can properly be issued as 
interim rules, we do not agree that new concepts or issues that 
have not been previously addressed in the cost principles should 
be issued as interim rules. New FAR cost principjLes and changes 
to existing FAR cost principles, unless mandated by law, should 
be processed through the normal procedure for new rules. 
In summary, NSIA recommends that the government withdraw these 
rules because they are inappropriate and contrary to generally 
accepted accounting principles (GAAP). 
If you would like further information on this subject, please 
contact Ed Schiff, NSIA Director for Procurement, at (202) 
496-3297. 

Sincerely, 

Tllomas C.J Richards 
General, USAF (Ret) 
President 

TCR:as 
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Aerospace 
Industries 
Association 

February 12, 1996 

General Services Administration 
FAR Secretariat (VRS) 
Attn: Mr. Jeremy F. Olson 
18th and F Streets, N.W. 
Room 4037 
Washington, D.C. 20405 

Dear Mr. Olson; 
Reference: FAR Case 95-003 

The Aerospace Industries Association (AIA) i s pleased to 
provide i t s comments on interim amendments to FAR 31.205-11 and 
FAR 31,205-16, prohibiting a chemge in the methodology for 
depreciating incaired long-lived assets for government contract 
costing purposes. In accordance with the interim amendments, any 
changes in depreciation resulting in the write-dovm of an 
impaired long-lived asset w i l l be recognized only upon 
disposition of the asset. 

AIA strongly believes that the interim rules are unwarranted 
and contrary to eound accounting theory and existing Cost 
Accounting Standards (CAS) governing the allocation of costs to 
fin a l cost objectives. Accordingly, AIA recommends that the 
interim rule be withdrawn. Detailed support for the AIA position 
i s shown below. 

The Statement of Financial Accounting Standards (hereinafter 
called the "Statement") No. 121, Accounting for the Impairment of 
Long-lived Assets, issued by the Financial Accounting Standards 
Board (FASB) in March 1995 established principles for the 
accounting treatment of iinpaired long-lived assets to be held and 
used, and impaired long-lived assets identified for disposal. 
The Statement requires that long-lived assets used by an entity 
be reviewed for iitqpairment whenever events or changes in 
circumstances indicate that the carrying amount of ain asset may 
not be recoverable. I t also requires an immediate write-down of 
assets being disposed of to their f a i r market value (less cost to 
s e l l ) , i f lower than the current carrying value. This Statement 
is.effective for financial statements for f i s c a l years beginning 
after December 15, 1995. •.. 

Pursuant to FAR 31,201-2. Determining Alloweibility. 
generally accepted accounting principles (GAAP)are to be employed 
in accounting for costs of govemment contracts unless superseded 

Aaroapaca Industriw Association ef Amorfca, Inc. 
TZ50 Eye Street, N.W., Washington, D.C. 2000S-3922 (202) 371-8400 
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by •pecl£ic Cosc Aecounting standards or 1 imitations found i n FAR 
cost principles. The sound aecounting principle/thaoxy implicit 
i n bhe SFAS 121 pronouncement i s that long-lived assets, such as 
plant and equipment, are generally recorded at cost, i . e . , £alr 
value of the asset on the date o£ acquisition. The original cost 
i s then reduced, or depreciated, over the periods i n vhich the 
asset i s used or consumed. However, when an asset has been 
determined to be isqpaired, mder the accounting principle of 
"conservatism,' i t should, be %reitten dewn to i t s realisable 
value, i f less than the current carrying value, and a oae-tixne 
period loss recogziized. Tbe SFAS 121 pronouncenent does not 
elimiziate the poasibility of a gain or loss upon the actual 
disposition of the asset; i t only minimizes the eost write-off 
that i s subaequentiy eacpected to occur. 

The DbD position that T mpn innent losses are sob to be 
recognized for govemment contraet costing purposes i s contrazy 
to this soijnd accounting theory as well as the basic concepts 
found in FAR 31.201-3, Detennining Reasonableness. Mbreover, the 
DoD position i s inconsistent with basic accounting theory found 
in CAS 409, Depreciation of Tangible CapitEil Assets, FAR 31.205-
11, Depreciation, and FAR 31.205-16, Gains and losses on 
Disposition of Depreciable Property or Capital Assets. 

^xe basic thrust of CAS 409 i s to recognize i n the 
accounting period the costs related to the consumption of 
physical assets. The Staadard i s based on the conect that 
dqreciation costs idientified with cost accoimting periods should 
be a reasonable measure of the eapiration of service potehtial of 
the tangible assets subjeet to depreciation. Consistent with the 
requirements'in SFAS 121, CAS 409.SO (h)(1) recogni7.es the'ability 
to revise 'estimates of service l i f e , consumption of services, 
and residual value .., whenever circumstances change 
significantly." Similarly, CAS 409.50(e)(5) provides the : 
f l e x i b i l i t y to use advance agreenents for shorter service l i v e s 
when the asset has a unique purpose or other special 
circimistances that warrant a shorter estimated sorvice l i f e . 
Lastly, CAS 409.50(j) (3) provides that *the contracting parties 
may account for gains and losses arising from mass or 
extraordinary dispositions i n a manner which w i l l result i n 
treatinent equitable to a l l parties." 

Liik'swise, FAR 31.205--ll(a), Depreciation, states that 
depreciation i s a charge to cuzxent operations ithich distributes 
the cost of a teuigible capital asset, less estiinated residual 
value, over the estimated useful l i f e of the asset i n a 



Mr. Jereiny F. Olson 
February 12, 1996 
Page Three 

framework in SFAS 121, FAR 31.205-16(e), Gains emd Losses on 
Disposition of Depreciable Property or Capital Assets, provides 
an accounting framework acknowledging that "losses arising from 
mass or extraordinary sales, retirements, or other disposition... 
shall be considered on a case-by-case basis.' 

Further, contrary to the position articulated in the 
backgroxind discussion accompanying the interim rule, CAS 409.40 
(a)4) and (b)(4), CAS 409.50 (j) (and the related Promulgation 
Coinment 10, Gain or Loss), and FAR 31,205-16 do not preclude 
recognition of asset gains or losses such as those required by 
SFAS 121. The provisions of those stemdards/regulations address 
only those situations where the disposition of an asset has 
actually occurred and do not in any way establish or r e s t r i c t the 
accounting practices to be followed for recognizing other asset 
gains or losses. 

A major result of the interim rule i s that the 
inconsistencies between GAAP and the regulations goveming the 
costing of government contracts w i l l , once again, increase the 
administrative costs associated with performing govemment's 
contracts. Industry continues to be concerned with govemment's 
gradual movement away from the tenants of sound accounting theory 
(GAAP) and fundamental concepts in recently proposed changes in 
procurement regulations and in this interim rule. Further, we 
f a i l to see the need for the government's action. I t appears 
that the government's objective in proposing this rule i s to 
preclude potential financial harm caused by required adjustments 
to contract costs resulting from losses sustained by contractors 
from the write-down of inpaired assets. The government's concera 
i s unfounded and not supported in today's environment. Due to 
competitive and fixed-price contracting and affordability issues, 
adjustments in an asset's value that potentially represent 
increased costs to the government w i l l not always be passed on to 
the government. 

We believe that the interim regulation does not represent a 
c l a r i f i c a t i o n to existing regulations, nor i s i t equitable to 
industry. A formal promulgation process has been established, 
and i s legally mandated for a l l proposed changes in FAR. Thie 
promulgation process provides an opportvmity for both the 
government and contractor community to identify concems and 
comment on proposed rules before they become f i n a l . The process 
also ensures that the f i n a l rules issued by the govemment are 
eq;uitable to a l l parties. Bypassing this process by coloring the 
proposed changes as c l a r i f i c a t i o n s does not comport with the 
intent of federal procurement regulations or recent acquisition 
reform i n i t i a t i v e s . 
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61 f (x)3 
In summary, for the reasons outlined in this comment draft, 

AIA encourages the govemment to reconsider the position 
contained in the interim regulation and to withdraw this rule. 

I f you have any question regarding AIA's position on this subject, pleaae contact Dick Powers of my staff at (202) 371-8526. 
Sincerely, 



Case Manageinent Record 
Discussion Handout 

FARS Case 95-003 Date February 22,1996 

Title Impairment of Long-Lived Assets 

Priority 
1 

Submitted By 
Haberlin 

Originator Code 
O 

Case Manager 
Haberlin 

Case References 

FAR Cites 
3L205-16 

DFARS Cites 

Cognizant Committees 
Cost Principles 
Coordination 
CPF 
Recommendation Task the CRC 

CP Cmte. 
»̂rt©r4©«c¥̂ w the public comments. 

We published an interim FAR rule in the Federal Register on December 14,1995 
(60 FR 64254). We received public comments from four respondents. 

ro&i VfKpKC. -/Acd: [^^ 

FEB 2 2 1996 

i 



^General Services Administration 
Office of Acquisition Policy 

Washington, DC 20405 

15 1996 

MEMORANDUM FOR CAPTAIN D.S, PARRY, SC, USN 
DIRECTOR 
DEFENSE ACQUISITION REGULATIONS COUNCIL 

FROM: 

SUBJECT: 

BEVERLY FAYSO 
FAR SECRETARIAT 

FAR Case 95-003, Impairment o f Long-Lived Assets 

At tached are coinments rece ived on the sub j ec t FAR case pub l i shed 
a t 60 FR 64254; December 14, 1995. The coinment c l o s i n g date was 
February 12, 1996. 

RESPONSE NUMBER DATE RECEIVED COMMENT DATE 

95-003-01 
95-003-02 
95-003-03 
95-003-04 

We recoinmend: 

12/22/95 
02/28/96 
02/13/96 
02/13/96 

12/22/95 
01/30/96 
02/09/96 
02/12/96 

COMMENTER 
TREASURY/BEP 
SUNDSTRAND 
NSIA 
AIA 

REMARKS 

X That the DARC analyze public coinments, d r a f t f i n a l rule 
language, and provide i t to the CAAC for review and 
consideration; or that DARC aslc one of i t s coinmittees to analyze 
public coinments and to submit a coinmittee report, including f i n a l 
rule language, for review and consideration by both Councils. 

That the CAAC or the FAR Staff analyze public coinments, 
dr a f t f i n a l rule language, and provide i t to DoD for review and 
consideration; or that the CAAC task one of i t s coinmittees to 
analyze public comments and to submit a committee report, 
including f i n a l rule language, for review and consideration by 
both Councils. 

That the Councils agree on f i n a l rule language without 
further deliberation, 
Attachments 
cc: Ralph DeStefano, Acting CAAC Chairman 

Jeremy Olson, FAR Staff Analyst 

Federal Recycling Program Printed on Recycled Paper 



DEPARTMENT OF THE TREASURY 
BQREAU OF ENGRAVING AND PRINTING 

WASHINCTOM, D. C . 20228 

MEMORANDUM FOR. KEVIN N. WHITFIELD 
PROCUREMENT ANALYST 

FROM Carol Swgvi. CUef 
Office of Procuranent V ^ 

SUBJECT; Request for Commeots on FAR Intenm Rule 

DATE: December 22. 199S 

Per your request dated December 4, 1995. the BEP ofiiers tbe following coimneats witb respeci 
to the FAR Imerim Rule uader FAR ease 95-3: 

The introduction ofa requiremeot to include new environmemal certification and clause 
requirements in aU competed comracts in excess of 5100,000 (induding optiens), is in 
direct contradicdon to ^ stated intern of FASA to strcmnline contract ftinctioos and 
eliminate paperworic burdens (wherc able) in aeeordance with tbe Paerwork Rubiction 
Act. Companies wfao &11 under tbe reporting requiranems, arc already required to repon 
on toxic chemicals relessed te dte environment under EPA's **Tbc Emergency Planning 
and Community Ri^-To-Know Aet of 1986 (EPCRAr. In Marcb 1995, the House 
passed bill HR 1022 tfaat rcquired regulatory ageodes to weigh tbc benefits ofa new 
regulation against tbc costs it would inqx>se oo businaases. In February 1995, the House 
passed a bfll that tcroporvfly fix»e the implementatioa of ncw regulations. Oiven the 
current climate rqarding streamfining procuremem and eUminating paperwork burdens, 
the Govermnem ahould find new methods of enforcing EPA raguiations. 

The proposed diange to FAR Part 23 adds the followir^ troubling guidance for any 
member of a profossional procuremem team: 

1) Prior to making a determinaiion to omit the certificaiion and dause in a sofidtation in 
excess of S500.000 (induding optionsX the agency SHALL consult with EPA. 

NOTX: Wbat is tbe requiremem prior to making a detemination to omit certification 
and clause in any solicitation between SIOO.OOO and S500.0007 

2) The Contracting Officer SHALL cooperate witfa EPA repreaentatives and provide 
advice and as^ttimr^ to aid EPA in tbe performance of lesponsibilities and 

/ 



3) EPA MAY recommend Tenninstion for Convenieace of any existing ageiuy contract if 
it ia determined that tbe Contneter is aot filing tbc aecessary forms or incomplete 
information. This guidance provides great potential for EPA's inteiforence and/or 
stoppage of the BEP's abifity to preeure equipmem and supplies rcquircd. The 
requiremem for indusion ofthe proposed clause and certification includes all SIC oodes 
between 20 and 39; tbis covers most, if not all, of tbe iteois procured in the Stamp 
Contracts Division. Since foreign conpanies arc axampt fiom these requirements, it 
seems that this acuon would fiirtfaer widen tfae gap between our abiUty to sward to 
American companies and dHve us fiirther into the arms of foreign contractori not liable for 
many of our reulatory practices. Any EPA invoNament in ageocy contiacting could 
conceivably lesd to senous conflia between sstisfying sgency needs snd helping EPA 
perfisrm their job. Possibly s bettar sdution to sssist FPA in enforcing this requirement 
would be IO put some teeth in the rqiulstion by increasing the fines irrvolved for those 
companies who disregard EPCRA. 

Note: The Background information conflicts with the staiemem ofthe propoaed clause, 
the former stales that this rule docs not appty to subcontractors beyond the first tier, wfaile 
the latter talks about subcontractora and does not identify the requirements as applying to 
ody first tier subcontracton. 

Ifyou need any additioral information, please contsct Linda B. Washington of my staff ai S74-
3151. 

cc: T. K. Brown 
Office of Environmental Protection 
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January 30, 1996 
L957-196-0071 

General Services Administration 
FAR Secretariat (VRS) 
18th and F Su-eets 
NW 
Room 4037 
Washington, D.C. 20405 

SUBJECT: 

REFERENCE: 

WRITTEN COMMENTS REGARDING THE FAR INTERIM 
PROPOSED RULE: IMPAIRMENT OF LONG-LIVED ASSETS AS 
CITED IN THE FEDERAL REGISTER, VOL. 60, NO. 240, 
DECEMBER 14, 1995 

FAR CASE 95-003 

Gentlemen: 

Thank you for the opportunity to review the above interim rule and comment on it. We have 
reviewed the interim rule and believe that it is not necessary. It places an undue 
administrative burden upon contractors who experience write-downs due to the impairment of 
long-lived assets since it would require contractors to maintain a separate set of records to 
depreciate the written-down assets as if they had not been written down. Since the current 
govemment movement is toward the adoption of commercial practices, enacting a rule that is 
contrary to current commercial practice seems to diverge from this endeavor. 

If you have any questions, please feel firee to contact me at (815) 226-5226. 

Sincerely, 

Arthur R. Charles, Vice President 

Aerospace Contracts, Compliance and Management Services 

ARC/gp 
FEB 8 (995 

J 



'f^^\ NatAal Security 
Industrial Association 

1025 Connccucut Ave.. NW. #300 
Washington.DC 20036 
(202)775-1440 

OOkeorthePmidait Fax (202) 775-1309 

February 9, 1996 
Mr. Jeremy F. Olson 
General Services Administration 
FAR Secretariat 
18th & F Streets, NW, Room 4037 
Washington, DC 20405 
Subject: FAC 90-35, FAR Case 95-003 
Dear Mr. Olson: 
The National Security I n d u s t r i a l Association (NSIA) appreciates 
the opportunity t o comment on the i n t e r i m rules i n FAR 31.205-11 
and FAR 31.205-16 addressing impairment of Long-Lived Assets f o r 
government contract costing purposes. The following are our 
comments: 
We f i r m l y believe t h a t government contract accounting should not 
depart from generally accepted accounting p r i n c i p l e s (GAAP) 
unless public policy or other special circumstances warrant 
deviation. The i n t e r i m rules deviate from GAAP and require 
treatment d i a m e t r i c a l l y opposed t o SFAS 121. The i n t e r i m r u l e 
did not address why SFAS 121 should not be used f o r government 
accounting other than the f a c t t h a t CAS 409-40(a)(4) and 
405-50(j) contain language which deals wi t h the unrelated subject 
of asset disposals. The r e s u l t of t h i s departure from GAAP i s 
increased administrative costs associated wi t h performing 
government contracts by r e q u i r i n g an a d d i t i o n a l set of asset 
records and depreciation/amortization schedules. 
NSIA also believes t h a t the charters of the C i v i l i a n Agency 
Acquisition Council and the Defense Acqu i s i t i o n Regulations 
Council do not include addressing a l l o c a t i o n issues i n the FAR 
Cost Principles when such issues are c u r r e n t l y addressed i n the 
Cost Accounting Standards. The i n t e r i m r u l e amendments to FAR 
31.205-11 and 31.205-16 are addressing when costs are assigned to 
cost accounting periods. The assignment of cost t o cost 
accounting periods i s properly an issue f o r consideration by the 
Cost Accounting Standards Board (CASB) and should not be 
addressed through changes i n the cost p r i n c i p l e s . The issue of 
changes i n circumstances, which would include impairment of 
assets, i s covered i n CAS 409-50(i). I f changes i n t h i s section 
are needed, the CASB i s the appropriate government e n t i t y t o 
revise i t s coverage. Therefore, i t i s inappropriate t o issue 
these i n t e r i m rules i n the FAR. 

FEB I 3 1996 

Join R. WootSiull Anhur E Jotiuon Mihlyn W. Andnilit. Ph.D. Thonus C Ridivds 
Qiairnun Vioe Chtinnin, Bond of Tnioeei Viee Oiaiimai Piaideni 

Boud of Tnineei Oui rmm. Eucuuvc Commioee Execuuvt Commiuee 
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The Federal Register notice stated t h a t the i n t e r i m rules are 
c l a r i f i c a t i o n s t o cost a l l o w a b i l i t y rules. While we agree that 
c l a r i f i c a t i o n s t o e x i s t i n g rules can properly be issued as 
int e r i m r u l e s , we do not agree th a t new concepts or issues that 
have not been previously addressed i n the cost p r i n c i p l e s should 
be issued as i n t e r i m rules. New FAR cost principjles and changes 
to e x i s t i n g FAR cost p r i n c i p l e s , unless mandated by law, should 
be processed through the normal procedure f o r new rules. 
I n summary, NSIA recommends t h a t the government withdraw these 
rules because they are inappropriate and contrary t o generally 
accepted accounting p r i n c i p l e s (GAAP). 
I f you would l i k e f u r t h e r information on t h i s subject, please 
contact Ed S c h i f f , NSIA Director f o r Procurement, at (202) 
496-3297. 

Sincerely, 

TTiomas C J Richards 
General, USAF (Ret) 
President 

TCR:as 
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General Services Adininistration 
FAR Secretariat (VRS) 
Attn: Mr. Jereiny F. Olson 
18th and F Streets, N.W. 
Room 4037 
Washington, D-C. 20405 

Reference: FAR Case 95-003 
Dear Mr. Olson: 

The Aerospace Industries Association (AIA) i s pleased to 
pravide i t s comments on i n t e r i m aunendments to FAR 31.205-11 and 
FAR 31.205-16, p r o h i b i t i n g a change i n the methodology f o r 
depreciating impaired long-lived assets f o r government contract 
costing purposes. I n accordance w i t h the i n t e r i m amendments, any 
changes i n depreciation r e s u l t i n g i n the write-down of an 
impaired l o n g - l i v e d asset w i l l be recognized only upon 
d i s p o s i t i o n of the asset. 

AIA strongly believes that the i n t e r i m rules are unwarranted 
and contrary t o sound accounting theory and e x i s t i n g Cost 
Accounting Standards (CAS) governing the a l l o c a t i o n of costs to 
f i n a l cost objectives. Accordingly, AIA recommends that the 
int e r i m r u l e be withdrawn. Detailed support f o r the AIA posi t i o n 
i s shown below. 

The Statement of Financial Accounting Standards (hereinafter 
called the "Statement") No. 121, Accounting f o r the Impairment of 
Long-lived Assets, issued by the Financial Accounting Standards 
Board (FASB) i n March 1995 established p r i n c i p l e s f o r the 
accounting treatment of impaired long-lived assets t o be held and 
used, and impaired long-lived assets i d e n t i f i e d f o r disposal. 
The Statement requires that long-lived assets used by an e n t i t y 
be reviewed f o r impairment whenever events or changes i n 
circumstances i n d i c a t e that the carrying amount of an asset may 
not be recoverable- I t also requires an immediate write-down of 
assets being disposed of t o t h e i r f a i r inarket value (less cost to 
s e l l ) , i f lower than the current carrying value. This Statement 
IS e f f e c t i v e f o r f i n a n c i a l statements f o r f i s c a l years beginning 
a f t e r December 15, 1995. 

Pursuant to FAR 31.201-2, Determining A l l o w a b i l i t y , 
generally accepted accounting p r i n c i p l e s (GAAP)are t o be employed 
i n accounting f o r costs of govemment contracts unless superseded 

Aerospa oe Industries Association el America, Inc. 
1250 Eye Street, N.W., VVashington, D.C. 20005-3922 (202) 371-8400 
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by specific Cosc Account ing standards or liaiibations found In FAR 
cost principles. The sound aeeounting principle/theozy isvplicit 
in tbe SFAS 121 pronouncement i s that long-lived assets, such as 
plant and equipment, are generally recorded at cost, i.e., f a i r 
value of the asset on the date o£ acquisition. Tbe original cost 
i s then reduced, or d^reciated, over the periods i n v^ich the 
asset i s used or consumed. However, wben an asset has been 
detennined to be impaired, under the accounting principle of 
"conservatism," i t should be vnitten down to i t s realizable 
value, i f less than ths current carrying value, and a one-time 
period loss recognized. The SFAS 121 pronouncement does not 
eliminate tbe possibility of a gain or loss upon tbe actual 
disposition of the asset; i t only minimizes the cost write-off 
that i s subsequently expected to occiur. 

Tbe DoD position that impetirment losses are sob to be 
recognized for govemment contract costisg purposes i s contrary 
to this souad accoxmting theory as well as the basic concepts 
found in FAR 31.201-3, Determining Reasonableness. Moreover, the 
DoD position i s inconsistent with basic accounting theory found 
in CAS 409, Depraciation of Tangible Capital Assets, FAR 31.205-
11, Depreciation, and FAR 31.205-16. Gains and Losses on 
Disposition of Depreciable Property or Capital Assets. 

The basic thrust of CAS 409 i s to recognize i n the 
accounting period the costs related to the consuusption of 
pliysical assets. The Standard i s based on the concept that 
depreciation costs identified witb cost accounting periods should 
be a reasonable measure of the eapiration of service potehtial of 
the tangible assets siibject to depreciation. Consistent with tbe 
requirements-in SFAS 121, CAS 409.50(h)(1) recognizes the! a b i l i t y 
to revise 'estimates of service l i f e , consumption of services, 
and residual value ... whenever circumstances change 
significantly." Similarly, CAS 409.50(e)(5) provides the ; 
f l e x i b i l i t y to use advance agreements for shorter service l i v e s 
when tbe asset has a unique purpose or other special 
circumstances that warrant a shorter estimated sorvice l i f e . 
Lastly, CAS 409.50(j)(3) provides that "the contracting parties 
may account for gains and losses arising from mass or 
extraordinary dispositions i n a manner which w i l l result i n 
treatment etjuitable to a l l parties.' 

Likewise, FAR 31-205-ll(a), Depreciation, states that 
depreciation i s a charge to curxent operations which distributes 
the cost of a tangible capital asset, less estimated residual 
value, over the estimated useful l i f e of the asset i n a 
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framework i n SFAS 121, FAR 31.205-16(e) , Gains and Losses on 
Disposition of Depreciable Property or Capital Assets, provides 
an accounting framework acknowledging that "losses a r i s i n g from 
mass or extraordinary sales, retirements, or other d i s p o s i t i o n . . . 
s h a l l be considered on a case-by-case basis." 

Further, contrary t o the p o s i t i o n a r t i c u l a t e d i n the 
background discussion accompanying the i n t e r i m r u l e , CAS 409.40 
(a)4) and ( b ) ( 4 ) , CAS 409.50 ( j ) (and the r e l a t e d Promulgation 
Comment 10, Gain or Loss), and FAR 31.205-16 do not preclude 
recognition of asset gains or losses such as those recfuired by 
SFAS 121. The provisions of those standards/regulations address 
only those s i t u a t i o n s where the d i s p o s i t i o n of an asset has 
act u a l l y occurred and do not i n any way es t a b l i s h or r e s t r i c t the 
accounting practices to be followed f o r recognizing other asset 
gains or losses. 

A major r e s u l t of the i n t e r i m r u l e i s that the 
inconsistencies between GAAP and the regulations goveming the 
costing of government contracts w i l l , once again, increase the 
administrative costs associated w i t h performing government's 
contracts. Industry continues to be concerned w i t h government's 
gradual movement away from the tenants of sound accounting theory 
(GAAP) and fundamental concepts i n recently proposed changes i n 
procurement regulations and i n t h i s i n t e r i m r u l e . Further, we 
f a i l t o see the need for the government's action. I t appears 
that the government's objective i n proposing t h i s r u l e i s to 
preclude p o t e n t i a l f i n a n c i a l harm caused by required adjustments 
to contract costs r e s u l t i n g from losses sustained by contractors 
from the write-down of irrpaired assets. The government's concern 
i s unfounded and not supported i n today's environment. Due to 
competitive and fi x e d - p r i c e contracting and a f f o r d a b i l i t y issues, 
adjustments i n an asset's value that p o t e n t i a l l y represent 
increased costs to the government w i l l not always be passed on to 
the government. 

We believe that the i n t e r i m regulation does not represent a 
c l a r i f i c a t i o n to e x i s t i n g regulations, nor i s i t equitable to 
industry. A formal promulgation process has been established, 
and i s l e g a l l y mandated f o r a l l proposed changes i n FAR. This 
promulgation process provides an opportunity f o r both the 
government and contractor community to i d e n t i f y concerns and 
comment on proposed rules before they become f i n a l . The process 
also ensures that the f i n a l rules issued by the government are 
equitable t o a l l p a r t i e s . Bypassing t h i s process by color i n g the 
proposed changes as c l a r i f i c a t i o n s does not comport w i t h the 
in t e n t of federal procurement regulations or recent a c q u i s i t i o n 
reform i n i t i a t i v e s . 



Mr. Jeremy F. Olson 
February 12, 1996 
Page Four 

In summary, f o r the reasons o u t l i n e d i n t h i s comment d r a f t , 
AIA encourages the government t o reconsider the p o s i t i o n 
contained i n the i n t e r i m regulation and to withdraw t h i s r u l e . 

I f you have any question regarding AIA's p o s i t i o n on t h i s 
subject, please contact Dick Powers of my s t a f f at (202) 
371-8526. 

Sincerely, 
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jftetommendation 
Agree to CAAC reconimendation, as revised. 

~ The CAAC ictunmieiidt> revisions to our draft proposed rule to correct an 
inconsistency between 31.205-11, which indicates that the depreciation of an asset cannot 
exceed the amount used for book and statement purposes, and the change at 31.205-16, that 
states that asset write-downs from book value will not be recognized for contract cost 
purposes. 

The CAAC revision solves this problem by making an exception to the depreciation 
rule, limiting depreciation to the amounts already established on depreciation schedules prior 
to the write-down. 

CPF agrees with the revision, except the CAAC located it in the wrong place, where it 
applies only to non-CAS covered contracts. We suggest instead that the fix be located in a 
new paragraph (o) at the end of 31.205-11. 

AUG 0 21995 



General Services Administration 
% ' f*^^£H^) ^ Office of Acquisition Policy 

Washington, DC 20405 

JUL 25 696 
D.S. Parry 
CAPT, SC, USN 
Directo r , Defense A c q u i s i t i o n 

Regulations Council 
ATTN: IMD 3D139 
OUSD(A&T) 
3062 Defense, Pentagon 
Washington, DC 20301-3062 
Re: FAR Case 95-003, Impairment of l o n g - l i v e d Assets 
Dear CAPT Parry: 
The DARC approved a proposed r u l e t o add allowable cost c r i t e r i a 
t o the cost p r i n c i p l e at FAR 31.205-16 concerning t h ^ r e c o g n i t i o n 
of gains and losses r e l a t e d t o l o n g - l i v e d assets. The CAAC 
concurs w i t h the proposed r u l e approved by the DARC except t h a t ^ 
the CAAC also believes a d d i t i o n a l changes are necessary i n the 
cost p r i n c i p l e covering deprecation expense, 31.205-11. The 
fu r t h e r changes approved by the CAAC are shown i n the attached 
amended proposed r u l e . 
This f u r t h e r change i n the proposed r u l e i s necessary because, i f 
a contractor w r i t e s down the value of an asset per the new SFAS, 
the depreciation expense charged f o r t h a t asset w i l l necessarily 
be reduced t o r e f l e c t the lower value of the asset. That reduced 
depreciation schedule w i l l be r e f l e c t e d on the contractor's books 
and records. However, FAR 31.205-11(e) states t h a t depreciation 
expenses changed t o a contract cannot exceed the depreciation 
expense on the contractors books and records. This means t h a t , i f 
the change to 31.205-16 recommended by the DARC i s made and i f FAR 
31.205-11(e) i s l e f t unchanged, contractors would be unable t o 
recoup the w r i t e down amount under Government contracts. 
Accordingly, the depreciation cost c r i t e r i a must be changed t o 
permit a contractor to use the o l d depreciation schedule i f the 
value of an asset i s w r i t t e n down per the new SFAS i n order t o l e t 
contractors continue t o make f u l l recovery. 
I f the DARC agrees w i t h these f u r t h e r changes, we w i l l p u b l i s h the 
r u l e i n the Federal Register f o r p u b l i c comment. 
Sincerely, 

C. ALLEN OLSON 
Chairman 
C i v i l i a n Agency 
A c q u i s i t i o n Council 

Federal Recycling Program Printed on Recycled Paper 



PROPOSED RULE APPROVED BY CAAC 
FAR CASE 95-003, IMPAIRMENT OF LONG-LIVED ASSETS 

Changes in bold inside brackets [like this] are changes recommended by the DARC and 
concurred in by the CAAC. Text shown in bold italics inside brackets [like this] are the 
additional changes approved by the CAAC. 

31.205-11 Depreciation. 
(a) Depreciation is a charge to current operations which distributes the cost of a tangible 

capital asset, less estimated residual value, over the estimated useful life of the asset in a systematic 
and logical manner. It does not involve a process of valuation. Useful life refers to the prospective 
period of economic usefulness in a particular contractor's operations as distinguished from 
physical life; it is evidenced by the actual or estimated retirement and replacement practice of the 
contractor. 

(b) Contractors having contracts subject to 48 CFR 9904.409, Depreciation of Tangible 
Capital Assets, must adhere to the requirement of that standard for all fully CAS-covered contracts 
and may elect to adopt the standard for all other contracts. All requirements of 48 CFR 9904.409 
are applicable if the election is made, and its requirements supersede any conflicting requirements 
of this cost principle. Once electing to adopt 48 CFR 9904.409 for all contracls, contractors must 
continue to follow it until notification of final acceptance of all deliverable items on all open 
negotiated Govemment contracts. Paragraphs (c) through (e) below apply to contracts to which 48 
CFR 9904.409 is not applied. 

(c) Normal depreciation on a contractor's plant, equipment, and other capital facilities is an 
allowable contract cost, if the contractor is able to demonstrate that it is reasonable and allocable 
(but see paragraph (i) below). 

(d) Depreciation shall be considered reasonable if the contractor follows policies and 
procedures that are— 

(1) Consistent with those followed in the same cost center for business other than 
Govemment; 

(2) Reflected in the contractor's books of accounts and financial statements; and 
(3) Both used and acceptable for Federal income tax purposes. 
(e) When the depreciation reflected on a contractor's books of accounts and fmancial 

statements differs from that used and acceptable for Federal income tax purposes, reimbursement 
shall be based on the asset cost amortized over the estimated useful life of the property using 
depreciation methods (straight line, sum of the years' digits, etc.) acceptable for income tax 
purposes. Allowable depreciation shall not exceed the amounts used for book and statement 
purposes and shall be determined in a manner consistent with the depreciation policies and 
procedures followed in the same cost center on non-Govemment business/, except that, 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 
schedules in use prior to the write-down (see 31.205-I6(g)).] 

(f) Depreciation for reimbursement purposes in the case of tax-exempt organizations shall be 
determined on the basis described in paragraph (e) immediately above. 

(g) Special considerations are required for assets acquired before the effective date of this cost 
principle if, on that date, the undepreciated balance of these assets resulting from depreciation 
policies and procedures used previously for Govemment contracts and subcontracts is different 
from the undepreciated balance on the books and fmancial statements. The undepreciated balance 
for contract cost purposes shall be depreciated over the remaining life using the methods and lives 
followed for book purposes. The aggregate depreciation of any asset allowable after the effective 
date of this 31.205-11 shall not exceed the cost basis of the asset less any depreciation allowed or 
allowable under prior acquisition regulations. 



(h) Depreciation should usually be allocated to the contract and other work as an indirect cost. 
The amount of depreciation allowed in any accounting period may, consistent with the basic 
objectives in paragraph (a) above, vary with volume of production or use of multishift operations. 

(i) In the case of emergency facilities covered by certificates of necessity, a contractor may 
elect to use normal depreciation without requesting a determination of "true depreciation," or may 
elect to use either normal or "true depreciation" after a determination of "true depreciation" has been 
made by an Emergency Facilities Depreciation Board (EFDB). The method elected must be 
followed consistently throughout the life of the emergency facility. When an election is made to use 
normal depreciation, the criteria in paragraphs (c), (d), (e), and (f) above shall apply for both the 
emergency period and the post-emergency period. When an election is made to use "true 
depreciation", the amount allowable as depreciation— 

(1) With respect to the emergency period (five years), shall be computed in accordance with 
the determination of the EFDB and allocated rateably over the full five year emergency period; 
provided no other allowance is made which would duplicate the factors, such as extraordinary 
obsolescence, covered by the Board's determination; and 

(2) After the end of the emergency period, shall be computed by distributing the remaining 
undepreciated portion of the cost of the emergency facility over the balance of its useful life 
provided the remaining undepreciated portion of such cost shall not include any amount of 
unrecovered "true depreciation." < 

(j) No depreciation, rental, or use charge shall be allowed on property acquired at no cost 
from the Govemment by the contractor or by any division, subsidiary, or affiiiate of the contractor 
under common control. 

(k) the depreciation on any item which meets the criteria for allowance at a "price" under 
31.205-26(e) may be based on ttiat price, provided the same policies and procedures are used for 
costing all business of the using division, subsidiary, or organization under common control. 

(1) No depreciation or rental shall be allowed on property fully depreciated by the contractor or 
by any division, subsidiary, or affiiiate of the contractor under common control. However, a 
reasonable charge for using fully depreciated property may be agreed upon and allowed (but see 
31.109(h)(2)). In determining the charge, consideration shall be given to cost, total estimated 
useful life at the time of negotiations, effect of any increased maintenance charges or decreased 
efficiency due to age, and the amount of depreciation previously charged to Govemment contracts 
or subcontracts. 

(m) 48 CFR 9904.404, Capitalization of Tangible Assets, applies to assets acquired by a 
"capital lease" as defined in Statement of Financial Accounting Standard No. 13 (FAS-13), 
Accounting for Leases, issued by the Financial Accounting Standards Board (FASB). Compliance 
with 48 CFR 9904.404 and FAS-13 requires that such leased assets (capital leases) be treated as 
purchased assets; i.e., be capitalized and the capitalized value of such assets be distributed over 
their useful lives as depreciation charges, or over the leased life as amortization charges as 
appropriate. Assets whose leases are classified as capital leases under FAS-13 are subject to the 
requirements of 31.205-11 while assets acquired under leases classified as operating leases are 
subject to the requirements on rental costs in 31.205-36. The standards of financial accounting and 
reporting prescribed by FAS-13 are incorporated into this principle and shall govem its application, 
except as provided in subparagraphs (1), (2), and (3) below. 

(1) Rental costs under a sale and leaseback arrangement shall be allowable up to the amount 
that would have been allowed had the contractor retained title to the property. 

(2) Capital leases, as defined in FAS-13, for all real and personal property, between any 
related parties are subject to the requirements of this subparagraph 31.205-1 l(m). If it is 
determined that the terms of the lease have been significantly affected by the fact that the lessee and 
lessor are related, depreciation charges shall not be allowed in excess of those which would have 
occurred if the lease contained terms consistent with those found in a lease between unrelated 
parties. 

(3) Assets acquired under leases that the contractor must capitalize under FAS-13 shall not be 
treated as purchased assets for contract purposes if the leases are covered by 31.205-36(b)(4). 



(n) Whether or not the contract is otherwise subject to CAS, the requirements of 31.205-52, 
which limit the allowability of depreciation, shall be observed. 

31.205-16 Gains and losses on disposition [or impairment] 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). 

(b) Gains and losses on disposition of tangible capital assets, including those acquired under 
capital leases (see 31.205-1 l(m)), shall be considered as adjustments of depreciation costs 
previously recognized. The gain or loss for each asset disposed of is the difference between the net 
amount realized, including insurance proceeds from involuntary conversions, and its undepreciated 
balance. The gain recognized for contract costing puiposes shall be limited to the difference 
between the acquisition cost (or for assets acquired under a capital lease, the value at which the 
leased asset is capitalized) of the asset and its undepreciated balance (except sqe subdivisions 
(c)(2)(i) or (ii) of ths section). 

(c) Special considerations apply to an involuntary conversion which occurs when a 
contractor's property is destroyed by events over which the owner has no control, such as fire, 
windstorrn, flood, accident, theft, etc., and an insurance award is recovered. The following govem 
involuntary conversions: 

(1) When there is a cash award and the converted asset is not replaced, gain or loss shall be 
recognized in the period of disposition. The gain recognized for contract costing puiposes shall be 
limited to the difference between the acquisition cost of the asset and its undepreciated balance. 

(2) When the converted asset is replaced, the contractor shall either— 
(i) Adjust the depreciable basis of the new asset by the amount of the total realized gain or 

loss; or 
(ii) Recognize the gain or loss in the period of disposition, in which case the Govemment 

shall participate to the same extent as outlined in subparagraph (c)( 1) above. 
(d) Gains and losses on the disposition of depreciable property shall not be recognized as a 

separate charge or credit when— 
(1) Gains and losses are processed through the depreciation reserve account and reflected in 

the depreciation allowable under 31.205-11; or 
(2) The property is exchanged as part of the purchase price of a similar item, and the gain or 

loss is taken into consideration in the depreciation cost basis of the new item. 
(e) Gains and losses arising from mass or extraordinary sales, retirements, or other 

disposition other than through business combinations shall be considered on a case-by-case basis. 
(f) Gains and losses of any nature arising from the sale or exchange of capital assets other 

than depreciable property shall be excluded in computing contract costs. 
[(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.] 
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During DAR Council discussions of this case on February 15,1995, the case manager 
was tasked to seek CPF's agreement to use the terms "net book value" in lieu of "carrying 
value" and "fair market value" in lieu of "fair value." We have talked with CPF and with the 
Chair of the Cost Principles Committee. Both have indicated that the terms are not 
synonymous and should remain as written since these are the tenns used in the Financial 
Accounting Standard being implemented. 

In addition, the DAR Council posed the question, *'Why are we allowing higher write-off 
for depreciation than would otherwise be allowed if written-down?" CPF has clarified that this 
is less expensive for the Govemment. It is a matter of the timing for shaiing those costs. 

We will continue to process the proposed rule agreed to by the DAR Council on 
February 15,1995. 



Official Case Record 
Date: 

February 15,1995 
FARCase: 95-003 

Case Title: 
Inpairment of Long-lived Assets 

Originator: 
O 
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Statute: Statutory Date: 

Outside Interest (Circle): IG OFPP OMB DCAA GAO Industry Other. 
Coordination/Conmients (Circle): DDP MPI CPA CPF DSPS FC GC Other. 
Action Scheduled Today: 

Discuss proposed FAR mle drafted by CPF. 

OSD Position: 
The proposed FAR mle clarifies that losses associated with contractor write-downs of long-
lived tangible assets and identifiable intangible assets, fi'om carrying to fair market values, 
due to impairment of the assets resulting from certain events or changes in circumstances 
(e.g. loss of business base, etc.), are unallowable costs imder Govemment contracts. The 
Cost Principles Committee reviewed CPF's draft mle and recommends that the title of 
31.205-16 be revised to include the term "inpairment" and that the text be set out as a 
separate new paragraph (g). I agree with the Committee's recommendation. 

Discussions/Actions Taken: 

:\jDdate: ] CAMUpdate: 
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Recommendation: Discuss 

Although not tasked to coordinate on the proposed change to the cost 
principle at FAR 31.205-16, the Cost Principles Committee has pro­
vided the attached comments for DAR Council consideration. The 
Committee's recommended revisions are meant to highlight and 
cl a r i f y . 

FEB la 



DEPARTMENT OF THE NAVY 
OFFICE OF THE ASSISTANT SECRETARY 

(Research, Development and Acquisition) 
WASHINGTON, D C. 20350-1000 

January 9, 1995 

MEMORANDUM FOR NAVY POLICY REPRESENTATIVE 
Subj: FAR CASE 95-003, IMPAIRMENT OF LONG-LIVED ASSETS 

This i s i n reference t o the Case Management Record of 
January 30, 1995 on the subject FAR case. I t i s noted t h a t the 
Cost P r i n c i p l e s Committee was not requested t o coordinate on the 
proposed change t o the cost p r i n c i p l e a t FAR 31.205-16. However, 
the Committee would l i k e t o submit the f o l l o w i n g comments f o r DAR 
Council c o n s i d e r a t i o n . 

The Cost P r i n c i p l e s Committee concurs w i t h the conclusion 
t h a t impairment losses should be unallowable f o r government 
c o n t r a c t i n g purposes. We also do not take exception t o the 
proposed new language which sets f o r t h the Government's p o l i c y 
regarding t h i s issue. However, we b e l i e v e t h a t the word 
"impairment" should be added t o the heading of the cost p r i n c i p l e 
t o h i g h l i g h t t h a t the a l l o w a b i l i t y of asset impairment costs are 
also being addressed. Also, from a s t y l i s t i c p o i n t of view and 
f o r b e t t e r c l a r i t y , we be l i e v e t h a t the coverage on asset 
impairments should not be added t o paragraph (a) which addresses 
d i s p o s i t i o n ( s a l e , r e t i r e m e n t , etc.) of depreciable property, 
since impairment i s d i f f e r e n t frora d i s p o s i t i o n , the Cost 
P r i n c i p l e s Committee believes t h a t i t i s more appropriate t o have 
separate paragraphs addressing the a l l o w a b i l i t y of the two 
d i s t i n c t costs. Therefore, we recommend t h a t the cost p r i n c i p l e 
be revised as f o l l o w s : 

31.205-16 Gains or losses on d i s p o s i t i o n [ o r impairment] of 
depreciable p r o p e r t y or other c a p i t a l assets. 

* * * * * 
[(g) With respect to long-lived tangible and i d e n t i f i a b l e 

intangible assets held for use, no loss s h a l l be recognized for a 
write-down from carrying value to f a i r value as a r e s u l t of 
impairments caused by events or changes in circvunstances (e.g. 
environmental damage, id l e f a c i l i t i e s a r i s i n g from a declining 
business base, e t c . ) . Depreciation or amortization on pre-write-
down carrying values of impaired assets not yet disposed of s h a l l 
continue to be recoverable under established depreciation or 
amortization schedules to the extent i t i s not otherwise 
unallowable under other provisions of the FAR.] 

I am a v a i l a b l e t o discuss t h i s issue i f you l i k e . 

t Clarence M. Belton 
Chairman, Cost P r i n c i p l e s Committee 
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MINUTES OF JOINT COMMITTEE MEETING 

ON XCCOUNTING FOR 

IMPAIRMENT OF LONG-LIVED ASSETS 

A j o i n t meeting of the Cost P r i n c i p l e s and Cost Accounting ^̂ /"̂  
Standards (CAS) committees was held on November 30, 1994. The ( j - ^ 
purpose of the meeting was t o : ( i ) discuss p r o v i s i o n s of the 
Statement of Fin a n c i a l Accounting Standards (SFAS) e n t i t l e d 
"Accounting f or the Impairment of Long-Lived Assets;" ( i i ) determine 
what, i f any, relevance the SFAS has to Government contract p r i c i n g 
and cost accounting; ( i i i ) review appropriate Federal A c q u i s i t i o n 
Regulation (FAR) and CAS provi-sions; and ( i v ) recommend appropriate 
p o l i c y to p r o t e c t the Government's i n t e r e s t s w h i l e p r o v i d i n g 
equitable treatment to co n t r a c t o r s . I n v i t e d s t a f f members of the 
CAS Board and Department of Defense Inspector General's Audit Policy 
and Oversight o f f i c e attended the meeting. 

.qFA.q PROVISIONS: 
The SFAS addresses accounting f o r impairment of l o n g - l i v e d 

assets (such as land, b u i l d i n g s , and f a c i l i t i e s ) , i d e n t i f i a b l e 
i n t a n g i b l e s , and r e l a t e d g o o d w i l l . I t provides guidance to 
recognize and measure impairment losses due to events or changes i n 
circumstances (e.g., environmental damage, i d l e f a c i l i t i e s a r i s i n g 
from d e c l i n i n g business, etc.) and requires the c a r r y i n g amount of 
a f f e c t e d assets to be reduced to f a i r value whenever t h e i r c a r r y i n g 
amounts may not be recoverable. The SFAS w i l l apply to f i n a n c i a l 
statements of p u b l i c l y - h e l d firms f o r f i s c a l years beginning a f t e r 
December 15, 1994. 

Recognizing th a t cost accounting r u l e s , r e g u l a t i o n s , and 
standards which apply to Government c o n t r a c t p r i c i n g and costing do 
not always coincide w i t h f i n a n c i a l and tax accounting requirements, 
the j o i n t committee agreed t h a t the most productive discussion 
approach would be to analyze the e f f e c t s of recognizing SFAS f o r 
Govermnent c o n t r a c t i n g versus the e f f e c t s of non-recognition. 
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Minutes o f J o i n t Confnittee H e e t i n g 
on A c c o u n t i n g f o r Impairment o f 
Long - I j i v e d Xaseta 11/30/94 

DISCUSSION: 
Recognition versus Non-recognitlon. 

An impaired asset write-down i s e s s e n t i a l l y an extraordinary 
event that normally would be charged o f f as a p e r i o d expense. 
Depending upon business and cont r a c t mix, r e c o g n i t i o n of write-downs 
could provide enhanced cash flow to cont r a c t o r s and s i g n i f i c a n t cost 
increases co the Government i n write-down periods, unless the 
Government required impairment losse.s to be amortized over remaining 
periods of impaired asset use. Moreover, f o r p r i c i n g purposes, a 
contractor might be able to c o n t r o l the t i m i n g of an impaired asset 
write-down f o r maximum e f f e c t . 

The p o t e n t i a l f o r "gaming" would necessitate a cost r u l e w i t h 
s u f f i c i e n t safeguards to preclude abuses. Consequently, the r u l e 
l i k e l y would be complex and contain requirements t h a t imposed a 
considerable admini.strative burden. For example, oversight and 
review of write-downs on a case-by-case basis might be necessary to 
pr o t e c t the Government's i n t e r e s t s . Accordingly, the group was 
unable to discern a compelling reason f o r the Governraent to 
recognize impaired asset write-downs f o r c o n t r a c t i n g purposes. 

Conversely, a non-recognition p o l i c y toward impaired asset 
write-downs i s consistent w i t h c u r r e n t FAR pr o v i s i o n s and provides 
equitable treatment f o r both c o n t r a c t o r s and Government, to w i t : 

open f l e x i b l y p r i c e d contracts are unaffected; 

amortization schedules need not be changed; 
contractor's current cash flow i s unaffected; 
contractors continue to p r i c e / c o s t d e p r e c i a t i o n on 
pre-write-down c a r r y i n g values and, thereby, recover the 
f u l l amount; 

cost records can be maintained v i a memo e n t r i e s to as.set 
accovmts and e n t a i l no a d m i n i s t r a t i v e burden; 

costs are more p r e d i c t a b l e ; 
minimal FAR changes are required; 
treatment of loss i.s consistent w i t h t h a t of disposal gains 
and asset write-ups r e l a t e d to business combinations per 
[FAR 31.205-16(a) and FAR 31.205-52 r e s p e c t i v e l y ] ; 
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Long-Livad Assets 11/30/94 

treatment of loss i s consistent w i t h current r e s t r u c t u r i n g 
p o l i c y ; 
treatment of remediation costs f o r environmentaL-cleamup i s 
unaffected; 

treatment of loss i s consistent w i t h i d l e f a c i l i t i e s and 
i d l e capacity cost r u l e [FAR 31.205-17]; and 

resolves defense i n d u s t r y concerns regarding p o t e n t i a l 
i n e q u i t i e s due to the "no r e v e r s a l " p r o v i s i o n of the SFAS. 

Other Considerations. 

The j o i n t committee also noted t h a t mechanisms already e x i s t to 
deal w i t h asset impairments, such as: 

cont r a c t u a l p r o v i s i o n s ; 
advance agreements; 
contract termination p r o v i s i o n s ; 
FAR Part 50 [P.L. 85-804, Extraordinary Contractual 
A c t i o n s ] ; 
CAS 9904.409 [changes i n asset estimated service l i f e 
and r e s i d u a l value, and loss r e c o g n i t i o n upon d i s p o s a l ] ; 

r e s t r u c t u r i n g p o l i c y [impairment losses might be part of 
proposed costs r e l a t e d to asset d i s p o s i t i o n s r e s u l t i n g 
from i n t e r n a l or ex t e r n a l r e s t r u c t u r i n g a c t i v i t i e s ] ; 

CONCLUSION: 
The j o i n t committee (eight attendees) unanimously agreed th a t 

impairment losses should not be recognized f o r Government 
co n t r a c t i n g . I n essence, an impairment loss i s the equivalent of 
accelerated depreciation; i t simply changes the timing f or recovery 
of asset c a r r y i n g values. Under current FAR pro v i s i o n s , defense 
contractors w i l l continue to recover the f u l l amount of pre - w r i t e -
down car r y i n g values. Accordingly, there i s no o b j e c t i v e reason to 
recognize SFAS-mandated impairment losses f o r Government contracting 
purposes. 
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RECOMMENDATION: 
The j o i n t comiT\ittee recommends is s u i n g a FAR i n t e r i m r u l e 

s t a t i n g that impairment losses are not allowable f o r Govojcnment 
c o n t r a c t i n g purposes. The language should emphasize that asset 
c a r r y i n g values s h a l l continue to be f u l l y recoverable to the extent 
they are not otherwise unallowable under other provisions of FAR. 
The group also recommends a p o l i c y memorandum be issued to the 
Services and Agencies recommending t h a t , pending p u b l i c a t i o n of a 
FAR change, advance agreements should be negotiated w i t h contractors 
contemplating asset write-downs w i t h i n the next calendar year. 

Prepared by: DSawyer/PDUSD(A&T)DP(CPF)/2Dec94/(703)695-7197 
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Recommendation Discuss: 

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) mle that wilNsequire 
publicly-held firms to recognize asset impaimient losses resultmg from certain events or 
changes in circumstances when recovery of carrying values is improbable. 

CPF has already developed a proposed mle 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 
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• 
MEMORANDUM FOR DEPUTY DIRECTOR, DEFENSE ACQUISITION REGULATIONS 

SYSTEM 
SUBJECT: Accounting f o r Impairment of Long-Lived Assets 

•. 
The F i n a n c i a l Accounting Standards Board plans t o issue a new 

r u l e i n February t h a t w i l l r e q u i r e p u b l i c l y - h e l d f i r m s t o recognize 
asset impairment losses r e s u l t i n g from c e r t a i n events or changes i n 
circumstances (e.g., environmental damage) when recovery of c a r r y i n g 
values i s improbable. Once w r i t t e n down, the previous c a r r y i n g 
amount of an asset cannot be r e s t o r e d i f the impairment i s 
subsequently removed. The r u l e w i l l apply t o f i n a n c i a l statements 
f o r f i s c a l years beginning a f t e r June 15, 1995. 

Under c u r r e n t CAS and FAR p r o v i s i o n s , impairment losses on 
assets h e l d f o r use cannot be recognized f o r Government c o n t r a c t i n g . 
Nonetheless, u n c e r t a i n t y and p o t e n t i a l controversy might be avoided 
i f an appropriate FAR change i s implemented to c l a r i f y e x i s t i n g 
p o l i c y on the sub j e c t . 

CPF has s t a f f e d the issue w i t h selected members of the Cost 
P r i n c i p l e s and CAS committees, and d r a f t e d a proposed change t o FAR 
31.205-16 w i t h c o l l a t e r a l s (Attachment). Given the sho r t lead time 
a v a i l a b l e t o us, I would l i k e t h i s case to receive top p r i o r i t y . 
Please e s t a b l i s h a case number and process the case as q u i c k l y as 
pos s i b l e . 

Eleanor R. Spector 
D i r e c t o r , Defense Procurement 

Attachment 
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DAR Case 95-XX  
Baseline; FAR posted throuqh FAC 94-20 

Proposed change shown i n [ b r a c k e t s ] . 

PART 31—CONTRACT COST PRINCIPLES AND PROCEDURES 
* * * * 

31.205-16 Gains and losses on disposition of depreciable 
property or other c a p i t a l assets. 
(a) Gains and losses from the sale, r e t i r e m e n t , or other 

d i s p o s i t i o n (but see 31.205-19) of depreciable p r o p e r t y s h a l l 
be included i n the year i n which they occur as c r e d i t s or 
charges t o the cost grouping(s) i n which the d e p r e c i a t i o n or 
am o r t i z a t i o n a p p l i c a b l e t o those assets was included (but see 
paragraph (d) of t h i s subsection). However, no gain or loss 
s h a l l be recognized as a r e s u l t of the t r a n s f e r of assets i n a 
business combination (see 31.205-52). [Moreover, w i t h respect 
to l o n g - l i v e d t a n g i b l e and i d e n t i f i a b l e i n t a n g i b l e assets h e l d 
f o r use, no loss s h a l l be recognized f o r a write-down from 
c a r r y i n g value t o f a i r value as a r e s u l t of impairments caused 
by events or changes i n circumstances (e.g., environmental 
damage, i d l e f a c i l i t i e s a r i s i n g from a d e c l i n i n g business base, 
e t c . ) . D epreciation or a m o r t i z a t i o n on pre-write-down c a r r y i n g 
values of impaired assets not y e t disposed of s h a l l continue to 
be recoverable under e s t a b l i s h e d d e p r e c i a t i o n or a m o r t i z a t i o n 
schedules to the extent i t i s not otherwise unallowable under 
other p r o v i s i o n s of the FAR.] 

* * * * 
Attachment 



PROPOSED FEDERAL REGISTER NOTICE 
DEPARTMENT OF DEFENSE 
GENERAL SERVICES ADMINISTRATION 
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION 

48 CFR Part 31 
Federal A c q u i s i t i o n Regulation (FAR); Impaired Assets. 

AGENCIES: Department of Defense (DoD); General Services 
A d m i n i s t r a t i o n (GSA); and Na t i o n a l Aeronautics and Space 
A d m i n i s t r a t i o n (NASA). 

ACTION: Request f o r comment on proposed r u l e . 
COMMENTS: Comments should be submitted to the FAR S e c r e t a r i a t 
at the address shown below on or before (50 days from 
p u b l i c a t i o n ) , to be considered i n the f o r m u l a t i o n of a f i n a l 
r u l e . 
SUMMARY: The C i v i l i a n Agency A c q u i s i t i o n Council and the 
Defense A c q u i s i t i o n Regulations Council are considering 
r e v i s i n g FAR 31.205-16 to set f o r t h a c l a r i f i c a t i o n of e x i s t i n g 
r u l e s regarding the a l l o w a b i l i t y of losses recognized when 
c a r r y i n g values of impaired assets are w r i t t e n down f o r 
f i n a n c i a l r e p o r t i n g . 

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 c i t e 
FAR Case 95-XX i n a l l correspondence related to these issues. 
EFFECTIVE DATE: 
FOR FURTHER INFORMATION CONTACT: Ms. Beverly Fayson, FAR 
S e c r e t a r i a t , telephone (202) 523-4755. Please c i t e FAR Case 
95-XX. 



SUPPLEMENTARY INFORMATION: 
A. Background 

The r e v i s i o n proposed by the cou n c i l s i s intended to 
c l a r i f y extant cost a l l o w a b i l i t y r u l e s regarding r e c o g n i t i o n of 
gains and losses r e l a t e d to l o n g - l i v e d assets. This proposed 
r u l e addresses a cost category which i s the subject of a 
F i n a n c i a l Accounting Standards Board proposed Statement of 
F i n a n c i a l Accounting Standards (SFAS), No. 132-B, dated 
November 29, 1993, and e n t i t l e d "Accounting f o r the Impairment 
of Long-Lived Assets. The SFAS applies t o l o n g - l i v e d assets 
(such as land, b u i l d i n g s , and equipment), i d e n t i f i a b l e 
i n t a n g i b l e s , and r e l a t e d g o o d w i l l , and est a b l i s h e s guidance to 
recognize and measure impairment losses. I f impaired assets 
are to be hel d f o r use, the SFAS requires a write-down t o f a i r 
value when events or circumstances (e.g., environmental damage, 
i d l e f a c i l i t i e s a r i s i n g from d e c l i n i n g business, etc.) i n d i c a t e 
t h a t c a r r y i n g values may not be f u l l y recoverable. Impaired 
assets t h a t are to be disposed of, however, would be repo r t e d 
( w i t h c e r t a i n exceptions) a t the lower of cost or f a i r value 
less cost t o s e l l . Once w r i t t e n down, the previous c a r r y i n g 
amount of an impaired asset could not be r e s t o r e d i f the 
impairment was subsequently removed. The f i n a l SFAS, which i s 
v i r t u a l l y unchanged from the proposed r u l e (except f o r c e r t a i n 
u t i l i t y company p r o v i s i o n s ) , i s scheduled to be issued on 
February 15, 1995. The SFAS w i l l apply to a l l f i n a n c i a l 
statements issued f o r f i s c a l years beginning a f t e r June 15, 
1995. I n c o n t r a s t to the SFAS p r o v i s i o n s . Cost Accounting 
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standard (CAS) 9904.409, "Depreciation of Tangible C a p i t a l 
Assets," provides q u i t e d i f f e r e n t c r i t e r i a and guidance t o 
recognize gains and losses f o r Government c o n t r a c t i n g purposes. 
The language at 9904.409-40(a) (4) and ( b ) ( 4 ) , 9904 . 409-50 ( j ) , 
and r e l a t e d Promulgation Comment 10, "Gain or Loss," makes i t 
c l e a r t h a t gains and losses are recognized only upon asset 
d i s p o s a l ; no other circuinstances t r i g g e r such r e c o g n i t i o n . FAR 
31.205-16, "Gains and losses on d i s p o s i t i o n of depreciable 
p r o p e r t y and other c a p i t a l assets," r e f l e c t s the CAS p r o v i s i o n 
t h a t an asset be disposed of i n order to recognize a gain or 
lo s s . The FAR r u l e a pplies to both CAS and non-CAS covered 
c o n t r a c t s . Consequently, f o r Government c o n t r a c t i n g purposes, 
an impairment loss i s recognized only upon di s p o s a l of the 
impaired asset and, l i k e other losses, i t i s measured as the 
d i f f e r e n c e between the net amount r e a l i z e d and the impaired 
asset's undepreciated balance. Government c o n t r a c t o r s , 
t h e r e f o r e , recover the c a r r y i n g values of impaired assets h e l d 
f o r use by r e t a i n i n g pre-write-down d e p r e c i a t i o n or 
a m o r t i z a t i o n schedules as though no impairment had occurred. 
I n order to c l a r i f y the e x i s t i n g cost a l l o w a b i l i t y r u l e , both 
co u n c i l s have agreed to proceed w i t h p u b l i c a t i o n of t h i s 
proposed r u l e . 

B. Regulatory F l e x i b i l i t y Act 
This proposed r u l e i s not expected to have a s i g n i f i c a n t 

economic impact on a s u b s t a n t i a l number of small e n t i t i e s 
w i t h i n the meaning of the Regulatory F l e x i b i l i t y Act, 5 U.S.C. 
601, s i . seq.. because most co n t r a c t s awarded to small e n t i t i e s 



are awarded on a competitive fixed-price basis and cost 
p r i n c i p l e s do not apply. An I n i t i a l Regulatory F l e x i b i l i t y 
Analysis has, therefore, not been performed. Comments from 
small e n t i t i e s concerning the affected FAR subpart w i l l be 
considered in accordance with 5 U.S.C. 610. Such comments must 
be submitted separately and should c i t e 5 U.S.C. 601, et seq. 
(FAR case 95-XX), i n correspondence. 
C. Paperwork Reduction Act 

The Paperwork Reduction Act does not apply because the 
proposed change to the FAR does not impose record keeping or 
information c o l l e c t i o n requirements, or col l e c t i o n s 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. 
L i s t of Subjects i n 48 CFR Part 31: 

Government procurement. 
Dated: 


