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General Sen/ices Administration A 

Office of Acquisition Policy 
Washington, DC 20405 

''EB /5 1996 

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

FROM: 

SUBJECT: 

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

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 

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 

A I A 

REMARKS 

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

That the CAAC or the FAR Sta f f analyze public comments, 
d r a f t f i n a l r u l e language, and provide i t to DoD f o r review and 
consideration; or that the CAAC task one of i t s committees to 
analyze p u b l i c comments and to submit a committee report, 
i n c l u d i n g f i n a l rule language, f o r review and consideration by 
both Councils. 

That the Councils agree on f i n a l r u l e language without 
f u r t h e r d e l i b e r a t i o n . 
Attachments 
cc: Ralph DeStefano, Acting CAAC Chairman 

Jeremy Olson, FAR Staff Analyst 

Federal Recycling Program Printed on Recycled Paper 
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DEPARTMENT OF THE TREASURY 
BUREAU OF ENGRAVING AND P̂ RINTING 

WASHTNCJTC^N, D. C . 20228 

MEMORANDUM FOR. KEVIN N. WHITFIELD 
PROCUREMENT ANALYST 

FROM 

SUBJECT; 

DATE: 

Carol Secgan, Cfaief 
OflBce of ProcuremenU-w 0^ 

Request for Commons on FAR Inienm Rule 

December 22, 199S 

Per your request dated December 4. 1995. the BEP offers tfae following 
to the FAR Interim Rule under FAR case 95-3: 

its with respect 

The mtroduction ofa rBquireme&l to include new environmeniaj/̂ ertification and clause 
requiranents in all competed contracts in excess of SlOO.OOO^nduding options), is in 
direct contradiction to tfae stated intent of FASA to streamlme contract functions and 
eliminate paperwork burdens (where able) in accordancewith the Paperwork Reduction 
Act. Companies who &11 under tfae reporting requiraums, are already required to repon 
on toxic chemicals released to the environment imder EPA's '*The Emergeacy Pianmng 
and Cammunity Rigfat-To-Know Act of 1986 C^CRA}". In March 1995, the House 
passed bill HR 1022 tfaat required legulatonr^endes to weigfa tfae benefits of a new 
regulation against tbe costs it would imppSe oo businesses. In Febriiary 1995, tfae House 
passed a bill that temporarily froze thê miplementatioQ of new regulations. Given the 
current climate regarding streamlimng procurement and eUminating paperwoik burdens, 
the Gcrmnment ahould find new^ethods of enforcing EPA regulations. 

The proposed change to F^ 
member of a profossioc 

1) Prior to making a^eierminanon to omit tfae cenificaiioQ and clause in a solicitation in 
excess of S5OO,90O (including options), the agency SHALL consult wiih EPA. 

Part 23 adds the following troubling guidance for any 
ocurement team: 

NOTE 
and 

is the requiremenl prior to making a determination to omit tihe certification 
rin any solicitation berween SIOO.OOO and $500.0007 

: Contracting Officer SHALL cooperate witfa EPA r^veaentativcs and provide 
: and asMttmcc to aid EPA in tfae perfbrmanee of responsibilities; and 

/ 
1 1 / 1 1 / o e 



3) EPA MAY reeommend Tenninaiion for Conveoience ofany ensting agency cootract if 
it is detennined that the Contractor is not filing tfac necessary forms or incomplete 
information. This giiidsn^* provides great potentisl for EPA's inteiforence and/or 
stoppage of the BEP's ability to procure equipmem and supplies reqiiired. The 
requirement for inclusion of the proposed clause and certification includes all SIC codes 
between 20 and 39; tfais covers most, ifnot all, oftfae items procured tn the Stamp 
Contracts Division. Since foreign conpanies are ecempt fixmi tfaese requirements, it 
seems tfaat this action would funber widen the gap between our ability to award to 
American companies and drive ui further into the arms offoreign contractors not liable for 
max^ of our reulatory practices. Any EPA involvement in agency contracting could 
conceivabiy lead to senous eonflict baween satisfying sgency needis and helping EPA 
perform their job. Possibly a better solutian to assist EPA in enforcing this requirement 
would be to put some teeth in the regulation by increasing the fines involvod for tbose 
companies who disregard EPCRA. 

Note: The Background infonnation conflias with tlw statement ofthe proposed ciause; 
the former states that tfau rule does not apply to subcontractors beyond the flrst tier, wliile 
thc latter talks about subcontractors and does not identify the requiremenis as applying to 
only first tier subcontractors. 

Ifyou need any additional information, please contact Linda B. Washington ofmy staff az S74-
3151. 

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

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

SUBJECT: 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 

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 interun 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 
govenmient movement is toward the adoption of commercial practices, enacting a rule that is 
contrary to cunent commercial practice seems to diverge from this endeavor. 

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

Sincerely, 

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

ARC/gp 

FEB 8 1996 

J 



\ Nannal Security 
/ Industnal Association 

onice of the Pmident 

1025 Connecticut Ave. NW. #300 
Washington.DC 20036 
(202)775-1440 
Fax (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 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 f o l l o w i n g are our 
comments: 
We f i r m l y believe that 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 inter 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 with 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 Acquisition 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 t o 
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. Woodhull 
Qui tmn 

Boud of Tnj Bees 
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Vice Quimun, Botrd of Tiuaees 
Oiairman, Exeaaive Commioee 
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Vice Chairmn 

Executive Commiuee 

Thomai C Richardi 
Presidem 
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Mr. Olson 
Page 2 

The Federal Register notice stated that 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 rules, 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 p r i n c i p l e s 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. 
In summary, NSIA recommends tha 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, 

CAOJU^THM<A>4^ — " 
Tliomas C.J Richards 
General, USAF (Ret) 
President 

TCR:as 
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February 12, 1996 

General Se rv ices A d m i n i s t r a t i o n 
FAR S e c r e t a r i a t (VRS) 
A t t n : Mr. Jereiny P. Olson 
18 th and F S t r e e t s , 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 
provide i t s comments on i n t e r i m ainendments t o 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 governinent contract 
costing purposes. I n accordance w i t h the i n t e r i m amendments, any­
changes i n depreciat:ion 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 to 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 
in t e r i m r u l e be withdrawn. Detailed support f o r the AIA pos i 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 lo n g - l i v e d assets to 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 in 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 to t h e i r f a i r market value (less cost to 
s e l l ) , i f lower than the current carrying value. This Statement 
i s 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. V 

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 government contracts unless superseded 

y 
A«ro«pace Industries Association ef America, inc. 

1250 Eye Streei, N.W., Washington, D.C. 20005-3922 (202) 371-8400 

FEB 1 3 1996 



Hr. «J«rexii/ F. Olson 
Februaxy 12, 1996 
Page Two 

by speci Hie Cosc Accountixig Standards or limitations £ound i n FAR 
cost principles. The sound accounting principle/theory implicit 
in the SFAS 121 pronoimcement i s that long-lived assets, sui=h as 
pletnt and equipment, are generally recorded at cost, i.e.., f a i r 
value of the asset on the date of acquisition. Tbe original cost 
i s then reduced, or depreciated, over the periods i n which the 
asset i s used or consumed. However, when an asset has been 
determined to be inpaired, under the accounting principle of 
•conservatism," i t should be written down to i t s realizable 
value, i f less than the current carrying value, and a one-time 
period loss recognized. The SFAS 121 pronouncement does not 
eliminate the possibilicy of a gain or loss upon the actual 
disposition of the asset; i t only minimizes the cost write-off 
that i s subsequently expected to occur. 

The DoD position that iflyaiiinent losses are nob to be 
recognized for government contract costing purposes i s contrary 
to this sound accouncing 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, Depreciation of Tangible Capital Assets, FAR 31.205-
11, Depreciation, and FAR 31.205-16. Gains and Iiosses 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 consumption of 
physical assets. The Standard i s based on the concept that 
depreciation costs identified with cost accounting periods should 
be a reasonable measure of the expiration of service potcntiai of 
the tangible assets stibject to depreciation. Consistent with the 
requirements-in SFAS 121, CAS 409.50(h)(1) reeognizes che a b i l i t y 
to revise "estimates of sezvice l i f e , consumption of services, 
and residual value . .. henever cireumstances change 
signif icantly - • Similarly, CAS 409.50(e)(5) provides the ; 
f l e x i b i l i t y to use ad-oance agreements for shorter service l i v e s 
when the asset has a unique purpose or other speci&l 
circximstouces thac warrant a shorter estimaeed ssrvice l i f e . 
Lastly, CAS 409.SO(j)(3) provides that 'the contraceing parties 
may accounc for gains and losses arising from mass or 
extraordinary dispositions in a manner which w i l l result i n 
treatment equitable to a l l parties.• 

l/ikewise, FAR 31-205-ll(a) , Depreciation, states that 
depreciation i s a charge to current 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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Mr. Jeremy F. Olson 
February 12. 19 96 
Page Three 

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 re 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 required 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 est 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 governing 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 fundeunental 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 reguired adjustments 
to contract costs r e s u l t i n g from losses sustained by contractors 
from the write-down of impaired 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 th a t 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 
int 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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Mr. Jeremy F. Olson 
February 12. 1996 
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by s p e c i f i c Cost Accounting Standards or l i m i t a t i o n s found i n FAR 
cost p r i n c i p l e s . The sound accounting p r i n c i p l e / t h e o r y i n p l i c i t 
i n the SPAS 121 pronouncement i s that l o n g - l i v e d assets, syteh as 
plant and equipment, are generally recorded at cost, i . e . / f a i r 
value of the asset on the date (̂ f a c q u i s i t i o n . The o r i g i n a l cost 
i s then reduced, or depreciated,\ over the periods i n which the 
asset i s used or consumed. However, when an asset hasr been 
determined t o be impaired, under t̂ he accounting p r i n c i p l e of 
"conservatism." i t should be w r i t t e n down to i t s Realizable 
value, i f less than the current carrying value, ana a one-time 
period loss recognized. The SFAS 12u. pronouncerMmt does not 
eliminate the p o s s i b i l i t y of a gain or loss upMi the actual 
d i s p o s i t i o n of the asset; i t only min\mizes thje cost w r i t e - o f f 
that i s subsequently expected to occui 

The DoD p o s i t i o n that impairment l^ss 
recognized f o r government contract c o s t i 
to t h i s sound accounting theory as well 
found i n FAR 31.201-3, Determining Reaso 
DoD p o s i t i o n i s inconsistent w i t h basic 
i n CAS 409, Depreciation of Tangible Canait 
11, Depreciation, and FAR 31.205-16, GaAns 

are not to be 
urposes i s contrary 

the basic concepts 
bleness. Moreover, the 
^counting theory found 
1 Assets. FAR 31.205-
'̂ nd Losses on 

Disposition of Depreciable Property or/Capi^al Assets. 
The basic tenant of CAS 409 i s db recognize i n the 

accounting period the costs r e l a t e d t o the consumption of 
physical assets. The Standard i s b/sed on the concept that 
depreciation costs i d e n t i f i e d with/cost accouiiting periods should 
be a reasonable measure of the ex p i r a t i o n of service p o t e n t i a l of 
the tangible assets subject to d q r e c i a t i o n . Consistent wi t h the 
requirements i n SFAS 121, CAS 4(/9 .50 (h) (1 > recobnizes the a b i l i t y 
to revise "estimates of service? l i f e , consumption of services, 
and residual value . . . whenevet circumstances cliange 
s i g n i f i c a n t l y . " S i m i l a r l y , CAS 409.50(e)(5) provides the 
f l e x i b i l i t y t o use advance aoreements f o r shorter service l i v e s 
when the asset has a unique/purpose or other special 
circumstances that warrant /a shorter estimated sepvice l i f e . 
Lastly, CAS 409.50(j)(3) pfovides that "the contracting parties 
may account f o r gains and /losses a r i s i n g from mass or 
extraordinary dispositions i n a manner which w i l l r e s u l t i n 
treatment equitable to a l l p a r t i e s . " 

Likewise, FAR 31.205-11 (a), Depreciation, states that 
depreciation i s a charge to current operations which d i s t r i b u t e s 
the cost of a tangible c a p i t a l asset, less estimated residual 
value, over the estimated useful l i f e of the asset i n a 
systematic and l o g i c a l manner. Similar to the accounting 
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