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August 30, 2001

To: Heads of Agencles Users, Preparers, and Auditors of
Federal Financial Information

The Federal Accountmg Standards Advisory Board is requesting comments on the exposure draft
(ED), Account/n for National Defense PP&E and Associated Cleanup Costs.

Currently, the acquisition costs for items classnf ed as national defense (ND) property, plant, and
equipment (PP&E) are expensed in the period incurred. In addition, valuation (using either a
historical or latest acquisition cost valuation method), condition, and deferred maintenance
information for ND PP&E are to be reported off-balance sheet. Also, the total estimated cleanup
cost for ND PP&E is to be recognized as an expense in the period the asset is placed into service.

The amendments proposed in this ED would make the following changes. The definition of ND
PP&E would be amended. ND PP&E would consist of 2 separate categories of items within the
amended definition: (a) Major End Items and (b) Mission Support Items. Beginning in fiscal year
(FY) 2002, Major End Items would be subject to a reporting of the number of units and condition
assessment information by asset type or category. Beginning in FY 2006, Major End Items would
be capitalized but not depreciated, while Mission Support Items would be capitalized and
depreciated. Also, beginning in FY 2006, data for the ten largest current acquisition programs
would be disclosed. In addition, the total estimated cleanup cost per Major End Item would be -
recognized as a part of the acquisition cost as items are placed into service. For Mission Support
Items, a portion of the total estimated cleanup cost would be recognlzed as an expense during each
period that the item is in operation. The amendments proposed in this ED that affect the definition
of ND PP&E, and unit and condition reporting would take effect in FY 2002. The remaining
amendments would take effect in FY2006 or upon implementation of this standard if implemented
earlier. :

In Appendix D, the Board has posed specific questions for comment. You are encouraged to
address some or all of these questions and to comment on any section of this document. In
particular, however, the Board would like to bring to your attention Question 4, which addresses
provisions for recognition of a periodic cost of ND PP&E, and Question 5, which addresses a
difference in accounting for the cleanup cost for the two categories of ND PP&E. While most
FASAB members support the standards proposed in this ED, some members believe that there
should be some form of periodic recognition of the expense of using capital items, and greater
consistency in accounting for environmental cleanup cost. To ensure full consideration of your
responses by the Board, please provide your rationale for agreement or disagreement with a
particular area, including explanations of alternative proposals in areas of disagreement.
Respondents are encouraged to consider the issues in light of Statement of Federal Financial
Accounting Concepts 1, Objectives of Federal Financial Reporting. Responses are due by
November 29, 2001 and should be sent to:
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Wendy M. Comes, Executlve Dlrector : o
Federal Accounting Standards Advisory Board
441 G Street, NW, Suite 6814,

Mailstop 6K17V
‘Washington, DC 20548

- In addition, please provide your comments in electronlc form. Responses in electronlc form may be
sent by (1) E-mail to comesw@fasab.gov, or (2) On a diskette mailed to the above address.
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Chairman
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I .EXEGUTIVE:SUMMA_RY

EXECUTIVE SUMMARY

This Exposure Draft (ED) is. lssued to sohcu comments on proposed amendments to the

- standards for national defense (ND) proper_ty,- plant, and equipment (PP&E).. The existing
standards ate contained in Statement of Federal FinancialAccounting Standards (SFFAS)
~No. 11 Amendments fo A,ccountihg for Property, Plant, and Equipment - Definitional
. Changes, which was issued in December 1998; SFFAS No. 8, Supplementary;&ewardship
- Reporting, which was dssued in June 1996; and SFFAS No. 6, Aecounting for Property,

Plant, and Equipment, which was issued in November 1995. The proposed amendments
would change the definition of ND PP&E, the method of accountlng for it, and the
information reported about it. _ '

In the existing standards, ND PP&E consists of: (a) PP&E components of weapons systems
and support PP&E owned by the Department of Defense or its component entities for use in

" the performance of military missions and (b) vessels held in a preservation status by the

Maritime Administration’s National Defense Reserve Fleet. Expenditures made to acquire, -
replace, or improve those PP&E are recognized as an expense in the period incurred, rather
than betng recognized as assets on the balance sheet. ' In addition, ND PP&E valuation
(using either a historical or latest acquisition cost (LAC) valuation'method), condition, and
deferred maintenance information are to be reported as Required Supplementary
Stewardship Information (RSSI) or Required Supplementary Information (RS1). Also, the
total estimated cleanup cost for ND PP&E is to be recognized as an expense in the period
the asset is placed'into service.

The proposed standards define ND PP&E as PP&E essential to the performance of military

missions by the Department of Defense or its component entities and vessels in the
Maritime Administration’s National Defense Reserve Fleet. ND PP&E would oonsist of 2
separate categories of items: (a) Major End Items and (b) Mission Support Items. In fiscal
year (FY) 2002, and thereafter, Major End Items would be subject to a reporting of the
number of units and condition assessment information by asset type or category. The
provisions of SFFAS No. 6, as amended, and the remaining provision of SFFAS No. 8,
concerning the reporting of valuation, would remain in effect until September 30, 2005 or

- upon implementation of this standard if implemented earlier. Beginning in FY 2008, or upon
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-~ EXECUTIVE SUMMARY

- isin operatlon ‘

early implementation of this standard, Major End ltems would be :cépi;taliz‘éﬂdfﬁbtjt h‘c;t: :

' 'depreciated" while Mission Support ltems would be capitalized and depreciated. Also,

beglnnmg in FY20086, or upon early implementation of this' standard, a) data for the ten
largest current ‘acquisition programs would be dlsclosed b) the total estimated cleanup cost

| -per Major-End Item would be recognized as a part of the acqunsntlon cost as items are
‘placed into service; and c) for Mission Support ltems; the total estimated cleanup cost would
be recognlzed as an expense anda hablhty establlshed ratably over the penod that the item
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e INTRODU_CT'ION

INTRODUCTION

1 The plirpose of this document is'to sohcrt comments on proposed

~ amendments to certain standards_for national defense (ND) property, plant,

and‘equipment‘(PP&E) These standards are- contained in Statement of
Federal Fmancral Accounting Standards (SFFAS) No. 11, Amendments to

,Account/ng for Property, Plant, and Equipment — Definitional Changes,

“ -« (December 1998); SFFASNo. 8, Supplementary Stewardship Reporting

' BACKGROUND

* (June 1996); and, SFFAS No. 6, Accountlng for Property, Plant and
Equrpment (November 1995) |

2 br.iginauy,”No PPRE was defined in SFFAS No. 6 as Federal mission

PP&E having at least one ‘characterisiti:c from a group of characteristics
related to""use" and at least-one characteristic from a group of characteristics
related to "useful life." Subsequent to the.issuance of SFFAS No. 6, many

.. agencies raised qUestions about the applicability of the Federal mission

. PP&E standard. . To prevent confusron mconsrstency, and unintended
appllcatlon the Board replaced the defi n|t|on of Federal mission PP&E with
* the defi nrtlon of ND PP&E currently coritained in SFFAS No. 11." This ED

" proposes that the SFFAS No. 11 déefinition:of ND PP&_E be amended. ND

PP&E would consist of 2 separate categories of items within the amended

‘definition: (a) Ma'j'or'End ltems and (b) Mission Support ltems.

3 In SFFASNo 6 ‘the "stand._ards‘:';reg:u'i:re that expendltures made to

acquire, replace or improve ND PP&E be recognized? as an expense in
the period incurred. - Consistent with the treatment of the acquisition cost
of ND PP&E, the standard_s“ in SFFAS No. 6 also require that the total

! The reasons for this change are explalned fully in SFFAS. No 11.. ‘
“Recogmze means to record an amount in entity accounts and to report a dollar amount on the face of the
Statement of Net Costs or the Balance Sheet either mdtvudually or so that the amounts are aggregated wrth

related amounts. -
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 ~INTRODUCTION

~ estimated cleanup cost be recognized as an -expensei and a liability
- established in the-period the.ND PP&E item is placed in service. A further

requirement of SFFAS No. 6, as amended by SFFAS No. 14, is that =
" deferred maintenance amounts be reported as Required Supplementary —
Information (RSI).%. - - . . =

4 The Supplementary Stewardship Reportmg standards in SFFAS No. 8
currently require reportlng a valuatlon of ND PP&E. The following values

" must be reported:
a. a beglnnlng valuatlon balance for ND PP&E ‘ : TR,

b. the dollar va|ues forND PP&E acqwred dunng the reportlng

period; T , ' =

o
PRI

c. the dollar values for ND PP&E withdrawn during the reporting

penod

" d.the increase or décrease in values resulting from revaluation of
assets usrng the Iatest acqu1smon cost (LAC); and

| Rt the end-of-year values by major type or category of ND PP&E.

The values may be determined. usrng either a historical or LAC
- valuation method. :In addition to the values, condition reporting is required.
- The valuation and. condition'information is presented as Required
' Supplementary Stewardshrp lnformatlon (RSSI)—that is, outside of the

| pnnmpal fi nanC|aI statements

SUMMARY OF PROPOSED STANDARD

| 5 ThIS ED proposes that the

$ This ED does not propose any changes tothe requiren1ents for deferred maintenance amounts. .~

.-Federal Accounting Standards Advisory-Board
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INTRODUCTION

) definition of ND PP&E be revised and consist of 2 separate
categories of items within the amended definition: (a):Major End
Iltems, and (b) Mlsswn Support ltems,

e ND PP&E be capltallzed 4

‘e actualand planned ND PP&E acquiSition program costs and
unit information be reported for the ten Iargest current acquisition
o fprograms ‘and " AR

o

o ,.0 o “ unlts and the condltlon assessment of ND PP&E major end
items be reported

" 6 - _The capltahzed cost of ND PP&E acqurred by means of an acquisition
‘ program conS|sts of costs associated with the initial ND PP&E acquisition

program an‘d.ﬂthe,ND PP&E?QQU@'I'P” program costs for modifications

_and. upgrades to. the initially acquired ND PP&E If ND PP&E is acquired .

by. means other than an acqwsrtlon program the capitalized cost would be
the acqwsmon cost

7 - Guidance is also provided for expensing the cost of ND PP&E after
~acquisition.  For Major End Items; the eXpense is recognized when a unit
- is decommissioned,.destroyed, or dispose’d.'For ND PP&E acquisition
* programs terminated before units are in service, the expense is
‘ f‘reoogn'ized upon program termination. - For Mission Support Items,

depreciation expense® is recognized over the useful life of the asset(s).

4 “Capitalize” is to record and carry forward into one or more future periods any expendlture the benefits or
Eroceeds from which will then be realized.

An acquisition program is a directed, funded effort that is designed to provide new or |mproved ND PP&E in
response to an operational need or to provide for the continued capablhty of existing ND PP&E. ND PP&E is
generally acquired using the acquisition program process.

“Depreciation expense” is the systematic and rational allocation to expense of the acquisition cost of an
asset, less its estimated salvage or residual value over its estimated useful life.

Federal Accounting Standards Advisory Board
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~INTRODUCTION

EFFECTIVE DATE

8 The requirements of this Statement are effective in two phases

beginning after September 30, 2001.

-9 Phase one: For accounting periods begirtning after September 30,
. 2001, the provisions requiring the reporting of units and condition

assessment information for Major End ltems apply. Specifically,
paragraphs 8 through 13 and 18 of SFFAS No. 11, plus paragraph 68,

' buIIet4 of SFFAS No. 8, are superseded by paragraphs 12,13, 27

through 30, and 50 of this Statement

10 Phase two: For accountlng penods beginning after September 30,
2005 or upon early |mplementat|on of this standard, the provisions of this

‘Standard apply prospectlvely to ND PP&E acquusntlon costs incurred

durlng years endlng on and after the effective date. Also, for accounting
penods begmmng after September 30, 2005 or upon early implementation
of this standard, the estimated acqunsmon program cost of ND PP&E

~acquisition programs;in. thedevelopmentor production phase, as well as

Major End Items still in active service, shQuId- be capitalized.
Capitalization of Mission Support items is to.be applied prospectively.

- Specifically, paragraphs 60.through 70 (except paragraph 68, bullet 4,
.~ which was superseded in: p'hase one) of SFFAS No. 8, plus paragraphvs 53

through 56 of SFFAS No. 6 are superseded by paragraphs 14 through 26,
31 through 49, and 51 of this Statement.

Federal Acéounting Standards Advisory Board
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o PROPOSED‘ACCOUNTING‘STANDARDS

PROPOSED ACCOUNTING STANDARDS

Amendments to Exrstlng Standards

- Definition:

1 Proposed accounting standards for national defense (ND) property,
" plant, and equipment (PP&E) are presented in paragraphs 12 through 54

that follow. " The proposed standards would affect existing standards in the

- following manner: ..
.~ SFFAS No. 11, paragraphs 8 through 13 and 18 are
R 'superseded effective for periods beginnlng after September 30 2001;

b SFFAS No 8 paragraph 68 builet4(cond|t|on reporting) is
| superseded effective for periods beginnlng after September 30, 2001;

c. - ‘SFFAS No. 8, paragraphs 60 through 70,(_except as noted !
above) are superseded effective for periods beginning after September
~. 30, 2005 or upon early implementation of this standard: and

d.- ~SFFAS No. 6, paragraphs 53 through 56 are superseded
- effective for periods beginning after September 30, 2005 or upon early
_implementation of this standard. . '

12 National Defense-Property,.PIant; and Equipment (ND PP&E) is
PP&E used in the performance of military missions 7 by the Department of
Defense or its component entities and vessels |n the Maritime o
Administration S National Defense Reserve Fleet? ND PP&E excludes

" "Military missions" are defined as the functions performed by the miiitary departments to prepare for the
effective pursuit of war and military operations short of war; to conduct combat, peacekeeping, and

‘ humanitarian military operations; and to support civilian authorities during civil emergencies.

® The National Defense Reserve Fleet vessels are held in a preservation status and are activated only during a
military crisis or national emergency.

L Federal Accounting Standards Advisory Board

- Exposure Draft :
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 PROPOSED ACCOUNTING STANDARDS

PP&E accounted for in businéss operating activities, non-ballistic missiles,
real property, and ND PP&E component parts held asvspares.g_

ame

e
|

13, Categories of ND PP&E are: (a)' Major End Items and (b) Mission
Support ltems. The foIIowrng provrdes gurdance in categonzrng ND
PP&E:

[

il

T

a.  Major End ltems are 1) items:that launch, release, carry, or ﬁre_
a partlcular prece of ordnance and 2) rtems that carry weapons
systems-related property eqmpment materials, or personnel. Major
End ltems (a) have an mdetermmate or unpredictable useful life due

ot the manner in whrch they are used, improved, modified, or
faintained and (b) are subject to .premature destruction or

)
sk 1

obsolescence (e.g., aircraft, ships, combat vehicles, etc.) Also,

JE|
B

included in this category are vessels held in a preservation status by -
* the ‘Maritime Administration's National Defense Reserve Fleet.

b “Mission Support ltems are 1) all of the remaining ND PP&E

_items that are used in\the performance of military missions and*notv
categorized as Major End ltems, and.2) defense systems (e.g.,
National Missile Defense System command and:control systems

. lntelhgence and communications systems etc. ) that are used in the

performance of military: missions.

Asset Recognltron ‘and Measurement

14 The cost of ND PP&E should be capltallzed by acquisition program
when incurred and acco_unted for by category (i.e., Major End ltems and
Mission Support ltems)..

* Tnese items are excluded because tney meet the definition of other elements of the financial statements.

Federal Accounting Standards Advisory Board -

. Exposure Draft
. Accounting for National Defense PP&E and Associated Cleanup Cost
-.September 2001



e e T

- PROPOSED ACCOUNTING S:TANDARDS

15 The capitalized cost for ND PP&E that are acquired through an |
-acquisition program'® should be: -
" al  the original investment in the acquisition program, and
b. " the cost of vaui‘sitionbro;cjrams that modify, mod‘ernize, or
- otherwise impr0ve’“1 the existing ND PP&E.

16" The capttahzed costs of ND PP&E acqursmon programs also should |
- m_clude investments directly attributable to: such programs even if other
L vauisition programs fund such investme'nts The same acquisition
program costs should not be. capltallzed and reported by more than one
' 'PP&E program, as this would restltin an overstatement of the total cost of .
v+ PP&E assets. ‘For example the acquisition program costs for a destroyer
could include the costs for an lntegrated radar and mlssﬂe system Any
capitalized cost for the lntegrated radar and mrssnle system program should
exclude all costs of the program that are capltahzed and reported in the
- destroyer acqunsr_tronprogram. g

17 I ND PP&E is acquired by means other than an acquisition program,
 the capltahzed cost should be the acqmsntlon cost. This cost should
mclude :

- ilkinevirkd AN

a. ‘the original investm‘é:ht'ih»the N'D PP&E, and

b the costs to modlfy modernlze or othen/vlse improve the
| eX|st|ng NDPPSE.

°An acqwsntlon program'is a. procurement effort that is desngned to’ provude new or lmproved ND PP&E or to
provide for the continued capabllrty of existing ND PP&E. ND PP&E generally is acquired through an .
acquisition program. :
' When minor modifications are made to exnstlng ND PP&E the cost should be charged to’ expense in the
period incurred. Minor modifications are those that do not make the exnstmg PP&E more useful more efﬁcrent
of greater durability, or of greater capacity. '

gt i NPT i | i
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- PROPOSED -ACCOUNTING STANDARDS

18 Investmen'rs in the modifications oriimprovements to existing ND PP&E
should be capitalized without adjustment for components replaced.

19 . ND PP&E costs required to be capitalized should include the following:

a.”* . Costs incurred-under contracts from program initiation through
the development, production, and d‘eployment of program units,’ and

b «.Costs incurred for property and .equ}pment (including Special
- Tooling and 'SpeCiaIwTest Equipment)fin the possession of, or acquired
.- directly by;;the Government or".tne contractor, and delivered or
. otherwise' made available to-a contractorfor exclusive use in
i evaccomplishin'g an acquisition program or‘"acquisition contract.

Expense Recognltlon and Measurement

Major End Items
Write-off Due to Obsolescence, Destruction, or Disposal

20" Major End ltems may be decommissioned due to obsolescence, -
" destroyed during conflicts'and training; or otherwise disposed of or taken
out of service."®  The book value™ associated with a Major End ltem’s
~... decommissioning, destruction, or disposal should be accounted for and
- _reported asa reductlon in the total capltallzed costs of ND PP&E
acqwsmon programs and as an expense reported in the statement of net

'2 The costs for Basic Research, Applled Research, and Advanced Technology Development (see Appendlx :

E: Glossary for definitions) should be excluded.
'3 Major End ltems decommissioned, destroyed, dlsposed and otherwise taken out of service should be
reflected as a deletion in the unit dlsclosure of changes in type or category of ND PPP&E as provnded for in
paragraph 28. ‘

™ As used here, “book value” is the portion of the capltallzed cost at the time of decommissioning, destruction,
or.disposal assigned to the unit(s), net of accumulated deprecnatlon The assrgnment of costs expensed is

"based on the guidance contained in paragraphs 34 and 35.

_:Federal Accounting Standards Advisory Board
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- Accounting for National Defense PP&E and Associated Cleanup Cost
-.‘September 2001 .

T

A




PROPOSED ACCOUNTING STANDARDS

cost for the penod such rtems are decommlssroned destroyed or
drsposed ' N ‘

Book Value of Obsolete, Destroyed or Drsposed Major End ltems

21 The book value of decommrssroned destroyed or dlsposed Major End
Items should be based on a pro-rata share of the total capitalized ND
PP&E acqursrtron program costs for the Major End Items, including
- smodification and, improvement:costs previously ‘capitalized.

22 In‘cértain instances, Major End' 'Iterns"rhay" be destroyed prior to full

productron and substantral ND PP&E acqursrtlon program costs allocable to |

the entire estimated productlon run may have been incurred. When such
an event occurs, the book value of the destroyed Major End ltem should be
‘the item's pro rata share of estimated ND PP&E acquisition program costs.
The item's pro rata share shotild be based on the total estimated

" acquisition program costs of the'ND PP&E acquisition program as of the
accounting period the item was destroyed and the estimated total number

* of Major End Items to be produced as of the accountlng period the item

was destroyed ’ :

23 Any changes in estimated,book value'per unit should be treated

~ prospectively. For example, a subsequent change in the estimated number
~ of units or total estimated acquisition program ‘cost should be accounted for-

in the perrod of the change and future perlods No adjustments should be
' 'made to prewously capltalrzed amounts or expenses

Termmated Acqursmon Programs

24 ND PP&E acqursrtlon programs may be terminated prior to the delivery
of any active service-units. The book value of the terminated ND PP&E

' vaUis'ition’p"rogram. should be accounted for and reported as a reduction in
the total capitalized cost of ND PP&E acqursrtron programs and as an'
expense reported in the statement of net cost for the perrod management

'Federal Accounting Standards Advisory Board-
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- PROPOSED ACCOUNTING STANDARDS

Y

makes a formal decision to terminate ani_acqui'sition program. The book
. value associated with the terminated ND PP&E should be the total
'capitalized'ND PP&E cost of the acquisitiori program.

T

|
L

(I

E Mrssron Support Items

Allocatlon of the Costs of Mlssmn Support Items

- 25-:The cost of Mission Support' Itemns should:be allocated to benefiting -
- penods and programs in.a systematic and ratronal manner. The amount
‘ allocated is recognlzed ‘as deprecratron expense. Accumulated
| -. depreciation expense is recognized as a contra-asset account. A
. composite or groupz allocation methodology, whereby the costs of PP&E .
‘ are.allo‘cated using the same allocation rate,” is permissible. The ., >
. ‘composite rn_ethodologyl is a method of calculating depreciation that applies &
-asingle average rate to a numberof heterogeneous assets that have
dissimilar characteristics and service lives. 'The group methodology isa
method of calculating depreciation thatapplies a-single, average rate to a
number of homogeneous assets having similar characteristics and service

lives.

26 Inthe period of disposal, retirement, or removal from service, Mission
Support ltems should be removed from the asset accounts along with

assocrated accumulated deprecnatron Any difference between the book
value. of the Mission Support ltems and amounts realized should be
recognized as a gain or loss in the perlod that the Mission Support ltem is

disposed of, retired, or removed from service.”

s The composrte rate can be calculated based on.a werghted or on an unwerghted-average estimate of useful
llves of assets in the composite.

® \f group depreciation is used, no gain or loss is recognrzed Rather the orrgrnal cost — or an estimate of the
original cost — is removed from both the asset account and the accumulated deprecratron account

Federal Accounting Standards Advisory Board
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Informatlon Presented as Disclosures or as Requrred Supplementary
Information 8 ' '

27 - Unless otherwise noted, the Unit, Acquisition Programs, and
Mission Support Items information requirements shown below require '
disclosure. Disclosure is to report information in notes or narrative
regarded as an integral part of the bas"ic financial statement. Condition
Assessment information requirements should be .presented as required
Supplementary mformatlon (RSI) v

Major End Items s ]
~Unit Information
28 The 'reporttng ent"ity“shouldu disclose unit information by type or.
category for Major End ltems:*® The information should include: -
‘a. Beginning and ending number of units.
b | Number of unlts added and deleted durlng the period.
Condltlon Assessment Informatlon

v 29v ~An assessment of condition, state of readiness, or mission capability™
of the Major End ltems should be reported as RS| on an annual basis.
Condition assessment methods standards and frequency. should be

consrstently applled as approprlate by type of ND PP&E and Mllltary
Service.

30 For each type or category of Major End Item report the followmg
condltlon information:

'7.See section 558 Required Supplementary Information” in Cod/f cat:on of Statements of Auditing Standards
Amerlcan Institute of Certified Public Accountants (AICPA).’

'® Management should use its best judgment in determlnlng the categones of Major End Items that oorrectly
descrlbes unit information.

' Condition goals and assessments are determlned by the Department of Defense

‘Federal Accounting Standards Advisory Board
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a. The condition assessment criteria.

j
b. The frequency of condition assessments. F
c. . Condltron assessment for most recent three assessment
perlods '

" Acquisition Programs

31 The reportmg entlty should dlsclose current and cumulatrve activity in
ND PP&E acquisition programs. The information dlsclosed should include:

a.  Cumulative capitalized‘ ND PP&E’-acquisition prograrn costs at

the beginning and end of the reportmg perlod for each major ND PP&E
acquisition program L v _ . W
b. Current year capltallzed ND PP&E acqunsrtron program costs

for each major ND PP&E acqmsrtlon program

' c Planned acqurs_ltlon program costs for each major ND PP&E
acquisition program. Planned acquisition cost information should be

bl L aee

derived from appropriate planning documents, including the most
‘recent Department of Defense 'Selected Acquisition Reports (SAR). -

d Reductlons in capltahzed ND PP&E acquisition program costs
related to termmated active Major ND PP&E acqursrtron programs.

32 The disclosure also should include for each major ND PP&E
acquisition program, the number of units? originally projected for

% Trend information is not required for the year in which the standard is first effective. Two-year trend data is
required for the second year in which the standard is effective and three-year data i is required for the third year
and all years thereafter.

%' Major ND PP&E acquisition programs represent the 10 Iargest (|n planned dollar terms) current acquisition
'programs within the Department of Defense.

Federal Accounting Standards Advisory Board

_-. Exposure Draft
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~ production under the acquisition program, the revised number of units
projected for production,® and the number of units delivered to date.
Mlssmn Support ltems

33 The information dlsclosed for MISSIOI"I Support ltems should include the
following: '

a: The cost, associated accumulated depreciation, and net cost
" by 1major1type class, or compo'site group.

b The method(s) of depre0|at|on for each major type, class, or

' compOSIte group

C. The estlmated useful Ilves of each major type class or
'composne group

Program Management Offices

34 An estimate for the combined costs incurred during the reporting
period of all Program Management Offices responsible for the acquisition
of ND PP&E shoUldBe’ repbrtedé as Required Supplementary Information

‘ (RSI): | |
Cleanup Cost
S 35 Paragraph 36 below amends paragraph 101 of SFFAS No. 6.

Paragraphs 37 through 47 present the accountlng standards for cleanup .
- cost specn" cally related to ND PP&E.. All other paragraphs dealing with the
‘accounting standards for cleanup cost in SFFAS No. 6 remain in effect.

2 Units Telate to.types or categories of Major End Items, e.g., DDG-51." Unit reporting does not apply under
this paragraph if the principal output of a major ND PP&E acqu:sntlon program is not measured in units, e.g.,
modifications to existing ND. PP&E. :

B Projected unit information should be derived from the most recent. Department of Defense Selected ,
Acquisition Report (SAR), or, for acquisition programs not subject to SAR reportlng, most recent plannlng
documents : :

Federal Accounting Standards Advisory Beard

. .. Exposure Draft
Accounting for National Defense PP&E and Associated Cleanup Cost
, 'September 2001

St Ee p s, i S T



14

' PROPOSED ACCOUNTING STANDARDS

Cy
PONE S SR T

36" SFFAS No. 6, paragraph 101 refers. to “stewardship PP&E.” ND PP&E ‘

is not a component of stewardshlp PP&E Thus the term “stewardship
PP&E” refers onIy to hentage assets and stewardshrp land.

- Major End Items

- 37~ For Major End ltems, the total estimated cleanup cost* per unit should

be recognized as a part of the total acquisition program cost for Major End

- Items as units are placed in serVice and a liability recognized. The total

estimated cleanup cost pe‘r,uni't should be based on the total estimated
cleanup cost for all Major End Items in the acquisition program and the

' estimated total number of Major End Items to be produced. Cleanup costs

should include the costs of PP&E or_‘ other assets acquired for use in

cleanup activities.

38 The related Iiabilit'y’ and total acquisition program cost should be
_adjusted when the total estrmated cleanup costs are re-estrmated as
descrlbed in SFFAS No. 6, paragraph 96.

39 As units are decommissioned, destroyed or disposed, the cleanup
cost should be recognized as an expense in the penod as the book value
of the Major End Item is reduced (See paragraphs 20 through 22)

.40 In some cases; the manner in which a unit is destroyed may resultin a
- decline in the estimated cleanup. cost. This_-decl_ine should be recognized

as a_reducﬁon in.the acquisition program-cost and the related liability. If
practicable, the liability reduction should be recognized prior to expensing
the pro rata share of the book value of the Major End Item. If not.

'
- \

24 «Estimated total cleanup cost” is defined and guidance for making estimates and re-estimates is provided in
SFFAS No. 6, paragraph 94 through 96. . ,

-Federal Accounting Standards Advisory Board
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 practicable, this decline should be incorporated in the next re-estimate of
total estimated cleanup cost. \ g

41 As cleanup costs are paid, such costs should be recognized as a
reduction in the liability for.cleanup costs. -

42 Dlsclosure-réquirement's’ pre3crlbed in SFFAS No. 6, paragraphs 107,
110 and 111 are applicable to Major End Items. -
" Mission Support Items =~

43 A portion of the total estlmated cleanup cost |f appllcable should be

recogmzed as expense dunng each penod that Mission Support ltems isin

operatlon Cleanup costs should include the costs of PP&E or other

~ assets acqunred for use in cleanup activities. The estimated useful life of
‘homogenous PP&E should serve as the basis for systematic recognltlon of
‘the expense and accumulation-of the liability. -

" 44 Recognition of the expense and accumulation of the liability should

' begin on the date that the PP&E is placed into service, continue in each -

| period that operatlon contmues and be completed when the PP&E ceases
operatlon ' '

45 When a re-estimate of the total eStirnated cleanup cost is made,(as
" described in SFFAS No. 6, paragraph 96), the cumulative effect of changes
" in total estimated cleanup COsts related to current and past operations |
should be recognlzed as an expense and the llablllty adjusted in the period
" of the change in estlmate S

46 As cleanup costs are pald such costs should be recognized as a
: reductlon in the Ilablllty for cleanup costs

47  Disclosure requirements prescribed in SFFAS No. 6, paragraphs 107-
111, are applicable to Mission Support ltems.

Federal Accounting ‘Standards Advisory Board
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Trans_ition Guidance -
- Establishing Capitalization at Transition

48 The initial capitalization amount for ND PP&E acquisition programs in
. the development or production phase, as well as Major End Items in ‘active
service, as of September 30, 2005 should be based on historical cost.
Capitalization of amounts for Mission Support ltems in active service as of
September 30, 2005 is not required. Historical cost should be determined

as foIIows

| a. The inmal cap|tal|zat|on amount for Major End Items should be the
acqwsmon program cost attnbutable to the Major End ltems still in service,
‘not the total number of Major End ltems received under the program.

© b. I the reporting entity determines that obtaining initial historical cost is
not practical, estimated historical cost may be used. Other information
| ..may provide support for establishing an estimate of initial capitalization ;
and an :e:stimated. number of.Major.l'-:nd ;Items.' Such information includes
bud_vg/et,,appropriation', or engineering documents and other reports
reflecting the number of Major End ltems acquired and'amounts
expended | ' |

o c.‘ Alternatively, wnth respect to Major End ltems estlmates of historlcal
- cost may be denved by estlmating the current replacement costs® of
similar MajorEnd ltems and deflating those costs, through the use.of
price-level indexes to the' acquisition year or estimated acquisition year if
the actual year is unknown. % Other reasonable approaches for estimating
the acqunsutlon costs of acqursrtlon programs ‘and Major End Items at

% Replacement cost of an asset is the estimated cost of acquiring new and substantially equivalent property at
current prices. (Kohler's Dictionary for Accountants) :

Federal Accounting Standards Advisory Board
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transition may be utilized. For example, latest acquisition cost*’ may be
substituted -fo'r'cur‘rent replacement cost if necessary.

" 49" This standard r"'ec‘:ogniz‘es'én inherent impreCisidn may result from

* determining or estimating initial capitalization costs for ND PP&E Major
End Items acquired many"y'ears prior to the effective date of this standard
in an environment in which the historical records were not required to be
retained and may therefore be inadequate.

Disclosure During Transition

50 The reporting entity should disclose during the transition period that

- ND PP&E costs for the current and prior periods have not been included on
the balanqe sheet, the future:reporting requirements for these costs‘, and
whether the change would b.eym'a'te_ﬁal ~t6 the balance sheet.

Implementation Guidance
51 In the year following the transition period:

a  The cumulative effe‘ct of adopting this accounting stahdérd
should be reported as a “change in accounting principle.” The
adjustment should be made to the beginning balance of cumulative |
results of 6perations in the statement of changes in net position, in.
the year the change is made. |

b Prior year financial statemehts presented for comparative
purposes should be preéented as previously reported.

% There are a number of price-level indexes that may be used both pnvate and public sector, to remove the
- effects of price-level changes from current prices. :

77 | atest acquisition cost provides that an item be valued at the cost of the most recent like item purchased,
less any discounts, plus any additional costs incurred to bring the item to a form and location suitable for its
intended use. (Adapted from Federal Accounting Standards Advisory Board Statement of Federal Financial
Accounting Standards Number 8, Supplementary Stewardship Reporting, as amended)

Federal Accounting Standards Advisory Board
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‘¢~ Thenature of the changes in accounting principle and its
. effect on relevant vm_u:omm should be disclosed in the current
period. Financial statements of subsequent periods need not

repeat the disclosures.

| The provisions of this statement need

not be applied to immaterial items
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APPENDIX A: BASIS FOR CONCLUSIONS

'APPENDIX A: BASIS FOR coNCLusloNs
| 52 ThIS appendlx summarrzes some of the consrderatrons deemed
srgnlf cant by the Board |n reachrng the conclusrons in this Statement. It

R ilatist1l 4 A e

T

includes the reasons for acceptrng certain approaches and rejecting others.

I o

individual members gave greater weight to some factors than to others.
. .One Board member provides an Alternative View regarding some proposed
reporting requirements. The Alternative View is presented in APPENDIX
Background

' 53 The Federal Accountlng Standards Advrsory Board (FASAB) has
| studred accountrng and reportrng approaches for National Defense N CH
‘Property Plant, and Eqmpment (ND PP&E)28 for a number of years.
| FASAB began wnth the development of Statement of Federal Financial
Accountrng Standards (SFFAS) Number 6 (No 6), Accountlng forProperty
Plant and Equrpment and followed Wlth SFFAS No. 8, Supplementary
Stewardshlp Repon‘/ng Wlth the completron of these two standards, the
Board had provided standards tailored to PP&E used in diverse federal
: programs as well as’ PP&E held prlmarlly for stewardshrp purposes.

T

v 54 One result of SFFAS Nos 6 and 8 was to remove the PP&E -
" .‘ components of weapons systems from the balance sheet. To accomplish
-thrs SFFAS No. 6 (as amended by SFFAS No 11) requires that the cost to
- acquire PP&E components of weapons systems be expensed when
mcurred. SFFAS No. 8 (as amended by SFFAS No. 11), Supplementary

NN

1

WL T T

I

% prior to the issuance of SFFAS No. 11, Amendments to Accounting for Property, Plant and Equipment ~ Definitional
Changes, (amending SFFAS Nos. 6 and 8) the Board referred to ND PP&E as Federal Mission-PP&E. The reasons
leading to that change are not relevant to this ED but may be understood by readmg SFFAS No 11 This document uses
the amended titie and definition in referring to the existing provrsrons L - .

| ¥ FAR

i
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Stewardship Reportlng, requires reportlng ND PP&E at cost The report
should mclude

, . a begmnlng valuatron balance for ND PP&E, using either a historical or

latest acqwsmon cost (LAC) valuatlon method

. thedoIIar values for ND PP&Eacqunred durlng the reporting period'

. the dollar values for ND PP&E W|thdrawn dunng the reportmg period;

. the increase or decrease in values resultlng from revaluation of assets
using the LAC and

o the end-of-year values by major type or category of ND PP&E

,In addrtlon to reportlng values condltlon rnformatlon is required.  The |
reportrng of value and condition mformatlon is done off-balance sheet as -
Requrred Supplementary Stewardship Informatlon (RSSI).% SFFAS No. 6,
as amended requrres that deferred maintenance estimates be presented

._ as Reqwred Supplementary Informatlon (RSI) The deferred maintenance
| reqwrement apphes to aII PP&E and the requnrement would not be altered

by th|s proposal

55 - In.early 1998 the FASAB |ssued an exposure draft to amend SFFAS
Nos 6 and 8. .The exposure draft was |n|t|ated (1) to respond to definitional
questlons from several agencres and (2) in recognltlon of the need to
prowde a transmon plan in Ilght of DoD s |nab|I|ty to comply with the

vprovnsrons of SFFAS No 8. During the process, the Board reconsndered

whether SFFAS No 8 was an approprlate end goal. Ultimately, the 1998
exposure draft mcluded among other proposals proposals to replace the

% |n December 2000, the Board rssued aPreliminary Views (PV) document on Eliminating the Category "Required
Supplementary Stewardship Information." The Board is continuing to deliberate on the future of the RSSI category.

- However, this proposal does not require use of the RSSI category If respondents wrsh to propose use of the RSSI »
category, they may wish to review the December 2000 PV. : S SO

Federal Accounting Standards Advisory Board
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DoD Study

requirement to report vcumul'ative cost informati-on»_in ;the;supplementary
stewardship report with a requirement to report ND PP&E annual

acquisition costs for each of five years (i.e., annual trend information rather

than cumulative costs), unit,.and condition information. In addition to
considering the written comménts, FASAB held a public hearing on these

_proposals to explore further-theconcer_ns/expressed by some respondents.

- 56 ",After the public comment period and hearing, the Board proceeded to
issue standards relating to various aspects of the proposal. In December

of 1998, the FASAB issued SFFAS No. 11, Amendments to Accounting for

'_ - Property,-Plant, }a’nd‘Equipm'evnt — Definitional Changes, which amended
- SFFAS Nos. 6 and 8. ‘SFFAS No. 11 accomplished only the definitional -

changes sought in the 1998 ED Because of the divergent views of both

respondents and Board members on accountmg for ND PP&E, the FASAB
" did not reach a'final conicltision on revisions to the reporting requirements
~for ND PP&E in SFFAS No. 8. FASAB deliberations on the proposed

standards highlighted the differences of opinion on this subject.

57 To assist the FASAB and DoD in deliberations, DoD engaged KPMG
LLP (KPMG) to conduct a comprehenslve study of ND PP&E. The study

| v was to (1) develop a report on the DoD ND PP&E acquisition process, (2)

evaluate various ND PP&E accountlng and reporting approaches and (3)
recommend an approach 'that would* provide users of DoD financial
statements with more meaningful and analytically useful ND PP&E
informatifonv that: could be reasonably implemented. KPMG provided the

report on the acquisition process to the FASAB in June 2000 and a report

onits overall fi indings in December 2000. The overall report included

- KPMG’ s evaluation of various accounting and reportrng approaches and its

recommendation for further FASAB consideration. The report also
included a discussion of related implementation and audit issues.

Federal Accounting Standards Ad\risory. Board
' Exposure Draft
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KPMG Report

Report Coverage

58 The KPMG report provrded several analyses to support the study
proposals.,f These are:
“e . A'summary of the ND PP&E acquisition process to facilitate an
understanding of the ,complexityi_of the procéss and to assist the
FASAB and others in understanding .how :that process affects ND PP&E
accounting and .reportingr. ' ’ | '
e A summary dlscussmn of its understandlng of the objectives. of financial

reportmg
o A summary of the results of KPMG s user surveys

e A 'summary discussion of the Military Departments ND PP&E
~accountability-and accounting systems describing the capabilities of the
various-systems for: implementing the recommended standard.

e Adiscussion of implementation issues, the esti'r'n‘ate:d ’costs for
vlmplementlng the proposed standard and timelines.

’ e A dlscusswn of audlt |ssues assocnated W|th the recommended
standard and how these lssues mlght be addressed |

Report Evaluatlon Results

59 KPMG eval‘uated four ND PP&E accounting and reporting approaches:

(1) capitalizing and reportmg ND PP&E on the balance sheet, (2)

capitalizing arid reportmg ND PP&E as Required Supplementary

- Stewardship Information (RSS!), (3) reporting units of ND PP&E as RSSI,

and (4) reporting ND PP&E annual investments as RSSI.

Conclusron

Federal Accbun‘ting Standards Advisory Board
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60" KPMG.concluded that none of the foregoing approaches alone -
satisfied all of the financial reporting objectives. Consequently,' KPMG
_ developed and recommended an alternative approach that includes several

mformatlonal components for conslderatron by the FASAB. In most cases,.. . . .

. the Board accepted the ratlonale contarned in the KPMG study for the
’ irecommended approach and proposals By acceptlng the rationale .
contalned in the study it becomes the Board s rationale for the proposals
presented in thrs ED The complete KPMG study, Report on the
: "Evaluatlon of Natlonal Defense PP&E Reportmg Approaches can be
accessed on the Internet at the FASAB websrte
(www t" nancenet. gov/fasab htm)

Exposure Draft

61 The sections below address some aspects of the proposal that the
‘Board believes warrant further explanation. Some aspects of the proposal
may be considered non-controversial and may not be addressed. The

- Board'has attempted to provide rationale for each issue posed in the
‘Questions for Respondents section of this ED. Each questlon presented
there is cross-referenced to the dlscussmn below.

Definition.of ND PP&E -

62 The Board believes that the definition of, as well as the standard on
accountlng for and reportlng of, ND PP&E should be designed to provrde
"gurdance for achrevrng the objectrves of federal financial reporting. The
Board in SFFAS No. 6, recognlzed that a single accounting standard for all
.PP&E would not result in meetlng the reporting objectives.* The proposal
to modrfy the ND PP&E definition preserves and extends this reasoning
but, based on more detailed research, narrows slightly the items to be

% SFFAS No. 6, para. 118.

Federal Accounting Standards Advisory Board
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= _‘included‘in ND PP&E. Items excluded would be a'ssigned to other
-categories of PP&E or to another asset account.

'63 The new definition of NDPP&E extends the use of categorization by
n creatmg two categones of ND PP&E -- Major End Items and Mission

Support ltems. The two-category approach facnlltates application of

d|fferent standards for expense recognltron and disclosures for different

types of ND PP&E. The categonzatron Major End Items and Mission

kSupport Items is based Iargely on the Ievel of predictability assocrated wrth
o "’useful Ilfe (See paragraphs 70 through 76 below )

'64 The new def n|t|on also reclassnﬁes certaln PP&E currently deﬁned as
- ND PP&E by SFFAS No 11 to non-ND PP&E categones Further review of

the types of items included under the original ND PP&E det” nltlon led to the
proposal to reclassify someitems. Examples of items re-classified include

. Weapons Systems Support Prihcipal; End ltems, Weapons Systems

Support Real-Property, and missiles other than Intercontinental Ballistic
Missiles. and Submarine Launched Ballistic Missiles. Some of these items

‘may be general PP&E, while others may be operating materials and

- supplies.

65 Both the existing and proposed definitions specit" cally include vessels
. heldin a preservatlon status by the Marltlme Admlnlstratlon s National
| Defense Reserve Fleet (NDRF) The NDRF s ships are heldina -
, preservatlon status and are actlvated only dunng a military crisis or natlonal

_.emergency. Their predomrnant use.is to provrde supplemental shlpplng

capacnty that the United States can rely on durlng a military crisis or

~_hational emergency. The Board agreed that because of the NDRF's

preservatlon status and predomrnant use, the NDRF ships should continue
to be categonzed as ND PP&E and would be Major End ltems. Thisis
consistent with the fact that they are maintained in a constant level of

- Federal Aco'ounting Standards Advisory Board
Exposure Draft
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condition until called into use. Thus, depreciation expense is not relevant
or measurable.

T TR

Recognition of ND PP&E as an Asset

66 The Board recommends capiytalization' on the balance sheet of ND
PP&E acquisition programs and ND PP&E acquired through other means.
The conceptual basis for this recommendation is that the huge amounts of
money invested in:ND PP&E.repr'esent' economic resources with future

service potential. - Also, recognizing ND: PP&E on the balance sheet

_ enhances the accountability and stewardship over economic resources by .
the Federal government.

' 67 The Board also believes that the proposal is useful in meeting the

- stewardship reporting objective. The stewardship reporting objective calls
for information that would help the reader determine if the government’s
financial position improved or deteriorated over the period.®' With ND
PP&E included as: an‘ asseton federal balance sheets, u‘sers would have
information (1) on all PP&E used in agency operations, (2) on government -
mvestment in resources mtended to provrde future service, and (3) that — .
over trme dlscloses trends |n these resources : F

Accountmg Based on U,nlts or.rPrograms, o

68 For Major End ltems, this proposal focuses on the cost of ND PP&E
acquisition programs rather than on the cost of specific units acquired.
" "This freatment recognizes that the DoD vauir‘es ND PP&E Major End

Hl

ltems through very complex acquisition programs that require years of

research development test, evaluation, and production. Numerous

i A A 5 I O

" contractors may be involved during this process. It also recognizes that the
DoD does not acquire ND PP&E Major End Items by acquiring individual

%1 Statement of Federal Financial Accounting Concepts (SFFAC) No. 1, paragraph 136. .

--.Federal Accounting Standards Advisory Board _ '
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s fite'ms ot-‘"purchasing “off-the-shelf” 'as.may«-be, done for General PP&E.

Accumulating the cost of ND PP&E .Major End ltems by acquisition

program —rather than units---would allow the DoD to capture, capitalize and

report |nformat|on ina manner that supports the way that DoD does

: busmess ‘

o Modlflcatlon and Improvements -

%2 SFFAS No. 6, para.122.

‘69 This proposal ’p’rovide‘s'i'that modifications and imprdVements -

excluding routine minor modifications:—-be added to the investment in

- Major End'ltems without removing the cost of any components removed

from service. For example, a new guidance system might be added to an

‘ aircraft anq the cost of the old guidance system would not be identified and

removed from the_cos_t of,:.Major_ End Items.. This approach is consistent

-with the notion that the eeet of an acquisition program is being
- accumulated.

No .Depreciation of Major End ltems

70 One of the objectlves of ﬁnan0|al statements is to report the cost of an

| entltys operatlons for a defi ned penod of tlme The Board has prescribed
, the Statement of Net Cost for thls purpose Ordlnarlly, if assets can be
expected to be used over more than one-period, a portion of the cost of the

.asset is assigned to each perigd so that the sum of the assigned costs are |

equal to the ‘c__;o_s'ft of the asset when it reaches the end of its useful life. A
pervasive issue for ND ’[-?P&Ehva‘s‘ been whether it is useful to depreciate

~ND PP&I\E”,_o_ye[.tne estimated useful life of the PP&E. In SFFAS No. 6, the
. Board indicated that depreciation of general PP&E is “essential to

assessing operating performance.”? For ND PP&E, many have asserted
that depreciation is not us}eful} because (1) the useful life of complex ND
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PP&E is notestimable and (2) depreciationeipense is not essential to
.-assessing operatmg performance of the entity. Others have asserted that
deprecratlon is useful In fact, most other nations preparing fi nancral
. statements do depreciate their equivalent of ND PP&E.

71 The standards proposed by the Board do not recommend-
“depreciation of Major End ltems. This proposal relies on the notion that

o Major End ltems are mamtalned in a ready state through a continual -
maintenance and repair regimen, effectively preventing routine
deterioration'f The cost of the maintenance and repair regimen is cdrrently
captured as part of the cost of operations and is one component of the cost
of having:ND PP&E. Some argue that the maintenance, repair and other

-operating expenses associated with Major End Items are the appropriate,

- focus for assessing the cost of operations or “operating performance.”
Further, because Major End Items have an unpredictable useful life or are
suscep’uble to premature obsolescence, deprecratlon accountmg and
reportlng for these items is not recommended.

.72 The proposed treatment:of MajorEnd ttems would result in Major End
Items.remaining on the balance sheet as an asset at their capitalized cost

TR

. despite the fact that physical assets generally suffer some decline in
- usefulness over time...When a Major End Item is decommissioned,
~ destroyed, or disposed the cost attributable to the unit will be expensed
and shown as a cost of that period rather than a cost of each of the
o periods’ during which the unit was used.

73 The Boardv,acknowledgest_hat the a,bove:described accounting for the

SN

- cost of Major End Items is not consistent with accounting for general PP&E

~as prescribed in FASAB Statement Nos. 4 or 6, with accounting prescribed
tangible assets and infrastructure pursuant to standards publi'shed by
FASB and GASB, nor even with the standards proposed in this ED for
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~ Mission Support ltems. “Furthermore, several Board members, who
support issuance of this ED, also believe:that the standards proposed are

- not consistent with the Objectives of FederalFinsncial Reporting. These

members support issuance of the ED as an interim step because they-

RN

o
|

- I

believe there is an.urgent need to provide new guidance for accounting for

ND PP&E;_ ‘They note tnat,accounting_o}f‘tenﬁis‘;én evolutionary process.

They\ can support this proposal as a_st_ep in that evolution, but not as a final
_ objective. -

74 These members note that a key objective of federal financial reporting .
isto reportr the cost:of an entity’s operations for each reporting period.
Normally; this is accomplished by séme means of depreciation. Under the
proposed standard for major end items; the largest part of ND PP&E that is
* measured in dollars, no portion of cost will be recognized as an expense of
a period until the item is removed from service. Similarly, the entire
cleanup cost will be recognized only when the item is removed from

service i

75 These ‘Board members believe that, conceptually, Major End ltems
should either be (1) subjected to an impairment test to penodlcally confirm
that they have not suffered a decline in value due to use or (2) depreciated.
- Absent this test or routine recognition of declining value through |

depreciation, these members believe the resources available to the
government will be overstated on the balance sheet and the statement of
net cost would not reflect the total cost of activities. '

76 However, all members agree that these refinements in accounting for

~ the cost of Major End ltems would require extensive analysis and
improvements in the relevant data and information systems in the '
Department of Defense. : Such improvements and analysis may require
several years. Until then, accounting pursuant to the standards proposed
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-in .,the ED will repr.esent a practical, incremental step toward more
meaningful accounting for ND PP&E. The Board urges respondents to
consider the questions: carefully in- this light -and to propose an alternative |

- -approach that the Board should consider if respondents believe that an
alternative would be superior

' Ieprecration of Mlssron Support Items

7 With this proposal MlSSlOI’l Support ltems ‘would be subject to
deprecration In contrast to Major End Items Mission Support ltems
generally has a more predlctable life and IS less susceptible to premature
obsolescence than Major End Items The proposal explicitly recognlzes
composite or group depreciation as an acceptable approach for Mission
Support Items.- Composite or group deprecration is a practice that has
been used to simplify depreciation accounting in other sectors. The Board

- believes that, where reasonable methods are employed, the result from

- composite-or group depreciation-is largely the same as the result from
deprecratlon of units or |tems |

Program Management Offices

BRiatn 11000l i

78 The Board deliberated about what costs should be included in the

'capitalized cost of acquisition programs. That is, whether the capitallzed
" cost should include both direct and indirect costs. While the KPMG report

in its-overall fi ndings concluded that the indirect costs it identified to be. -

included were not likely to be material;' several Board members had

I

reservations about including only direct COsts in the capitalized cost.
However a balancrng concern was the need for timely action on the EDin
o order to prowde new gurdance for accounting for ND PP&E “The Board
acknowledged that, at the present time, it dld not have suffi crent '
information to propose what |nd|rect costs if any, should be mcluded in the
: -capitalized cost. It agreed therefore that the capltalized cost should

. Federal Accountmg Standards Advisory Board
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‘include costs paid to contractors and the cost of property and equipment
‘ used by contractors in accomplishing a contract. It also agreed that an
‘unaudited estimate for the combined costs incurred during the reporting
"'-/-perrod of all Program Management Offices responsrble for the acqursmon
of ND PP&E should be reported as required supplementary information.
The auditor has only limited responsibility regarding .RSI. By classifying the
estimate as RSl the Board believes the indirect cost estimate can be
'monltored for materlallty relevant lnformatlon will be made avallable for
users, and a basrs wil be provuded for possrble future refinements to the
| : 'standards wrthout |mposmg excesswe cost to calculate and audit the
estlmate '

Quantlty and COndltlon Dlsclosure of Major End ltems

79 ' The proposed standards include a "req"u‘irement to disclose the quantity
and report the condition® of Major End Items: The Board believes that this

~ information is a crucial compone'nt?for users in understanding the changes
over time in the ND PP&E assets. Further, this information is expected to
be useful in meeting the operatin_g performancee"‘ and systems and
controls reportlng objectlves .

80 Quantlty lnformatlon helps achleve the systems and controls objective.

‘, Because the acquisition program cost for ND.PP&E is capitalized in place
of capitalizing individual items, the Board believes the requirement to report
quantities would enhance the control and accountability aspect of the

. standards. In additlon, the Board believes linking the condition information

s Whlle the quantity mformatlon would be mcluded |n dlsclosures the condltlon information would be required
supplementary information as defined in-AU 558. ,
8 Operating performance objective: Federal flnanC|al reportmg should assist report users in evaluatmg the
management of the entity's assets and liabilities. (SFFAC No. 1, para. 122)
Systems and controls objective: Federal financial reporting should assist report users in understanding
whether financial management systems and internal accounting and administrative controls are adequate to
ensure that ...assets are properly safeguarded to deter fraud, waste, and abuse. (SFFAC No. 1, para 146)
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-with reported quantities would provide more depth and perspective to
meaningful financial information. An illustration of this disclosure is

it 1§

i

presented in Appendix B, lilustrative Reporting Formats.

81 _ The operating performance reporting objective requires information on

i

the effi iciency and effectlveness of the government’'s management of its
assets. Condltron lnformatlon relates to the effectlveness ofthe
government’s management of Major End Items On the notion that Major
‘End Items are malntalned ina ready state through a continual maintenance
and repalr reglmen the condition mformatlon and particularly trends in
_condition over time, will serve as a check and to alert the reader to
changes in service potent|al B

Informatlon on Major ND PP&E Acqursrtlon Programs

82 To address the reporting objective of budgetary integrity,® the
proposed standards provide for disclosure of current year and cumulative
_cos_t information along with planned cost.and unit output information for the
10 largest (in planned dollar terms) current major ND PP&E acquisition
-programs. There is general concern about the reduced availability of
_' budgetary resources and cost overruns on government contracts. Thls

proposed requwement would provxde readers with mformatlon on a defined
number of lndlwdual major ND PP&E acqwsrtron programs, which are long-

term and have Iarge mvestment amounts for companson with relevant

% Federal financial reporting shouild provide information that helps the reader to determine:.

1A. How budgetary resources have been obtained and used and whether therr acquisition and use were in
accordance with the legal authorization. : _

1B. The status of budgetary resources. :

1C. How information on the use of budgetary resources relates to information on the costs of program
operations and whether information on' the status of budgetary resources-is consistent with other accounting
, mformatron on assets and liabilities. (SFFAC No. 1, paras 115 -119)
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" internal planning or budgetary data.-An illustration of this disclosure is also

presented in Appendlx B, lllustrative Reportrng Formats

o Cleanup Cost

83 In SFFAS No. 6 the standards provrde for the recognition of a liability

h ”for the total estlmated cleanup cost for stewardshlp PP&E when a
stewardshrp rtem is placed in servrce At that time, the same amount would

be recogmzed as an expense Thus the' expense for cleaning up ND
PP&E |s recognrzed when the cost of the asset is expensed under SFFAS

o No 6.

‘ 84 In thlS ED the Board proposes that the cost of Major End Items be

recognrzed in expense when an item is drsposed destroyed or

| decommlssroned To alrgn the cleanup cost with the new accounting for

ND PP&E cost, the Board proposes that as each unit is placed in service,a

equitable pro rata portion of the total estimated cleanup cost attributed to

- that unit be recognized as a'liability. This is°'the same recognition point as
provided in SFFAS No. 6. Itis consistent with the notion that cleanup costs:

become liabilities iwhen the PP&E is “activated.”

85" However the Board proposes in this ED that the expense be

E recognrzed when the asset is removed from service rather than over the
',useful life of the asset For the same reasons that Major End ltems are

proposed not to be deprecrated the Board proposes that the cleanup cost

- expense recognition occur when the item is removed from service. If, ata
future date, the Board modifies the timing of expense recognition for Major |
- End Items the Board could revisit this issue.

86 Also dunng the penod between recognrtron of the. Ilabrllty and

| expense the cost should be considered a part of the cost of the asset. In:
' essence the cost'is a result of bringing the PP&E into serwce That is, the

cost is rntegral to the asset itself. This proposal is similar to the current
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Frnanmal Accounting Standards Board (FASB) proposal on retirement
obligations.

TTRTTRTT

87 For Mission Support Items, which is proposed to be depreciated
similar to general PP&E, the Board prop"ose's that the cleanup cost

eI

accounting match the provisions for geheral PP&E That is, a pro-rata
share of the total estlmated cleanup cost is recognlzed as a liability and
expense dunng each year the PP&E is in service.

88 The trmlng of the habrlrty recognltlon erI differ between Mission.
Support ltems and Major End Items. That s, the entlree‘strmated liability
will be recognized when a Major End Item is placed in service but ohly a

~portion of the estimated liability will be recognized when a Miseioh Support
ltem is placed in service. The Board acknowledges this difference. While e
this difference also exists corrently between any general PP&E and
Stewardship. PP&E,lsOme__l;Bloard members believe the proposed standards
for.cleanup cost related to‘«_Major End Items should be similar to Mission
Support Items and recognized ratably over the useful life of the Major End
item.

Initial Capitalization Amounts

89 - For periods 'beginning after September 30, '2005', the estimated

" acquisition program cost of ND PP&E acquisition programs in the -
development or production phase and Majo’r End Items still in active
service are proposed to be capitalized. HoWe_ver, capitalization of amounts
for Mission Support ltems in active service as of September 30, 2005 is not
required. The basis for this concept is that, because of the way acquisition

contracts currently exist, the costs for MEls and Mission Support Items are
combined and cannot be drstlngwshed Itis the belief of the Board that to
attempt to segregate the costs or to arrive at an estimated value for the
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many smaller items having a shorter life than Major End Items would not be

cost beneficial for transition.

" Implementation Period

90 To effectively implement the proposed ND PP&E standard, the DoD.
will need to accomplish the following tasks: ‘ ’

'Policy and Procedures. The first major task, and the most imoortant is

evaluating and revrsrng exrstlng ND PP&E accountlng and reportrng

'poIIC|es and procedures o

Contractlng Practrces The second task involves the modification of the
DoD’s contracting practices. The DoD will need to modify the form of
contracts, and, possibly theprovisions of existing contracts, to provide .
pricing of components.of ND PP&E ,acqoisition programs.

- Systems Changes. The third major task involves ‘identifying and

|mplement|ng needed acquisition, procurement, accountabllrtyllogrstlcs
and accounting systems changes

Training. The fourth major task involves the development of a
comprehensive training program and/or modifications to existing
training programs and courses, which includes both initial and recurring
training, for the new standards along with the DoD’s revised policies ‘

“and procedures.

91 Due to the extensive changes and modifications that will need to made

by the DoD to policies, regulations procedures, controls, and systems, the

Board recommends a 4 year period for full implementation of the

standards
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Conclusion of Board

92 The Board believes that this ED contains important steps forward. The
Board _3m< continue to study the mmmc,mm and produce further
recommendations when appropriate.
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APPENDIX B: ILLUSTRATIVE REPORTING FORMATS

" The illustrative reports are displayed. on the *m___os.\.w_:u._;_.ummmmw }
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APPENDIX B: ILLUSTRATIVE REPORTING FORMATS

Dlsclosure Durmg Transutlon

SFFAS No. X requires that ﬁnancial information for ND PP&E Major End Items and Mission Support Items
be recognized and reported on the Balance Sheet beginning in fiscal year (FY) 2006. SFFAS No. X also .
requires that planned and actual acquisition program cost and the program’s units be disclosed for the 10
largest acquisition programs in total planned/estimated dollar terms beginning in FY 2006. For this reporting
" period and all periods prior to implementation of SFFAS X, the Statement of Net Cost recognizes as expenses

the expenditures incurred during the reportmg period for all ND PP&E Major End Items and Mission Support
Items. .

Quantlty and Condition Reporting (Startmg in FY 2002)

F or this reporting period, unit and condition assessment information by Major Type/Category of Major End
Item is reported. The table below presents the required unit and condition assessment information for Major
End Items by major type or category. A brief explanation for each type of mformatlon precedes the table.

Also, note that the condition assessment mformatlon is unaud1ted ' '

Unit Information

The reporting of unit information includes the number of active units at the beginning of the year, the number
of units added, the number of units deleted, and the total number of active units at the end of the year for the
applicable reporting period. The number of units deleted are units that are decommissioned, destroyed during
-conflict-or trammg, transferred, sold or otherwise disposed of.

In the future, the value associated with Major End Item deleted, as well as terminated ND PP&E acquisition
programs, would be expensed in the period such events occur and reported as cost.

Condition Assessment Information

Condition assessment information is defined as Required Supplementary Information and is labeled as
"unaudited” in the following table. The condition assessment percentages represent the percent of only active
units that are Full-Mission Capable (FMC). - Systems and equipment are considered FMC when they are safe
and have all mission-essential subsystems installed and operating as designated by a Military Service.
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T

Type or | Begin- | : Ending -
Category” ning Additio | Deletio | Balance :
Balance | ns ns | 9/30/- -
10/1/- 2003
2002 SR
Aircraft
Combat 8,660 52 351 8,361
Airlift 6,059 23 148" | 5934
| Other - | 3740 |67 | 247 | 3,560
Sub-total | 18459 | -142 | 746 | 17,855
Ships bl — — v
Submarines 123 1 7 117
Aircraft carriers | 18 0 0 18
Surface. ; N o
Combatants 269 26 13 282
Amphibious L , . §E
‘Warfare Ships - 83 0. 7 76 é
'M1neWarfare ‘ st o £
Ships 38 1 0 39 .
’Support Sh1ps . 241 6 33 214
Other Ships 3,921 55 229 3,747
Sub-total 4,693 89 289 | 4,493
Combat '
Vehicles
Tracked _ 44,522 328 684 44,166
Ballistic Missiles
Ballistic , .
Missiles 8,486 216 29 8,673
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Investment Scheduie Reporting (Starting FY 2006)

The followmg table 111ustrates an Investment Schedule of ND PP&E acquisition program mformatlon for each
‘of the 10 current largest major: acqu1s1t10n programs (in planned dollar terms) The table also illustrates the
number of MaJor End Items ongmally proj ected for productlon revised prOJected productlon, and dehvered to
: date for. each maJor acqulsrtlon program

‘(Dollars are in m11110ns and units are stated in number of MaJor End Items AmOimts are for illustration
purposes only and do not reﬂect actual results ) - ' f

55 e g

Revised !
" Projec- . | .
3 e tiaﬂ 0 +£ R PR ‘v )
Current ST Majo{ - Delivered
S --Year - : - Original . End .Major‘,:End
ND PP&E RO Cumulatzve o ; Program Cumilative ‘| - Projection of - Items g ”_Irems
Acquisition Planned “Cost .| - Current-Year | Termina- |- Cost - |~ MajorEnd: e
| Program Cost - 10/1/2005. Capu‘ahzatwn tions 7| 9/302006 | . “ltews 9/30/2006 ' '9/30/2006
1 | DDG 51 B Y ' IR R
~t-Destroyer | $53 000 | . $41,000- | - $4,000 -$0 - $45,000° |- 60 . - --58 5
New Attack i SN E ‘ o ] ST ErE
2 | QoW Atack | 62000 | $7,000 |  §2000 - | --$0 - | $9000 | 20 . 20| 3
3 [ CATamit | oo T R
Aircraft $38,000 $25,000 - $2,900 $0 $27,900 134 134 o7
7 ‘F-22’_' v - :
|Advanced .. -
Tactical T . SO ’
Fighter $36,000 | " .$1,500 $2,500 - $0 $4,000 1300 333 | 12
Osprey $27,000 | - $3,300 . $1,400 $0 | $4,700 408 408 i [ 48
6 | FIA8EF | $41,000 | $10000 |  $3,000 o || s1soo0 | s48 | 548" | 140
7 | LPD-17 S T ' o : N B
Transport $11,000 |- --$3,000 | . - $1,500 $0 $4,500 12 M2 | o 6
8 | B2Bomber | $60,000 | - $44,400 = | ... $150. . 0 . -$44,550 - 132 21 21
9 | Longbow I o o . o I .
Apache $24,000 '$9,000 $500 $0 $9,500 100 80 . =70
10 | Abrams ‘ o , O
| Tank A A o , _ NA- | NIA-
Upgrade $6,800 " | $3,7000 $500 $0 $4,200 N/A-upgrade | -upgrade | upgrade
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APPENDIX C: ALTERNATIVE VIEW

93 This Alternative View is from one Board member’who believes various proposed reporting -
requirements do not meet criteria to be considered essential for financial statement purposes. .

General Co‘mmﬂents L

94 Slgnlf cant resources are expended to develop and revnew every |tem submltted wuth f nancral
| statements and a requurement for submlttlng addltlonal mformatlon should be lmposed only |f such
lnformatlon IS essentlal justlf' ed by the usefulness of the addltlonal mformatlon and IS not readlly
avallable from other sources The proposed reportlng requrrements assomated W|th mformatron on

the 10 Iargest acqursmon programs as weII as the reportlng of quantlty and condmon lnformatlon for

Major End Items, do not meet these criteria. Nor does there appear to be any urgent need for or
benefit from, requiring such information. Further, many federal agencues have srgnn‘” icant capltallzed
asset programs and the imposition of reporting requurements on a'single agency does not appear to
~ be justifi ied. If this information is ‘considered essential-for fi nancial sstatements, such.a requrrement
should be imposed on all-agencies--not just one agency. - o |

10 ,.l‘,_arge'st‘,,ND PPSE A_cquisi.t.ion Programs

95 The proposed standard reqwres the dlsclosure of |nformat|on pertalnmg to the Department of
Defense s 10 Iargest acqursmon programs These dlsclosures mclude budgeted amounts costs
mcurred and the orlglnal and prolected program quantltles ThlS reqwrement does not add value

| 96 More detailed information than that requtred by the propdsed standard alre}ady is available to
Department of Defense managers, the Congress and the public. Applicable information is included
in budget justification materials, in publicationsprodUced by the Military Departments, in private -
sector publications such as Jane's Defense and from various other public sources, including the
Internet. Further, information available from such sources is not limited to the 10 largest Defense
programs; rather applicable information is available for all Department of Defense »'major acquisition
programs. o
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97 Most important, due to the federal government’s budget cycle, and that of the Department o'f.'
Defense, amounts :repor;,ted in-the Department of Defense’s financial statement for the 10 Iargest
‘acquisition p_rograms.most likely would be outdated. Amounts included in the financial statements
would be as of September 30th. The Department’s budget review proceSs occurs during the period
September through January each year, with the President’s budget generally released in 7J"ani’Jary
Accordlngly, amounts for these 10 programs, as reported in the fi nancnal statements most llkely
| would vary from amounts reported for the same programs |n the budget--whlch would be released at
approxmately the same tlme as the Department’s fi nanC|al statements The outdated estlmates
included in the fi nanC|al statements would appear to render such reportmg as Iess than useful and
perhaps mlsleadlng Further the apparent contradlctlon between the fi nancnal statements and the
budget amounts could be ant:cnpated to create confusnon and misunderstandlng

" Quantity Reporting

98 The proposed standard requires the disclosure of quantity information for Major End:Items. - The
required reporting of this information adds little: value. ‘Information on the quantities of Major:End
Items already is available to Department of Defense managers, to the Congress and to the public.
The proposed reporting requirement would not make available information that is not otherwise |
available. Noris it needed for accountablllty purposes Accountability would be demonstrated
through the audlt of the amounts capltallzed on the Department s balance sheet-—smlar to the .
manner ln whlch accountabllity |s demonstrated for other assets reported on the balance sheet (As
an aside, it i is noted that an assessment of the Department’s control over mllrtary eqmpment -

conducted by the lnspector General of the Department of Defense mdrcated a 99.6 percent accuracy |

rate of the unlt-level property books )
Condition =Reporting

99 The proposed standard requires the disclosure of condition inforrnation for Major End ltems.
Obviously, if the quantity of Major End Items is-not reported, the condition of such items should not.
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APPENDIX C: ALTERNATIVE VIEW

be required' Additionally, SFFAS No. 6, “Accounting for Property, Plant and Equipment already

“requires the reporting of deferred mamtenance information. Such information is sufficient to enable
one to judge the state in which the Department of Defense mamtarns its Major End Items Requiring
the agency to provide a separate report on condition would appear to impose an unnecessary
requirement. ’ '

100 Also, because of the sensitivity of the exact capabrlrty of Major End ltems only a

summarization of data would be releasable in any publrc form. Atsucha summary level, the

mformatron would appear to have little utrlrty to Department of Defense managers members of the

Congress and others who might use the mformatron for decision-making purposes. In fact,

Iegltrmate decision makers could be expected to have access to far more detailed, more timely and
" more sensitive information.
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APPENDIX D QUESTIONS FOR RESPONDENTS

101 The Board asks that respondents address the following

questlons Respondents may also provide other information for -

the Board'’s consuderatron Each questlon includes paragraph
' references to facrlltate revrew of the related standards and basis
for conclusrons

102 Questlon 1 ThIS proposal focuses .on the cost of ND
»PP&E acqmsmon programs for Major End ltems rather than on

: the cost. of speC|f ic units acqunred .Do you agree that the cost of
ND PP&E acquisition programs for Major End Items rather than
the ,cost of specific items or units acqurred, should be-
accumulated? Please proVide your rationale with your
response. (See paragraphs 14 through(‘17’,‘ and 66 through 68.)

103 Question 2. This proposal provides that the cost of
v modiﬁoations or improvements to existing ND PP&E be added
- 1o the original investment without adjustment to the original cost‘
an__d accumulated depreciation of any components that are
| _ remov,ed.‘ Do you agree with the Board’s proposal regarding
rnodiﬁcations_and.improVem_ents? ‘Please provide your rationale
with your response. (See paragraphs 18 and 69.) |

104 Question 3. For periods beginning after September 30,

- 2005, the estimated acquisition program costs of ND PP&E
‘acquisition programs in the development' or production phase,

* as well as Major End Items still in active service, would be
_capitalized. ‘Mission Support ltems in active service as of
‘September 30, 2005 would not be capitalized. Do you agree
with this aspect of the proposal? Please provide your rationale
for agreement or disagreement. (See paragraphs 48, 49, and
89.)
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105 Question 4. Th|s proposal prowdes that the Statement of -

Net Cost would include the cost of those Major End ltems

' destroyed or removed from service, as weII as the cost of any

programs terminated donng th_e penod, wrthou_t some formof
periodic recognition of the cost of ueingﬂ Major End Items. For
capltallzed Mission Support Items the Statement of Net Cost
would include a provision for recognlzmg an estimate of the cost

'of using Mission Supportf ltems durlng the period (i.e.,
: dep"recia’tion*expen‘se) as well as the undepreciated cost of any
- Mission Support lters destroyed.- Do you agree with this

aspect of the proposal? Please provide your rationale for

'agreement or dlsagreement (See paragraphs 20, 24, and 70

through 76.)

106 Question 5. The Board proposes that as each Major End
Item is placed-in service, a pro rata‘portion of the program's
total estimated cleanup cost attributed to that unit should be

‘recognizéd asa part of the cost of the Major End Item and as a

liability. The cleanup cost would then be recognized as an

- expense on the Statement of Net Cost along with the rest of the
cost of the Major End ltem 'when the Major End Item is removed

from service. For Mission Support'ltems a pro rata portion of '
the total estlmated cleanup cost would be recognized as a
Ilablllty and expense during each year the PP&E is in service.
Thus, the timing of liability recognition is dn‘ferent for the two
categories of ND PP&E. Do you agree with this aspect of the
proposal? Please provide yo'u‘r' rationale for agreem_ent or
djs'agreement. (See paragraphs 37, 39, 43, and 84 through 88.)
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107 Questlon 6. The Board proposes a 4 -year perrod for full

- implementation of the standards with earlier rmplementatron_ of

-quantity and condition reporting.' Do you-a'gree with the 4‘-year
implementation period?- Please provide your rationale for

agreement or dlsagreement (See paragraphs 8 through 11, 90,

and 91)

108 Question 7.: The Board proposes- .disclosures for the 10

- “largest current ND PP&E-Major Acquisition Programs—
.. measured in planned dollar-amounts—that are in process during'

-the reporting-period.- The —proposed reporting requirements for

- each r'project:inolude pl_ahned and actual expénditures, and the

~planned (both:current and prior plans) and actual units to be
acquired. ‘The proposed ND PP&E Major Acquisi_ﬁon Program

- reporting requirements vincludeptanned expenditures on and the

- number of units to be acquired. Would the information be useful

to. readers of the financial statements’P Please explain your
»ratronate for each answer and consrder what other sources of
mformatron mlght be avallable for this lnformatron (See |
paragraphs 31 32 82 and 95 through 97)

-109 Question 8. The Board proposes that the quantities of ND
'PR&E Maijor End Items be disclosed as basic information. |s
the requirement to 'report-the quantities of ND PP&E Major End
Items beneficial? Would the reader of the financial statements
find this information useful? Please explain the rationale for
your answer. (See paragraphs 28,79, 80, and 98.)

110 Question 9. The Board proposes that condltlon
information on ND PP&E Major End ltems be reported as
Required Supplementary Information (RSI). Would deferred
maintenance amounts reported in the annual financial
statements as required by SFFAS No. 6 (as amended by

Federal Accountmg Standards Advrsory Board
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' SFFAS No 14) be an adequate mdrcator of the condltlon of ND |
- PP&E?- Would reporting the condition of ND PP&E information

'be beneficial and useful to readers of the ﬁnanc_ial statements?
Please explain your rationale for each answer. (See

.paragraphs 29, 30, 79, 81, 99, and 100.) -

111 Question 10. The Board proposes that the capltallzed cost

of ND: PP&E consists of:.1) costs incurred under acquisition

program or acquisition contracts; and 2) costs incurred for

E property and equipment acquired for exclusive use in

accomplishing an-acquisition program or acquisition contract.
(These costs are cur‘rently funded'in the"D'epartment of
Defense’s investment !appropriations’—‘researCh, development,
test, and evaluation and procurement.) Do you agree with the

- a_speots of the proposals?  Please provide your rationale for
‘agreement or disagreement ‘ (See»parag‘raphs 19 and 68.)

112 Questlon 11 It also proposes that an estlmate for the
comblned costs incurred dunng the reportlng perrod of all
Program Management Offices responsrble for the acquisition of

. ND PP&E be reported as Requrred _Supplementary Information

(RSI). Do you agree with the aspects of the proposal? Please

~ provide your rationale for agreement or disagreement. (See -

paragraphs-34 and 78.)
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APPENDIX E GLOSSARY

' Acqulsmon Program An acqunsrtlon program isa dlrected funded effort that lS desrgned to

' continued capabrllty of existing- ND PP&E ND. PP&E is generally acqurred usmg the acqursrtron'

programprocess.. (Accounting for Natlonal Defense PP&E and Assocrated Cleanup Costs ED
September 2001, page 6, footnote 10) . o _

" Advanced Technology Development The systematic use of the knowledge or understandlng

gained from research directed toward proof of technological feasrblllty and assessment of

voperatlonal and: producrbilrty (excludes the developmentof hardware for.use).: Employs’ -

demonstration activities intended to prove or test a technology or method (Department of Defense
Fmancral Management Regulatlon) : :

.

: Applled Research. The systematlc study to gain knowledge or understandrng necessary for
determrnlng the means. by.which a recogmzed and specn‘” ¢ need may be met. . This research points

toward specific military needs with a view toward developlng and evaluatlng the fea3|bllrty and
practlcablllty of proposed solutions and determining their parameters. Major outputs could include
scientific studies, investigations, research papers, hardware components, software codes and
non-system specific development efforts.. (Department of Defense Financial Management
Regulatron) . L . o LT

Basic Research The systematlc study to garn knowledge or understandlng of the fundamental
aspects of phenomena and of observable facts without specrf c applicatlons processes or products
in mind. Basic Research involves the gatherlng of a fuller knowledge or understandrng of the
subject under study. Major outputs are scientific studies and research papers (Department of

- Defense Financial Management Regulatlon)

- Capltalrze To record and carry fowvard mto one or more future periods any expenditure the |

benef ts.or proceeds from which will then be reallzed (SFFAS No. 6)

Composrte Allocation Methodology The composrte methodology IS a method of. calculatmg f"i
depreciation that applies a single average rate to a number of heterogeneous’ assets that have
dissimilar charactenstrcs and service lives. (Kohlers Dictionary for Accountants)

Depreciation Expense. The systematic and rational allocation to'expense of the acguisition cost of
an asset, less its estimated salvage or residual value over its estimated useful life. (Adapted from
SFFAS No. 6) t L -

Group Allocation Methodology. The group methodology is a m'ethod'of"ca‘lculating depreciation
that applies a single, average rate to a number of homogeneous assets having similar
charactetistics and service lives. (Kohler's Dictionary for Accountants)

Latest Acquisition Cost. Provides that an item be valued at the cost of the mast recent like |tem
purchased, less any discounts, plus any additional costs incurred to bring the item to a form and
location surtable for its intended use. (SFFAS No. 8)
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Major End Items Major End Iltems are 1) | ltems that launch, release carry, or f ire a partlcular piece
of ordnance and 2) items that carry: weapons systems-related property ‘equipment, materials, or
personnel Major End ltems (a) have an indeterminate or unpredlctable useful life due to the
manner in which they are used, |mproved modified, or maiftained and (b) are subject to’ premature
destruction or obsolescence (e. g., aircraft, ships, combat vehicles; etc.) Also, included in this
category are vessels held in a preservation status by the Maritime Administration's National Defense
Reserve Fleet. (Accounting for National Defense PP&E and Assomated Cleanup Costs ED
September 2001 page 6, paragraph 13 a) B »

Major ND PP&E Acqwsmon Programs Represent the 10 largest (|n planned dollar terms) current

-acquisition programs within the Department of Defense. . (Accounting-for Natlonal Defense PP&E

and Associated Cleanup Costs ED, September 2001, page 12, footnote 21) - .

_ Mllltary Missions. lef ned as the functlons performed by the mllltary departments to prepare for
" the effective pursuit of war and mllltary operatlons short of war; to conduct combat, peacekeepmg,

and humanltarlan mllltary operatlons and to support cnvnllan authorltles durlng crvnl emergencnes
(SFFAS No 1) v

Mission Support Items Mission Support ltems are 1) all of the remaining ND PP&E items that are
used in the performance of military missions and not categorized as Major End ltems, and 2) -
Defense systems (e.g., National Missile Defense System, command and control systems,,.

‘ |ntell|gence and commumcatrons systems etc.), that-are used in the performance of mllttary

missions. (Accountlng for Natlonal Defense PP&E and Assomated Cleanup Costs ED September
2001, page 6, paragraph 13b. ) o _

National Defense Property, Plant, and Equlpment (ND PP&E) PP&E used in the performance of

military missions by the Department of Defense or its component entities and vessels in the Maritime
Administration's National Defense Reserve Fleet. ND PP&E excludes PP&E accounted for in
business operating activities, non-ballistic missiles, real property, and ND PP&E component parts
held as spares. (Accounting for National Defense PP&E and Assomated Cleanup Costs ED,

.September 2001 page 5 paragraph 12)

Recognize. To record an amount in entlty accounts and to report a dollar amount on the face of the
Statement of Net Costs or the Balance Sheet either mdnwdually or so that the amounts are
aggregated W|th related amounts (SFFAS No. 6) :

Replacement Cost. The estimated cost of acquiring new and substantially equivalent property at

1 current prlces (Kohlers Dictionary for Accountants)

Federal Accountmg Standards Adwsory Board

"Exposure Draft :
Accountmg for National Defense PP&E and Associated Cleanup Cost
 September 2001 S

T




,_




FASAB

Federal Accounting Standards Advisory Board

u.S. Géneral Accounting Office
441 G Street, NW, Suite 6814 (6K17V)
Washington, DC 20548

Official Business

Penalty for Private Use $300 Bulk Mail
' Postage & Fees Paid ' |
GAO
Permit No. G100






