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DIGEBT; National Buresu of Stnndards fh*.ancu operations

in part'by charges to usé:a cf its services, paic
into Working Capital Fund, Earned net incoma
of the Fund must be paid ‘into Tréasury annually,
'except that it "'may be applied firat to restore

: mg prior impairmaerit'' of the Fund. 16 U.8.C,

78b (1978). Impairmen 8 cotitemplated by

thl.l provision ere operating losses.. Bureau may
not rataln profits to offget increased costs--
caused by inflation--cf replacing equipment or
facilities, nor can Bureau calculate depreciation
‘of equipment and facilities based on replacement
cost.

‘This decision is in Peﬁpu"lt;é to & memorandum from David .
Nathan, Controller of the L‘epa.rtment of Coinmerce asking whether
the term "prior impairment,' as usec in 15 17.5.C, § 278b(f) cculd
include :lmpairment caused by inflation,

The Natioual m%ﬁ 1 of Standarda. De%flrtment of Conmerce

(NBS). performs services for thej,Ur.ited Sta es Goverrmer:, State

'or muuicipnl govemmenta. .and’z r.hers. It is authorized to chargo

for these services based on fixed prices orjchets.; 15 U.5.T.

'§§ 273, 275 (1976).‘ 'NBS finahces its; activities with 'd working
capital fund eatablished by. statute. The sto* ute requires that the
amount of any éarned net income resulting from the operation of
the working capital fund (NBSWCF) at the close of each fiscal year
be paid into the general Iund of the Treasury. However, prior to
such deposit, the net income may be.applied first to ''restore any
prior impairment of the fund," 15 U,S.C, s 278b(f) (1976),

Equipment or fncilities acquired for! .carrying out ‘functions of

A NBSWCF are capitalized to the fund .md their cost - Zllocated by

mcluding an amount for. deprecintion. in fees charged usera. How-
ever, due to inflation, the amotints recovered ure insufficient to
permit replacement of the equipment or facilities at the end of
their useful lives. Therefore, the Controller agsks whether the
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phrase, "'to restore auy prior impairment," can be Interpretcd

to mean impairment caused by inflation, and whether the NBSWCF
may setain profits to offset incieased costs in replacing equipment
or facilities. For the following reasons, our unswer is no to bith
the questions asked, ‘

The {nquiry assumes that the {1icressed coat of equipment is
the result of inflation and not attributable to other factors (e. g.,
product {inprovement) and also that NBS will still have a néed for
the equipment or facility at the end of its useful life (i.e,, that
it will in fact be replaced,) Such assumptions might nof be war-
ranted in every case. However, we direct the foliowing discuasion
to those cases where such aggumptions are correct.

"Impairment" is not a word of art with a well- defined meanin
in the\prac ice of accounting, The dictionary definition of "impair
is to "make worse; to diminiah in quantity, value, exceilence or
strength; to do harm to,'" Webster's;Third New Ihternational

Dictionarx of the English Language, UnaBria ed lSprinEﬂ 1d,” Maegs.,
G&T, Merriam Co., 1088}, p. Ildsl While ie could be argued that

the Congress, “y appropriating a spécific amount of money tn -
establish a working capital fiind, intended that the amotint in the
fund be periodically recetermined to refls ct changes in the value
of the dellar (up or down) so that the buvinv{ power of the fund could
remain constant vis-a-vis price levels on the date of its eatablish-
ment, we doubt that The Congress would impose such a complex
accounting requirement on agercles without expressly stating such
an intention. Thus we doubt il.at the impairment contemplated was
the lessening of the value of the fund by means of a lessening in
the value of the dollar., However, this is in effect what NES ia
suggesting in it.s proposal,

*n

The NBSW CI‘ was initially established by the Deficiency Appro-
priation Act of 1850, approved. June 29,:1950, 64 Stati. 278, and
funded in the amount of $3 million, (As a result of subsequent
appropriations by the Congress, the NBSWCF is now capitalized
in the amount of $24, 3 million,) Subeequently, this provisicn was
amended and addéd to the Organic Act of the NBS (Act of March 3,
1901, ch, 872, 31 Stat. 1449), by section 2 of the Act of August 3,
1936 ch. 906 70 Stat, 058 (1956 Act), 15 U, 8.C. § 278b (1878).

Section 3 of the NBS Crganic Act, as emended by the 1956 Act,
provides in pertinent part as follows:

"The bure-a.u shall exercise its functions for

the Government of the United States and for inter-
national organizations of which the United States is
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a mmbor; for gmmmcml of trhndly countrics.
for any State or municipal government witiiin the
United States; or for any cctuttlﬂc society, eduza-
tional. institution, firm, corporation, or individual
withln the United Statos or friendly countries
trd in manufacturing or other pursuits requir-
use of standards or standard meaguring
!utr\unenu «xe" 15 U,8,C. §273 (1878).

Soctlon 7 of the Organic Act, as amended by the 1856 Act,

requires the Secretary of Commerce to:

"« * *charge for services performed under
the authority of section 273 ‘of this title, except in
cases where he determines thut the interest of the
Government would be best served by walving the
charge, Such chargea may be based upon fixed
prices or costa, The appropiriation or fund bearing

the' coet of thie services may be reimbursed, or the

Secretary nuy require advance payment subject to
such adjustment on completion of the work os may
be agreed upon " 15 U.S8.C. § 275a (1£78).

Section 12 of tl ;2 Organic Act, as amended by the 1958 Act,

provides in pertinent part that:

"(d) Credits.
"'l‘he fund may be credited with adw.ncpa and

'roimbursoments, ‘including rezeipts from :.on-Federal

sources, for services performsd under the authority
of section 273 of thig title.

"(e) Cost defined.

"As used in thia chapter, the term 'cost' shall
be construed to include directly related expeases and
appropriate charges for indirect and administrative
expenses.

"(f) Distribution of earnings; restoration of
prlor impairment

"The amoint of any earned net ;mcome resulting
from the operation of the fund at the close of each
fiscal year shail be paid into the general fund of the
Treasury: Provided, That such earned net income may
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be applied first to restore my prior im

In explaining the addition of subsections 13(d),: (e) and (f)

{o the NBS Organic Act, the report of the Senate Interstate and
Foreign Commerce Committee, states in pertincnt part that;

"Subsection (d) will also provide autho:-ity.
r.ot now, provided, to make payments to the fund
in advance of performance of services, This
authority will enable the ‘bureau to avoid shortages
in operating cash without receiving additionsl appro-
priations to ificrease the working capital. During
pericds of emergency increases in program activity,
the Bur: sau has been faced with a serious shoriage
of Oponting cash which ociasionally has neccasitated
delays in payment of vouchers for gservices received.

"Subgection (e) pren«nts a more gonoral defin!
tion of the {erm 'cost' than 'i8 presently incorporn l&d
in the. a.uthority for the use of‘the fund. "I‘horact hich
origirally estiblislied the working capital i'und Brovided
that retmbursements shall inclide hmdling and related
chargeo, reserves for deprocintion of equipme'nt and
accrued leive, and building construction and altera-
tions ‘directly related  to. the woirk for, which reimburle-
mcn* is made. Subaection (@) will p rmit the inclusion
of anly or all;of these elefnenfs in'the determination
of coats“of semceo performed but would not preclude

the chargiiig of othér items. Accordingly. the mccov.int-' Y

ing system to bé followed in- connection with the uge .
of the working capital fund would be; “left to the admin-
istrative discreticn of the Department of Commerce,
subject, of 'course, to'ihe requirements of the Burevau
of the Budget, the Treasury Department, and the
Comptroller General,

P
"Since a significant part of the’ work peri‘ormed

by the Bureau would be paid for. on the buig}‘of fixed
prices or fees, the procedure for ~handling’ surplusea
or deficits in the cupital of the: fund is’ needed. -Sub-
section (f) provides for the depositing of any earned
net income in the genéral tund of the Treasury after
first restoring any dei‘icxt in working capital due to
prior operating iosses." S. Rep. No. 1171,
84th Cong., Iri Sess,, p. 4 (1955),
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'l'hu- the "lmpu'mom of the fund" Mntampl.ttod nppurl to
be the opcrlting losses sustained by pre. )ding sesvices io cther
relu at a fixed price which might not recover the total cost
performing tho service, Seeo also Hearings before a Subcom-~
mﬂtoe‘of the Senate Comm!ttee on Inferstate and Foreign (.ommerce
ong. , 955! Furthermore, (his
fon is cons’ uent with the earlier law:and legislative
hlntory dealing witli the operation of working funds. For example,
ss {1aposed on the Bureau of Engraving ind Printing Fund,

ut& liched under section 2 of the Act of Auguut 4, 1850, ch. 558,
04 Stat, 408, the fouowing requiroment:

, "(e) ‘Any surplus accriing to the fund in any
fiscal year shall be pa!d im:o the.genéral. fund of the
Tredsury as mucel?meo:.,s receipts durlng t};e
ensuing tiacal year- ‘Provided, .That any such’sur-

us;may be & biledTTrat:to; r.entore any alrment

8 TR The : %reuom
betweeri &w ricseg‘amr ed Tor.work or services
an [fhe amount deferr; ined to be.the actual .cost of
pei formIng such work or esrvices, " (Emphasis
supied.) T U.5.C.3 IUIa_lIUTOT.

Also, whenﬁtlﬁe Treasury General Supply Fund was recon-
ltuted into’the General Seryices Administration General Supply
Fund by nection 109 of the’ Faderal Property and Administrative
Services Act of 1048, npproved June 30, 1949, ch, 288, 83 Stat.
382, the Congress provided in pertinent part that:

"(e) Annual audit; surplus; report to Congress.

"The r“omptroller General of the United States
shall ma.ke ‘an annuil audit of the General Suppl Fund
‘as of June 30, and there shall be covered into )
United Statea, Trealary as migcellaneous receipts any
nurplus found’ ‘therein, ,all aasets,pliabihties, and prior
losses considered, ibove the amounts transferred or
npprOpriated to éstabligh ind maintain said fund. and
the Comptreller General shiii report to the. Congress
anaually the results of the audit together with such
recommendations as he ma ay have regarding the status
and operations of the fund.,"” 40 U.S.C. § 756 (1970).

'Section 108 of the 1948 Act originated in . 2020 as reported
by the Senate Committee on Expenditurzs in the Executive Depart-
ments. See H.R. Rep. No. 935, 818t Cong., ist Sess. 33 (1949),



E-148858

In commenting on section 108, the report cf the Senate Committee
on Expendituren in the Executive Departments states, in pertinant
part as follows:

""(e) This subsection alters the previous
requirement that all surplus in the fund, as
determined in the annual auait by the Cnmptroller
General, must be covered into the Treasury as
miscellaneoua receipts, by permitting losses in-
curred by the fund in prior years, as well as all
assets and liabilities, to be cons.dered in ascertain-
ing the amount of surh surplus, 7This. chan‘e takes

izance of the fact-that such prior losses re-

present Inipalrments of the Tund capital, unless
made’ good from: earnin s_,__and alao will counterant
Iryfendenc to establis if,.ces &y oo high « level,

80, there il added the Tequirement ﬂia! the
Compiroller General report to the Congress
annually the reaults of the audit, Such reports,
and his recommendations as to the status and
operations of the fund, should be helpful to the
Congress in its consideration of supply activities, '
(Emphasis suppiled.) S. Rep. N, 475, 8lst Cong.,
1st Sess, 11 (1949),

See also the Civil Service. Commission revolving fund
estublished by the Third Supplemental Appropriation Act of 1852,
Act of June 5, ch, 388, 86 Stat, 107. Thus it is clear that the
Congress, prior to adoption of the 18956 Act, used "impairment"
to indlcate the detriment to'the working capital fund if reimburse-
ments based on fixed fees failed to recover the full coet of pro-
viding the service., We therifore find no basir #5.- NBS to retain
profits in order to offset increased replacement coatu.

The Deficiency Appropriation Act of 1950, sipra, esta.bliahing
the NBSWCF, required that "relmbursements” recovered for the
services provided include "reserves for depreciation," See 64 Stat,
279, When the NBSWCF was incorporated into the NBS Organic Act
in 1956, the detinition of ""cost' providad in 15 U, S, C, § 278b(e)
(1978) was clearlr intended to permit,ihe inclusion of ''regserves
for deprecxation as required by the 1550,Act, .See S. Rep. No,

1171, "supra, p. 4, ané H, R. Rep. No. 2809, 84th Cong., lst Sess,,
p. 4 . The'quesiion now {s, what method of depreciation
accounting {s required for depreciating equipment and facilities
capitalized into the NBSWCF, In turn, if the value ascribed to the
item depreciated i --: be stated in terms of replacement costi, then
amounts could be retained in the NBSWCF equal to the replacement
value. The NBSWCF could then, by including in its charges
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to users an element b.'..a on replacement cost, achieve the same
objective sought to be achieved by tho proposal to retain profits--
the accurmulation of amounts sufficient to replace equipment

‘ ll 8.
or Tacilities at current, inflated, values. However, such a pro-

cedure is nnt authorized.

Gmarally, depreciation is a raeans by which a cost incurred
is allocated over the useful life of the asset. In Paton and Paton,
Asset Accounting (New York; MacMillan Co., 1853) pp. 238-237

t:

" « ¢ the primary purpose of depreczatlon account-
ing 1s the orderly churging of plant costs to nperation;
that recognizing depreciation, like the acknowledge-
ment of cther costs, has as its principal objective
reasonable income accounting rather than the ac-
cumulation of funds for replacement. " (Emphasis
added.)

.8ee also Eidon 8. Hendrumen. Accountin a'l'heo . rev, ed,
(Hompwood, I11,; Richard D,. Irwin, Inc, vy Iﬂ'ﬁﬂ in wltuc'h_ﬂ"ae—
author states ''historical acquisition Gost" is ‘the most cormmon
method for, valuing plant and equipment. . Heridriksen, id,, p. 363.

, Furthermore, see’2 GAO Policy And Procedures Manual for
"Guidance of Federal Agencies § 12, 5(d), concerning acquisition

cost.
We bclieve that the term. "cost, " absrnt something in the law

‘or its legirlative history indicating otherwise, means historical

/.08t, and not replacement cost. Thus, when capitalizing Zixed
assets in the fund, the value of the asset is determined by historical
cost (e. g., acquisition cost) and it is this value that depreciation
alloca es over the uaeful life of the asset

.. ‘Ina aimilar circumstance. we indicgtted in our; Report to the
Congress,, €iititled "Ejamination of Finaficial Statéments-Bureru
of. Engraving and Pri.ntlng Fund For Fiscal Years 1974 ,and 1875-

Shows Need for Statutory Authority To Increase Capitalizstion, "

' FOD 78 .22, March 7, 1877, - that the Secretary ‘of ‘the 'Irf-asury

Jacked' authority to chargc fees for services of the’ Bux‘“e'au ‘which

included & surcharge based on‘replace.nent costs’ ‘ot edutpment

{even: thoughthe; pouaued express authority to: estabhah reserves

for ‘depreciatior"i based on‘original cost or appraised ‘value).
Further. he! :..ould not retain in the fund such aurchargea as col-
lectéd. The Congress subsequently in effect authorized such a
surcharge and its retention. Treasury, Postal Service, and
General Government Appropriation Act, 1878, Fub, L. No.
B5-81, July 31, 1877, 61 Stat. 342,

- -
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Consequently, should it be ‘deemed necuury for NBS to
include in its fees cost items which includy a factor for increased
replacament costs of equipment due to inflation, specific statutory
authority should be obtained, Without such suthority, additional
appropistions for the NBSWCF, as authorized by 16 U, S.C,

§ 278b(a) (1978), musat be ~cquested,
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{ Deputy ] Cofhptroller General
of the United Stutes






