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441 G Street NW, Mailstop 6K17V, Washington, DC 20548 (202) 512-7350 fax 202 512-7366 


July 1, 2013 
  
Memorandum 
 
To:   Members of the AAPC 
 
From:  Monica R. Valentine, Assistant Director 
 
 
Subject:   Analysis of Comment Letters – Implementation Guidance for General 
Property, Plant, and Equipment Cost Accumulation, Assignment, and Allocation.1  


MEETING OBJECTIVE 


The objective of the meeting is to review the comments from the exposure draft (ED) 
and staff‟s analysis of those responses.  Staff has suggested several edits throughout 
the draft technical release based on the comments received from the ED.  We are 
requesting that you also review staff‟s proposed changes and be prepared to discuss 
them. 


BRIEFING MATERIAL 


Staff Summary: This memo provides a summary of the responses.  Staff has 
summarized responses to each of the questions. To facilitate your analysis, in some 
cases the staff‟s summary takes excerpts from respondent replies. The staff‟s summary 
is intended to support your consideration of the comments and not to substitute for 
reading the individual letters.  


The staff summary consists of the following tables and/or figures: 


                                            
1
 The staff prepares AAPC/FASAB meeting materials to facilitate discussion of issues at the 


AAPC/FASAB meeting. This material is presented for discussion purposes only; it is not intended to 
reflect authoritative views of the FASAB or its staff. Official positions of the FASAB are determined only 
after extensive due process and deliberations. 
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Attachment 1 provides the full text of each of the comment letters in the order the 
responses were received and processed.  


Attachment 2 provides the original Exposure Draft. 


Attachment 3 provides a revised Exposure Draft pursuant to staff review of respondent 
comments. 


Attachment 4 provides a pre-ballot draft of the final Technical Release. 
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BACKGROUND 
The Implementation Guidance on General Property, Plant, and Equipment Cost 
Accumulation, Assignment, and Allocation promotes an understanding of organizational 
considerations that affect the application of the standards for general property, plant, 
and equipment (G-PP&E) except for internal use software. The implementation 
guidance relates to:  


a) Recognition requirements for programmatic, managerial, administrative, and 
other elements of program costs incurred during the G-PP&E lifecycle, decisions 
regarding the granularity of cost information, and acceptable methods for 
recognizing those costs (i.e., capital costs captured on the Balance Sheet or 
period expense costs captured on the Statement of Net Costs [SNC]),  


b) The concept of a cost accumulation and allocation decision framework (i.e., 
acceptable methods of accumulating, assigning, and reporting cost data), and  


c) Management‟s role in applying the cost accumulation, assignment, and allocation 
decision framework. 


One of the objectives of this technical release is to enable federal reporting entities to 
use a consistent framework to apply existing guidance. The guidance also supports the 
objectives of ensuring that transactions involving G-PP&E are recorded in accordance 
with federal accounting standards, and (the cost of producing federal financial 
information, as it relates to establishing the cost of G-PP&E, does not outweigh the 
benefits derived by the users of the financial information. Lastly, it provides a decision 
framework flowchart to assist entity management in applying the principles described 
throughout the technical release. 


SUMMARY OF OUTREACH EFFORTS 


The ED was issued March 1, 2013 with comments requested by May 1, 2013.  Upon 
release of the exposure draft, notices and press releases went to the following 
organizations: 
 


a) The Federal Register  


b) FASAB News 


c) The Journal of Accountancy, AGA Today, the CPA Journal, Government 
Executive and the CPA Letter  


d) The CFO Council, the Council of the Inspectors General on Integrity and 
Efficiency (CIGIE), and the Financial Statement Audit Network;  


e) Committees of professional associations generally commenting on exposure 
drafts in the past 


Two reminder notices were sent on April 12, 2013 and May 1, 2013. 


RESULT 


We received 15 responses.  Table 1.0 summarizes all received responses below. 
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Table 1.0 - Summary of Respondent Types to Exposure Draft 


 


RESPONDENT TYPE 


 
FEDERAL 
(Internal) 


 


 
NON-FEDERAL 


(External) 


 


TOTAL 


Preparers and 
financial 
managers 


11 0 11 


    
Users, academics, 
others 


0 2 2 


    
Auditors 0 2 2 


    
   Total  11 4 15 


 


  







Table 2.0 – Tally of Responses by Question 
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Question 
Number 


 


QUESTION 
YES /2 


AGREE 


AGREE 
(with 


Comments) 


NO / 
DISAGREE 


 


1. 


Do you agree or disagree with the concept that the current 
accounting standards provide entity management with both the 
responsibility and flexibility to design generally accepted accounting 
principles (GAAP) compliant policies and processes that align with 
the respective entity's operational environment (Paragraphs 3 – 4, 19 
– 20, and 25)? Please provide the rationale for your answer. 


10
* 


4 0 


 


2. 


Do you agree or disagree that an entity’s mission and operational 
environment impact the financial management information needs of 
the entity’s stakeholders (Paragraph 9)? Please provide the rationale 
for your answer. 


10* 4 0 


 


3. 


If you agree with “Q2” above, do you agree or disagree with 
management’s use of the three principles identified in Paragraph 10 
to determine their stakeholder’s financial management information 
needs? Please provide the rationale for your answer. 


10* 4 0 


 


4. 


Do you agree or disagree with how direct costs are characterized as 
it relates to G-PP&E in paragraph 15? Please provide the rational for 
your answer. 12* 1 1 


5. Do you agree or disagree with how indirect costs are characterized 
as it relates to G-PP&E in paragraph 16? Please provide the rational 
for your answer. 


8* 6 0 


                                            
2
 KPMG does not believe that this TR is necessary and did not specifically address each question. Consequently, the total for each 


question is 14 rather than 15. 
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Question 
Number 


 


QUESTION 
YES /2 


AGREE 


AGREE 
(with 


Comments) 


NO / 
DISAGREE 


6. Do you agree or disagree with the financial reporting of certain 
indirect costs as unassigned costs on the Statement of Net Cost as 
described in Paragraph 22? Please provide the rationale for your 
answer. 


10* 4 0 


7. Do you agree or disagree with the financial reporting of non-
production costs as described in Paragraph 24? Please provide the 
rationale for your answer. 


12* 2 0 


8. Do you agree or disagree with the approach (e.g., decision points, 
application of GAAP, etc.) as outlined in the Decision Framework 
Flowchart (Appendix C)?  Please provide the rationale for your 
answer. 


8* 6 0 
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Table 3.0 – Summary of Responses by Question 3 


QUESTION - 1 


Do you agree or disagree with the concept that the current accounting standards provide entity management with both 
the responsibility and flexibility to design generally accepted accounting principles (GAAP) compliant policies and 


processes that align with the respective entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please 
provide the rationale for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA Agree – Please see respondent comments for a full explanation. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO Agree – Please see respondent comments for a full explanation. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


                                            
3
 In some cases the staff‟s summary takes excerpts from each respondents reply and as such, is not intended to substitute for a complete 


reading of the individual letters. 
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QUESTION - 1 


Do you agree or disagree with the concept that the current accounting standards provide entity management with both 
the responsibility and flexibility to design generally accepted accounting principles (GAAP) compliant policies and 


processes that align with the respective entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please 
provide the rationale for your answer. 


6. GWSCPA 


The FISC agrees that entities have the responsibility to design policies and procedures that 
comply with GAAP, and that align with the respective entity‟s operational environment. 
However, the FISC does not agree with the amount of flexibility offered in this TR. By allowing 
similar Federal agencies to adopt different policies and procedures for accounting for similar 
activities, such as the production or construction of assets, the ED does not address how this 
TR will satisfy the provisions of Statement of Federal Financial Accounting Concepts (SFFAC) 
1, Objectives of Federal Financial Reporting, paragraph 164, which states:  
Financial reporting should help report users make relevant comparisons among similar federal 
reporting units, such as comparisons of the costs of specific functions or activities. 
Comparability implies that differences among financial reports should be caused by substantive 
differences in the underlying transactions or organizations rather than by the mere selection of 
different alternatives in accounting procedures or practices.  
 
One could interpret this TR, such as paragraphs 17, 22 and 25, as promoting a lack of 
comparability between Federal agencies by allowing conflicting practices that permit some 
agencies to assign overhead costs whereas other agencies may expense overhead costs 
when constructing or producing similar assets.  


In addition, it remains unclear how an organization that lacks an adequate cost accounting 
process that prevents an organization from assigning material indirect costs within the 
organization can comply with SFFAS 4, Managerial Cost Accounting Standards and Concepts. 
The decision framework (Appendix C) and the associated paragraphs within the TR (e.g., 
paragraphs 3, 4, 7 and 9) do not provide a distinction between the allocation of indirect costs 
that would materially affect the value of the constructed or produced asset, and those indirect 
costs that do not rise to a material level. We suggest that the TR be revised to include a 
discussion of the requirements associated with the allocation of material indirect costs. 


7. ENERGY/OCFO Agree – Please see respondent comments for a full explanation. 


8. DOL/OCFO Agree – Please see respondent comments for a full explanation. 


9. DELOITTE 
We agree with the concept that the current accounting standards provide entity management 
with the responsibility and flexibility to design GAAP-compliant policies and processes that 
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QUESTION - 1 


Do you agree or disagree with the concept that the current accounting standards provide entity management with both 
the responsibility and flexibility to design generally accepted accounting principles (GAAP) compliant policies and 


processes that align with the respective entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please 
provide the rationale for your answer. 


align with the respective entity‟s operational environment. Specifically, one of the core 
objectives of federal financial reporting is to provide information to federal program managers 
(in addition to external users). This implies strongly that the entity should select and implement 
financial reporting policies and processes which produce information that is inherently relevant 
to its internal needs and environment. In fact, the Board, in SFFAC 1, paragraph 25, stated that 
“The FASAB, on the other hand, considers the information needs of both internal and external 
users.”  


However, the tailoring of GAAP-compliant policies should be tempered by the need to meet the 
basic characteristic of comparability. As stated in SFFAC 1, paragraph 164 “Comparability 
implies that differences among financial reports should be caused by substantive differences in 
the underlying transactions or organizations rather than by the mere selection of different 
alternatives in accounting procedures or practices.” Accordingly, the Board should consider 
providing cautionary guidance emphasizing that organizations should be mindful of 
comparability when selecting GAAP-compliant policies and procedures, and avoid selecting 
policies which result in significant differences in financial reporting between similar 
organizations which are merely attributable to alternative accounting procedures or practices, 
rather than underlying transactions or organizational characteristics. 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO 


We agree such flexibility is necessary to determine materiality and perform a proper cost-
benefit analysis. General Services Administration (GSA) has been able to defend its current 
practices for capitalization threshold and cost allocation methodologies. However, we do 
believe there is a need for further clarification of 'indirect production costs," without this GSA 
may bump up against some external auditor's interpretation. 


12. DOI/OCFO Agree – Please see respondent comments for a full explanation. 


13. INTEL COMMUNITY 
DIA Response: I believe the standard could be further clarified. Paragraph 26 of SFFAS 6 
states that costs shall include all costs incurred to bring PP&E to a form and location suitable 
for its intended purpose. And it goes on to list the different costs that should be included. While 
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QUESTION - 1 


Do you agree or disagree with the concept that the current accounting standards provide entity management with both 
the responsibility and flexibility to design generally accepted accounting principles (GAAP) compliant policies and 


processes that align with the respective entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please 
provide the rationale for your answer. 


SFFAS 4 paragraph 124 does talk to directly tracing costs whenever feasible, and tells each 
reporting entity to determine the appropriate detail for its cost accounting data considering 
several factors to include practicality of data collection and processing, most logisticians and 
facility engineers only focus on SFFAS 6 and FMR Vol 4 Chapter 6. Therefore there is a sense 
that all the cost elements listed in Paragraph 26 must be captured, if applicable, regardless of 
the feasibility.  


For example, an entity purchases equipment that is assembled and installed under separate 
contracts and shipped to the location of its intended use under yet another contract that again if 
captured may cause the asset to exceed the capitalization threshold. Tracing some of these 
costs back to the originally purchased asset requires management to implement and maintain 
additional cost accounting processes. A decision as to the economic feasibility of capturing the 
data and the relevance of the data to internal and external stakeholders needs to be 
considered. 


14. DOJ/OCFO Agree – Please see respondent comments for a full explanation. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to 
the “Other Comments” section below.  
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QUESTION - 2 


Do you agree or disagree that an entity’s mission and operational environment impact the financial management 
information needs of the entity’s stakeholders (Paragraph 9)? Please provide the rationale for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA Agree – Please see respondent comments for a full explanation. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO Agree – Please see respondent comments for a full explanation. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


6. GWSCPA Agree – Please see respondent comments for a full explanation. 


7. ENERGY/OCFO Agree – Please see respondent comments for a full explanation. 


8. DOL/OCFO 


We agree that an entity‟s mission and operational environment impact the financial 
management needs of the entity‟s stakeholders. As the mission/operational environment grows 
in complexity, so may the stakeholders‟ need of information for decision-making purposes.  


However, we believe that the wording in the example provided in paragraph 9 could be 
improved in the statement, “For example, entities operating under a fee-for-service or working 
capital fund structure have a business need to accumulate and allocate costs at a very 
granular level to ensure that their pricing models, rates and schedules facilitate the full 
recovery of costs under a non-appropriated, user-fee model.” by including “allowable” or 
“relevant” before the last instance of the word “costs.” 


9. DELOITTE 


We agree that the financial management information produced by an entity should reflect the 
entity‟s mission and operational environment, as detailed in our response to Q1 above. As 
federal program managers are a primary user of financial reports and require relevant financial 
management information, entities should generally select and design accounting policies and 
procedures which produce information that reflects the mission and operations of the entity. 
Useful information for decision making purposes should be based on the mission, objectives 
and strategy of the entity. Additionally, the materiality of indirect costs, alongside cost-benefit 
analyses, must be considered when determining the needs of the entity‟s stakeholders. The 
wording and accompanying example in paragraph 9 that notes: “An entity‟s revenue 







Table 3.0 – Summary of Responses by Question 


 


12  


QUESTION - 2 


Do you agree or disagree that an entity’s mission and operational environment impact the financial management 
information needs of the entity’s stakeholders (Paragraph 9)? Please provide the rationale for your answer. 


source…significantly impacts the types of, and level of, cost detail required to be allocated to 
end assets” indicates the importance of materiality concerns within paragraphs 9 and 10. 


Paragraph 9 does not currently reference Statement of Federal Financial Accounting 
Standards 35, Estimating the Historical Cost of General Property, Plant, and Equipment: 
Amending Statements of Federal Financial Accounting Standards 6 and 23 (SFFAS 35), in 
which the Board clarified and expanded on the ability to leverage a wide variety of information 
to establish reasonable, supportable estimates for PP&E asset values. Reasonable estimates 
of value for PP&E assets under SFFAS 35 often include more broadly-based estimates and 
allocations of indirect costs due to a lack of detailed information to support detailed cost 
assignments. The Board should consider making reference to the concepts invoked in SFFAS 
35 related to materiality and reasonable estimates and allocations to promote consistency and 
further support the statements made in this paragraph. The Board may also refer to Statement 
of Federal Financial Accounting Standard 4 (SFFAS 4), paragraph 10, which states that “The 
full costs of resources that directly or indirectly contribute to the production of outputs should 
be assigned to outputs through costing methodologies or cost finding techniques that are most 
appropriate to the segment’s operating environment and should be followed consistently.”  


Further, we believe that more granularity in actual indirect cost information would generally be 
indicated when the materiality of the indirect costs to be allocated is significant when compared 
to the financial statements presented as a whole, and when the amount of costs assigned to G-
PP&E under more broad systems of allocation would differ substantially from those assigned 
using a more granular methodology. 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO 
We agree, different agencies require a greater degree of transparency and detail to be 
provided to stakeholders. However, we suggest that FASAB clearly define the term "very 
granular". We are concerned with a reader's interpretation of this example. 


12. DOI/OCFO Agree – Please see respondent comments for a full explanation. 


13. INTEL COMMUNITY 
ODNI/FMD Response: ODNI concurs that an entity's mission, operational environment, and 
revenue sources significantly impact the types and level of cost detail required to be allocated 
to end assets. However, recommend that the wording in the paragraph be changed in align 
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QUESTION - 2 


Do you agree or disagree that an entity’s mission and operational environment impact the financial management 
information needs of the entity’s stakeholders (Paragraph 9)? Please provide the rationale for your answer. 


with and further emphasize the intent of SFFAS 4. Paragraph 9 should read as follows "The 
decision framework discussed in this technical release recognizes that the cost accumulation 
needs of management may vary by entity. In accordance with an entity's management 
purpose, the revenue source (e.g. appropriated funds, revolving fund, user fee, etc.) 
significantly impact the types of and level of cost detail required to be allocated for the intended 
purpose. ......." The rationale for this change is that SFFAS 4 would not come into play unless 
an asset is being produce as an output and indirect cost have to be applied. 


14. DOJ/OCFO Agree – Please see respondent comments for a full explanation. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to 
the “Other Comments” section below.  
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QUESTION - 3 


If you agree with “Q2” above, do you agree or disagree with management’s use of the three principles identified in 
Paragraph 10 to determine their stakeholder’s financial management information needs? Please provide the rationale 


for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA Agree – Please see respondent comments for a full explanation. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO Agree – Please see respondent comments for a full explanation. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


6. GWSCPA 


The FISC is concerned that the statement in paragraph 10, states that three principles may be 
used “to determine their stakeholder‟s financial management information needs,” is too broad 
in nature, and may be interpreted by some to extend these principles beyond the narrow focus 
of the TR. We suggest that the AAPC revise this paragraph to more narrowly focus the 
application of the three principles outlined in paragraph 10. 


7. ENERGY/OCFO 


Agree.  Relevance, level of precision, and cost benefit are all important in determining 
stakeholder‟s financial management information needs.  The use of these principles provides 
management with guidance that invokes the flexibility needed to determine their information 
needs and related cost assignment policies and procedures.   
 
However, a key aspect of making information for stakeholders useful is to provide the 
information in a timely manner.  We recommend that the “timeliness” of the information be 
considered a basic principle in identifying stakeholder‟s management information needs. 


8. DOL/OCFO 


We agree with the three principles, but we do not believe that materiality should be associated 
with the level of precision. The level of precision could be associated with the use of estimated 
versus actual amounts, how frequently an estimate or methodology may be validated or 
summarized versus detailed amounts. We believe that materiality could also include qualitative 
factors, whereas level of precision connotes quantitative factors.  
 


The needs among stakeholders may differ depending on the stakeholder and impact the 
application of the principles. Prior to the execution of each principle, management may 
consider the needs of the stakeholders and revisit the stakeholders‟ needs periodically to make 
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QUESTION - 3 


If you agree with “Q2” above, do you agree or disagree with management’s use of the three principles identified in 
Paragraph 10 to determine their stakeholder’s financial management information needs? Please provide the rationale 


for your answer. 


necessary adjustments. 


9. DELOITTE 


We agree with the overall concepts of the three principles presented in Paragraph 10 of the 
exposure draft. These principles reflect key aspects of the qualitative characteristics of 
effective financial reporting information detailed in Chapter 6 of SFFAC 1, and the 
consideration of balancing costs and benefits detailed in Chapter 5 of SFFAC 1. However, 
some readers may be confused by the use of different terminology in the principles described 
in Paragraph 10 as compared to the qualitative characteristics described in SFFAC 1. The 
Board should consider placing these principles explicitly into the context of overall federal 
financial reporting objectives, user information needs, cost-benefit constraints, and 
characteristics of effective financial reporting as laid out in its conceptual framework. 
Alternately, this connection could be more completely explained in the Basis for Conclusions, 
or with the proposed changes we suggest in the editorial section of this comment letter.  


In addition, the use of the phrase “Cost-benefit of establishing and executing intricate cost 
assignment processes, methods and tools” may be unnecessarily prejudicial against the use of 
so-called “intricate” cost assignment processes. We suggest the Board consider rephrasing 
this principle or simply deleting the word “intricate” (suggestion made in editorial section) to 
avoid prejudicial over-selection towards simplified cost assignment methodologies by users of 
the framework. The Board should exercise caution in providing cost-benefit as a primary 
consideration in selection and application of cost allocation methodologies, as some users may 
see this as an overriding concern to the important principles of relevance and precision. We 
suggest the insertion of clarifying language in paragraph 10 similar to that appearing in SFFAS 
4, paragraph 142-143 (suggestion made in editorial section), which states: “Throughout the 
discussions of this section, it is stated that a cost accumulation and assignment method would 
be used when it is economically feasible. A method is economically feasible if the benefits 
resulting from implementing the method outweigh its costs. It is not advantageous to use a 
costing method if it requires a large amount of resources and yet produces information of little 
value to users…However, they are preferable because they produce more reliable cost 
information than cost allocations.” 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO Agree – Please see respondent comments for a full explanation. 
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QUESTION - 3 


If you agree with “Q2” above, do you agree or disagree with management’s use of the three principles identified in 
Paragraph 10 to determine their stakeholder’s financial management information needs? Please provide the rationale 


for your answer. 


12. DOI/OCFO Agree – Please see respondent comments for a full explanation. 


13. INTEL COMMUNITY Agree – Please see respondent comments for a full explanation. 


14. DOJ/OCFO Agree – Please see respondent comments for a full explanation. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to 
the “Other Comments” section below.  
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QUESTION - 4 


Do you agree or disagree with how direct costs are characterized as it relates to G-PP&E in paragraph 15? Please 
provide the rational for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA Agree – Please see respondent comments for a full explanation. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO Agree – Please see respondent comments for a full explanation. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


6. GWSCPA Agree – Please see respondent comments for a full explanation. 


7. ENERGY/OCFO 


Disagree.  The language in paragraph 15 implies that some indirect costs, such as contract 
administration and oversight, should be considered a direct cost.  We agree with the general 
statement in SFFAS 4, paragraph 90, but not all of the examples are costs that should be 
considered direct costs.  Instead of providing specific examples, the Technical Guidance 
should emphasize entity‟s discretion for defining direct costs.   


8. DOL/OCFO Agree – Please see respondent comments for a full explanation. 


9. DELOITTE Agree – Please see respondent comments for a full explanation. 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO Agree – Please see respondent comments for a full explanation. 


12. DOI/OCFO Agree – Please see respondent comments for a full explanation. 


13. INTEL COMMUNITY 
DIA Response: I agree but the Technical Release would benefit from examples of costs that 
may not be easily identifiable when bringing a G-PP&E to the form and location for its intended 
use.  
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QUESTION - 4 


Do you agree or disagree with how direct costs are characterized as it relates to G-PP&E in paragraph 15? Please 
provide the rational for your answer. 


NSA Response: Agree with how direct costs are characterized. Suggest breaking out labor 
into civilian government and military labor buckets.  


ODNI/FMD Response: ODNI agrees with the characterization of direct costs however, further 
clarification is needed addressing the application of direct costs to assets that are produced as 
output only. 


14. DOJ/OCFO Agree – Please see respondent comments for a full explanation. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to 
the “Other Comments” section below.  
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QUESTION – 5 


Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E in paragraph 16? Please 
provide the rational for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA Agree – Please see respondent comments for a full explanation. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO Agree – Please see respondent comments for a full explanation. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


6. GWSCPA 


The FISC agrees with the statements made in paragraph 16 of the TR. However, some 
additional guidance, or a cross-reference to Appendix B, would be appropriate to describe 
acceptable methods to identify and allocate indirect costs that are necessary to “bring the G-
PP&E to a form and location suitable for its intended use.” 


7. ENERGY/OCFO Agree – Please see respondent comments for a full explanation. 


8. DOL/OCFO 


We agree with how indirect costs are characterized as it relates to G-PP&E in paragraph 16. 
We believe that the reference to SFFAS 6, paragraph 26 is helpful and that the list provided in 
paragraph 13 (from SFFAS 6, paragraph 26) provides adequate guidance about the indirect 
costs.  


However, we noted that, unlike paragraph 15, paragraph 16 is missing the statement, “The 
item(s) of G-PP&E must meet or will meet the entity‟s capitalization threshold or other 
capitalization recognition criteria. We believe that this statement, or one similar to it, should 
also be included in paragraph 16. 


9. DELOITTE 


We agree with the characterization of indirect costs based on the referenced citations to 
SFFAS 6. As the proposed implementation guidance is primarily concerned with methods for 
accumulating and allocating indirect production costs, it may be helpful for readers if the Board 
were to provide additional guidance for determining whether an indirect cost contributes “to 
bring the G-PP&E to a form and location suitable for its intended use.” Specifically, there may 
be confusion among users of this guidance regarding the difference between administrative 
overhead which should not be capitalized and other, potentially similar, costs which should be 
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QUESTION – 5 


Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E in paragraph 16? Please 
provide the rational for your answer. 


allocated to G-PP&E and capitalized.  
 
In providing guidance on the definition of capitalizable indirect production costs, it may be 
helpful to review standards set by the Financial Accounting Standards Board (FASB) on this 
topic. FASB Accounting Standards Codification (ASC) 360-970 Property, Plant and Equipment 
Real Estate – General can be referenced in order to provide additional guidance regarding the 
definition of indirect project costs. ASC 360-970-25-3 states “Indirect project costs that relate to 
several projects shall be capitalized and allocated to the projects to which the costs relate.” 
That standard spells out in its glossary definition of indirect project costs that such costs must 
be “clearly related” to the project under construction. Based on this guidance, it may be helpful 
to users if the Board defines capitalizable indirect costs to be those costs which can be clearly 
related to cost objects which include G-PP&E and relate to activities necessary to bring the G-
PP&E to a form and location suitable for its intended use.  
 
An additional definition for Indirect Project Costs that may be helpful for readers is found in the 
FASB Accounting Standards Codification‟s Master Glossary:  
 
“Costs incurred after the acquisition of the property, such as construction administration (for 
example, the costs associated with a field office at a project site and the administrative 
personnel that staff the office), legal fees, and various office costs, that clearly relate to projects 
under development or construction. Examples of office costs that may be considered indirect 
project costs are cost accounting, design, and other departments providing services that are 
clearly related to real estate projects.”  


Although we believe that a principles-based standard is essential to the success of this 
guidance, examples are very helpful to help reinforce users‟ understanding in regards to this 
particular topic. 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO 


We are not clear of the definition of "indirect production costs" (para 13, 14, 16, & 23). The 
SFFAS 6, para 26, focus on “indirect production costs” is not full costing as we understand the 
requirements promulgated by SFFAS 4. The language is, in itself, an inherent contradiction - - 
for an "indirect" cost to even clear the bar and be characterized as a "production cost" it would 
pretty much have to be a direct cost – if not of the construction project itself then at least a 
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QUESTION – 5 


Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E in paragraph 16? Please 
provide the rational for your answer. 


direct cost of the PBS Construction Segment/Program itself. [Or how else would you know it‟s 
a "production" cost?] This inherent contradiction is again repeated where Par 16 says, “If the 
accumulated indirect costs are not identified as costs incurred to “bring the G-PP&E to a form 
and location suitable for its intended use” (for example, administrative overheads that do not 
contribute to bring the G-PP&E item to a form and location suitable for its intended use), then 
the costs should be expensed.” That sentence is again clearly the test of a direct expense or 
an indirect expense within the construction program proper; this however is not full costing as 
put forth by SFFAS 4 in our view. To meet the test of a “production” cost implies that the costs 
have been partitioned off in some way (e.g. organizationally) and can be directly traced to 
construction activity, although they may be indirect at the specific project level. In the context of 
SFFAS 4, this would generally preclude the capturing, as project construction output costs, of 
any costs that are not direct costs of the particular responsibility segment engaged in the 
construction activity. Imputed Intra-departmental or imputed inter-entity costs would likely be 
excluded from the “full costs” of construction outputs and most billed Intra-departmental costs 
(e.g. GSA-wide IT Support) would be excluded as well. We disagree with drawing such a line 
on capitalization of indirect costs, as assets on the scale of GSA building projects cannot be 
built without the full scope of administrative, personnel, accounting, legal , IT services and 
technical infrastructure that resides in the GSA support offices. Again, we would assume none 
of these cost fall under the mantle of an "indirect production cost" as none of these functions or 
services are a part of the Public Building Service (PBS) proper – at GSA these costs are intra-
entity costs that are allocated to PBS and then to the PBS construction segments and assigned 
to outputs. 


12. DOI/OCFO Agree – Please see respondent comments for a full explanation. 


13. INTEL COMMUNITY 


DIA Response: I agree with the statement "cannot be traced to a given cost object in an 
economically feasible way". But again the Technical Release would benefit from an example of 
where it may not be economically feasible to trace the costs to the G-PP&E item  


NSA Response: Agree as presented, Suggest that indirect costs have three buckets: costs 
incurred at the level above asset creation (project); costs incurred at the level two up and just 
below upper management from asset creation (project) and the costs incurred at upper 
management level – director level. Suggest allocation of the two lower level buckets of cost to 
the asset value and expense the upper management level costs.  







Table 3.0 – Summary of Responses by Question 


 


22  


QUESTION – 5 


Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E in paragraph 16? Please 
provide the rational for your answer. 


ODNI/FMD Response: ODNI agrees with the characterization of indirect costs however, 
further clarification is needed addressing the application of direct costs to assets that are 
produced as output only. 


14. DOJ/OCFO 


Agree. The costs that cannot be directly associated to the production of G-PP&E should be 
allocated as they are determined to be necessary to produce the end product. Any costs that 
cannot be tied directly and rationally associated with the production should be expensed. Some 
examples in the paragraph would help with explaining this concept. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to 
the “Other Comments” section below.  
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QUESTION – 6 


Do you agree or disagree with the financial reporting of certain indirect costs as unassigned costs on the 
Statement of Net Cost as described in Paragraph 22? Please provide the rationale for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA Agree – Please see respondent comments for a full explanation. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO 


NASA agrees with the financial reporting of certain indirect costs as unassigned costs on the 
Statement of Net Cost as described in Paragraph 22. SFFAS 4 Paragraph 92 explains that: “A 
reporting entity and its responsibility segments may incur general management and 
administrative support costs that cannot be traced, assigned, or allocated to segments and their 
outputs. These unassigned costs are part of the organization costs, and they should be reported 
on the entity’s financial statements (such as the Statement of Net Costs) as costs not assigned 
to programs.” If there is no reasonable way to allocate certain indirect costs to an item(s) of G-
PP&E, such costs cannot be included in the full cost of G-PP&E. The Implementation Guidance 
can be enhanced by providing an example of unassigned costs as it relates to G-PP&E. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


6. GWSCPA Agree – Please see respondent comments for a full explanation. 


7. ENERGY/OCFO 


Agree.  There are certain costs that cannot be reasonably allocated to programs, segments or 
outputs including G-PP&E acquisition, and should be reported as unassigned costs on the 
entity‟s financial statements.   
 
We recommend that the last sentence of paragraph 22 be revised to ensure consistency with 
paragraph 16.  Paragraph 22 states “general management and administrative costs” may be 
allocated to G-PP&E, while paragraph 16 indicates that these costs are examples of costs that 
should be expensed because they are not associated with bringing an item of G-PP&E to a form 
and location suitable for its intended use. 


8. DOL/OCFO Agree – Please see respondent comments for a full explanation. 







Table 3.0 – Summary of Responses by Question 


 


24  


QUESTION – 6 


Do you agree or disagree with the financial reporting of certain indirect costs as unassigned costs on the 
Statement of Net Cost as described in Paragraph 22? Please provide the rationale for your answer. 


9. DELOITTE 


We agree that management should consider general management and administrative support 
costs when identifying the costs to bring G-PP&E to a form and location suitable for its intended 
use. As noted in our response to Q5 above and per SFFAS 4 paragraphs 90 and 91, we believe 
that only indirect costs which are clearly related to, or can be specifically identified with, a G-
PP&E cost object should be considered for capitalization. To the extent that the Board clarifies 
the definition of capitalizable indirect project costs per our suggestions in response to Q5, 
paragraph 22 of the proposed Technical Release may be unnecessary, since it appears that the 
Board‟s intention in including this paragraph is to further define indirect costs which are not 
capitalizable. Paragraph 16 of the proposed Technical Release also defines indirect costs and 
specifies their treatment, which appears to answer the question posed in paragraph 21 as to 
how indirect costs should be applied in considering the acquisition cost of G-PPE. Further, the 
paragraph, as written, is somewhat difficult to follow, overly general (e.g. “there will be 
differences in both methodologies and levels of allocation”), and unconnected with surrounding 
text. Accordingly, we recommend that the Board consider removing paragraph 22 and 
incorporating a reference to paragraph 16 of the proposed Technical Release as specified in 
the attached suggested editorial changes in Appendix B. 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO Agree – Please see respondent comments for a full explanation. 


12. DOI/OCFO Agree – Please see respondent comments for a full explanation. 


13. INTEL COMMUNITY 


DIA Response: Generally agree. For organizations buying a lot of different types of G-PP&E, it 
is not practical to allocate G&A costs to the individual assets. Whereas, it may make sense to 
allocate them to different programs under GPRA.  
Additionally, the organization has to consider whether the costs should be allocated to assets or 
other cost objects where costs have to be recovered from another external (Federal or non- 
Federal organization); and the allocation should be consistently applied to all similar assets or 
cost objects. 
  
ODNI/FMD Response: ODNI agrees with the reporting of certain unassigned indirect costs as 
costs not assigned to programs in the Statement of Net Cost. However, this is included in 
paragraph 22 as a quotation from SFFAS 4 which is already authoritative, and not under review 
in this exposure draft. Paragraph 22 is intended to answer the question "How should indirect 
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QUESTION – 6 


Do you agree or disagree with the financial reporting of certain indirect costs as unassigned costs on the 
Statement of Net Cost as described in Paragraph 22? Please provide the rationale for your answer. 


costs be applied in considering the acquisition cost of G-PP&E?"  
 
ODNI believes the answer to this question should focus more around discussion on how to 
apply indirect costs (i.e. the different methodologies, and the criteria the auditors will use to 
evaluate them such as reasonableness and consistency). The current paragraph only includes 
the statement that “there will be differences in both methodologies and levels of allocation.”  
Consistent with paragraph 17, ODNI recommends the answer emphasize management‟s 
flexibility in selecting a reasonable methodology for applying costs to items of G-PP&E, and 
provide examples of reasonable cost allocation methodologies.  
 
Additionally, ODNI recommends that terms such „reporting entity‟ be defined or cited to the 
appropriate standard to ensure clarity for the reader. 


14. DOJ/OCFO Agree – Please see respondent comments for a full explanation. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to the 
“Other Comments” section below.  
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QUESTION – 7 


Do you agree or disagree with the financial reporting of non-production costs as described in Paragraph 24? Please 
provide the rationale for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA Agree – Please see respondent comments for a full explanation. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO Agree – Please see respondent comments for a full explanation. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


6. GWSCPA Agree – Please see respondent comments for a full explanation. 


7. ENERGY/OCFO Agree – Please see respondent comments for a full explanation. 


8. DOL/OCFO Agree – Please see respondent comments for a full explanation. 


9. DELOITTE Agree – Please see respondent comments for a full explanation. 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO 


Please provide a sentence in this paragraph that addresses whether Environmental 
Remediation must be or may be included as a non-production cost. Suggested sentence: "Non-
production costs may include clean-up costs for environmental remediation. However, clean-up 
costs for environmental remediation does not always fall under non-production costs. This is 
another area where Federal entities have flexibility based on the costing methods that are best 
suited to their operational environment." Note: Appendix B FAA Table 3 Phase 4 shows 
environmental costs with a comingled (expensed and capitalized) recognition. If environmental 
remediation must always be a non-production cost, then this chart shows FAA not following 
GAAP. 


12. DOI/OCFO 
We agree with the financial reporting of non-production costs as described in the Technical 
Release Exposure Draft.  Since some events are rare it would be inappropriate to assign them 
to the production cost.  Such isolated events distort the production cost of property, unless it is 
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QUESTION – 7 


Do you agree or disagree with the financial reporting of non-production costs as described in Paragraph 24? Please 
provide the rationale for your answer. 


determined by management that the event is recurring.  We feel the Implementation Guidance 
can be improved with an example or scenario that clarifies the statement, “For example, losses 
that arise from a natural disaster should not be attributed to G-PP&E acquisition costs even if 
the assets damaged are those being used to construct the G-PP&E.”  It is unclear what this 
statement is really indicating. 


13. INTEL COMMUNITY Agree – Please see respondent comments for a full explanation. 


14. DOJ/OCFO Agree – Please see respondent comments for a full explanation. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to the 
“Other Comments” section below.  
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QUESTION – 8 


Do you agree or disagree with the approach (e.g., decision points, application of GAAP, etc.) as outlined in the Decision 
Framework Flowchart (Appendix C)?  Please provide the rationale for your answer. 


1. SSA/OCFO Agree – Please see respondent comments for a full explanation. 


2. VSCPA 


We agree with the decision points in the flowchart. The decisions relate to the principles of 
relevance/usefulness, level of precision and cost benefit and are appropriate indicators to utilize 
in making the determination of how to categorize those costs relating to G-PP&E. As an 
editorial matter, we would like to know why the first question is presented in a diamond-shaped 
box normally associated with decisions in flow-charting, but all subsequent decision points are 
presented in rectangular boxes. It would provide more clarity to either a) have all boxes be 
rectangular or b) have the five other decision boxes that phrase a question be diamond shaped 
and the two end-point boxes be rectangular. 


3. COMMERCE/OCFO Agree – Please see respondent comments for a full explanation. 


4. NASA/OCFO Agree – Please see respondent comments for a full explanation. 


5. DOD/OCFO Agree – Please see respondent comments for a full explanation. 


6. GWSCPA 


The FISC has the following suggestions on the Decision Framework Flowchart (Appendix C):  
 


a. As stated in our response to Q1, the issue of requiring the accumulation, assignment, or 
allocation of material indirect costs necessary to bring an asset to a form and location 
suitable for its intended use should be considered as part of the framework.  
 


b. The framework should specify that it only applies to the accumulation, assignment, or 
allocation of indirect costs associated with the production or construction of assets.  
 


c. The step in the framework (“Are the costs indirect costs that cannot be identified 
specifically with or traced to a given cost object (G-PP&E) in an economically feasible 
way? (SFFAS 6, Glossary)”) could be interpreted by some to state that the 
accumulation, assignment, or allocation of indirect costs is optional if management 
concludes that it is not economically feasible to accumulate, assign, or allocate indirect 
costs. SFFAS 4, paragraph 124, requires that indirect costs be assigned using one of 
the three methods listed (i.e., accumulation, assignment, or allocation), and that the 
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QUESTION – 8 


Do you agree or disagree with the approach (e.g., decision points, application of GAAP, etc.) as outlined in the Decision 
Framework Flowchart (Appendix C)?  Please provide the rationale for your answer. 


matter of economic feasibility be considered by management when making the cost-
benefit decisions on which method to apply (SFFAS 4, paragraphs 142-143). We 
suggest that the framework be revised to reflect that at least one of the three methods 
for distributing indirect costs (i.e., accumulation, assignment or allocation) be employed 
by management.  


7. ENERGY/OCFO Agree – Please see respondent comments for a full explanation. 


8. DOL/OCFO 
We agree with the approach as outlined in the Decision Framework Flowchart (Appendix C). 
However, on the right side of the chart, we believe that a decision point should also be included 
for reaching the capitalization threshold, in a manner similar to the left side of the chart. 


9. DELOITTE 


We agree with the overall approach as outlined in the Decision Framework Flowchart, 
consistent with our responses in the previous sections above. We would suggest certain 
changes to align with our previous recommendations as detailed in the editorial section in 
Appendix B. Primarily, we suggest that the framework incorporate a clear definition stating that 
indirect project costs are clearly related to cost objects which include G-PP&E and relate to 
activities necessary to bring the G-PP&E to a form and location suitable for its intended use. We 
also suggest that limited examples of “Indirect Project Costs” be provided to clarify the types of 
costs which should be considered for capitalization, as detailed in our response to Q5 above. 


10. HUD/OCFO Agree – Please see respondent comments for a full explanation. 


11. GSA/OCFO 


We believe some of the decision points would leave some 'unassigned costs' and not in 
compliance with SFFAS #4 for full costing to agency's responsibility segments. In addition, we 
found the flow chart confusing in that regardless of how a decision was answered all outcomes 
were the same "Expense or capitalize in accordance with other standards". 


12. DOI/OCFO Agree – Please see respondent comments for a full explanation. 


13. INTEL COMMUNITY 


DIA Response: Generally agree. As pointed out in #3 above, the economic feasibility of 
capturing these costs and the usefulness of the information to internal and external 
stakeholders needs to be part of the decision tree. The decision framework however, isn't clear 
as to when you would decide whether the item meets the capitalization threshold. Is it just 
based on the direct costs as the framework shows or do you need to determine all costs applied 
to the G-PP&E before you determine whether it meets the capitalization criteria?  
 
ODNI/FMD Response: In the Decision Framework Flowchart, ODNI recommends reversing the 
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QUESTION – 8 


Do you agree or disagree with the approach (e.g., decision points, application of GAAP, etc.) as outlined in the Decision 
Framework Flowchart (Appendix C)?  Please provide the rationale for your answer. 


order of the boxes for 1) determining whether direct costs are assignable to an item, and 2) 
exceed the capitalization threshold. This is in reference to the second and third boxes after 
answers of 'YES' and 'YES' in the Flowchart. For example, shouldn't costs have to be 
assignable to an item of G-PP&E before it can be determined whether the item exceeds the 
capitalization threshold?  
 
Second, ODNI recommends rearrangement of the boxes to make the flow of the framework 
more apparent at first glance. For example, the final box related to assignment of costs looks at 
first like it is related to indirect costs because it is on the right side of the chart. The box above 
that box overlaps with another box, and suggest adding „Start‟ and „End‟ boxes to the chart. 
Third, in the first decision box, where it states "Are the costs indirect sots that cannot be ...." 
The word “cannot” should be changed to "can" The sentence as it is make sit a negative 
statement making the decision a "no". 


14. DOJ/OCFO Agree – Please see respondent comments for a full explanation. 


15. KPMG 
KPMG did not provide comments on the specific questions posed by the ED. Please refer to the 
“Other Comments” section below.  
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Other Comments 


6. GWSCPA 


 
1. At the end of paragraph 5, the ED excludes internal use software from the scope of the TR. 


We suggest that this exclusion be stated more prominently in the final TR.  
 


2. In Appendix B, the AAPC has included a discussion of specific accounting policies of the 
FAA, GSA, and NRO. Absent a specific discussion in the appendix that these policies are 
provided for illustrative purposes and are only accurate as of the writing of this TR, one 
could interpret that a change in the FAA‟s, GSA‟s, or NRO‟s policies mentioned in the TR 
may require a modification of the TR because the TR is higher in the GAAP hierarchy than 
the accounting policies set by the agencies‟ management.  


 


3. We also offer the following editorial suggestions:  
 


a. In paragraph B.5, we suggest that the phrase “while allows them to procure” should 
be modified to “which allows the NRO to procure” (emphasis added).  
 


b. In paragraph B.7.ii, we suggest the abbreviation “e.g.,” be used instead of “i.e.,” in 
the first sentence.  


 


c. Page 24 of the ED is blank, and should be removed.  


9. DELOITTE 


This appendix contains our suggested editorial changes to the proposed Statement. (Added text 
is underlined and deleted text is struck out.) 
  
Paragraph 10  
 
10. The following three principles may be used by management to determine their stakeholder‟s 
financial management information needs:  
 


a) Relevance/usefulness of information (both to internal and external stakeholders); 
b) Level of precision (e.g., materiality) needed to properly manage and report costs; and 


 
c) Cost-benefit of establishing and executing intricate cost assignment processes, 


methods, and tools. 
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Other Comments 


10. The following principles may be used by management in conjunction with the definitions 
provided in SFFAC 1 to determine their stakeholder‟s financial management information needs: 
  


a) Relevance of information (logical relationship must exist between the information 
provided and the purpose for which it is needed, both to internal and external 
stakeholders) 
 


b) Reliability (e.g., nothing material should be omitted from the information necessary to 
represent faithfully the underlying events and conditions) 
 


c) Timeliness of information (e.g., benefits of more timely information can be more useful 
than precise information that takes longer to produce.) Note: a method is economically 
feasible if the benefits resulting from implementing the method outweigh its costs. It is 
not advantageous to use a costing method if it requires a large amount of resources 
and yet produces information of little value to users. However, more precise methods 
are preferable, to the extent they are economically feasible, because they produce 
more reliable cost information.  


 
OR  
 
10. The following three principles may be used by management to determine their stakeholder‟s 
financial management information needs:  
 


a) Relevance/usefulness of information (both to internal and external stakeholders);  
 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; and  
 


c) Cost-benefit of establishing and executing intricate cost assignment processes, 
methods, and tools. Note: a method is economically feasible if the benefits resulting 
from implementing the method outweigh its costs. It is not advantageous to use a 
costing method if it requires a large amount of resources and yet produces information 
of little value to users. However, more precise methods are preferable, to the extent 
they are economically feasible, because they produce more reliable cost information. 


 
Paragraph 16  
Indirect costs are costs that cannot be identified specifically with or traced to a given cost object 
in an economically feasible way [SFFAS 6, Glossary]. [For purposes of this guidance “cost 
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Other Comments 


object” is an item or items of G-PP&E.] The example of indirect costs noted in SFFAS 6 
Paragraph 26 is indirect production costs (for assets produced or constructed). The indirect 
costs identified as costs incurred to which clearly relate to, or can be specifically identified with, 
cost objects which include G-PP&E and relate to activities necessary to “bring the G-PP&E to a 
form and location suitable for its intended use” should be accumulated, assigned or allocated to 
the cost of the G-PP&E item(s). If the accumulated indirect costs are not identified as costs 
incurred to do not clearly relate to, or cannot be specifically identified with, cost objects which 
include G-PP&E and relate to activities necessary to “bring the G-PP&E to a form and location 
suitable for its intended use” (for example, administrative overheads that do not contribute to 
bring the G-PP&E item to a form and location suitable for its intended use), then the costs 
should be expensed. 
 
Paragraph 22  
A2. SFFAS 4, paragraph 92, explains that: “A reporting entity and its responsibility segments 
may incur general management and administrative support costs that cannot be traced, 
assigned, or allocated to segments and their outputs. These unassigned costs are part of the 
organization costs, and they should be reported on the entity‟s financial statements (such as the 
Statement of Net Costs) as costs not assigned to programs.” Management should consider 
general management and administrative support costs when identifying the costs to bring the 
G-PP&E to a form and location suitable for its intended use. Entities may incur indirect costs 
that cannot be reasonably allocated to programs, segments, or outputs including G-PP&E 
acquisition. Indirect production costs only apply to G-PP&E produced or constructed. When 
entities are allocating general management and administrative support costs to G-PP&E, there 
will be differences in both methodologies and levels of allocation. 
 
Indirect costs which clearly relate to, or can be specifically identified with, cost objects which 
include G-PP&E and relate to activities necessary to bring the G-PP&E to a form and location 
suitable for its intended use should be accumulated, assigned or allocated to the cost of the G-
PP&E item(s). If the indirect costs do not clearly relate to, or cannot be specifically identified 
with, cost objects which include G-PP&E and relate to activities necessary to bring the G-PP&E 
to a form and location suitable for its intended use (for example, administrative overheads 
benefitting several programs that do not contribute to bring the G-PP&E item to a form and 
location suitable for its intended use), then the costs should be expensed in the period incurred. 
 
Appendix C: Decision Framework Flowchart  
See changes suggested in Paragraph 10 above for page 1 of the flowchart as well as in the box 
which contains the text beginning with “Assign these costs to the item(s) or activities (outputs) 
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Other Comments 


they produce by:”  
 
In the box containing the text “Was the indirect cost incurred for cost objects which include G-
PP&E and needed to bring the G-PP&E to a form and location suitable for intended use?” (See 
SFFAS 6, par. 26):  
 
Was the indirect cost incurred for cost objects which include G-PP&E and clearly relate to, or 
can be specifically identified with the cost objects which include G-PP&E, and was indirect cost 
related to activities needed to bring the G-PP&E to a form and location suitable for intended 
use? (See SFFAS 6, par. 26) 


12. DOI/OCFO 


The Exposure Draft provides excellent insight into the process of making important financial 
decisions.  It touches upon major issues such as addressing the difference in needs between 
separate entities.  Overall we agree with many of the ideas presented in this Technical Release 
Exposure Draft and feel that many of these practices will be of benefit to organizations in order 
to correctly record PP&E in accordance with GAAP. 


 
Appendix C – Does a decision box need to be added to address the “capitalization” or 
“expensing” of indirect costs similar to what is shown on the direct cost side of the flowchart or 
some text elsewhere to indicate some linkage between the two?  


15. KPMG 


We understand that the purpose of the document is to promote an understanding of the 
flexibility of the standards as it relates to the allocation of indirect production costs to G-PP&E. 
However, we believe that the standards provide the necessary guidance to accomplish the 
stated purpose, without the need for a technical release. Paragraph 26 of Statement of Federal 
Financial Accounting Standards (SFFAS) 6, Accounting for Property, Plant, and Equipment 
provides examples of the types of costs that should be included in G-PP&E, assuming the 
criteria noted in paragraphs 17 and 18 of SFFAS 6 for capitalization have been met. Included 
within these example cost are indirect production costs for assets produced or constructed. 
Therefore, if the criteria for capitalization have been met, the standards require indirect 
production costs (for assets produced or constructed) to be recognized as part of the cost of G-
PP&E. Paragraph 124 of SFFAS 4, Managerial Cost Accounting Standards and Concepts, 
provides flexibility to entity management by describing the three methods for cost 
assignment/allocation. Further, paragraph 125 of SFFAS 4, states that these methods can be 
applied to the assigning of indirect costs to outputs, which would relate to the assigning of 
indirect production costs to G-PP&E.  
 
However, if after considering the above information the AAPC believes a technical release is 
warranted, we provide the following specific revisions to accomplish the stated purpose of 
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Other Comments 


promoting the flexibility of the accounting standards in relation to the allocation of indirect 
production costs to G-PP&E.  
 


1. The technical release should clearly state its purpose, which should include a reference 
to the applicable paragraph or paragraphs of the existing standards to which the 
guidance relates. For example, based on our understanding of the purpose, the 
technical release could state the following in the first paragraph:  


 
Statement of Federal Financial Accounting Standards 6 (SFFAS 6), Accounting 
for Property, Plant and Equipment, paragraph 26 outlines the recognition 
requirements for general property, plant, and equipment. Specifically, 
paragraph 26 states that all general PP&E shall be recorded at cost. Cost shall 
include all costs incurred to bring the PP&E to a form and location suitable for 
its intended use. For example, the cost of producing or constructing G-PP&E 
should include indirect production costs. The purpose of this technical release 
is to provide guidance as it relates to the recognition of indirect production costs 
incurred during the construction/production of an asset and the allocation of 
those costs to G-PP&E. The guidance assumes that the criteria for 
capitalization as provided in paragraphs 17 and 18 of SFFAS 6 have been met.   


 
2. Once having clearly established the purpose, there should not be the need to discuss in 


the technical release direct costs or those costs (direct or indirect) that do not meet the 
criteria for capitalization and therefore are expensed. We believe including information 
unrelated to the purpose of the technical release may cause confusion. Further, after 
establishing the purpose, the technical release should introduce the decision framework 
and state that it has been developed to assist entity management in applying the 
guidance included within the technical release.  
 


3. The technical release should state that the first step in the decision framework includes 
the accumulation of indirect production costs related to G-PP&E, which can be referred 
to as the indirect production cost “pool”. The next step would relate to the 
assignment/allocation of the indirect costs from the “pool” to outputs (G-PP&E).  
 


4. The second step of the decision framework should relate to the assignment/allocation of 
indirect production costs from the pool to G-PP&E. This step of the technical release 
should refer to SFFAS 4, paragraph 124 for guidance related to the 
assignment/allocation of indirect production costs. It should be noted that paragraph 
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124 of SFFAS 4, provides the three methods for assigning (allocating) indirect costs to 
outputs. These three methods demonstrate the flexibility that the AAPC is seeking to 
promote as part of this technical release. As part of this step, it should be clear that if 
the indirect costs have been determined to be capitalizable in accordance with SFFAS 
6, then the costs should be allocated to G-PP&E and remain capitalized for the life of 
the asset. The current decision framework flowchart included in Appendix C could be 
interpreted that if an entity cannot establish a method to allocate the costs that the costs 
could be expensed, which would not be in accordance with the standards.  
 


5. The technical release should not include the information provided in Appendix B. The 
inclusion of specific agency policies and procedures that are presented at a 
summarized level may be incorrectly interpreted by a user of the technical release. In 
addition, the concept of materiality is not discussed in relation to the policies and 
procedures, as what may be appropriate for one agency may not be appropriate for 
another. Further, the inclusion of the specific agency policies, while summarized, could 
be interpreted as an endorsement by the FASAB of these policies and procedures.  
 


6. Based upon the steps noted through items 3 and 4 above, Appendix C (Decision 
Framework Flowchart) should be adjusted as follows:  


 
a. The first decision point should be – do the costs meet the criteria for capitalization 


in accordance with SFFAS 6. If the answer is “no” then the result would be to 
expense in accordance with the standards.  
 


b. The next decision point (if “yes” to item “a”) should be – are the costs indirect 
production costs for assets produced or constructed? If the answer is “no” then the 
result would be to capitalize in accordance with SFFAS 6.  


 
c. The next and last decision point (if “yes” to item “b”) should be – assign/allocate to 


G-PP&E using one of the three methods outlined in SFFAS 4, paragraph 124.  
 


7. Appendix D is not necessary to be included with the technical release.  
 
We recommend that the AAPC and Board consider the issues described above and consider 
the need for the technical release or consider the outline provided in items 1-7 above in order to 
re-draft the technical release. If the AAPC elects not to follow our suggested outline for the 
technical release, we provide the following additional comments:  
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1. The technical release should not include references to SFFAS 23 and 25 as the 


guidance does not relate to the requirements of those standards.  
 


2. Although Paragraph 5 of the technical release excludes Internal Use Software from the 
scope of the document, based on our understanding of the purpose; we believe that the 
technical release could be applied to indirect production costs related to Internal Use 
Software (SFFAS 10). SFFAS 10 paragraph 15 states, “Entities should capitalize the 
cost of software when such software meets the criteria for G-PP&E.” Paragraph 16 
further states, “For internally developed software, capitalized cost should include the full 
cost (direct and indirect costs) incurred during the software development stage.”  
 


3. The technical release should clearly state that the guidance does not relate to other 
aspects of SFFAS 6 outside of indirect production costs, such as the recognition of 
direct costs related to G-PP&E and the recognition of environmental liabilities.  
 


4. Based upon our understanding of the purpose, paragraph 10 of the ED is not 
necessary. If the indirect production costs meet the criteria for capitalization in 
accordance with SFFAS 6, the needs of the internal and external users; level of 
precision; and cost-benefit of allocating costs should not override the requirement that 
the costs be capitalized. We also believe the introduction of new principles goes beyond 
the role of a technical release. Further the first of three principles (relevance) is a 
specific consideration of FASAB in setting GAAP.  
 


5. Paragraph 2 implies that there is flexibility within the standards as it relates to the 
recognition requirement of G-PP&E costs. While we agree that the standards include 
flexibility related to the points made in 2b and 2c; the flexibility related to the recognition 
requirement of G-PP&E costs (included in item 2a) is not in accordance with SFFAS 6 
and as a result should be removed from paragraph 2. 
 


6. Appendix B should not be included; however, if the AAPC elects to maintain Appendix 
B, we suggest that terminology such as “environmental studies” and “software design” 
be removed from the summarized policies/procedures. The inclusion of these terms 
could cause a user of the technical release to draw the incorrect conclusion that the 
guidance relates to the recognition of environmental liabilities or the accounting for 
internal use software. We also recommend that the FASAB obtain approval of the 
summarized accounting policies/procedures from appropriate senior accounting 
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leadership within the named agency.  
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2. VSCPA 


 
Addressing Question 3: “We agree…” However, we believe 
that the Implementation Guide should emphasize the need for 
management to document decisions made using these 
principles and reevaluate the decisions periodically to ensure 
that circumstances requiring changes to them have not 
occurred. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


 
Response to Question 3: Agree. We believe 
that by reiterating the three points below we 
have an opportunity to further strengthen the 
Implementation Guidance on General 
Property, Plant, and Equipment Cost 
Accumulation, Assignment, and Allocation 
exposure draft (referred to as Exposure Draft 
for the remainder of the “Staff Analysis & 
Recommendation” section). 
. 


When applying the principles listed above, 
management should develop formalized 
policies and procedures documenting its 
decisions. Such decisions should be 
based on an understanding of the entity‟s 
mission and operating model and how the 
entity‟s stakeholders use the information. 


 
Response to Question 8: We reviewed the 
Appendix C: Decision Framework Flowchart 
and identified opportunities to strengthen the 
presentation. We will reflect those changes in 
the next iteration of the Exposure Draft.  


                                            
4
 In some cases the staff‟s summary takes excerpts from each respondents reply and as such, is not intended to substitute for a complete 


reading of the individual letters. 
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Addressing Question 8: As an editorial matter, we would like to 
know why the first question is presented in a diamond-shaped 
box normally associated with decisions in flow-charting, but all 
subsequent decision points are presented in rectangular boxes. 
It would provide more clarity to either a) have all boxes be 
rectangular or b) have the five other decision boxes that phrase 
a question be diamond shaped and the two end-point boxes be 
rectangular. 


4. NASA 


Addressing Question 6: The Implementation Guidance can be 
enhanced by providing an example of unassigned costs as it 
relates to G-PP&E. 


Response to Question 6: SFFAS 4 limits its 
explanation of “unassigned costs” to “general 
management and administrative support 
costs…” Providing specific examples of 
unassigned costs as it relates to G-PP&E 
would equate to expanding on the provisions 
of SFFAS 4. Expanding on the provisions of 
FASAB concepts and standards exceeds the 
purpose, intent, and authority of AAPC 
Technical Releases.  


6. GWSCPA, FISC 


Addressing Question 1: The FISC does not agree with the 
amount of flexibility offered in this TR. By allowing similar 
Federal agencies to adopt different policies and procedures for 
accounting for similar activities, such as the production or 
construction of assets, the ED does not address how this TR will 
satisfy the provisions of Statement of Federal Financial 
Accounting Concepts (SFFAC) 1, Objectives of Federal 
Financial Reporting, paragraph 164, which states:  
Financial reporting should help report users make relevant 
comparisons among similar federal reporting units, such as 


Responding to Question 1: We disagree 
with this comment. The Exposure Draft does 
not introduce additional risk of lack of 
comparability.  
 
Some risk of lack of comparability is inherent 
because GAAP is applied by members of the 
federal financial management community 
using judgment in varying operating 
environments. GAAP must be applied to the 
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comparisons of the costs of specific functions or activities. 
Comparability implies that differences among financial reports 
should be caused by substantive differences in the underlying 
transactions or organizations rather than by the mere selection 
of different alternatives in accounting procedures or practices.  
 
One could interpret this TR, such as paragraphs 17, 22 and 25, 
as promoting a lack of comparability between Federal agencies 
by allowing conflicting practices that permit some agencies to 
assign overhead costs whereas other agencies may expense 
overhead costs when constructing or producing similar assets.  
In addition, it remains unclear how an organization that lacks an 
adequate cost accounting process that prevents an organization 
from assigning material indirect costs within the organization can 
comply with SFFAS 4, Managerial Cost Accounting Standards 
and Concepts. The decision framework (Appendix C) and the 
associated paragraphs within the TR (e.g., paragraphs 3, 4, 7 
and 9) do not provide a distinction between the allocation of 
indirect costs that would materially affect the value of the 
constructed or produced asset, and those indirect costs that do 
not rise to a material level. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


facts and circumstances at each entity. This 
ED provides a framework for considering 
management information needs which may 
differ for substantive reasons.  
 
Paragraphs 8 and 11 in the “Background” of 
the Exposure Draft reiterates the importance 
of designing management‟s cost accounting 
policies and procedures in  manner consistent 
with GAAP – including comparability which is  
one of the SFFAC 1 qualitative characteristics 
of financial reporting.  Additionally, footnote 2 
in Appendix B: Illustrations is a reference to 
SFFAC 1 pertaining to comparability.  
 
While we believe that the Exposure Draft 
sufficiently underscores the importance of 
comparability, we have identified an 
opportunity (at the end of paragraph 2) to 
more prominently reference SFFAC 1 
 
Regarding materiality, as previously stated, 
AAPC Technical Releases are predicated on 
existing FASAB concepts and standards. 
Those concepts and standards incorporate an 
element of materiality. Specifically, SFFAC 1 
when describing “Reliability” as a qualitative 
characteristic of financial reporting states the 
following: 
 
“Nothing material should be omitted from the 
information necessary to represent faithfully 
the underlying events and conditions, nor 
should anything be included that would likely 
cause the information to be misleading to the 
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Addressing Question 3: The FISC is concerned that the 
statement in paragraph 10, states that three principles may be 
used “to determine their stakeholder‟s financial management 
information needs,” is too broad in nature, and may be 
interpreted by some to extend these principles beyond the 
narrow focus of the TR. We suggest that the AAPC revise this 
paragraph to more narrowly focus the application of the three 
principles outlined in paragraph 10. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


intended report user.” 
 
The Exposure Draft does nothing to 
undermine that concept. 
 


Responding to Question 3: We disagree 


with this comment. However, we have 


identified opportunities to strengthen this 


section by doing the following: 


1) Draw a stronger correlation between the 


three principles in paragraph 10 and the 


relevance and reliability qualitative 


characteristics of financial reporting as 


described in SFFAC 1. 


Incorporate the following language:  
When applying the principles listed above, 
management should develop formalized 
policies and procedures documenting its 
decisions. Such decisions should be 
based on an understanding of the entity‟s 
mission and operating model and how the 
entity‟s stakeholders use the information. 


 
Responding to Question 5: We believe that 
the Exposure Draft, in its current form, 
sufficiently addresses this suggestion. 
 
 
 
 
Responding to Question 8: 
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Addressing Question 5: Some additional guidance, or a cross-
reference to Appendix B, would be appropriate to describe 
acceptable methods to identify and allocate indirect costs that 
are necessary to “bring the G-PP&E to a form and location 
suitable for its intended use.” 
 
 
Addressing Question 8: The FISC has the following 
suggestions on the Decision Framework Flowchart (Appendix 
C):  
 


a. As stated in our response to Q1, the issue of requiring 
the accumulation, assignment, or allocation of material 
indirect costs necessary to bring an asset to a form and 
location suitable for its intended use should be 
considered as part of the framework.  
 


b. The framework should specify that it only applies to the 
accumulation, assignment, or allocation of indirect costs 
associated with the production or construction of assets. 
 


c. The step in the framework (“Are the costs indirect costs 
that cannot be identified specifically with or traced to a 
given cost object (G-PP&E) in an economically feasible 
way? (SFFAS 6, Glossary)”) could be interpreted by 
some to state that the accumulation, assignment, or 
allocation of indirect costs is optional if management 
concludes that it is not economically feasible to 
accumulate, assign, or allocate indirect costs. SFFAS 4, 
paragraph 124, requires that indirect costs be assigned 
using one of the three methods listed (i.e., 
accumulation, assignment, or allocation), and that the 
matter of economic feasibility be considered by 
management when making the cost-benefit decisions on 
which method to apply (SFFAS 4, paragraphs 142-143).  


 
 
 


a. The Decision Framework Flowchart 
included in the Exposure Draft reflects 
this concept. 


 
 
 


b. Scope paragraph changed to give a 
clearer sense of what is not covered. 
 


 


c. SFFAS 4, paragraph 92: “A reporting 
entity and its responsibility segments 
may incur general management and 
administrative support costs that 
cannot be traced, assigned, or 
allocated to segments and their 
outputs. These unassigned costs are 
part of the organization costs, and 
they should be reported on the 
entity‟s financial statements (such as 
the Statement of Net Costs) as costs 
not assigned to programs.” 


 
 
 
 
 
 
 
 
Responding to Other Comment 1: The 
scope placement in this Exposure Draft is 
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We suggest that the framework be revised to reflect that 
at least one of the three methods for distributing indirect 
costs (i.e., accumulation, assignment or allocation) be 
employed by management. 


 
Other Comments: 
1. At the end of paragraph 5, the ED excludes internal use 


software from the scope of the TR. We suggest that this 
exclusion be stated more prominently in the final TR.  
 
 
 


2. In Appendix B, the AAPC has included a discussion of 
specific accounting policies of the FAA, GSA, and NRO. 
Absent a specific discussion in the appendix that these 
policies are provided for illustrative purposes and are only 
accurate as of the writing of this TR, one could interpret that 
a change in the FAA‟s, GSA‟s, or NRO‟s policies mentioned 
in the TR may require a modification of the TR because the 
TR is higher in the GAAP hierarchy than the accounting 
policies set by the agencies‟ management.  


 
3. We also offer the following editorial suggestions:  


 
a. In paragraph B.5, we suggest that the phrase “while 


allows them to procure” should be modified to 
“which allows the NRO to procure” (emphasis 
added).  
 


b. In paragraph B.7.ii, we suggest the abbreviation 
“e.g.,” be used instead of “i.e.,” in the first sentence.  


 
c. Page 24 of the ED is blank, and should be removed. 


consistent with other AAPC TRs. 
 
 
 
 
Responding to Other Comment 2: The title, 
Appendix B: Illustrations, indicates that the 
information is provided for illustrative 
purposes. However, we have identified an 
opportunity to further state this point. 
 
 
 
 
Responding to Other Comment 3: 
 


a) Agree that we can change it to “which 
allows the NRO to procure” 


 
 
 


b) Disagree. It is correct as written. 
 
 


c) Agree. 


7. DOE Addressing Question 3: A key aspect of making information for Responding to Question 3: Noted. We do 
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stakeholders useful is to provide the information in a timely 
manner.  We recommend that the “timeliness” of the information 
be considered a basic principle in identifying stakeholder‟s 
management information needs. 
 
Addressing Question 4: Disagree.  The language in paragraph 
15 implies that some indirect costs, such as contract 
administration and oversight, should be considered a direct cost.  
We agree with the general statement in SFFAS 4, paragraph 90, 
but not all of the examples are costs that should be considered 
direct costs.  Instead of providing specific examples, the 
Technical Guidance should emphasize entity‟s discretion for 
defining direct costs.   
 
Addressing Question 6: We recommend that the last sentence 
of paragraph 22 be revised to ensure consistency with 
paragraph 16.  Paragraph 22 states “general management and 
administrative costs” may be allocated to G-PP&E, while 
paragraph 16 indicates that these costs are examples of costs 
that should be expensed because they are not associated with 
bringing an item of G-PP&E to a form and location suitable for 
its intended use. 


not believe that the timeliness qualitative 
characteristic of financial reporting is relevant 
factor to the subject of the Exposure Draft. 
 
 
Responding to Question 4: Paragraph 15 
specifically talks about “… the direct costs of 
inspection, supervision, and administration of 
construction contracts…” The excerpt is a 
direct reference to SFFAS 6.  
 
 
 
 
Responding to Question 6: Disagree. These 
pertain to two different things. As seen below, 
paragraph 16 refers to indirect costs that were 
not identified as costs incurred to “bring the 
G-PP&E to a form and location suitable for its 
intended use” and paragraph 22 is talking 
about differences in both methodologies and 
levels of allocation after being identified as 
costs incurred to “bring the G-PP&E to a form 
and location suitable for its intended use” : 
 
Paragraph 16 reads, “If  the accumulated 
indirect costs are not identified as costs 
incurred to “bring the G-PP&E to a form 
and location suitable for its intended use” 
(for example, administrative overheads that 
do not contribute to bring the G-PP&E to a 
form and location suitable for its intended 
use), then the costs should be expensed.  
 
Paragraph 22 reads: “When entities are 
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allocating general management and 
administrative support costs to G-PP&E, there 
will be differences in both methodologies and 
levels of allocation.” 
 


8. DOL 


Addressing Question 2: We believe that the wording in the 
example provided in paragraph 9 could be improved in the 
statement, “For example, entities operating under a fee-for-
service or working capital fund structure have a business need 
to accumulate and allocate costs at a very granular level to 
ensure that their pricing models, rates and schedules facilitate 
the full recovery of costs under a non-appropriated, user-fee 
model.” by including “allowable” or “relevant” before the last 
instance of the word “costs.” 
 
Addressing Question 3: We agree with the three principles, but 
we do not believe that materiality should be associated with the 
level of precision. The level of precision could be associated 
with the use of estimated versus actual amounts, how frequently 
an estimate or methodology may be validated or summarized 
versus detailed amounts. We believe that materiality could also 
include qualitative factors, whereas level of precision connotes 
quantitative factors.  
 
The needs among stakeholders may differ depending on the 
stakeholder and impact the application of the principles. Prior to 
the execution of each principle, management may consider the 
needs of the stakeholders and revisit the stakeholders‟ needs 
periodically to make necessary adjustments. 
 
 
 
 
 
 


Responding to Question 2: Noted. We do 
not see the value of the adding the suggested 
word. 
 
 


 


 


Responding to Question 3: We have 


identified opportunities to strengthen this 


section by doing the following: 


1) Draw a stronger correlation between the 


three principles in paragraph 10 and the 


relevance and reliability qualitative 


characteristics of financial reporting as 


described in SFFAC 1. 


When applying the principles listed above, 
management should develop formalized 
policies and procedures documenting its 
decisions. Such decisions should be 
based on an understanding of the entity‟s 
mission and operating model and how the 
entity‟s stakeholders use the information. 
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Addressing Question 5: We noted that, unlike paragraph 15, 
paragraph 16 is missing the statement, “The item(s) of G-PP&E 
must meet or will meet the entity‟s capitalization threshold or 
other capitalization recognition criteria. We believe that this 
statement, or one similar to it, should also be included in 
paragraph 16. 
 
Addressing Question 8: On the right side of the chart, we 
believe that a decision point should also be included for 
reaching the capitalization threshold, in a manner similar to the 
left side of the chart. 
 


Responding to Question 5: Agree. We 
should add the following to paragraph 16: 
“Note also that if the item(s) of G-PP&E 
do not (or will not) meet the entity‟s 
capitalization criteria (e.g., capitalization 
threshold) then indirect costs are not a 
consideration. 


 
 
 
Responding to Question 8: We can add a 
decision point in a manner similar to the left 
side of the chart. 


9. Deloitte 


Addressing Question 1: The Board should consider providing 
cautionary guidance emphasizing that organizations should be 
mindful of comparability when selecting GAAP-compliant 
policies and procedures, and avoid selecting policies which 
result in significant differences in financial reporting between 
similar organizations which are merely attributable to alternative 
accounting procedures or practices, rather than underlying 
transactions or organizational characteristics. 
 
Addressing Question 2: The Board should consider making 
reference to the concepts invoked in SFFAS 35 related to 
materiality and reasonable estimates and allocations to promote 
consistency and further support the statements made in this 


Responding to Question 1: While we 
believe that the Exposure Draft sufficiently 
underscores the importance of comparability, 
we have identified an opportunity (at the end 
of paragraph 2) to more prominently reference 
and quote SFFAC 1 
 
 
 
Responding to Question 2: Noted.  
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paragraph. The Board may also refer to SFFAS 4, paragraph 
10, which states that “The full costs of resources that directly or 
indirectly contribute to the production of outputs should be 
assigned to outputs through costing methodologies or cost 
finding techniques that are most appropriate to the segment’s 
operating environment and should be followed consistently.”  
Further, we believe that more granularity in actual indirect cost 
information would generally be indicated when the materiality of 
the indirect costs to be allocated is significant when compared to 
the financial statements presented as a whole, and when the 
amount of costs assigned to G-PP&E under more broad 
systems of allocation would differ substantially from those 
assigned using a more granular methodology. 
 
Addressing Question 3: Some readers may be confused by 
the use of different terminology in the principles described in 
Paragraph 10 as compared to the qualitative characteristics 
described in SFFAC 1. The Board should consider placing these 
principles explicitly into the context of overall federal financial 
reporting objectives, user information needs, cost-benefit 
constraints, and characteristics of effective financial reporting as 
laid out in its conceptual framework. Alternately, this connection 
could be more completely explained in the Basis for 
Conclusions, or with the proposed changes we suggest in the 
editorial section of this comment letter.  
 
In addition, the use of the phrase “Cost-benefit of establishing 
and executing cost assignment processes, methods and tools” 
may be unnecessarily prejudicial against the use of so-called 
“intricate” cost assignment processes. We suggest the Board 
consider rephrasing this principle or simply deleting the word 
“intricate” (suggestion made in editorial section) to avoid 
prejudicial over-selection towards simplified cost assignment 
methodologies by users of the framework. The Board should 
exercise caution in providing cost-benefit as a primary 


 


 


 


 


 


 


 


Responding to Question 3: We have 


identified opportunities to strengthen this 


section by doing the following: 


1) Draw a stronger correlation between the 


three principles in paragraph 10 and the 


relevance and reliability qualitative 


characteristics of financial reporting as 


described in SFFAC 1. 


When applying the principles listed above, 
management should develop formalized 
policies and procedures documenting its 
decisions. Such decisions should be 
based on an understanding of the entity‟s 
mission and operating model and how the 
entity‟s stakeholders use the information. 


a.  
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consideration in selection and application of cost allocation 
methodologies, as some users may see this as an overriding 
concern to the important principles of relevance and precision. 
We suggest the insertion of clarifying language in paragraph 10 
similar to that appearing in SFFAS 4, paragraph 142-143 
(suggestion made in editorial section), which states: 
“Throughout the discussions of this section, it is stated that a 
cost accumulation and assignment method would be used when 
it is economically feasible. A method is economically feasible if 
the benefits resulting from implementing the method outweigh its 
costs. It is not advantageous to use a costing method if it 
requires a large amount of resources and yet produces 
information of little value to users…However, they are preferable 
because they produce more reliable cost information than cost 
allocations.” 
 
 
Addressing Question 5: As the proposed implementation 
guidance is primarily concerned with methods for accumulating 
and allocating indirect production costs, it may be helpful for 
readers if the Board were to provide additional guidance for 
determining whether an indirect cost contributes “to bring the G-
PP&E to a form and location suitable for its intended use.” 
Specifically, there may be confusion among users of this 
guidance regarding the difference between administrative 
overhead which should not be capitalized and other, potentially 
similar, costs which should be allocated to G-PP&E and 
capitalized.  
 
In providing guidance on the definition of capitalizable indirect 
production costs, it may be helpful to review standards set by 
the Financial Accounting Standards Board (FASB) on this topic. 
FASB Accounting Standards Codification (ASC) 360-970 
Property, Plant and Equipment Real Estate – General can be 
referenced in order to provide additional guidance regarding the 


 
 
 
 
 
 
 
Responding to Question 5: Expanding on 
the provisions of FASAB concepts and 
standards exceeds the purpose, intent, and 
authority of AAPC Technical Releases. 
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definition of indirect project costs. ASC 360-970-25-3 states 
“Indirect project costs that relate to several projects shall be 
capitalized and allocated to the projects to which the costs 
relate.” That standard spells out in its glossary definition of 
indirect project costs that such costs must be “clearly related” to 
the project under construction. Based on this guidance, it may 
be helpful to users if the Board defines capitalizable indirect 
costs to be those costs which can be clearly related to cost 
objects which include G-PP&E and relate to activities 
necessary to bring the G-PP&E to a form and location 
suitable for its intended use.  
 
An additional definition for Indirect Project Costs that may be 
helpful for readers is found in the FASB Accounting Standards 
Codification‟s Master Glossary:  
 
“Costs incurred after the acquisition of the property, such as 
construction administration (for example, the costs associated 
with a field office at a project site and the administrative 
personnel that staff the office), legal fees, and various office 
costs, that clearly relate to projects under development or 
construction. Examples of office costs that may be considered 
indirect project costs are cost accounting, design, and other 
departments providing services that are clearly related to real 
estate projects.”  
 
Although we believe that a principles-based standard is 
essential to the success of this guidance, examples are very 
helpful to help reinforce users‟ understanding in regards to this 
particular topic. 
 
Addressing Question 6: To the extent that the Board clarifies 
the definition of capitalizable indirect project costs per our 
suggestions in response to Q5, paragraph 22 of the proposed 
Technical Release may be unnecessary, since it appears that 


 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Responding to Question 6: Expanding on 
the provisions of FASAB concepts and 
standards exceeds the purpose, intent, and 
authority of AAPC Technical Releases. 
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the Board‟s intention in including this paragraph is to further 
define indirect costs which are not capitalizable. Paragraph 16 of 
the proposed Technical Release also defines indirect costs and 
specifies their treatment, which appears to answer the question 
posed in paragraph 21 as to how indirect costs should be 
applied in considering the acquisition cost of G-PPE. Further, 
the paragraph, as written, is somewhat difficult to follow, overly 
general (e.g. “there will be differences in both methodologies 
and levels of allocation”), and unconnected with surrounding 
text. Accordingly, we recommend that the Board consider 
removing paragraph 22 and incorporating a reference to 
paragraph 16 of the proposed Technical Release as specified in 
the attached suggested editorial changes in Appendix B. 
 
 
 
Addressing Question 8: We would suggest certain changes to 
align with our previous recommendations as detailed in the 
editorial section in Appendix B. Primarily, we suggest that the 
framework incorporate a clear definition stating that indirect 
project costs are clearly related to cost objects which include G-
PP&E and relate to activities necessary to bring the G-PP&E to 
a form and location suitable for its intended use. We also 
suggest that limited examples of “Indirect Project Costs” be 
provided to clarify the types of costs which should be considered 
for capitalization, as detailed in our response to Q5 above. 
 
Other Comments: Suggested editorial changes to the proposed 
Statement. (Added text is underlined and deleted text is struck 
out.) 
  
 
 
Paragraph 10  
 


 
 
 
 
 
 
Responding to Question 8: Noted. This is 
an underlying theme of the Exposure Draft. 
Entity management is responsible for 
establishing and supporting policies and 
procedures to account for the types of costs 
discussed in this respondent‟s suggestions.  
 
 
 
 
 
 
 
 
 
 
Paragraph 10: Noted. We have identified 


opportunities to strengthen this section by 


doing the following: 


1) Draw a stronger correlation between the 


three principles in paragraph 10 and the 


relevance and reliability qualitative 


characteristics of financial reporting as 


described in SFFAC 1. 


When applying the principles listed above, 
management should develop formalized 
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10. The following three principles may be used by management 
to determine their stakeholder‟s financial management 
information needs:  
 


d) Relevance/usefulness of information (both to internal 
and external stakeholders); 


e) Level of precision (e.g., materiality) needed to properly 
manage and report costs; and 
 


f) Cost-benefit of establishing and executing intricate cost 
assignment processes, methods, and tools. 


 
10. The following principles may be used by management in 
conjunction with the definitions provided in SFFAC 1 to 
determine their stakeholder‟s financial management information 
needs: 
  


d) Relevance of information (logical relationship must exist 
between the information provided and the purpose for 
which it is needed, both to internal and external 
stakeholders) 
 


e) Reliability (e.g., nothing material should be omitted from 
the information necessary to represent faithfully the 
underlying events and conditions) 
 


f) Timeliness of information (e.g., benefits of more timely 
information can be more useful than precise information 
that takes longer to produce.) Note: a method is 
economically feasible if the benefits resulting from 
implementing the method outweigh its costs. It is not 
advantageous to use a costing method if it requires a 
large amount of resources and yet produces information 
of little value to users. However, more precise methods 
are preferable, to the extent they are economically 


policies and procedures documenting its 
decisions. Such decisions should be 
based on an understanding of the entity‟s 
mission and operating model and how the 
entity‟s stakeholders use the information. 
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feasible, because they produce more reliable cost 
information.  


 
OR  
 
10. The following three principles may be used by management 
to determine their stakeholder‟s financial management 
information needs:  
 


d) Relevance/usefulness of information (both to internal 
and external stakeholders);  
 


e) Level of precision (e.g., materiality) needed to properly 
manage and report costs; and  
 


f) Cost-benefit of establishing and executing intricate cost 
assignment processes, methods, and tools. Note: a 
method is economically feasible if the benefits resulting 
from implementing the method outweigh its costs. It is 
not advantageous to use a costing method if it requires 
a large amount of resources and yet produces 
information of little value to users. However, more 
precise methods are preferable, to the extent they are 
economically feasible, because they produce more 
reliable cost information. 


 
 
Paragraph 16  
Indirect costs are costs that cannot be identified specifically with 
or traced to a given cost object in an economically feasible way 
[SFFAS 6, Glossary]. [For purposes of this guidance “cost 
object” is an item or items of G-PP&E.] The example of indirect 
costs noted in SFFAS 6 Paragraph 26 is indirect production 
costs (for assets produced or constructed). The indirect costs 
identified as costs incurred to which clearly relate to, or can be 


 
 
 
 
 
 
 
 
 
Paragraph 16 – Expanding on the provisions 
of FASAB concepts and standards exceeds 
the purpose, intent, and authority of AAPC 
Technical Releases. 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Paragraph 22 – Expanding on the provisions 
of FASAB concepts and standards exceeds 
the purpose, intent, and authority of AAPC 
Technical Releases. 
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specifically identified with, cost objects which include G-PP&E 
and relate to activities necessary to “bring the G-PP&E to a form 
and location suitable for its intended use” should be 
accumulated, assigned or allocated to the cost of the G-PP&E 
item(s). If the accumulated indirect costs are not identified as 
costs incurred to do not clearly relate to, or cannot be 
specifically identified with, cost objects which include G-PP&E 
and relate to activities necessary to “bring the G-PP&E to a form 
and location suitable for its intended use” (for example, 
administrative overheads that do not contribute to bring the G-
PP&E item to a form and location suitable for its intended use), 
then the costs should be expensed. 
 
Paragraph 22  
A2. SFFAS 4, paragraph 92, explains that: “A reporting entity 
and its responsibility segments may incur general management 
and administrative support costs that cannot be traced, 
assigned, or allocated to segments and their outputs. These 
unassigned costs are part of the organization costs, and they 
should be reported on the entity‟s financial statements (such as 
the Statement of Net Costs) as costs not assigned to programs.” 
Management should consider general management and 
administrative support costs when identifying the costs to bring 
the G-PP&E to a form and location suitable for its intended use. 
Entities may incur indirect costs that cannot be reasonably 
allocated to programs, segments, or outputs including G-PP&E 
acquisition. Indirect production costs only apply to G-PP&E 
produced or constructed. When entities are allocating general 
management and administrative support costs to G-PP&E, there 
will be differences in both methodologies and levels of 
allocation. 
 
Indirect costs which clearly relate to, or can be specifically 
identified with, cost objects which include G-PP&E and relate to 
activities necessary to bring the G-PP&E to a form and location 


 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Appendix C: Decision Framework 
Flowchart – We reviewed the Appendix C: 
Decision Framework Flowchart and identified 
opportunities to strengthen the presentation. 
We will reflect those changes in the next 
iteration of the Exposure Draft.  
 
Expanding on the provisions of FASAB 
concepts and standards exceeds the purpose, 
intent, and authority of AAPC Technical 
Releases. 
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suitable for its intended use should be accumulated, assigned or 
allocated to the cost of the G-PP&E item(s). If the indirect costs 
do not clearly relate to, or cannot be specifically identified with, 
cost objects which include G-PP&E and relate to activities 
necessary to bring the G-PP&E to a form and location suitable 
for its intended use (for example, administrative overheads 
benefitting several programs that do not contribute to bring the 
G-PP&E item to a form and location suitable for its intended 
use), then the costs should be expensed in the period incurred. 
 
Appendix C: Decision Framework Flowchart  
See changes suggested in Paragraph 10 above for page 1 of 
the flowchart as well as in the box which contains the text 
beginning with “Assign these costs to the item(s) or activities 
(outputs) they produce by:”  
 
In the box containing the text “Was the indirect cost incurred for 
cost objects which include G-PP&E and needed to bring the G-
PP&E to a form and location suitable for intended use?” (See 
SFFAS 6, par. 26):  
 
Was the indirect cost incurred for cost objects which include G-
PP&E and clearly relate to, or can be specifically identified with 
the cost objects which include G-PP&E, and was indirect cost 
related to activities needed to bring the G-PP&E to a form and 
location suitable for intended use? (See SFFAS 6, par. 26) 


  
  


11.  GSA 


Addressing Question 1: We do believe there is a need for 
further clarification of 'indirect production costs," without this 
GSA may bump up against some external auditor's 
interpretation. 
 
 
Addressing Question 2: We suggest that FASAB clearly define 
the term "very granular". We are concerned with a reader's 
interpretation of this example. 


Responding to Question 1: Expanding on 
the provisions of FASAB concepts and 
standards exceeds the purpose, intent, and 
authority of AAPC Technical Releases. 
 
 
Responding to Question 2: The Exposure 
Draft is purposefully consistent with the 
flexibility afforded to management through 
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Addressing Question 5: We are not clear of the definition of 
"indirect production costs" (para 13, 14, 16, & 23). The SFFAS 
6, para 26, focus on “indirect production costs” is not full costing 
as we understand the requirements promulgated by SFFAS 4. 
The language is, in itself, an inherent contradiction - - for an 
"indirect" cost to even clear the bar and be characterized as a 
"production cost" it would pretty much have to be a direct cost – 
if not of the construction project itself then at least a direct cost 
of the PBS Construction Segment/Program itself. [Or how else 
would you know it‟s a "production" cost?] This inherent 
contradiction is again repeated where Par 16 says, “If the 
accumulated indirect costs are not identified as costs incurred to 
“bring the G-PP&E to a form and location suitable for its 
intended use” (for example, administrative overheads that do not 
contribute to bring the G-PP&E item to a form and location 
suitable for its intended use), then the costs should be 
expensed.” That sentence is again clearly the test of a direct 
expense or an indirect expense within the construction program 
proper; this however is not full costing as put forth by SFFAS 4 
in our view. To meet the test of a “production” cost implies that 
the costs have been partitioned off in some way (e.g. 
organizationally) and can be directly traced to construction 
activity, although they may be indirect at the specific project 
level. In the context of SFFAS 4, this would generally preclude 
the capturing, as project construction output costs, of any costs 
that are not direct costs of the particular responsibility segment 
engaged in the construction activity. Imputed Intra-departmental 
or imputed inter-entity costs would likely be excluded from the 
“full costs” of construction outputs and most billed Intra-
departmental costs (e.g. GSA-wide IT Support) would be 
excluded as well. We disagree with drawing such a line on 
capitalization of indirect costs, as assets on the scale of GSA 
building projects cannot be built without the full scope of 


FASAB concepts and principles.  
 
Responding to Question 5: Expanding on 
the provisions of FASAB concepts and 
standards exceeds the purpose, intent, and 
authority of AAPC Technical Releases. 
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administrative, personnel, accounting, legal , IT services and 
technical infrastructure that resides in the GSA support offices. 
Again, we would assume none of these cost fall under the 
mantle of an "indirect production cost" as none of these 
functions or services are a part of the Public Building Service 
(PBS) proper – at GSA these costs are intra-entity costs that are 
allocated to PBS and then to the PBS construction segments 
and assigned to outputs. 
 
Addressing Question 7: Please provide a sentence in this 
paragraph that addresses whether Environmental Remediation 
must be or may be included as a non-production cost. 
Suggested sentence: "Non-production costs may include clean-
up costs for environmental remediation. However, clean-up 
costs for environmental remediation does not always fall under 
non-production costs. This is another area where Federal 
entities have flexibility based on the costing methods that are 
best suited to their operational environment." Note: Appendix B 
FAA Table 3 Phase 4 shows environmental costs with a 
comingled (expensed and capitalized) recognition. If 
environmental remediation must always be a non-production 
cost, then this chart shows FAA not following GAAP. 
 
Addressing Question 8: We believe some of the decision 
points would leave some 'unassigned costs' and not in 
compliance with SFFAS #4 for full costing to agency's 
responsibility segments. In addition, we found the flow chart 
confusing in that regardless of how a decision was answered all 
outcomes were the same "Expense or capitalize in accordance 
with other standards". 


 
 
 
 
 
 
 
 
 
Responding to Question 7: Expanding on 
the provisions of FASAB concepts and 
standards exceeds the purpose, intent, and 
authority of AAPC Technical Releases. 
  
 
 
 
 
 
 
 
 
 
Responding to Question 8: Disagree. If the 
indirect costs were incurred for cost objects 
which include G-PP&E and needed to bring 
the G-PP&E to a form and location suitable for 
intended use then they would assign the costs 
to the items they produce by the three options 
from SFFAS 4, paragraph 124.   
 
However, we reviewed the Appendix C: 
Decision Framework Flowchart and identified 
opportunities to strengthen the presentation. 
We will reflect those changes in the next 
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iteration of the Exposure Draft.  
 


12. DOI 


Addressing Question 7: We feel the Implementation Guidance 
can be improved with an example or scenario that clarifies the 
statement, “For example, losses that arise from a natural 
disaster should not be attributed to G-PP&E acquisition costs 
even if the assets damaged are those being used to construct 
the G-PP&E.”  It is unclear what this statement is really 
indicating. 
 
 
 
 
Other Comments: Appendix C – Does a decision box need to 
be added to address the “capitalization” or “expensing” of 
indirect costs similar to what is shown on the direct cost side of 
the flowchart or some text elsewhere to indicate some linkage 
between the two? 


Responding to Question 7: This is an 
example of non-production costs. The costs 
specified in the example are extraordinary and 
irregular and would create significant 
variances in the usability of cost information 
for activities that are unrelated to the 
outputs/activities of the organization, if 
capitalized. Capitalizing such costs is not 
consistent with existing FASAB concepts and 
principles. See example added to paragraph. 
 
Responding to Other Comment: However, 
we reviewed the Appendix C: Decision 
Framework Flowchart and identified 
opportunities to strengthen the presentation. 
We will reflect those changes in the next 
iteration of the Exposure Draft.  
 


13.  INTEL COMMUNITY 


Addressing Question 1: I believe the standard could be further 
clarified. Paragraph 26 of SFFAS 6 states that costs shall 
include all costs incurred to bring PP&E to a form and location 
suitable for its intended purpose. And it goes on to list the 
different costs that should be included. While SFFAS 4 
paragraph 124 does talk to directly tracing costs whenever 
feasible, and tells each reporting entity to determine the 
appropriate detail for its cost accounting data considering 
several factors to include practicality of data collection and 
processing, most logisticians and facility engineers only focus on 
SFFAS 6 and FMR Vol 4 Chapter 6. Therefore there is a 
sense that all the cost elements listed in Paragraph 26 must 
be captured, if applicable, regardless of the feasibility.  
For example, an entity purchases equipment that is assembled 
and installed under separate contracts and shipped to the 


Responding to Question 1: SFFAS 6 does 
not explicitly state that all cost elements listing 
in paragraph 26 must be captured, if 
applicable, regardless of feasibility. Paragraph 
142 of SFFAS 4 states that, “Throughout the 
discussions of this section, it is stated that a 
cost accumulation and assignment method 
would be used when it is economically 
feasible. A method is economically feasible if 
the benefits resulting from implementing the 
method outweigh its costs. It is not 
advantageous to use a costing method if it 
requires a large amount of resources and yet 
produces information of little value to users.” 
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location of its intended use under yet another contract that again 
if captured may cause the asset to exceed the capitalization 
threshold. Tracing some of these costs back to the originally 
purchased asset requires management to implement and 
maintain additional cost accounting processes. A decision as to 
the economic feasibility of capturing the data and the relevance 
of the data to internal and external stakeholders needs to be 
considered. 
 
Addressing Question 2: ODNI concurs that an entity's mission, 
operational environment, and revenue sources significantly 
impact the types and level of cost detail required to be allocated 
to end assets. However, recommend that the wording in the 
paragraph be changed in align with and further emphasize 
the intent of SFFAS 4. Paragraph 9 should read as follows 
"The decision framework discussed in this technical 
release recognizes that the cost accumulation needs of 
management may vary by entity. In accordance with an 
entity's management purpose, the revenue source (e.g. 
appropriated funds, revolving fund, user fee, etc.) 
significantly impact the types of and level of cost detail 
required to be allocated for the intended purpose. ......." The 
rationale for this change is that SFFAS 4 would not come into 
play unless an asset is being produce as an output and indirect 
cost have to be applied. 
 
Addressing Question 4:  
 
a. I agree but the Technical Release would benefit from 


examples of costs that may not be easily identifiable when 
bringing a G-PP&E to the form and location for its intended 
use.  
 


b. Agree with how direct costs are characterized. Suggest 
breaking out labor into civilian government and military labor 


 
 
 
 
 
 
 
 
 
Responding to Question 2: Noted.  Note 
that SFFAS 6 does not establish different 
requirements based on funding source.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Responding to Question 4: 
 
 


a. Noted. The Exposure Draft‟s 
reference to SFFAS 4, paragraph 92 
provides macro-level examples “A 
reporting entity and its responsibility 
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buckets.  
 


c. ODNI agrees with the characterization of direct costs 
however, further clarification is needed addressing the 
application of direct costs to assets that are produced as 
output only. 


 
 
 
 
 
Addressing Question 5:  
 
a. I agree with the statement "cannot be traced to a given cost 


object in an economically feasible way". But again the 
Technical Release would benefit from an example of where 
it may not be economically feasible to trace the costs to the 
G-PP&E item.  
 
 
 
 
 


b. Agree as presented, Suggest that indirect costs have three 
buckets: costs incurred at the level above asset creation 
(project); costs incurred at the level two up and just below 
upper management from asset creation (project) and the 
costs incurred at upper management level – director level. 
Suggest allocation of the two lower level buckets of cost to 
the asset value and expense the upper management level 
costs.  
 


c. ODNI agrees with the characterization of indirect costs 
however, further clarification is needed addressing the 
application of direct costs to assets that are produced as 


segments may incur general 
management and administrative 
support costs that cannot be traced, 
assigned, or allocated to segments 
and their outputs.” 
 


b. Noted. This is too specific for the 
intent of the TR.  


c. Noted. We believe that the Exposure 
Draft sufficiently addresses the 
respondent‟s suggestion. 


 
 
Responding to Question 5: 
 


a. Noted. The Exposure Draft‟s 
reference to SFFAS 4, paragraph 92 
provides macro-level examples “A 
reporting entity and its responsibility 
segments may incur general 
management and administrative 
support costs that cannot be traced, 
assigned, or allocated to segments 
and their outputs.” 
 


b. Expanding on the provisions of 
FASAB concepts and standards 
exceeds the purpose, intent, and 
authority of AAPC Technical 
Releases. 
 


 


 


 


c. Noted. We believe that the Exposure 
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output only. 
 
 
Addressing Question 6:  


 
a. Generally agree. For organizations buying a lot of different 


types of G-PP&E, it is not practical to allocate G&A costs to 
the individual assets. Whereas, it may make sense to 
allocate them to different programs under GPRA.  
 
Additionally, the organization has to consider whether the 
costs should be allocated to assets or other cost objects 
where costs have to be recovered from another external 
(Federal or non- Federal organization); and the allocation 
should be consistently applied to all similar assets or cost 
objects. 
 


b. ODNI agrees with the reporting of certain unassigned 
indirect costs as costs not assigned to programs in the 
Statement of Net Cost. However, this is included in 
paragraph 22 as a quotation from SFFAS 4 which is already 
authoritative, and not under review in this exposure draft. 
Paragraph 22 is intended to answer the question "How 
should indirect costs be applied in considering the 
acquisition cost of G-PP&E?"  
 
ODNI believes the answer to this question should focus 
more around discussion on how to apply indirect costs (i.e. 
the different methodologies and the criteria the auditors will 
use to evaluate them such as reasonableness and 
consistency). The current paragraph only includes the 
statement that “there will be differences in both 
methodologies and levels of allocation.”  
 
Consistent with paragraph 17, ODNI recommends the 


Draft sufficiently addresses the 
respondent‟s suggestion. 
 


 
 
Responding to Question 6: 
 


a. Noted.  
 
 
 
 
 
 
 
 
 


 
 


b. This quote is included to answer the 
question. The fact that SFFAS 4 is 
authoritative guidance bolsters the 
answer.  
 
 
 
 
 
 
Expanding on the provisions of 
FASAB concepts and standards 
exceeds the purpose, intent, and 
authority of AAPC Technical 
Releases. 
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answer emphasize management‟s flexibility in selecting a 
reasonable methodology for applying costs to items of G-
PP&E, and provide examples of reasonable cost allocation 
methodologies.  
 
Additionally, ODNI recommends that terms such „reporting 
entity‟ be defined or cited to the appropriate standard to 
ensure clarity for the reader. 


 
 
 
Addressing Question 8: 
 
a. Generally agree. As pointed out in #3 above, the economic 


feasibility of capturing these costs and the usefulness of the 
information to internal and external stakeholders needs to 
be part of the decision tree. The decision framework 
however, isn't clear as to when you would decide whether 
the item meets the capitalization threshold. Is it just based 
on the direct costs as the framework shows or do you need 
to determine all costs applied to the G-PP&E before you 
determine whether it meets the capitalization criteria?  
 
 
 
 


 
b. In the Decision Framework Flowchart, ODNI recommends 


reversing the order of the boxes for 1) determining whether 
direct costs are assignable to an item, and 2) exceed the 
capitalization threshold. This is in reference to the second 
and third boxes after answers of 'YES' and 'YES' in the 
Flowchart. For example, shouldn't costs have to be 
assignable to an item of G-PP&E before it can be 
determined whether the item exceeds the capitalization 


 
 
 
 
 
 
 
 
 
 
 
 
 
Responding to Question 8: 
 


a. Both of these statements are explicitly 
identified in the decision tree.  


i. The economic feasibility of 
capturing these costs and the 
usefulness of the information 
is included in the bottom right 
box.  


ii. The decision framework 
clearly shows (middle left 
box) when you would decide 
whether the item meets the 
capitalization threshold. 


 
 


b. However, we reviewed the Appendix 
C: Decision Framework Flowchart 
and identified opportunities to 
strengthen the presentation. We will 
reflect those changes in the next 
iteration of the Exposure Draft. This 
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threshold?  
 


c. ODNI recommends rearrangement of the boxes to make the 
flow of the framework more apparent at first glance. For 
example, the final box related to assignment of costs looks 
at first like it is related to indirect costs because it is on the 
right side of the chart. The box above that box overlaps with 
another box. 


 


 
 


d. Suggest adding „Start‟ and „End‟ boxes to the chart.  
 


e. In the first decision box, where it states "Are the costs 
indirect costs that cannot be ...." The word “cannot” should 
be changed to "can" The sentence as it is makes it a 
negative statement making the decision a "no". 


response applies to “b-e” in the 
“Respondent Suggestions and 
Concerns” column. 


 
 
 


 


14.  DOJ 


Addressing Question 5: Some examples in the paragraph 
would help with explaining this concept. 


Responding to Question 5: Agree. It would 
be useful to provide specific examples to help 
reinforce users‟ understanding in regards to a 
particular topic. 


15.  KPMG 


1. The technical release should clearly state its purpose, 
which should include a reference to the applicable 
paragraph or paragraphs of the existing standards to 
which the guidance relates. For example, based on our 
understanding of the purpose, the technical release 
could state the following in the first paragraph:  


 
Statement of Federal Financial Accounting 
Standards 6 (SFFAS 6), Accounting for 
Property, Plant and Equipment, paragraph 26 
outlines the recognition requirements for 
general property, plant, and equipment. 
Specifically, paragraph 26 states that all general 
PP&E shall be recorded at cost. Cost shall 


Responding to Question 1: Noted. Please 
refer to the Introduction and Background 
sections of the Exposure Draft. We believe 
the scope of the TR is broader than what 
KPMG is suggesting. 
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include all costs incurred to bring the PP&E to a 
form and location suitable for its intended use. 
For example, the cost of producing or 
constructing G-PP&E should include indirect 
production costs. The purpose of this technical 
release is to provide guidance as it relates to 
the recognition of indirect production costs 
incurred during the construction/production of 
an asset and the allocation of those costs to G-
PP&E. The guidance assumes that the criteria 
for capitalization as provided in paragraphs 17 
and 18 of SFFAS 6 have been met.   


 
2. Once having clearly established the purpose, there 


should not be the need to discuss in the technical 
release direct costs or those costs (direct or indirect) 
that do not meet the criteria for capitalization and 
therefore are expensed. We believe including 
information unrelated to the purpose of the technical 
release may cause confusion. Further, after establishing 
the purpose, the technical release should introduce the 
decision framework and state that it has been developed 
to assist entity management in applying the guidance 
included within the technical release.  
 


3. The technical release should state that the first step in 
the decision framework includes the accumulation of 
indirect production costs related to G-PP&E, which can 
be referred to as the indirect production cost “pool”. The 
next step would relate to the assignment/allocation of 
the indirect costs from the “pool” to outputs (G-PP&E).  
 
 
 
 


 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Responding to Question 2: Noted. The full 
context of the guidance is necessary in this 
instance.  
 
 
 
 
 
 
 
 
 
Responding to Question 3: Noted. We 
reviewed the Appendix C: Decision 
Framework Flowchart and identified 
opportunities to strengthen the presentation. 
We will reflect those changes in the next 
iteration of the Exposure Draft  
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4. The second step of the decision framework should 
relate to the assignment/allocation of indirect production 
costs from the pool to G-PP&E. This step of the 
technical release should refer to SFFAS 4, paragraph 
124 for guidance related to the assignment/allocation of 
indirect production costs. It should be noted that 
paragraph 124 of SFFAS 4, provides the three methods 
for assigning (allocating) indirect costs to outputs. These 
three methods demonstrate the flexibility that the AAPC 
is seeking to promote as part of this technical release. 
As part of this step, it should be clear that if the indirect 
costs have been determined to be capitalizable in 
accordance with SFFAS 6, then the costs should be 
allocated to G-PP&E and remain capitalized for the life 
of the asset. The current decision framework flowchart 
included in Appendix C could be interpreted that if an 
entity cannot establish a method to allocate the costs 
that the costs could be expensed, which would not be in 
accordance with the standards.  
 


5. The technical release should not include the information 
provided in Appendix B. The inclusion of specific agency 
policies and procedures that are presented at a 
summarized level may be incorrectly interpreted by a 
user of the technical release. In addition, the concept of 
materiality is not discussed in relation to the policies and 
procedures, as what may be appropriate for one agency 
may not be appropriate for another. Further, the 
inclusion of the specific agency policies, while 
summarized, could be interpreted as an endorsement by 
the FASAB of these policies and procedures.  
 


6. Based upon the steps noted through items 3 and 4 
above, Appendix C (Decision Framework Flowchart) 
should be adjusted as follows:  


 
 
Responding to Question 4: Disagree with 
the respondent‟s interpretation of the 
guidance as written. However, reviewed the 
Appendix C: Decision Framework Flowchart 
and identified opportunities to strengthen the 
presentation. We will reflect those changes in 
the next iteration of the Exposure Draft.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Responding to Question 5: Noted. Appendix 
B: Illustrations provides useful context to 
entity management and the broader federal 
financial management community. The title, 
Appendix B: Illustrations, indicates that the 
information is provided for illustrative 
purposes. However, we have identified an 
opportunity to further state this point. 
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a. The first decision point should be – do the costs 


meet the criteria for capitalization in accordance 
with SFFAS 6. If the answer is “no” then the result 
would be to expense in accordance with the 
standards.  
 


b. The next decision point (if “yes” to item “a”) should 
be – are the costs indirect production costs for 
assets produced or constructed? If the answer is 
“no” then the result would be to capitalize in 
accordance with SFFAS 6.  


 
c. The next and last decision point (if “yes” to item “b”) 


should be – assign/allocate to G-PP&E using one of 
the three methods outlined in SFFAS 4, paragraph 
124.  


 
7. Appendix D is not necessary to be included with the 


technical release.  
 
We recommend that the AAPC and Board consider the issues 
described above and consider the need for the technical release 
or consider the outline provided in items 1-7 above in order to 
re-draft the technical release. If the AAPC elects not to follow 
our suggested outline for the technical release, we provide the 
following additional comments:  


 
1. The technical release should not include references to 


SFFAS 23 and 25 as the guidance does not relate to the 
requirements of those standards.  
 
 
 


2. Although Paragraph 5 of the technical release excludes 


Responding to Question 6: The Exposure 
Draft addresses each of these points from a 
broader perspective.  
 
 
 
 
 


 
 
 
 
 
 
 
Responding to Question 7: Noted.  
 
 
 
 
 
 
 
 
 
Responding to Question 1: Noted. The 
Exposure Draft includes references to each 
SFFAS, with the exception of SSFAS 10, that 
specifically apply to PP&E.  
 
 
Responding to Question 2: Noted. We 
intentionally excluded IUS. FASAB may 
consider IUS as the subject of a future FASAB 
AAPC Technical Release.  
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Internal Use Software from the scope of the document, 
based on our understanding of the purpose; we believe 
that the technical release could be applied to indirect 
production costs related to Internal Use Software 
(SFFAS 10). SFFAS 10 paragraph 15 states, “Entities 
should capitalize the cost of software when such 
software meets the criteria for G-PP&E.” Paragraph 16 
further states, “For internally developed software, 
capitalized cost should include the full cost (direct and 
indirect costs) incurred during the software development 
stage.”  
 


3. The technical release should clearly state that the 
guidance does not relate to other aspects of SFFAS 6 
outside of indirect production costs, such as the 
recognition of direct costs related to G-PP&E and the 
recognition of environmental liabilities.  
 


4. Based upon our understanding of the purpose, 
paragraph 10 of the ED is not necessary. If the indirect 
production costs meet the criteria for capitalization in 
accordance with SFFAS 6, the needs of the internal and 
external users; level of precision; and cost-benefit of 
allocating costs should not override the requirement that 
the costs be capitalized. We also believe the 
introduction of new principles goes beyond the role of a 
technical release. Further the first of three principles 
(relevance) is a specific consideration of FASAB in 
setting GAAP.  
 
 
 
 
 
 


 
 
 
 
 
 
 
 
 
Responding to Question 3: Disagree. This 
Technical Release does relate to other 
aspects of SFFAS 6, including recognition of 
direct costs related to G-PP&E (i.e. paragraph 
15).  
 
Responding to Question 4: Noted. We have 


identified opportunities to strengthen this 


section by doing the following: 


1) Draw a stronger correlation between the 


three principles in paragraph 10 and the 


relevance and reliability qualitative 


characteristics of financial reporting as 


described in SFFAC 1. 


When applying the principles listed above, 
management should develop formalized 
policies and procedures documenting its 
decisions. Such decisions should be 
based on an understanding of the entity‟s 
mission and operating model and how the 
entity‟s stakeholders use the information. 


 
This TR is implementation guidance, not a 







Table 4.0 – Analysis of Respondent Suggestions and Concerns 


 


68  


 
Respondent Number 


 


 
Respondent Suggestions and Concerns 


 
STAFF ANALYSIS & 
RECOMMENDATION 


 
 
 
 
 
 
 
 
 
 
 
 
 


5. Paragraph 2 implies that there is flexibility within the 
standards as it relates to the recognition requirement of 
G-PP&E costs. While we agree that the standards 
include flexibility related to the points made in 2b and 
2c; the flexibility related to the recognition requirement 
of G-PP&E costs (included in item 2a) is not in 
accordance with SFFAS 6 and as a result should be 
removed from paragraph 2. 
 
 
 


 
6. Appendix B should not be included; however, if the 


AAPC elects to maintain Appendix B, we suggest that 
terminology such as “environmental studies” and 
“software design” be removed from the summarized 
policies/procedures. The inclusion of these terms could 
cause a user of the technical release to draw the 
incorrect conclusion that the guidance relates to the 
recognition of environmental liabilities or the accounting 
for internal use software. We also recommend that the 
FASAB obtain approval of the summarized accounting 


new standard. Relevance, materiality, and 
cost-benefit are not new concepts to FASAB 
guidance.   
 
Responding to Question 5: Disagree. 
Paragraphs 8 and 11 in the “Background” of 
the Exposure Draft reiterates the importance 
of designing management‟s cost accounting 
policies and procedures in  manner consistent 
with GAAP  
 
As previously stated, AAPC Technical 
Releases are predicated on existing FASAB 
concepts and standards. The Exposure Draft 
does nothing to undermine that concept. 
  
Responding to Question 6: Noted. Appendix 
B: Illustrations provides useful context to 
entity management and the broader federal 
financial management community. The title, 
Appendix B: Illustrations, indicates that the 
information is provided for illustrative 
purposes. However, we have identified an 
opportunity to further state this point.  
 
 
Regarding “approval of the summarized 
accounting policies/procedures”, please 
review paragraph 7 of the Exposure Draft. 
Paragraph 7 references the “AAPC G-PP&E 
Cost Accounting Issue (CAI) subgroup and 
further explains the group‟s objectives. The 
page immediately following Appendix E: 
Abbreviations lists CAI subgroup member 
agencies. Please note that each of the 
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policies/procedures from appropriate senior accounting 
leadership within the named agency. 


agencies represented in Appendix B: 
Illustrations is also listed as a “task force 
member agency.” The representatives from 
each of those agencies worked with the 
appropriate senior accounting leaders and 
provided the information used in the Exposure 
Draft.  
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From: Krabbe, Carla  
Sent: Thursday, April 11, 2013 1:48 PM 
To: Payne, Wendolyn M; FASAB 
Cc: Molander, Chris; Dushel, Annette; Kolb, Kristen; Boettiger, Dawn; Silvestri, Mark; Hull, Stephen; 
Long, Christopher; Conigliaro, Dana; Hild, Karen 
Subject: RE: AAPC Seeks Comments on Proposed Implementation Guidance On G-PP&E Cost Allocation 


 


Wendy, 


 


Thank you for the opportunity to comment on the Implementation Guidance on General 
Property, Plant, and Equipment Cost Accumulation, Assignment, and Allocation exposure draft. 
 Our responses to the questions are in the attached Word document (SSA Response to Exposure 
Draft Implementation Guidance on G-PPE.doc).   


 


Carla Krabbe 


Deputy CFO 


Social Security Administration 
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Questions for Respondents  


Federal Financial Accounting Technical Release Exposure Draft:  
Implementation Guidance on General Property, Plant, and Equipment Cost 
Accumulation, Assignment, and Allocation 
(Dated March 1, 2013) 
Responses requested by May 1, 2013 


 
Q1.  Do you agree or disagree with the concept that the current accounting 


standards provide entity management with both the responsibility and 
flexibility to design generally accepted accounting principles (GAAP) 
compliant policies and processes that align with the respective entity's 
operational environment (Paragraphs 3 – 4, 19 – 20, and 25)?  Please 
provide the rationale for your answer. 


 
  SSA Response:  We agree.  The Standards allow us to establish 


accounting processes and procedures to ensure we are compliant 
with GAAP and our accounting methodology aligns with our entity’s 
operational environment.  Our goal is to produce valid financial 
information that provides measurable results.  The cost accounting 
standards established in Statement of Federal Financial Accounting 
Standard (SFFAS) 4 provide management with the flexibility to 
“determine the appropriate detail for its cost accounting processes 
and procedures based on several factors” (SFFAS 4, paragraph 72) 
including materiality and cost constraints based upon the entity’s 
operating environment and the informational needs of its 
stakeholders. 


  
Q2.  Do you agree or disagree that an entity’s mission and operational 


environment impact the financial management information needs of 
the entity’s stakeholders (Paragraph 9)?  Please provide the rationale 
for your answer. 


 
  SSA Response:  We agree.  In environments where cost recovery is 


essential to continued operations, an entity will place a higher value 
on tracking costs at a more precise level.  Both our internal and 
external stakeholders are important to our agency and are entitled to 
relevant and reliable financial information that portray how we meet 
our mission and goals.  Although different agencies have different 
missions and operational goals, each agency should be able to 
portray financial information in a way that reports the data accurately, 
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timely, and in a manner that addresses their stakeholders’ (internal 
and external) needs. 


 
Q3.  If you agree with “Q2” above, do you agree or disagree with 


management’s use of the three principles identified in Paragraph 10 to 
determine their stakeholder’s financial management information 
needs?  Please provide the rationale for your answer. 


 
  SSA Response:  We agree that the three principles of relevance  


(is the data useful); level of precision (what is materiality base);  
and cost-benefit (does the benefit outweigh the costs) aid 
management in determining financial management informational 
needs of the stakeholders.  As part of the decision-making process, 
these three principles provide initial building blocks upon which to 
base a decision on accumulating, allocating, capitalizing, and 
reporting costs of general property, plant, and equipment (G-PP&E).  
We believe it is important for management to select a materiality 
threshold that falls in line with the level of detail required by 
stakeholders for decision-making purposes, as long as the costing 
model provides information in an economically feasible way. 


 
Q4.  Do you agree or disagree with how direct costs are characterized as 


it relates to G-PP&E in paragraph 15?  Please provide the rational for 
your answer.  


  
SSA Response:  We agree that “direct costs are costs that can be 
specifically identified with an item or items of G-PP&E.”  If the cost is 
“incurred to bring the G-PP&E to a form and location suitable for its 
intended use,” per SFFAS 6, agencies should include direct costs as 
part of the G-PP&E items asset base. 


 
Q5.  Do you agree or disagree with how indirect costs are characterized 


as it relates to G-PP&E in paragraph 16?  Please provide the rational 
for your answer. 


 
SSA Response:  We agree.  Indirect costs are costs that cannot be 
directly traceable to an activity, a product, a department or in this 
case, an asset.  These costs, if “incurred to bring the G-PP&E to a 
form and location suitable for its intended use,” per SFFAS 6, should 
be accumulated, assigned or allocated to the G-PP&E items asset 
base. 
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Q6.  Do you agree or disagree with the financial reporting of certain 
indirect costs as unassigned costs on the Statement of Net Cost as 
described in Paragraph 22?  Please provide the rationale for your 
answer.  


 
  SSA Response:  We agree.  Entities should treat costs that cannot be 


traced, assigned, or allocated to a G-PP&E item in an economically 
feasible way as an organizational cost, and expense these costs in 
the period incurred. 


 
Q7.  Do you agree or disagree with the financial reporting of  


non-production costs as described in Paragraph 24?  Please  
provide the rationale for your answer. 


 
   SSA Response:  We agree.  Entities should not assign  


non-production costs to G-PP&E.  If an entity incurs non-production 
costs (such as other post-employment benefit costs, reorganization 
costs, and non-recurring cleanup costs) typically such costs are for a 
particular event and are not incurred to “bring the G-PP&E to a form 
and location suitable for its intended use.”  Entities should report  
non-production costs as a period expense and not costs related to 
output. 


 
Q8.  Do you agree or disagree with the approach (e.g., decision points, 


application of GAAP, etc.) as outlined in the Decision Framework 
Flowchart (Appendix C)?  Please provide the rationale for your 
answer. 


 
  SSA Response:  We agree.  The Decision Framework Flowchart 


provides users with a clear outline to use when developing entity 
specific costing policies and procedures in compliance with GAAP. 
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April 24, 2013 
 
Wendy M. Payne, Executive Director  
Federal Accounting Standards Advisory Board  
Mailstop 6H19  
441 G Street, NW, Suite 6814  
Washington, DC 20548 
 
Submitted via email to fasab@fasab.gov 
 
Re: Federal Financial Accounting Technical Release, Implementation Guidance for General 
Property, Plant, and Equipment Cost Accumulation, Assignment and Allocation. 
 
Dear Executive Director: 
 
On behalf of the 11,000 members of the Virginia Society of CPAs (VSCPA), we appreciate the 
opportunity to respond to the request for comments on the exposure draft of the proposed Federal 
Financial Accounting Technical Release, entitled Implementation Guidance for General Property, Plant, 
and Equipment Cost Accumulation, Assignment and Allocation. The Virginia Society of CPAs’ (VSCPA) 
Accounting & Auditing Advisory Committee has reviewed and discussed the proposed release and the 
related questionnaire and provided the following responses: 
 
Question 1 
Do you agree or disagree with the concept that the current accounting standards provide entity 
management with both the responsibility and flexibility to design generally accepted accounting principles 
(GAAP) compliant policies and processes that align with the respective entity's operational environment 
(Paragraphs 3 – 4, 19 – 20, and 25)? Please provide the rationale for your answer. 
 
We agree that management has the ability and flexibility to design these GAAP-compliant processes and 
procedures to align with their entity’s environment. They are in the best position to understand their 
operating environment and have the ability to implement these policies and procedures in a manner that 
ensures GAAP compliance while promoting adoption from the personnel within the organization. 
Additionally, as illustrated in the Implementation Guide, the variety of missions and operations among 
federal agencies creates a need for this flexibility in design of policies and procedures to implement 
GAAP. 
 
Question 2 
Do you agree or disagree that an entity’s mission and operational environment impact the financial 
management information needs of the entity’s stakeholders (Paragraph 9)? Please provide the rationale 
for your answer. 
 
We agree that the operational environment within the entity will impact its financial management 
information needs. Entities that are fee for service have a requirement to allocate costs in a manner that 
allows them to track the true cost of a particular area of service, while entities that derive the bulk of their 
revenue from appropriations may not have the requirement to allocate costs to that level of detail for 
operational or accountability purposes. 
 
Question 3 
If you agree with “Q2” above, do you agree or disagree with management’s use of the three principles 
identified in Paragraph 10 to determine their stakeholder’s financial management information needs? 
Please provide the rationale for your answer. 
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We agree with management’s use of the principles discussed in paragraph 10: 
• Relevance/usefulness of information: Management should seek to understand what 


information will be required by the stakeholders in part based upon its applicability to the 
stakeholders. No useful purpose is served from presenting information that is not relevant and 
useful, and management should be granted discretion to make this determination with regards to 
their own financial management information. 


• Level of precision: Management should determine if stakeholders need a more macro view of 
the information or if they need to see precise activity level costs. 


• Cost-benefit: Management needs to weigh the costs associated with the level of effort required 
to develop the very detailed level of information and make the determination if there is a 
reasonable benefit to be derived from the cost required.   


 
However, we believe that the Implementation Guide should emphasize the need for management to 
document decisions made using these principles and to reevaluate the decisions periodically to ensure 
that circumstances requiring changes to them have not occurred. 
 
Question 4 
Do you agree or disagree with how direct costs are characterized as it relates to G-PP&E in paragraph 
15? Please provide the rational for your answer. 
 
We agree that if a direct cost is required to bring the asset into use this cost should be assigned to the 
asset and capitalized if the capitalization threshold is met. If the costs are not required to bring the asset 
into use, they should be expensed. We believe this is consistent with existing GAAP. 
 
Question 5 
Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E in paragraph 
16? Please provide the rational for your answer. 
 
We agree with this as it is a basic cost principle. If a cost cannot be directly associated with a cost object, 
then the cost should be classified as indirect. However, if the costs do not contribute to bring the asset to 
a form and location suitable for its intended use, then it is inconsistent with existing GAAP to capitalize 
the costs as part of the asset. 
 
Question 6 
Do you agree or disagree with the financial reporting of certain indirect costs as unassigned costs on the 
Statement of Net Cost as described in Paragraph 22? Please provide the rationale for your answer. 
 
We agree with this basic cost principle for the reasons stated above in Question 5. However, such 
unassigned costs reported on the Statement of Net Cost should not be material to the entity as a whole. 
 
Question 7 
Do you agree or disagree with the financial reporting of non-production costs as described in Paragraph 
24? Please provide the rationale for your answer. 
 
We agree with the guidance in Paragraph 24. Non-production costs are generally infrequent in nature 
and, if assigned, would distort the cost of assets acquired during the period that these costs were 
incurred. 
 
Question 8 
Do you agree or disagree with the approach (e.g., decision points, application of GAAP, etc.) as outlined 
in the Decision Framework Flowchart (Appendix C)? Please provide the rationale for your answer. 
 
We agree with the decision points in the flowchart. The decisions relate to the principles of 
relevance/usefulness, level of precision and cost benefit and are appropriate indicators to utilize in 
making the determination of how to categorize those costs relating to G-PP&E. 
 
As an editorial matter, we would like to know why the first question is presented in a diamond-shaped box 
normally associated with decisions in flow-charting, but all subsequent decision points are presented in 
rectangular boxes. It would provide more clarity to either a) have all boxes be rectangular or b) have the 
five other decision boxes that phrase a question be diamond shaped and the two end-point boxes be 
rectangular. 
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In addition to our responses to the questions presented, we also observe that the Implementation Guide 
emphasizes the need for flexibility (see paragraph 17) but never mentions or emphasizes the need to 
ensure adequate financial statement disclosure of cost capitalization policies and procedures. As 
previously stated, we agree with the need for flexibility in designing the policies and procedures for 
reporting of G-PP&E. However, it is when there is flexibility or differences in application, that disclosures 
are important. 
 
Again, the VSCPA appreciates the opportunity to respond to this Exposure Draft. Please direct any 
questions or concerns to VSCPA Government Affairs Director Emily Walker at ewalker@vscpa.com or 
(804) 612-9428. 
 
Sincerely, 
 


 
 
Mike Wagner, CPA, CGFM  
Chair  
 
2012–13 VSCPA Accounting & Auditing Advisory Committee  
Mike Wagner, CPA (Chair)  
Joshua Keene, CPA (Vice Chair)  
Audrey Davis, CPA  
Heather Flanagan, CPA  
Mitchell Hartson, Jr., CPA  
Daniel Haynes, CPA  
Staci Henshaw, CPA  
Stephen Holton, CPA  
Charles Valadez, CPA 
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NASA RESPONSE TO QUESTIONS FOR RESPONDENTS REGARDING 
EXPOSURE DRAFT ON “IMPLEMENTATION GUIDANCE FOR GENERAL 


PROPERTY, PLANT, AND EQUIPMENT COST ACCUMULATION, 
ASSIGNMENT AND ALLOCATION” 


 
Q1.   Do you agree or disagree with the concept that the current 


accounting standards provide entity management with both the 
responsibility and flexibility to design generally accepted accounting 
principles (GAAP) compliant policies and processes that align with the 
respective entity's operational environment (Paragraphs 3 – 4, 19 – 
20, and 25)? Please provide the rationale for your answer. 


 
NASA agrees with the concept that the current accounting standards 
provide entity management with both the responsibility and flexibility 
to design GAAP compliant policies and processes that align with the 
respective entity’s operational environment. This concept is consistent 
with the objectives of Federal financial reporting defined in the 
Statements of Federal Financial Accounting Concepts (SFFAC) 1. 
SFFAC 1 explains that: “The objectives are designed to guide the 
Board in developing accounting standards to enhance the financial 
information reported by the federal government to (1) demonstrate its 
accountability, (2) provide useful information, and (3) help internal 
users of financial information improve the government’s 
management….They provide a framework for assessing the existing 
financial reporting systems of the federal government and for 
considering how new accounting standards might help to enhance 
accountability and decision-making in a cost-effective manner.”   


 
The flexibility in the accounting standards is important to achieve the 
above objectives, because each reporting entity operates in a different 
business environment (e.g., customers, nature of services, materiality, 
etc.) for various missions. Capitalization thresholds are a good 
example of such flexibility in the accounting standards. SFFAS 6 
Paragraph 13 explains that: “The Board believes that capitalization 
thresholds should be established by Federal entities rather than 
centrally by the Board. Because Federal entities are diverse in size 
and in uses of PP&E, entities must consider their own financial and 
operational conditions in establishing an appropriate capitalization 
threshold or thresholds.”  


 
Q2.  Do you agree or disagree that an entity’s mission and operational 


environment impact the financial management information needs of 
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the entity’s stakeholders (Paragraph 9)? Please provide the rationale 
for your answer. 


 
NASA agrees that entity’s mission and operational environment 
impact the financial management information needs of the entity’s 
stakeholders as it is aligned with the objectives of Federal financial 
reporting. SFFAC 1 explains that: “The objectives reflect the federal 
environment. They also consider many of the needs expressed by 
current and potential users of federal financial information.” The 
primary objectives of Federal financial reporting are to provide useful 
information and help internal users of financial information improve the 
government’s management. The financial information can be 
considered useful and relevant when it reflects a reporting entity’s 
operational environment and support its mission. The reporting entity’s 
mission and operational environment are the key drivers of the 
financial management information needs of the entity’s stakeholders. 


 
Q3.  If you agree with “Q2” above, do you agree or disagree with 


management’s use of the three principles identified in Paragraph 10 to 
determine their stakeholder’s financial management information 
needs? Please provide the rationale for your answer. 


 
NASA agrees with management’s use of the three principles identified 
in Paragraph 10 to determine their stakeholder’s financial 
management information needs, which include the following: “1) 
Relevance/usefulness of information (both to internal and external 
stakeholders); 2) Level of precision (e.g., materiality) needed to 
properly manage and report costs; and 3) Cost-benefit of establishing 
and executing intricate cost assignment processes, methods and 
tools.” The above principles will lead to the financial management 
information that can enhance accountability, decision making and 
program evaluation in a cost-effective manner. 
 


 
Q4.  Do you agree or disagree with how direct costs are characterized as 


it relates to G-PP&E in paragraph 15? Please provide the rational for 
your answer.  


 
NASA agrees with how direct costs are characterized as it relates to 
G-PP&E in Paragraph 15 as it is consistent with SFFAS 4 Paragraph 
90. SFFAS 4 Paragraph 90 explains that: “Direct costs are costs that 
can be specifically identified with an output. All direct costs should be 
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included in the full cost of output.” Costs that are identifiable with an 
item(s) of G-PP&E are considered direct costs.   


 
Q5.  Do you agree or disagree with how indirect costs are characterized 


as it relates to G-PP&E in paragraph 16? Please provide the rational 
for your answer. 
 
NASA agrees with how indirect costs are characterized as it relates to 
G-PP&E in Paragraph 16. SFFAS 4 Paragraph 91 explains that: 
“Indirect costs are costs of resources that are jointly or commonly 
used to produce two or more types of outputs but are not specifically 
identifiable with any of the outputs.” Costs that are not identifiable to 
an item(s) of G-PP&E are considered indirect costs. Both direct and 
indirect costs should be included in the full cost of G-PP&E acquisition 
if costs incurred to “bring to a form and location suitable for its 
intended use (SFFAS 6 Paragraph 26).” 


 
Q6.  Do you agree or disagree with the financial reporting of certain 


indirect costs as unassigned costs on the Statement of Net Cost as 
described in Paragraph 22? Please provide the rationale for your 
answer.  


 
NASA agrees with the financial reporting of certain indirect costs as 
unassigned costs on the Statement of Net Cost as described in 
Paragraph 22. SFFAS 4 Paragraph 92 explains that: “A reporting 
entity and its responsibility segments may incur general management 
and administrative support costs that cannot be traced, assigned, or 
allocated to segments and their outputs. These unassigned costs are 
part of the organization costs, and they should be reported on the 
entity’s financial statements (such as the Statement of Net Costs) as 
costs not assigned to programs.” If there is no reasonable way to 
allocate certain indirect costs to an item(s) of G-PP&E, such costs 
cannot be included in the full cost of G-PP&E. The Implementation 
Guidance can be enhanced by providing an example of unassigned 
costs as it relates to G-PP&E. 


Q7.  Do you agree or disagree with the financial reporting of non-
production costs as described in Paragraph 24? Please provide the 
rationale for your answer. 


   
  NASA agrees with the financial reporting of non-production costs as 


described in Paragraph 24. SFFAS 4 Paragraph 104 explains that: “A 
responsibility segment may incur and recognize costs that are linked 
to events other than the production of goods and services.” Non-
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production costs should not be assigned as G-PP&E acquisition costs 
as they do not impact the value of G-PP&E.  


 
Q8.  Do you agree or disagree with the approach (e.g., decision points, 


application of GAAP, etc.) as outlined in the Decision Framework 
Flowchart (Appendix C)?  Please provide the rationale for your 
answer. 


 
  NASA agrees with the approach as outlined in the Decision 


Framework Flowchart as it is consistent with the narratives.  
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Greater Washington Society of CPAs 
and GWSCPA Educational Foundation            


 
1111 19th Street, NW, Suite 1200, Washington, DC     20036 


202-464-6001 (v)   202-238-9604 (f)    www.gwscpa.org    info@gwscpa.org 
 


 
May 1, 2013 
 
Wendy Payne, Executive Director 
Federal Accounting Standards Advisory Board 
Mail Stop 6K17V 
441 G Street, NW – Suite 6814 
Washington, DC 20548 
 
Dear Ms. Payne: 
 
The Greater Washington Society of Certified Public Accountants (GWSCPA) Federal Issues and 
Standards Committee (FISC) appreciates the opportunity to provide comments on the Federal 
Accounting Standards Advisory Board (FASAB) Accounting and Auditing Policy Committee’s 
(AAPC) Exposure Draft (ED) on the Federal Financial Accounting Technical Release (TR), 
Implementation Guide for General Property, Plant, and Equipment Cost Accumulation, Assignment 
and Allocation.   
 
The GWSCPA consists of approximately 2,000 members, and the FISC includes over 20 GWSCPA 
members who are active in accounting and auditing in the Federal sector.  This comment letter 
represents the consensus comments of our members. Our response to the ED question follows. 
 
Q1. Do you agree or disagree with the concept that the current accounting standards provide entity 


management with both the responsibility and flexibility to design generally accepted 
accounting principles (GAAP) compliant policies and processes that align with the respective 
entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please provide the 
rationale for your answer.  


A1. The FISC agrees that entities have the responsibility to design policies and procedures that 
comply with GAAP, and that align with the respective entity’s operational environment.  
However, the FISC does not agree with the amount of flexibility offered in this TR.  By 
allowing similar Federal agencies to adopt different policies and procedures for accounting for 
similar activities, such as the production or construction of assets, the ED does not address 
how this TR will satisfy the provisions of Statement of Federal Financial Accounting 
Concepts (SFFAC) No. 1, Objectives of Federal Financial Reporting, paragraph 164, which 
states: 


Financial reporting should help report users make relevant comparisons among 
similar federal reporting units, such as comparisons of the costs of specific functions 
or activities.  Comparability implies that differences among financial reports should be 
caused by substantive differences in the underlying transactions or organizations 
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rather than by the mere selection of different alternatives in accounting procedures or 
practices.  


One could interpret this TR, such as paragraphs 17, 22 and 25, as promoting a lack of 
comparability between Federal agencies by allowing conflicting practices that permit some 
agencies to assign overhead costs whereas other agencies may expense overhead costs when 
constructing or producing similar assets. 


In addition, it remains unclear how an organization that lacks an adequate cost accounting 
process that prevents an organization from assigning material indirect costs within the 
organization can comply with SFFAS No. 4, Managerial Cost Accounting Standards and 
Concepts.  The decision framework (Appendix C) and the associated paragraphs within the 
TR (e.g., paragraphs 3, 4, 7 and 9) do not provide a distinction between the allocation of 
indirect costs that would materially affect the value of the constructed or produced asset, and 
those indirect costs that do not rise to a material level.  We suggest that the TR be revised to 
include a discussion of the requirements associated with the allocation of material indirect 
costs.  


Q2. Do you agree or disagree that an entity’s mission and operational environment impact the 
financial management information needs of the entity’s stakeholders (Paragraph 9)? Please 
provide the rationale for your answer. 


A2. The FISC supports the statement that cost accounting standards “allow maximum flexibility 
for agency managers to develop costing methods that are best suited to their operational 
environment” (SFFAS 4, paragraphs 3 and 24).  


Q3. If you agree with “Q2” above, do you agree or disagree with management’s use of the three 
principles identified in Paragraph 10 to determine their stakeholder’s financial management 
information needs? Please provide the rationale for your answer. 


A3. The FISC is concerned that the statement in paragraph 10, states that three principles may be 
used “to determine their stakeholder’s financial management information needs,” is too broad 
in nature, and may be interpreted by some to extend these principles beyond the narrow focus 
of the TR.  We suggest that the AAPC revise this paragraph to more narrowly focus the 
application of the three principles outlined in paragraph 10.   


Q4. Do you agree or disagree with how direct costs are characterized as it relates to G-PP&E in 
paragraph 15? Please provide the rational for your answer. 


A4. The FISC agrees with the statements made in paragraph 15 of the TR. 


Q5. Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E in 
paragraph 16? Please provide the rational for your answer. 


A5. The FISC agrees with the statements made in paragraph 16 of the TR.  However, some 
additional guidance, or a cross-reference to Appendix B, would be appropriate to describe 
acceptable methods to identify and allocate indirect costs that are necessary to “bring the G-
PP&E to a form and location suitable for its intended use.” 
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Q6. Do you agree or disagree with the financial reporting of certain indirect costs as unassigned 
costs on the Statement of Net Cost as described in Paragraph 22? Please provide the rationale 
for your answer. 


A6. The FISC generally agrees with the statements made in paragraph 22. 


Q7. Do you agree or disagree with the financial reporting of non-production costs as described in 
Paragraph 24? Please provide the rationale for your answer. 


A7. The FISC agrees with the statements made in paragraph 24. 


Q8. Do you agree or disagree with the approach (e.g., decision points, application of GAAP, etc.) 
as outlined in the Decision Framework Flowchart (Appendix C)?  Please provide the rationale 
for your answer. 


A8. The FISC has the following suggestions on the Decision Framework Flowchart (Appendix C): 


a. As stated in our response to Q1, the issue of requiring the accumulation, assignment, or 
allocation of material indirect costs necessary to bring an asset to a form and location 
suitable for its intended use should be considered as part of the framework. 


b. The framework should specify that it only applies to the accumulation, assignment, or 
allocation of indirect costs associated with the production or construction of assets. 


c. The step in the framework (“Are the costs indirect costs that cannot be identified 
specifically with or traced to a given cost object (G-PP&E) in an economically feasible 
way? (SFFAS 6, Glossary)”) could be interpreted by some to state that the accumulation, 
assignment, or allocation of indirect costs is optional if management concludes that it is 
not economically feasible to accumulate, assign, or allocate indirect costs.  SFFAS 4, 
paragraph 124, requires that indirect costs be assigned using one of the three methods 
listed (i.e., accumulation, assignment, or allocation), and that the matter of economic 
feasibility be considered by management when making the cost-benefit decisions on 
which method to apply (SFFAS 4, paragraphs 142-143).  We suggest that the framework 
be revised to reflect that at least one of the three methods for distributing indirect costs 
(i.e., accumulation, assignment or allocation) be employed by management. 


Other Comments 


1. At the end of paragraph 5, the ED excludes internal use software from the scope of the TR.  We 
suggest that this exclusion be stated more prominently in the final TR.    


2. In Appendix B, the AAPC has included a discussion of specific accounting policies of the FAA, 
GSA, and NRO.  Absent a specific discussion in the appendix that these policies are provided 
for illustrative purposes and are only accurate as of the writing of this TR, one could interpret 
that a change in the FAA’s, GSA’s, or NRO’s policies mentioned in the TR may require a 
modification of the TR because the TR is higher in the GAAP hierarchy than the accounting 
policies set by the agencies’ management. 
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3. We also offer the following editorial suggestions: 


a. In paragraph B.5, we suggest that the phrase “while allows them to procure” should be 
modified to “which allows the NRO


b. In paragraph B.7.ii, we suggest the abbreviation “e.g.,” be used instead of “i.e.,” in the 
first sentence. 


 to procure” (emphasis added). 


c. Page 24 of the ED is blank, and should be removed. 


***** 


This comment letter was reviewed by the members of FISC, and represents the consensus views of 
our members.   
 
Very truly yours, 


 
Andrew C. Lewis 
FISC Chair 
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From: Tekleberhan, Karen - OCFO [mailto:Tekleberhan.Karen@dol.gov]  
Sent: Wednesday, May 01, 2013 5:51 PM 
To: FASAB 
Cc: Simpson, Cynthia - OCFO; Karczewski, Stanley - OCFO; Sacchetti, Dylan M - 
OCFO; balin.Robert@dol.gov; Polen, Chris P - OCFO; Brown, Kevin L - OCFO; 
Donovan, Joseph - OIG 
Subject: AAPC of FASAB Requests Comments on Exposure Draft, Proposed Technical 
Release, “Implementation Guidance for General Property, Plant, and Equipment Cost 
Accumulation, Assignment and Allocation” 
 
 
Attached please find comments from the U.S. Department of Labor, Office of the Chief 
Financial Officer, on the exposure draft of proposed Federal Financial Accounting 
Technical Release, “Implementation Guidance for General Property, Plant, and 
Equipment Cost Accumulation, Assignment and Allocation.”  Comments were requested 
by today, May 1, 2013. 
 
If there are any questions, please contact Cynthia Simpson at simpson.cynthia@dol.gov 
or 202-693-6807. 
 
Thank you for the opportunity to comment. 
 
Karen 
Karen Tekleberhan, CPA  
Deputy Chief Financial Officer 
U. S. Department of Labor 


(202) 693-6800 
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U.S. Department of Labor 
Office of the Chief Financial Officer 


Comments on Exposure Draft, Federal Financial Accounting Technical Release 
“Implementation Guidance for General Property, Plant, and 
Equipment Cost Accumulation, Assignment and Allocation” 


 
 
 
Q1.   Do you agree or disagree with the concept that the current accounting standards provide 
entity management with both the responsibility and flexibility to design generally accepted 
accounting principles (GAAP) compliant policies and processes that align with the respective 
entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please provide the rationale 
for your answer. 
 
Comment:  Yes, we agree that management has discretion in applying the cost assignment 
methods identified in SFFAS 4, paragraph 124, to accumulate acquisition costs because: 
-- overall, management has discretion with regard to materiality and thresholds for 
recognition; 
-- the accounting standard in SFFAS 4, paragraph 124, is principles-based, rather than 
rules-based, and alternative methodologies are described in paragraphs 148—162; 
-- management has alternatives for cost finding through special studies or through 
systematic means (and we interpret this in a manner that may include a combination of 
both special study and systematic means); 
-- in SFFAS 4, paragraph 124(a), the use of the words “whenever economically feasible” 
implies management’s discretion on whether to use direct tracing when considering 
materiality, efficiency, and timeliness. 
 
Q2.   Do you agree or disagree that an entity’s mission and operational environment impact the 
financial management information needs of the entity’s stakeholders (Paragraph 9)? Please 
provide the rationale for your answer. 
 
Comment:   We agree that an entity’s mission and operational environment impact the 
financial management needs of the entity’s stakeholders.  As the mission/operational 
environment grows in complexity, so may the stakeholders’ need of information for 
decision-making purposes. 
 
However, we believe that the wording in the example provided in paragraph 9 could be 
improved in the statement, “For example, entities operating under a fee-for-service or 
working capital fund structure have a business need to accumulate and allocate costs at a 
very granular level to ensure that their pricing models, rates and schedules facilitate the 
full recovery of costs under a non-appropriated, user-fee model.” by including “allowable” 
or “relevant” before the last instance of the word “costs.” 
 
 
 


ATTACHMENT 1- AAPC MEETING 07/11/2013 Page 29 of 68







Q3.   If you agree with “Q2” above, do you agree or disagree with management’s use of the three 
principles identified in Paragraph 10 to determine their stakeholder’s financial management 
information needs? Please provide the rationale for your answer. 
 
Comment:  We agree with the three principles, but we do not believe that materiality 
should be associated with the level of precision.  The level of precision could be associated 
with the use of estimated versus actual amounts, how frequently an estimate or 
methodology may be validated, or summarized versus detailed amounts.  We believe that 
materiality could also include qualitative factors, whereas level of precision connotes 
quantitative factors. 
 
The needs among stakeholders may differ depending on the stakeholder and impact the 
application of the principles.  Prior to the execution of each principle, management may 
consider the needs of the stakeholders and revisit the stakeholders’ needs periodically to 
make necessary adjustments.   
 
Q4.   Do you agree or disagree with how direct costs are characterized as it relates to G-PP&E in 
paragraph 15? Please provide the rational for your answer.  
 
Comment:  We agree with how direct costs are characterized as it relates to G-PP&E in 
paragraph 15.  Direct costs should be costs that are easily identified to the asset.  We 
believe that the reference to SFFAS 6, paragraph 26 is helpful and that the list provided in 
paragraph 13 (from SFFAS 6, paragraph 26) provides adequate guidance about the direct 
costs. 
 
Q5.   Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E 
in paragraph 16? Please provide the rational for your answer. 
 
Comment:  We agree with how indirect costs are characterized as it relates to G-PP&E in 
paragraph 16.  We believe that the reference to SFFAS 6, paragraph 26 is helpful and that 
the list provided in paragraph 13 (from SFFAS 6, paragraph 26) provides adequate 
guidance about the indirect costs.   
 
However, we noted that, unlike paragraph 15, paragraph 16 is missing the statement, “The 
item(s) of G-PP&E must meet or will meet the entity’s capitalization threshold or other 
capitalization recognition criteria.  We believe that this statement, or one similar to it, 
should also be included in paragraph 16. 
 
Q6.   Do you agree or disagree with the financial reporting of certain indirect costs as unassigned 
costs on the Statement of Net Cost as described in Paragraph 22? Please provide the rationale for 
your answer.  
 
Comment:  We agree with the financial reporting of certain indirect costs as unassigned 
costs on the Statement of Net Cost as described in Paragraph 22 because this is in 
compliance with SFFAS 4, paragraph 92.  The U.S. Department of Labor reports “Costs 
not Assigned to Programs” on its Statement of Net Costs. 
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Q7.   Do you agree or disagree with the financial reporting of non-production costs as described 
in Paragraph 24? Please provide the rationale for your answer. 
 
Comment:  We agree with the financial reporting of non-production costs as described in 
paragraph 24.  We believe that the non-production costs should be recognized as period 
costs and not deferred to future periods through capitalization to G-PP&E. 
 
Q8.   Do you agree or disagree with the approach (e.g., decision points, application of GAAP, 
etc.) as outlined in the Decision Framework Flowchart (Appendix C)?  Please provide the 
rationale for your answer. 
 
Comment:  We agree with the approach as outlined in the Decision Framework Flowchart 
(Appendix C).  However, on the right side of the chart, we believe that a decision point 
should also be included for reaching the capitalization threshold, in a manner similar to the 
left side of the chart.  
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From: Mainguy, Timothy (US - Arlington)  
Sent: Wednesday, May 01, 2013 4:59 PM 
To: FASAB 
Cc: Gorman, Louella (US - Arlington) 
Subject: Deloitte Comment Letter on Proposed FASAB Technical Release - 
Implementation Guidance for G-PPE Cost Allocation 
 
Good afternoon Ms. Payne, 
 
Enclosed is Deloitte’s response with comments to the subject exposure draft of 
proposed Federal Financial Accounting Technical Release, entitled Implementation 
Guidance for General Property, Plant, and Equipment Cost Accumulation, Assignment 
and Allocation. Our response letter includes two appendices. In Appendix A, we 
respond to each of the questions posed by the AAPC in the proposed Technical 
Release’s Questions for Respondents. Appendix B contains our editorial suggestions 
for the proposed Technical Release. 
 
We appreciate the opportunity to comment on the proposed Technical Release. If you 
have any questions concerning our comments or require additional information, please 
contact Louella Gorman at +1 571 814 7340 or by email at lgorman@deloitte.com 
 
Please confirm receipt of our letter. 
 
Kind Regards, 
 
Timothy Mainguy 
ERS Manager | Federal BR FSG  
Deloitte & Touche LLP 
1919 N. Lynn Street Arlington, VA 22209-1742, USA 
Tel/Direct: +1 571 227 8155 | Mobile: +1 301 651 6037 | Fax: +1 866 252 9539 
www.deloitte.com  
 
  
 


This message (including any attachments) contains confidential information intended for 
a specific individual and purpose, and is protected by law. If you are not the intended 
recipient, you should delete this message and any disclosure, copying, or distribution of 
this message, or the taking of any action based on it, by you is strictly prohibited.  


v.E.1 
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May 1, 2013 


Ms. Wendy M. Payne 
Executive Director 
Federal Accounting Standards Advisory Board 
Mailstop 6H19 
441 G Street, NW, Suite 6814 
Washington, DC 20548 
 


RE: Proposed FASAB Technical Release: Implementation Guidance for General Property, 
Plant, and Equipment Cost Accumulation, Assignment, and Allocation 


Dear Ms. Payne: 


Deloitte & Touche LLP  is pleased to comment on the Accounting and Auditing Policy 
Committee (AAPC) of the Federal Accounting Standards Advisory Board’s (FASAB or the 
Board’s) exposure draft of a proposed Federal Financial Accounting Technical Release, entitled 
Implementation Guidance for General Property, Plant, and Equipment Cost Accumulation, 
Assignment, and Allocation (the “proposed Technical Release”).  
We support the FASAB’s objective to promote improved understanding of the flexibility in the 
application of FASAB Statements of Federal Financial Accounting Standards as they relate to 
(1) recognition requirements related to costs incurred during the G-PP&E lifecycle, (2) the 
concept of a cost accumulation decision framework, and (3) management’s role in applying the 
cost accumulation, assignment, and allocation decision framework. 


This letter includes two appendices. In Appendix A, we respond to each of the questions posed 
by the AAPC in the proposed Technical Release’s Questions for Respondents. Appendix B 
contains our editorial suggestions for the proposed Technical Release. 


***** 


We appreciate the opportunity to comment on the proposed Technical Release. If you have any 
questions concerning our comments or require additional information, please contact Louella 
Gorman at +1 571 814 7340.  


Yours truly, 


 
Deloitte & Touche LLP 


cc: Louella Gorman, Partner


Deloitte & Touche LLP 
1750 Tysons Boulevard, Suite 800 
McLean, VA 22102 
 
Tel: +1 703 885 6000 
www.deloitte.com 
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Q1. Do you agree or disagree with the concept that the current accounting standards provide 
entity management with both the responsibility and flexibility to design generally accepted 
accounting principles (GAAP) compliant policies and processes that align with the respective 
entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please provide the 
rationale for your answer. 


We agree with the concept that the current accounting standards provide entity management with 
the responsibility and flexibility to design GAAP-compliant policies and processes that align 
with the respective entity’s operational environment. Specifically, one of the core objectives of 
federal financial reporting is to provide information to federal program managers (in addition to 
external users). This implies strongly that the entity should select and implement financial 
reporting policies and processes which produce information that is inherently relevant to its 
internal needs and environment. In fact, the Board, in SFFAC 1, paragraph 25, stated that “The 
FASAB, on the other hand, considers the information needs of both internal and external users.”  
 
However, the tailoring of GAAP-compliant policies should be tempered by the need to meet the 
basic characteristic of comparability. As stated in SFFAC 1, paragraph 164 “Comparability 
implies that differences among financial reports should be caused by substantive differences in 
the underlying transactions or organizations rather than by the mere selection of different 
alternatives in accounting procedures or practices.” Accordingly, the Board should consider 
providing cautionary guidance emphasizing that organizations should be mindful of 
comparability when selecting GAAP-compliant policies and procedures, and avoid selecting 
policies which result in significant differences in financial reporting between similar 
organizations which are merely attributable to alternative accounting procedures or practices, 
rather than underlying transactions or organizational characteristics. 
 
 
 Q2. Do you agree or disagree that an entity’s mission and operational environment impact the 
financial management information needs of the entity’s stakeholders (Paragraph 9)? Please 
provide the rationale for your answer. 


We agree that the financial management information produced by an entity should reflect the 
entity’s mission and operational environment, as detailed in our response to Q1 above. As federal 
program managers are a primary user of financial reports and require relevant financial 
management information, entities should generally select and design accounting policies and 
procedures which produce information that reflects the mission and operations of the entity. 
Useful information for decision making purposes should be based on the mission, objectives and 
strategy of the entity.  Additionally, the materiality of indirect costs, alongside cost-benefit 
analyses, must be considered when determining the needs of the entity’s stakeholders. The 
wording and accompanying example in paragraph 9 that notes: “An entity’s revenue 
source…significantly impacts the types of, and level of, cost detail required to be allocated to 
end assets” indicates the importance of materiality concerns within paragraphs 9 and 10.
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Paragraph 9 does not currently reference Statement of Federal Financial Accounting Standards 
35, Estimating the Historical Cost of General Property, Plant, and Equipment: Amending 
Statements of Federal Financial Accounting Standards 6 and 23 (SFFAS 35), in which the Board 
clarified and expanded on the ability to leverage a wide variety of information to establish 
reasonable, supportable estimates for PP&E asset values. Reasonable estimates of value for 
PP&E assets under SFFAS 35 often include more broadly-based estimates and allocations of 
indirect costs due to a lack of detailed information to support detailed cost assignments. The 
Board should consider making reference to the concepts invoked in SFFAS 35 related to 
materiality and reasonable estimates and allocations to promote consistency and further support 
the statements made in this paragraph. The Board may also refer to Statement of Federal 
Financial Accounting Standard 4 (SFFAS 4), paragraph 10, which states that “The full costs of 
resources that directly or indirectly contribute to the production of outputs should be assigned to 
outputs through costing methodologies or cost finding techniques that are most appropriate to 
the segment’s operating environment and should be followed consistently.” 
 
Further, we believe that more granularity in actual indirect cost information would generally be 
indicated when the materiality of the indirect costs to be allocated is significant when compared 
to the financial statements presented as a whole, and when the amount of costs assigned to G-
PP&E under more broad systems of allocation would differ substantially from those assigned 
using a more granular methodology. 
 


 Q3. If you agree with “Q2” above, do you agree or disagree with management’s use of the three 
principles identified in Paragraph 10 to determine their stakeholder’s financial management 
information needs? Please provide the rationale for your answer. 


We agree with the overall concepts of the three principles presented in Paragraph 10 of the 
exposure draft. These principles reflect key aspects of the qualitative characteristics of effective 
financial reporting information detailed in Chapter 6 of SFFAC 1, and the consideration of 
balancing costs and benefits detailed in Chapter 5 of SFFAC 1. However, some readers may be 
confused by the use of different terminology in the principles described in Paragraph 10 as 
compared to the qualitative characteristics described in SFFAC 1. The Board should consider 
placing these principles explicitly into the context of overall federal financial reporting 
objectives, user information needs, cost-benefit constraints, and characteristics of effective 
financial reporting as laid out in its conceptual framework. Alternately, this connection could be 
more completely explained in the Basis for Conclusions, or with the proposed changes we 
suggest in the editorial section of this comment letter.  


In addition, the use of the phrase “Cost-benefit of establishing and executing intricate cost 
assignment processes, methods and tools” may be unnecessarily prejudicial against the use of so-
called “intricate” cost assignment processes. We suggest the Board consider rephrasing this 
principle or simply deleting the word “intricate” (suggestion made in editorial section) to avoid 
prejudicial over-selection towards simplified cost assignment methodologies by users of the 
framework. The Board should exercise caution in providing cost-benefit as a primary 
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consideration in selection and application of cost allocation methodologies, as some users may 
see this as an overriding concern to the important principles of relevance and precision. We 
suggest the insertion of clarifying language in paragraph 10 similar to that appearing in SFFAS 
4, paragraph 142-143 (suggestion made in editorial section), which states: “Throughout the 
discussions of this section, it is stated that a cost accumulation and assignment method would be 
used when it is economically feasible. A method is economically feasible if the benefits resulting 
from implementing the method outweigh its costs. It is not advantageous to use a costing method 
if it requires a large amount of resources and yet produces information of little value to 
users…However, they are preferable because they produce more reliable cost information than 
cost allocations.” 


 
 Q4. Do you agree or disagree with how direct costs are characterized as it relates to G-PP&E 
in paragraph 15? Please provide the rationale for your answer.  


We agree with the characterization of direct costs based on the referenced citations to SFFAS 4 
and Statement of Federal Financial Accounting Standards 6, Accounting for Property, Plant and 
Equipment (SFFAS 6).  


 


Q5. Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E 
in paragraph 16? Please provide the rationale for your answer. 


We agree with the characterization of indirect costs based on the referenced citations to SFFAS 
6. As the proposed implementation guidance is primarily concerned with methods for 
accumulating and allocating indirect production costs, it may be helpful for readers if the Board 
were to provide additional guidance for determining whether an indirect cost contributes “to 
bring the G-PP&E to a form and location suitable for its intended use.” Specifically, there may 
be confusion among users of this guidance regarding the difference between administrative 
overhead which should not be capitalized and other, potentially similar, costs which should be 
allocated to G-PP&E and capitalized.  


In providing guidance on the definition of capitalizable indirect production costs, it may be 
helpful to review standards set by the Financial Accounting Standards Board (FASB) on this 
topic. FASB Accounting Standards Codification (ASC) 360-970 Property, Plant and Equipment 
Real Estate – General can be referenced in order to provide additional guidance regarding the 
definition of indirect project costs. ASC 360-970-25-3 states “Indirect project costs that relate to 
several projects shall be capitalized and allocated to the projects to which the costs relate.”  That 
standard spells out in its glossary definition of indirect project costs that such costs must be 
“clearly related” to the project under construction. Based on this guidance, it may be helpful to 
users if the Board defines capitalizable indirect costs to be those costs which can be clearly 
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related to cost objects which include G-PP&E and relate to activities necessary to bring the G-
PP&E to a form and location suitable for its intended use.  


An additional definition for Indirect Project Costs that may be helpful for readers is found in the 
FASB Accounting Standards Codification’s Master Glossary: 


“Costs incurred after the acquisition of the property, such as construction administration (for 
example, the costs associated with a field office at a project site and the administrative personnel 
that staff the office), legal fees, and various office costs, that clearly relate to projects under 
development or construction. Examples of office costs that may be considered indirect project 
costs are cost accounting, design, and other departments providing services that are clearly 
related to real estate projects.” 


Although we believe that a principles-based standard is essential to the success of this guidance, 
examples are very helpful to help reinforce users’ understanding in regards to this particular 
topic. 


 


Q6. Do you agree or disagree with the financial reporting of certain indirect costs as unassigned 
costs on the Statement of Net Cost as described in Paragraph 22? Please provide the rationale 
for your answer.  


We agree that management should consider general management and administrative support 
costs when identifying the costs to bring G-PP&E to a form and location suitable for its intended 
use. As noted in our response to Q5 above and per SFFAS 4 paragraphs 90 and 91, we believe 
that only indirect costs which are clearly related to, or can be specifically identified with, a G-
PP&E cost object should be considered for capitalization. To the extent that the Board clarifies 
the definition of capitalizable indirect project costs per our suggestions in response to Q5, 
paragraph 22 of the proposed Technical Release may be unnecessary, since it appears that the 
Board’s intention in including this paragraph is to further define indirect costs which are not 
capitalizable. Paragraph 16 of the proposed Technical Release also defines indirect costs and 
specifies their treatment, which appears to answer the question posed in paragraph 21 as to how 
indirect costs should be applied in considering the acquisition cost of G-PPE. Further, the 
paragraph, as written, is somewhat difficult to follow, overly general (e.g. “there will be 
differences in both methodologies and levels of allocation”), and unconnected with surrounding 
text. Accordingly, we recommend that the Board consider removing paragraph 22 and 
incorporating a reference to paragraph 16 of the proposed Technical Release as specified in the 
attached suggested editorial changes in Appendix B.   


 
 Q7. Do you agree or disagree with the financial reporting of non-production costs as described 
in Paragraph 24? Please provide the rationale for your answer. 
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We agree.  The costs specified in the example are unusual and, if capitalized, would create 
significant variances. Such variances may limit the usefulness of the cost information.    


 
Q8. Do you agree or disagree with the approach (e.g., decision points, application of GAAP, 
etc.) as outlined in the Decision Framework Flowchart (Appendix C)?  Please provide the 
rationale for your answer. 


We agree with the overall approach as outlined in the Decision Framework Flowchart, consistent 
with our responses in the previous sections above. We would suggest certain changes to align 
with our previous recommendations as detailed in the editorial section in Appendix B.  Primarily, 
we suggest that the framework incorporate a clear definition stating that indirect project costs are 
clearly related to cost objects which include G-PP&E and relate to activities necessary to bring 
the G-PP&E to a form and location suitable for its intended use. We also suggest that limited 
examples of “Indirect Project Costs” be provided to clarify the types of costs which should be 
considered for capitalization, as detailed in our response to Q5 above. 
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This appendix contains our suggested editorial changes to the proposed Statement. (Added text is 
underlined and deleted text is struck out.) 


Paragraph 10 


10. The following three principles may be used by management to determine their stakeholder’s 
financial management information needs: 


 a) Relevance/usefulness of information (both to internal and external stakeholders); 


 b) Level of precision (e.g., materiality) needed to properly manage and report costs; and  


c) Cost-benefit of establishing and executing intricate cost assignment processes, 
methods, and tools.  


10. The following principles may be used by management in conjunction with the definitions 
provided in SFFAC 1 to determine their stakeholder’s financial management information needs: 


 a) Relevance of information (logical relationship must exist between the information 
provided and the purpose for which it is needed, both to internal and external   


stakeholders) 


b) Reliability (e.g., nothing material should be omitted from the information necessary to 
represent faithfully the underlying events and conditions) 
 
c) Timeliness of information (e.g., benefits of more timely information can be more 
useful than precise information that takes longer to produce.) Note: a method is 
economically feasible if the benefits resulting from implementing the method outweigh 
its costs. It is not advantageous to use a costing method if it requires a large amount of 
resources and yet produces information of little value to users. However, more precise 
methods are preferable, to the extent they are economically feasible, because they 
produce more reliable cost information. 
 
OR 
 


10. The following three principles may be used by management to determine their stakeholder’s 
financial management information needs: 


a) Relevance/usefulness of information (both to internal and external stakeholders); 
 
b) Level of precision (e.g., materiality) needed to properly manage and report costs; and  
 
c) Cost-benefit of establishing and executing intricate cost assignment processes, methods, 
and tools. Note: a method is economically feasible if the benefits resulting from
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implementing the method outweigh its costs. It is not advantageous to use a costing 
method if it requires a large amount of resources and yet produces information of little 
value to users. However, more precise methods are preferable, to the extent they are 
economically feasible, because they produce more reliable cost information. 
 


Paragraph 16 
Indirect costs are costs that cannot be identified specifically with or traced to a given cost object 
in an economically feasible way [SFFAS 6, Glossary]. [For purposes of this guidance “cost 
object” is an item or items of G-PP&E.] The example of indirect costs noted in SFFAS 6 
Paragraph 26 is indirect production costs (for assets produced or constructed). The indirect costs 
identified as costs incurred to which clearly relate to, or can be specifically identified with, cost 
objects which include G-PP&E and relate to activities necessary to “bring the G-PP&E to a form 
and location suitable for its intended use” should be accumulated, assigned or allocated to the 
cost of the G-PP&E item(s). If the accumulated indirect costs are not identified as costs incurred 
to do not clearly relate to, or cannot be specifically identified with, cost objects which include G-
PP&E and relate to activities necessary to “bring the G-PP&E to a form and location suitable for 
its intended use” (for example, administrative overheads that do not contribute to bring the G-
PP&E item to a form and location suitable for its intended use), then the costs should be 
expensed. 


Paragraph 22 
A2. SFFAS 4, paragraph 92, explains that: “A reporting entity and its responsibility segments 
may incur general management and administrative support costs that cannot be traced, assigned, 
or allocated to segments and their outputs. These unassigned costs are part of the organization 
costs, and they should be reported on the entity’s financial statements (such as the Statement of 
Net Costs) as costs not assigned to programs.” Management should consider general 
management and administrative support costs when identifying the costs to bring the G-PP&E to 
a form and location suitable for its intended use. Entities may incur indirect costs that cannot be 
reasonably allocated to programs, segments, or outputs including G-PP&E acquisition. Indirect 
production costs only apply to G-PP&E produced or constructed. When entities are allocating 
general management and administrative support costs to G-PP&E, there will be differences in 
both methodologies and levels of allocation.  
 
Indirect costs which clearly relate to, or can be specifically identified with, cost objects which 
include G-PP&E and relate to activities necessary to bring the G-PP&E to a form and location 
suitable for its intended use should be accumulated, assigned or allocated to the cost of the G-
PP&E item(s). If the indirect costs do not clearly relate to, or cannot be specifically identified 
with, cost objects which include G-PP&E and relate to activities necessary to bring the G-PP&E 
to a form and location suitable for its intended use (for example, administrative overheads 
benefitting several programs that do not contribute to bring the G-PP&E item to a form and 
location suitable for its intended use), then the costs should be expensed in the period incurred. 
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Appendix C: Decision Framework Flowchart 


See changes suggested in Paragraph 10 above for page 1 of the flowchart as well as in the box 
which contains the text beginning with “Assign these costs to the item(s) or activities (outputs) 
they produce by:” 


In the box containing the text “Was the indirect cost incurred for cost objects which include G-
PP&E and needed to bring the G-PP&E to a form and location suitable for intended use?” (See 
SFFAS 6, par. 26): 


Was the indirect cost incurred for cost objects which include G-PP&E and clearly relate to, or 
can be specifically identified with the cost objects which include G-PP&E, and was indirect cost 
related to activities needed to bring the G-PP&E to a form and location suitable for intended use? 
(See SFFAS 6, par. 26) 
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From: Bergin, Christopher C 
Sent: Wednesday, May 01, 2013 4:46 PM 
To: FASAB 
Cc: Sidari, David P; Vaiana, Jerome A; Tucker, Gerald A; Guilford, William E; Moore, 
Scott 
Subject: HUD's response to AAPC Request for Comments on Proposed 
Implementation Guidance On G-PP&E Cost Allocation 
 
Hello, 
 
I am pleased to provide HUD’s response to the Accounting and Auditing Policy 
Committee’s request for comments on the Proposed Implementation Guidance on 
General Property, Plant, and Equipment Cost Accumulation, Assignment, and 
Allocation.  
 
Please do not hesitate to contact me if you have any questions. 
 
Chris Bergin 
Financial Policy and Procedures Division 
Office of the Assistant CFO for Financial Management 
U.S. Department of Housing and Urban Development 
451 7th Street S.W. 
Washington, DC 20410 
(202) 402-6374 
christopher.c.bergin@hud.gov 
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Questions for Respondents


Federal Financial Accounting Technical Release Exposure Draft:
Implementation Guidance on General Property, Plant, and Equipment Cost
Accumulation, Assignment, and Allocation
(Dated March 1, 2013)


U.S. Department of Housing and Urban Development


All responses are requested by May 1, 2013


Q1. Do you agree or disagree with the concept that the current
accounting standards provide entity management with both the
responsibility and flexibility to design generally accepted accounting
principles (GAAP) compliant policies and processes that align with the
respective entity's operational environment (Paragraphs 3 – 4, 19 –
20, and 25)? Please provide the rationale for your answer.


Yes, HUD agrees with the concept that the current accounting standards
provide entity management with both the responsibility and flexibility to design
generally accepted accounting principles (GAAP) compliant policies and
processes that align with the respective entity's operational environment. Due
to the diverse missions and nature of operations of each individual agency, it
is not practical to have one standard process to fit all agencies. Agencies
require flexibility to ensure the best approach to capture, allocate and present
their costs as it relates to their entity. The standards provide wide-ranging,
reasonable, and consistent principles for reporting within which entities can
effectively operate. These standards also are based on sound cost accounting
concepts and are broad enough to allow maximum flexibility for agency
managers to develop costing methods that are best suited to their operational
environment.


Q2. Do you agree or disagree that an entity’s mission and operational
environment impact the financial management information needs of
the entity’s stakeholders (Paragraph 9)? Please provide the rationale
for your answer.


Yes, the Department agrees that an entity’s mission and operational
environment impact the financial management information needs of the
entity’s stakeholders. An entity’s revenue source (e.g., appropriated funds,
revolving fund, user fee, etc.) significantly impacts the types of and level of
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cost detail required to be allocated to assets. As illustrated in Appendix B,
program cost verses period cost may vary among entities for a particular
asset. Allowing the flexibility to capture the difference in operational
environment enhances the information provided to the stakeholders.


Q3. If you agree with “Q2” above, do you agree or disagree with
management’s use of the three principles identified in Paragraph 10 to
determine their stakeholder’s financial management information
needs? Please provide the rationale for your answer.


Yes, HUD agrees with management’s use of the three principles identified in
Paragraph 10 to determine financial management information needs of
stakeholders. These principles provide a logical framework for management
to define the informational needs of stakeholders in the appropriate detail and
precision necessary to properly manage and report costs in a cost effective
manner. Relevance/usefulness, materiality, and cost-benefit are measures
commonly used in accounting to provide meaningful financial management
data to make sound decisions.


Q4. Do you agree or disagree with how direct costs are characterized as
it relates to G-PP&E in paragraph 15? Please provide the rational for
your answer.


Yes, the Department agrees with how direct costs are characterized as it
relates to G-PP&E in paragraph 15. Any costs incurred to bring PP&E to a
form and location suitable for its intended use should be consider direct costs
when it can be directly and without dispute linked to the specific G-PP&E item
in question.


Q5. Do you agree or disagree with how indirect costs are characterized
as it relates to G-PP&E in paragraph 16? Please provide the rational
for your answer.


Yes, HUD agrees with how indirect costs are characterized as it relates to
G-PP&E in paragraph 16. Indirect costs are costs that cannot be identified
specifically with or traced to a given cost object in an economically feasible
way. The indirect costs identified as costs incurred to “bring the G-PP&E to a
form and location suitable for its intended use” should be accumulated,
assigned or allocated to the cost of the G-PP&E item(s). With respect to
indirect costs which cannot be linked directly to the G-PP&E item, and/or were
not part of costs to bring the item to a form and location suitable for its
intended use (for example administrative overhead), then It is logical and
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sound accounting practice to expense or capitalize the item in accordance
with other standards.


Q6. Do you agree or disagree with the financial reporting of certain
indirect costs as unassigned costs on the Statement of Net Cost as
described in Paragraph 22? Please provide the rationale for your
answer.


Yes, HUD agrees with the financial reporting of certain indirect costs as
unassigned costs on the Statement of Net Cost as described in paragraph 22.
Costs that cannot be traced, assigned or allocated to a specific program
should be included in the Statement of Net Cost to avoid misstatement of the
agencies overall costs and financial statements. It is the entity’s goal to
capture accounting data as accurately as possible.


Q7. Do you agree or disagree with the financial reporting of non-
production costs as described in Paragraph 24? Please provide the
rationale for your answer.


Yes, the Department agrees with the financial reporting of non-production
costs as described in paragraph 24. However, the Department does not have
any non-production costs as it relates to this guidance. When appropriate, it
makes sense to distribute certain non-production costs over a number of past
periods to avoid materially distorting the agencies expenses and financial
position in any given accounting period.


Q8. Do you agree or disagree with the approach (e.g., decision points,
application of GAAP, etc.) as outlined in the Decision Framework
Flowchart (Appendix C)? Please provide the rationale for your
answer.


Yes, HUD agrees with the approach as outlined in the Decision Framework
Flowchart. It is consistent with the guidance outlined in the draft which is
logical, practical and sound accounting practice. It is also simple and easy to
follow. The decision framework flowchart provides users with an organized
approach for applying the principles described above to support their process
of developing entity specific policies and practices for accumulating,
allocating, and reporting the cost of G-PP&E in compliance with relevant
accounting standards. The decision framework supports the inherent
flexibility available to organizations to appropriately implement accounting
policies and practices in accordance with GAAP.
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NOTE: The majority of HUD’s PP&E consist of Internal Use Software which
was not covered in the scope of this document. HUD recognizes that it does
not currently have a precise cost allocation system to meet the objective of
SFFAS 10 and other cost allocation guidance. HUD uses an alternative
approach for reallocating costs based of FTEs. HUD hopes to implement a
cost allocation system in the future.
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From: Erik Dorman (BC) [mailto:erik.dorman@gsa.gov]  
Sent: Wednesday, May 01, 2013 3:13 PM 
To: FASAB 
Cc: Priscilla Sampson - BCA 
Subject: Comments - Federal Financial Accounting Technical Release Exposure Draft: 
Implementation Guidance on General Property, Plant, and Equipment Cost 
Accumulation, Assignment, and Allocation 
 


Dear FASAB Director,  


Attached in the email are GSA's comments on Federal Financial Accounting Technical 
Release Exposure Draft: Implementation Guidance on General Property, Plant, and 
Equipment Cost Accumulation, Assignment, and Allocation issued on March 1, 2013.  
Thank you for the opportunity to provide comments and please let me know if you have 
any questions. 
 
--  
Thank you, 
Erik Dorman, CPA, CISA, CIA 
Director, Financial Policy and Analysis (BCA) 
GSA, Office of the Chief Financial Officer 
erik.dorman@gsa.gov 
202-501-4568 
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General Services Administration 
Office of the Chief Financial Officer 


Financial Policy and Operations 
 


Federal Financial Accounting Technical Release Exposure Draft: 
Implementation Guidance on General Property, Plant, and Equipment 
Cost Accumulation, Assignment, and Allocation (Dated March 1, 2013) 
 


Questions for Respondents 
 


Q1.   Do you agree or disagree with the concept that the current accounting 
standards provide entity management with both the responsibility and 
flexibility to design generally accepted accounting principles (GAAP) 
compliant policies and processes that align with the respective entity's 
operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please provide 
the rationale for your answer. 


 
We agree such flexibility is necessary to determine materiality and perform a proper 
cost-benefit analysis.  General Services Administration (GSA) has been able to defend 
its current practices for capitalization threshold and cost allocation methodologies. 
However, we do believe there is a need for further clarification of 'indirect production 
costs," without this GSA may bump up against some external auditor's interpretation. 
 
Q2.   Do you agree or disagree that an entity’s mission and operational 


environment impact the financial management information needs of the 
entity’s stakeholders (Paragraph 9)? Please provide the rationale for your 
answer. 


 
We agree, different agencies require a greater degree of transparency and detail to be 
provided to stakeholders.  However, we suggest that FASAB clearly define the term 
"very granular". We are concerned with a reader's interpretation of this example. 
 
Q3.  If you agree with “Q2” above, do you agree or disagree with management’s 


use of the three principles identified in Paragraph 10 to determine their 
stakeholder’s financial management information needs? Please provide the 
rationale for your answer. 


 
We agree the principles identified address the germane issues. 
 
Q4.  Do you agree or disagree with how direct costs are characterized as it relates 


to G-PP&E in paragraph 15? Please provide the rational for your answer.  
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We believe the characterization is sufficient and clear.  The definition is consistent with 
how GSA is treating these costs in its internal policy, and it works well within the GSA 
environment. 
 
Q5.  Do you agree or disagree with how indirect costs are characterized as it 


relates to G-PP&E in paragraph 16? Please provide the rational for your 
answer. 


 
We are not clear of the definition of "indirect production costs" (para 13, 14, 16, & 23).  
The SFFAS No. 6, para 26, focus on “indirect production costs” is not full costing as we 
understand the requirements promulgated by SFFAS No. 4.  The language is, in itself, 
an inherent contradiction - - for an "indirect" cost to even clear the bar and be 
characterized as a "production cost" it would pretty much have to be a direct cost – if 
not of the construction project itself then at least a direct cost of the PBS Construction 
Segment/Program itself.  [Or how else would you know it’s a "production" cost?]  This 
inherent contradiction is again repeated where Par 16 says, “If the accumulated indirect 
costs are not identified as costs incurred to “bring the G-PP&E to a form and location 
suitable for its intended use” (for example, administrative overheads that do not 
contribute to bring the G-PP&E item to a form and location suitable for its intended use), 
then the costs should be expensed.”   That sentence is again clearly the test of a direct 
expense or an indirect expense within the construction program proper; this however is 
not full costing as put forth by SFFAS No.4 in our view. To meet the test of a 
“production” cost implies that the costs have been partitioned off in some way (e.g. 
organizationally) and can be directly traced to construction activity, although they may 
be indirect at the specific project level. In the context of SFFAS No. 4, this would 
generally preclude the capturing, as project construction output costs, of any costs that 
are not direct costs of the particular responsibility segment engaged in the construction 
activity.  Imputed Intra-departmental or imputed inter-entity costs would likely be 
excluded from the “full costs” of construction outputs and most billed Intra-departmental 
costs (e.g. GSA-wide IT Support) would be excluded as well.  We disagree with drawing 
such a line on capitalization of indirect costs, as assets on the scale of GSA building 
projects cannot be built without the full scope of administrative, personnel, accounting, 
legal , IT services and technical infrastructure that resides in the GSA support offices. 
Again, we would assume none of these cost fall under the mantle of an "indirect 
production cost" as none of these functions or services are a part of the Public Building 
Service (PBS) proper – at GSA these costs are intra-entity costs that are allocated to 
PBS and then to the PBS construction segments and assigned to outputs. 
 
Q6.   Do you agree or disagree with the financial reporting of certain indirect 


costs as unassigned costs on the Statement of Net Cost as described in 
Paragraph 22? Please provide the rationale for your answer.  


 
We agree the tracing and capitalization of indirect costs associated with bringing PP&E 
to its intended use are immaterial and represent aggressive accounting treatment. 
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Q7.  Do you agree or disagree with the financial reporting of non-production 
costs as described in Paragraph 24? Please provide the rationale for your 
answer. 


 
Please provide a sentence in this paragraph that addresses whether Environmental 
Remediation must be or may be included as a non-production cost.   Suggested 
sentence:  "Non-production costs may include clean up costs for environmental 
remediation.  However, clean up costs for environmental remediation does not always 
fall under non-production costs.  This is another area where Federal entities have 
flexibility based on the costing methods that are best suited to their operational 
environment."    Note:  Appendix B FAA Table 3 Phase 4 shows environmental costs 
with a comingled (expensed and capitalized) recognition.   If environmental remediation 
must always be a non-production cost, then this chart shows FAA not following GAAP. 
 
Q8.   Do you agree or disagree with the approach (e.g., decision points, 


application of GAAP, etc.) as outlined in the Decision Framework Flowchart 
(Appendix C)?  Please provide the rationale for your answer. 


 
We believe some of the decision points would leave some 'unassigned costs' and not in 
compliance with SFFAS #4 for full costing to agency's responsibility segments.  In 
addition, we found the flow chart confusing in that regardless of how a decision was 
answered all outcomes were the same "Expense or capitalize in accordance with other 
standards". 
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From: Katherine.Reed@dni.gov [mailto:Katherine.Reed@dni.gov]  
Sent: Monday, May 06, 2013 5:32 PM 
To: Valentine, Monica R 
Cc: barbarbj@dni.gov; William.Stefan@dni.gov; KETANRP@dni.gov; 
TYSONJS@dni.gov; Katherine.Reed@dni.gov 
Subject: Intelligence Community (IC) Comments - FASAB Implementation Guidance on 
General PP&E Cost Accumulation 
 
Monica: 
 


Attached for your consideration are the IC Comments on FASAB’s “Implementation 
Guidance on General 


Property, Plant, and Equipment Cost Accumulation, Assignment, and Allocation”.  
Please let me know if you have any questions.   
  
 
 
Katherine A. Reed, CGFM 
Chief  
Financial Improvement and Audit Readiness 
Financial Management Division 
CFO, ODNI 
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Intelligence Community (IC) Comments - FASAB Implementation Guidance on 
General PP&E Cost Accumulation 


Q1. Do you agree or disagree with the concept that the current accounting standards provide 
entity management with both the responsibility and flexibility to design generally accepted 
accounting principles (GAAP) compliant policies and processes that align with the respective 
entity's operational environment (Paragraphs 3 - 4, 19 - 20, and 25)? Please provide the 
rationale for your answer. 


NGA Response: Agree. Concept provides management with flexibility and to provide 
professional judgment/reasonable approach to allocate direct and indirect costs to G-PP&E in 
accordance with GAAP.  It allows for the design of a cost accumulation structure based on an 
assessment/judgment of criteria such as the relevance/usefulness of the information in the 
entity's operating environment. 


DIA Response: I believe the standard could be further clarified.  Paragraph 26 of SFFAS 6 
states that costs shall include all costs incurred to bring PP&E to a form and location suitable for 
its intended purpose.  And it goes on to list the different costs that should be included. While 
SFFAS 4 paragraph 124 does talk to directly tracing costs whenever feasible, and tells each 
reporting entity to determine the appropriate detail for its cost accounting data considering 
several factors to include practicality of data collection and processing, most logisticians and 
facility engineers only focus on SFFAS 6 and FMR Vol 4 Chapter 6.  Therefore there is a sense 
that all the cost elements listed in Paragraph 26 must be captured, if applicable, regardless of 
the feasibility. 


For example, a entity purchases equipment that is assembled and installed under separate 
contracts and shipped to the location of its intended use under yet another contract that again if 
captured may cause the asset to exceed the capitalization threshold.  Tracing some of these 
costs back to the originally purchased asset requires management to implement and maintain 
additional cost accounting processes.   A decision as to the economic feasibility of capturing the 
data and the relevance of the data to internal and external stakeholders needs to be considered.   


NSA Response: Agree, based upon the mission of the Agency the level of detail may vary. 


ODNI/FMD Response: ODNI agrees with the concept that the current accounting standards 
provide management with the responsibility and flexibility to design GAAP compliant policies 
and processes that align with it's operational environment. ODNI agrees with this rationale 
because one accounting standard setting body could not possibly provide standards at a 
detailed level that would provide for every accounting need for all agencies across the Federal 
Government.  Therefore, it is imperative that standards are set at a high enough level so that 
individual agencies can implement the standards to accommodate the accounting requirements. 


____________ 


Q2. Do you agree or disagree that an entity's mission and operational environment impact the 
financial management information needs of the entity's stakeholders (Paragraph 9)? Please 
provide the rationale for your answer. 


NGA Response: Agree. Organizational mission and operating structure must be considered 
when accumulating and bucketing asset costs.  For example, in a cost recovery environment 
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such as a working capital fund, it is important to capture, bucket and allocate asset depreciation 
according to the structure in place for recovering the costs. 


DIA Response: Absolutely.  The Exposure Draft paragraph A.7. accurately points out that 
financial management information needs vary by entity. 


NSA Response: Agree, entity stakeholders may require more detailed data to be able to 
evaluate the effective use of funds. 


ODNI/FMD Response: ODNI concurs that an entity's mission, operational environment, and 
revenue sources significantly impact the types and level of cost detail required to be allocated to 
end assets.  However, recommend that the wording in the paragraph be changed in align with 
and further emphasize the intent of SFFAS 4.  Paragraph 9 should read as follows "The 
decision framework discussed i this technical release recognizes that the cost accumulation 
needs of management may vary by entity.  In accordance with an entity's management purpose, 
the revenue source (e.g. approrpiated funds, revolving fund, user fee, etc) significantly impact 
the types of and level of cost detail required to be allocated for the intended purpose.   ......."   
The rationale for this change is that SFFAS 4 would not come into play unless a asset is being 
produce as an output and indirect cost have to be applied.   


______________ 


Q3. If you agree with "Q2" above, do you agree or disagree with management's use of the three 
principles identified in Paragraph 10 to determine their stakeholder's financial management 
information needs? Please provide the rationale for your answer. 


NGA Response: Agree. The three criteria must be considered since the accumulation of costs 
should reflect relevance to the stakeholders while considering the precision needed and 
associated cost/benefits of intricate/costly cost assignments. 


DIA Response: I agree.  All three of those principles need to be considered by management in 
deciding their and their stakeholders' information needs. 


Each agency, when deciding on the specific costs that should be allocated to assets or other 
cost objects need to consider the total agency requirements to ensure consistency in 
application, level of precision needed and relevance/usefulness of information.  If it is deemed 
relevant and useful to apply indirect costs to assets or other specific cost objects, care must be 
taken to ensure overhead is consistently applied across all agency assets or cost objects and 
that the agency is receiving a benefit and understands how to use the information for 
management decision making. 


NSA Response: Agree, these three principles should be considered when determining 
informational needs. 


ODNI/FMD Response: ODNI agrees with the use of the three principles identified in Paragraph 
10 to determine their stakeholder's cost accumulation needs.   


_______________  


Q4. Do you agree or disagree with how direct costs are characterized as it relates to G-PP&E in 
paragraph 15? Please provide the rational for your answer.   
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NGA Response: Agree. Direct costs can be specifically attributed to an end-item (or 
component of G-PP&E) and bring the G-PPE to a form and location suitable for its intended 
use.   


DIA Response: I agree but the Technical Release would benefit from examples of costs that 
may not be easily identifiable when bringing a G-PP&E to the form and location for its intended 
use. 


NSA Response: Agree with how direct costs are characterized.  Suggest breaking out labor 
into civilian government and military labor buckets. 


ODNI/FMD Response: ODNI agrees with the characterization of direct costs however, further 
clarification is needed addressing the application of direct costs to assets that are produced as 
output only.   


_______________________ 


Q5. Do you agree or disagree with how indirect costs are characterized as it relates to G-PP&E 
in paragraph 16? Please provide the rational for your answer.  


NGA Response: Agree. Indirect costs that do not "bring the G-PP&E to a form and location 
suitable for its intended use" are not allocated to the G-PP&E. 


DIA Response: I agree with the statement "can not be traced to a given cost object in an 
economically feasible way".  But again the Technical Release would benefit from an example of 
where it may not be economically feasible to trace the costs to the G-PP&E item 


NSA Response: Agree as presented, Suggest that indirect costs have three buckets: costs 
incurred at the level above asset creation (project); costs incurred at the level two up and just 
below upper management from asset creation (project) and the costs incurred at upper 
management level – director level.  Suggest allocation of the two lower level buckets of cost to 
the asset value and expense the upper management level costs. 


ODNI/FMD Response: ODNI agrees with the characterization of indirect costs however, further 
clarification is needed addressing the application of direct costs to assets that are produced as 
output only.   


_______________________ 


Q6. Do you agree or disagree with the financial reporting of certain indirect costs as unassigned 
costs on the Statement of Net Cost as described in Paragraph 22? Please provide the rationale 
for your answer.   


NGA Response: Agree.  Indirect costs that cannot be reasonably traced, assigned or allocated 
should not be assigned to a specific output.  If the allocation is not reasonable/defendable then 
it does not add to the usefulness/relevance of the assignment. 


DIA Response: Generally agree.  For organizations buying a lot of different types of G-PP&E, it 
is not practical to allocate G&A costs to the individual assets.  Whereas, it may make sense to 
allocate them to different programs under GPRA. 


Additionally, the organization has to consider whether the costs should be allocated to assets or 
other cost objects where costs have to be recovered from another external (Federal or non-
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Federal organization); and the allocation should be consistently applied to all similar assets or 
cost objects. 


NSA Response: Agree, this relates to suggestion for Q5 – upper management costs would not 
be allocated to asset value. 


ODNI/FMD Response: ODNI agrees with the reporting of certain unassigned indirect costs as 
costs not assigned to programs in the Statement of Net Cost.  However, this is included in 
paragraph 22 as a quotation from SFFAS 4 which is already authoritative, and not under review 
in this exposure draft.  Paragraph 22 is intended to answer the question "How should indirect 
costs be applied in considering the acquisition cost of G-PP&E?" 


ODNI believes the answer to this question should focus more around discussion on how to 
apply indirect costs (i.e. the different methodologies, and the criteria the auditors will use to 
evaluate them such as reasonableness and consistency).  The current paragraph only includes 
the statement that “there will be differences in both methodologies and levels of allocation.”   


Consistent with paragraph 17, ODNI recommends the answer emphasize management’s 
flexibility in selecting a reasonable methodology for applying costs to items of G-PP&E, and 
provide examples of reasonable cost allocation methodologies. 


Additionally, ODNI recommends that terms such ‘reporting entity’ be defined or cited to the 
appropriate standard to ensure clarity for the reader. 


___________ 


Q7. Do you agree or disagree with the financial reporting of non-production costs as described 
in Paragraph 24? Please provide the rationale for your answer.  


NGA Response: Agree. The cost of certain items are not related to the production of good or 
service as the event driving the cost is unrelated to the end item. 


DIA Response: I do not think that non-production costs should be captured in the value of G-
PP&E.  These costs may need to be captured for a BRAC decision or estimated for a cost-
benefit analysis but I don't see the accounting logic in capitalizing them as part of a G-PP&E 
asset. 


NSA Response: Agree, only costs that can be associated with the construction/purchase of an 
asset should be added to the value of the asset. 


ODNI/FMD Response: ODNI concurs with the financial reporting treatment of non-production 
costs as described in Paragraph 24. 


_________________ 


Q8. Do you agree or disagree with the approach (e.g., decision points, application of GAAP, 
etc.) as outlined in the Decision Framework Flowchart (Appendix C)?  Please provide the 
rationale for your answer.  


NGA Response: Agree. The Framework provides flexibility developing a cost accumulation 
approach that complies with GAAP. 
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DIA Response: Generally agree.  As pointed out in #3 above, the economical feasibility of 
capturing these costs and the usefulness of the information to internal and external stakeholders 
needs to be part of the decision tree.  The decision framework however, isn't clear as to when 
you would decide whether the item meets the capitalization threshold.  Is it just based on the 
direct costs as the framework shows or do you need to determine all costs applied to the G-
PP&E before you determine whether it meets the capitalization criteria?   


NSA Response: Agree, the flow easily depicts the questions and responses to drive to the 
proper treatment of costs. 


ODNI/FMD Response: In the Decision Framework Flowchart, ODNI recommends reversing the 
order of the boxes for 1) determining whether direct costs are assignable to an item, and 2) 
exceed the capitalization threshold.  This is in reference to the second and third boxes after 
answers of 'YES' and 'YES' in the Flowchart.  For example, shouldn't costs have to be 
assignable to an item of G-PP&E before it can be determined whether the item exceeds the 
capitalization threshold?   


Second, ODNI recommends rearrangement of the boxes to make the flow of the framework 
more apparent at first glance.  For example, the final box related to assignment of costs looks at 
first like it is related to indirect costs because it is on the right side of the chart.  The box above 
that box overlaps with another box, and suggest adding ‘Start’ and ‘End’ boxes to the chart.                                                                                                                                                                     
Third, in the first decision box, where it states "Are the costs indirect sots that cannot be ...."  
The word cannot should be changed to "can"   The sentence as it is make sit a negative 
statement making the decision a "no". 
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From: Grant, Valerie D (JMD)  
Sent: Tuesday, May 07, 2013 3:28 PM 
To: FASAB 
Subject: RE: Reminder: AAPC Requests Your Input 
 
Good afternoon FASAB, 
 
The purpose of the email is to provide comments, based on our review, for your 
consideration on Exposure Draft “Implementation Guidance on General Property, Plant 
and Equipment Cost Accumulation Assignment and Allocation.  
 
Thanks for the opportunity to review and comment.  
 
Valerie D. Grant 
DOJ JMD Finance Staff 
Financial Statements Group 
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Response from: United States Department of Justice 
 
All responses are requested by May 1, 2013. Extended to May 6, 2013 
 
Q1. Do you agree or disagree with the concept that the current accounting standards 
provide entity management with both the responsibility and flexibility to design generally 
accepted accounting principles (GAAP) compliant policies and processes that align with 
the respective entity's operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? 
Please provide the rationale for your answer.  
 
Agree. The current accounting standards provide entity management the ability to set its own 
policies and processes. Given that all federal entities are not created equally, different budgets 
as well as different missions, the PP&E needs differ greatly.  Flexibility can also exist within an 
entity depending on the nature of costs.  It would be impossible to design a standard that would 
be appropriate for all organizations.  
 
 
Q2. Do you agree or disagree that an entity’s mission and operational environment 
impact the financial management information needs of the entity’s stakeholders 
(Paragraph 9)? Please provide the rationale for your answer.  
 
Agree, for the most part.  Despite the source of revenue, transparency in reporting to 
stakeholders is of the utmost importance to ensure there is no waste, fraud, or abuse.  While the 
Department believes transparency is important, it also believe that the nature of the costs 
should determine the level in which financial information is provided to stakeholders. Further the 
level can vary throughout the same entity depending on the nature of the cost and require 
different levels of reporting.  
 
It may not be economically feasible, nor warranted, to provide stakeholders with granular costs 
that to complete a total unit; however, even though it is not practical to provide transparency to 
the level of incidental costs, it is important to properly report the cost of the entire building. 
 
Conversely, costs out of the same funding source may require granular reporting if the nature of 
those costs is different.  
 
Q3. If you agree with “Q2” above, do you agree or disagree with management’s use of 
the three principles identified in Paragraph 10 to determine their stakeholder’s financial 
management information needs? Please provide the rationale for your answer.  
 
Agree.  The three principles provide a framework for deciding what information is relevant and 
material to reporting for the organization.  In addition, the principles address what level of detail 
is necessary to satisfy reporting needs both internal and external as well as the associated cost 
to track the information. 
 
Q4. Do you agree or disagree with how direct costs are characterized as it relates to G-
PP&E in paragraph 15? Please provide the rational for your answer.  
 
Agree, most PP&E have easily identifiable direct costs associated with the purchase such as 
the cost of the equipment, freight and installation.  When the cost includes onsite installation 
and human intervention (supervision, training, construction) the cost are sometimes more 
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difficult to access.  However, these costs must be included to ensure the full cost of bringing the 
PP&E to a usable status is recorded. 
 
Q5. Do you agree or disagree with how indirect costs are characterized as it relates to G-
PP&E in paragraph 16? Please provide the rational for your answer.  
 
Agree.  The costs that cannot be directly associated to the production of G-PP&E should be 
allocated as they are determined to be necessary to produce the end product.  Any costs that 
cannot be tied directly and rationally associated with the production should be expensed.  Some 
examples in the paragraph would help with explaining this concept. 
 
Q6. Do you agree or disagree with the financial reporting of certain indirect costs as 
unassigned costs on the Statement of Net Cost as described in Paragraph 22? Please 
provide the rationale for your answer.  
 
Agree, there are costs which are necessary to conduct business that exist regardless of whether 
G-PP&E is purchased/produced.  These costs should not be allocated to any special project 
and G-PP&E.  Since the “cost of doing business” differs from one organization to another these 
cost must be accessed by the individual organization. 
 
 
Q7. Do you agree or disagree with the financial reporting of non-production costs as 
described in Paragraph 24? Please provide the rationale for your answer.  
 
Agree, except DOJ attributes the costs associated with the demolition and clean-up of a loss 
(i.e. natural disaster) to the acquisition to construct new PP&E. 
 
Q8. Do you agree or disagree with the approach (e.g., decision points, application of 
GAAP, etc.) as outlined in the Decision Framework Flowchart (Appendix C)? Please 
provide the rationale for your answer. 


Agree, the flowchart mirrors the process flow as written in the Standard.  DOJ currently uses 
this approach. 
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May 8, 2013  
 
 
Ms. Wendy M. Payne  
Executive Director  
Federal Accounting Standards Advisory Board (FASAB)  
441 G Street, NW, Suite 6814  
Mailstop 6H19  
Washington, DC 20548  
 
RE:  Proposed Federal Financial Accounting Technical Release, Implementation Guidance for 


General Property, Plant, and Equipment Cost Accumulation, Assignment and Allocation – the 
exposure draft (ED) 


 
Dear Ms. Payne:  
 
We appreciate the opportunity to respond to the proposed Federal Financial Accounting Technical 
Release, Implementation Guidance for General Property, Plant, and Equipment Cost Accumulation, 
Assignment and Allocation – the exposure draft (ED). We recognize the Accounting and Auditing Policy 
Committee’s (AAPC) efforts to develop this technical release based on their mission to assist the federal 
government in improving financial reporting by timely identifying, discussing, and recommending 
solutions to accounting issues within the framework of existing authoritative literature. We appreciate the 
AAPC’s belief that there is a need for additional guidance on accounting issues related general property, 
plant, and equipment (G-PP&E).  
 
We understand that the purpose of the document is to promote an understanding of the flexibility of the 
standards as it relates to the allocation of indirect production costs to G-PP&E. However, we believe that 
the standards provide the necessary guidance to accomplish the stated purpose, without the need for a 
technical release. Paragraph 26 of Statement of Federal Financial Accounting Standards (SFFAS) No. 6, 
Accounting for Property, Plant, and Equipment provides examples of the types of costs that should be 
included in G-PP&E, assuming the criteria noted in paragraphs 17 and 18 of SFFAS No. 6 for 
capitalization have been met.  Included within these example cost are indirect production costs for assets 
produced or constructed.  Therefore, if the criteria for capitalization have been met, the standards require 
indirect production costs (for assets produced or constructed) to be recognized as part of the cost of G-
PP&E.  Paragraph 124 of SFFAS No. 4, Managerial Cost Accounting Standards and Concepts, provides 
flexibility to entity management by describing the three methods for cost assignment/allocation.  Further, 
paragraph 125 of SFFAS No. 4, states that these methods can be applied to the assigning of indirect costs 
to outputs, which would relate to the assigning of indirect production costs to G-PP&E.   
 
However, if after considering the above information the AAPC believes a technical release is warranted, 
we provide the following specific revisions to accomplish the stated purpose of promoting the flexibility 
of the accounting standards in relation to the allocation of indirect production costs to G-PP&E.  
 


1. The technical release should clearly state its purpose, which should include a reference to the 
applicable paragraph or paragraphs of the existing standards to which the guidance relates.  For 


 KPMG LLP Telephone +1 212 758 9700 
 345 Park Avenue Fax +1 212 758 9819  


New York, N.Y. 10154-0102 Internet www.us.kpmg.com 
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example, based on our understanding of the purpose, the technical release could state the 
following in the first paragraph: 
 


Statement of Federal Financial Accounting Standards 6 (SFFAS 6), Accounting for 
Property, Plant and Equipment, paragraph 26 outlines the recognition requirements for 
general property, plant, and equipment.  Specifically, paragraph 26 states that all general 
PP&E shall be recorded at cost.  Cost shall include all costs incurred to bring the PP&E 
to a form and location suitable for its intended use.  For example, the cost of producing or 
constructing G-PP&E should include indirect production costs. The purpose of this 
technical release is to provide guidance as it relates to the recognition of indirect 
production costs incurred during the construction/production of an asset and the 
allocation of those costs to G-PP&E. The guidance assumes that the criteria for 
capitalization as provided in paragraphs 17 and 18 of SFFAS No. 6 have been met. 
 


2. Once having clearly established the purpose, there should not be the need to discuss in the 
technical release direct costs or those costs (direct or indirect) that do not meet the criteria for 
capitalization and therefore are expensed.  We believe including information unrelated to the 
purpose of the technical release may cause confusion. Further, after establishing the purpose, the 
technical release should introduce the decision framework and state that it has been developed to 
assist entity management in applying the guidance included within the technical release. 
 


3. The technical release should state that the first step in the decision framework includes the 
accumulation of indirect production costs related to G-PP&E, which can be referred to as the 
indirect production cost “pool”.  The next step would relate to the assignment/allocation of the 
indirect costs from the “pool” to outputs (G-PP&E). 
 


4. The second step of the decision framework should relate to the assignment/allocation of indirect 
production costs from the pool to G-PP&E. This step of the technical release should refer to 
SFFAS No. 4, paragraph 124 for guidance related to the assignment/allocation of indirect 
production costs.  It should be noted that paragraph 124 of SFFAS No. 4, provides the three 
methods for assigning (allocating) indirect costs to outputs. These three methods demonstrate the 
flexibility that the AAPC is seeking to promote as part of this technical release. As part of this 
step, it should be clear that if the indirect costs have been determined to be capitalizable in 
accordance with SFFAS No. 6, then the costs should be allocated to G-PP&E and remain 
capitalized for the life of the asset.  The current decision framework flowchart included in 
Appendix C could be interpreted that if an entity cannot establish a method to allocate the costs 
that the costs could be expensed, which would not be in accordance with the standards. 
 


5. The technical release should not include the information provided in Appendix B.  The inclusion 
of specific agency policies and procedures that are presented at a summarized level may be 
incorrectly interpreted by a user of the technical release. In addition, the concept of materiality is 
not discussed in relation to the policies and procedures, as what may be appropriate for one 
agency may not be appropriate for another. Further, the inclusion of the specific agency policies, 
while summarized, could be interpreted as an endorsement by the FASAB of these policies and 
procedures. 
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6. Based upon the steps noted through items 3 and 4 above, Appendix C (Decision Framework 
Flowchart) should be adjusted as follows: 
 


a. The first decision point should be – do the costs meet the criteria for capitalization in 
accordance with SFFAS No. 6.  If the answer is “no” then the result would be to expense 
in accordance with the standards.  


b. The next decision point (if “yes” to item “a”) should be – are the costs indirect production 
costs for assets produced or constructed? If the answer is “no” then the result would be to 
capitalize in accordance with SFFAS No. 6. 


c. The next and last decision point (if “yes” to item “b”) should be – assign/allocate to G-
PP&E using one of the three methods outlined in SFFAS No. 4, paragraph 124.  


 
7. Appendix D is not necessary to be included with the technical release. 


 
We recommend that the AAPC and Board consider the issues described above and consider the need for 
the technical release or consider the outline provided in items 1-7 above in order to re-draft the technical 
release. If the AAPC elects not to follow our suggested outline for the technical release, we provide the 
following additional comments: 
 


1. The technical release should not include references to SFFAS 23 and 25 as the guidance does not 
relate to the requirements of those standards. 
 


2. Although Paragraph 5 of the technical release excludes Internal Use Software from the scope of 
the document, based on our understanding of the purpose; we believe that the technical release 
could be applied to indirect production costs related to Internal Use Software (SFFAS 10).  
SFFAS 10 paragraph 15 states, “Entities should capitalize the cost of software when such 
software meets the criteria for G-PP&E.” Paragraph 16 further states, “For internally developed 
software, capitalized cost should include the full cost (direct and indirect costs) incurred during 
the software development stage.” 
 


3. The technical release should clearly state that the guidance does not relate to other aspects of 
SFFAS No. 6 outside of indirect production costs, such as the recognition of direct costs related 
to G-PP&E and the recognition of environmental liabilities. 
 


4. Based upon our understanding of the purpose, paragraph 10 of the ED is not necessary. If the 
indirect production costs meet the criteria for capitalization in accordance with SFFAS No. 6, the 
needs of the internal and external users; level of precision; and cost-benefit of allocating costs 
should not override the requirement that the costs be capitalized. We also believe the introduction 
of new principles goes beyond the role of a technical release. Further the first of three principles 
(relevance) is a specific consideration of FASAB in setting GAAP. 
 


5. Paragraph 2 implies that there is flexibility within the standards as it relates to the recognition 
requirement of G-PP&E costs. While we agree that the standards include flexibility related to the 
points made in 2b and 2c; the flexibility related to the recognition requirement of G-PP&E costs 
(included in item 2a) is not in accordance with SFFAS No. 6 and as a result should be removed 
from paragraph 2. 
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6. Appendix B should not be included; however, if the AAPC elects to maintain Appendix B, we 
suggest that terminology such as “environmental studies” and “software design” be removed from 
the summarized policies/procedures.  The inclusion of these terms could cause a user of the 
technical release to draw the incorrect conclusion that the guidance relates to the recognition of 
environmental liabilities or the accounting for internal use software. We also recommend that the 
FASAB obtain approval of the summarized accounting policies/procedures from appropriate 
senior accounting leadership within the named agency. 
 


 
Due to the issues described above, we have not provided comments on the specific questions posed by the 
ED. 
 
If you have questions about our response, please contact Ms. Amanda Nelson at 202-533-5560 or 
aenelson@kpmg.com.  


 


Very truly yours, 


 
 


KPMG LLP 
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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD 


The Secretary of the Treasury, the Director of the Office of Management and Budget (OMB), 
and the Comptroller General, established the Federal Accounting Standards Advisory Board 
(FASAB or “the Board”) in October 1990. FASAB is responsible for promulgating accounting 
standards provide entity management with both the responsibility and flexibility to designfor the 
United States Government. These standards are recognized as generally accepted accounting 
principles (GAAP) compliant policies and processes that align with the respective entity's 
operational environment (Paragraphs 3 – 4, 19 – 20, and 25)? Please provide the rationale for 
your answerfor the federal government. 


 
Q2.   Do you agree or disagree that an entity’s mission and operational environment 


impact the financial management information needs of the entity’s stakeholders 
(Paragraph 9)? Please provide the rationale for your answer. 


 
Q3.  If you agree with “Q2” above, do you agree or disagree with management’s use of 


the three principles identified in Paragraph 10 to determine their stakeholder’s 
financial management information needs? Please provide the rationale for your 
answer. 


 
Q4.  Do you agree or disagree with how direct costs are characterized as it relates to 


G-PP&E in paragraph 15? Please provide the rational for your answer.  
 
Q5.  Do you agree or disagree with how indirect costs are characterized as it relates to 


G-PP&E in paragraph 16? Please provide the rational for your answer. 
 


Q6.   Do you agree or disagree with the financial reporting of certain indirect costs as 
unassigned costs on the Statement of Net Cost as described in Paragraph 22? 
Please provide the rationale for your answer.  


 
Q7.  Do you agree or disagree with the financial reporting of non-production costs as 


described in Paragraph 24? Please provide the rationale for your answer. 
 
Q8.   Do you agree or disagree with the approach (e.g., decision points, application of 


GAAP, etc.) as outlined in the Decision Framework Flowchart (Appendix C)?  
Please provide the rationale for your answer. 
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An accounting standard is typically formulated initially as a proposal after considering the 
financial and budgetary information needs of citizens (including the news media, state and local 
legislators, analysts from private firms, academe, and elsewhere), Congress, federal executives, 
federal program managers, and other users of federal financial information. The proposed 
standards are published in an Exposure Draft for public comment. In some cases, a discussion 
memorandum, invitation to comment, or preliminary views document may be issued before an 
exposure draft is released on a specific topic. A public hearing is sometimes held to receive oral 
comments in addition to written comments. The Board considers comments and decides 
whether to adopt the proposed standard with or without modification. After review by the three 
officials who sponsor FASAB, the Board publishes adopted standards in a Statement of Federal 
Financial Accounting Standards. The Board follows a similar process for Statements of Federal 
Financial Accounting Concepts, which guide the Board in developing accounting standards and 
formulating the framework for federal accounting and reporting. 


Additional background information is available from the FASAB or its website: 


• “Memorandum of Understanding among the Government Accountability Office, 
the Department of the Treasury, and the Office of Management and Budget, on 
Federal Government Accounting Standards and a Federal Accounting Standards 
Advisory Board.”  


• “Mission Statement: Federal Accounting Standards Advisory Board”, exposure 
drafts, Statements of Federal Financial Accounting Standards and Concepts, 
FASAB newsletters, and other items of interest are posted on FASAB’s website 
at: www.fasab.gov. 


Copyright Information 


This is a work of the U. S. government and is not subject to copyright protection in the United 
States. It may be reproduced and distributed in its entirety without further permission from 
FASAB. However, because this work may contain copyrighted images or other material, 
permission from the copyright holder may be necessary if you wish to reproduce this material 
separately. 


 
Contact us: 
 
Federal Accounting Standards Advisory Board 
441 G Street, NW, Suite 6814 
Mail stop 6H19 
Washington, DC 20548 
Telephone 202-512-7350 
FAX 202-512-7366 
www.fasab.gov 
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The Accounting and Auditing Policy Committee 


The Accounting and Auditing Policy Committee (AAPC) was organized in May 1997 by the 


Department of the Treasury, the Office of Management and Budget (OMB), the Government 


Accountability Office (GAO), the Chief Financial Officers' Council (CFOC), and the Council of 


the Inspectors General on Integrity and Efficiency (CIGIE) [formally the President's Council on 


Integrity and Efficiency (PCIE)], as a body to research accounting and auditing issues requiring 


guidance.   


The AAPC serves as a permanent committee established by the Federal Accounting Standards 


Advisory Board (FASAB). The mission of the FASAB is to develop accounting standards after 


considering the financial and budgetary information needs of congressional oversight groups, 


executive agencies, and the needs of other users of Federal financial information. The mission 


of the AAPC is to assist the Federal government in improving financial reporting through the 


timely identification, discussion, and recommendation of solutions to accounting and auditing 


issues as they relate to the specific application of existing authoritative literature. 


The AAPC is intended to address issues that arise in implementation, which are not specifically 


or fully discussed in Federal accounting and auditing standards.  The AAPC's guidance is 


cleared by FASAB before being published.  


Additional background information on the AAPC is available from the FASAB or its website: 


 “Charter of the Accounting and Auditing Policy Committee” 
 


 “Accounting and Auditing Policy Committee Operating Procedures” 
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  3 Summary | FASAB 


 


SUMMARY 


The implementation guidance promotes an understanding of organizational considerations that 
affect the application of the standards for general property, plant, and equipment (G-PP&E) 
except for internal use software. The implementation guidance relates to:  


a) Recognition requirements for programmatic, managerial, administrative, and other 
elements of program costs incurred during the G-PP&E lifecycle, decisions regarding the 
granularity of cost information, and acceptable methods for recognizing those costs (i.e., 
capital costs captured on the Balance Sheet or period expense costs captured on the 
Statement of Net Costs [SNC]),  


b) The concept of a cost accumulation and allocation decision framework (i.e., acceptable 
methods of accumulating, assigning, and reporting cost data), and  


c) Management’s role in applying the cost accumulation, assignment, and allocation 
decision framework. 


One of the objectives of this Technical Release is to enable federal reporting entities to use a 


consistent framework to apply existing guidance. The guidance also supports the objectives of 


ensuring that transactions involving G-PP&E are recorded in accordance with federal 


accounting standards, and (the cost of producing federal financial information, as it relates to 


establishing the cost of G-PP&E, does not outweigh the benefits derived by the users of the 


financial information. Lastly, it provides a decision framework flowchart to assist entity 


management in applying the principles described throughout the Technical Release.  
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INTRODUCTION 


PURPOSE 


1. Statement of Federal Financial Accounting Standards 6 (SFFAS 6), Accounting for Property, 


Plant, and Equipment, (paragraph 26) outlines the recognition requirements for general 


property, plant, and equipment (G-PP&E).) except for internal use software. Paragraph 26 


states that,  


 
“All general PP&E shall be recorded at cost. Cost shall include all costs incurred to bring 
the PP&E to a form and location suitable for its intended use.”  
 


The AAPC G-PP&E Cost Accounting Issues Subgroup was developed to address a request 
for implementation guidance for these requirements.  


 
2. ImplementationThe implementation guidance is needed to promotepromotes an 


understanding of the flexibility inorganizational considerations that affect the application of 
the standards as itfor general property, plant, and equipment (G-PP&E) except for internal 
use software. The implementation guidance relates to:  


a) Recognition requirements related tofor programmatic, managerial, administrative, and 


other elements of program costs1 incurred during the G-PP&E lifecycle, the required 


levelsdecisions regarding the granularity of precisioncost information, and acceptable 


methods for recognizing those costs (i.e., capital costs captured on the Balance Sheet or 


period expense costs captured on the Statement of Net Costs [SNC]),  


b) The concept of a cost accumulation and allocation decision framework (i.e., acceptable 


methods of accumulating, assigning, and reporting cost data), and  


c) Management’s role in applying the cost accumulation, assignment, and allocation 


decision framework. 


 
In promoting an understanding of the standards it is important to reiterate management’s 
responsibility to consider the six2 qualitative characteristics of financial reporting established 
in Statement of Federal Financial Accounting Concept (SFFAC) 1. More specifically, 
management should be mindful of comparability when establishing policies and procedures. 
This framework should aid management in selecting policies which are comparable because 
they are derived from underlying transactions or organizational characteristics rather than 
being attributable to preferences. 


3. The accounting standards and related basis for conclusions consistently recognize 


management’s role in interpreting and applying generally accepted accounting principles 


(GAAP) (i.e., management’s decision framework) to its respective entity’s operational 


environment.  The standards are meant to provide wide-ranging, reasonable, and consistent 


principles for reporting entities to operate within and to apply, respectively. For example, 


paragraph 3 of SFFAS 4, Managerial Cost Accounting Standards and Concepts, states, 


“These standards are based on sound cost accounting concepts and are broad enough to 


                                                
1
 In this document, all subsequent references to these costs are collectively referred to as “program costs.”   


2 Understandability, Reliability, Relevance, Timeliness, Consistency, and Comparability (SFFAC 1 paragraph 156) 
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allow maximum flexibility for agency managers to develop costing methods that are best 


suited to their operational environment.” 


 
4. Consistent with “management’s decision framework” (see Decision Framework Flowchart at 


Appendix C), this technical Technical release Release is intended to reemphasize the 


“framework” aspect of the managerial cost accounting concepts and standards as they 


relate to G-PP&E cost accounting and reporting as outlined in SFFAS 6 and SFFAS 4. 


 


BACKGROUND 


1. This technical release clarifies, but does not change guidance previously provided in 
SFFAS 4, SFFAS 6, SFFAS 23, and SFFAS 35. Internal Use Software was not included 
in the scope of this document. 
 


EFFECTIVE DATE 


 
2. This technical release is effective upon issuance. 
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BACKGROUND 


OVERVIEW 


5. The Accounting and Auditing Policy Committee (AAPC) G-PP&E Cost Accounting Issue 


(CAI) subgroup was tasked with identifying and presenting recommendations to the AAPC 


to address the complexities of allocating program costs to G-PP&E consistent with the role 


of management’s decision framework. This technical Technical release Release (TR) 


addresses the following three central components of G-PP&E cost accounting and reporting:  


a. Recognition requirements related tofor programmatic, managerial, administrative, 


and other elements of program costs incurred during the G-PP&E lifecycle, required 


levelsdecisions regarding the granularity of precision,cost information,, and 


acceptable methods for recognizing those costs (i.e., capital costs captured on the 


Balance Sheet or period expense costs captured on the Statement of Net Costs 


[SNC]),  


b. The concept of a cost accumulation and allocation decision framework (i.e., 


acceptable methods of accumulating, assigning, and reporting cost data), and  


c. Management’s role in applying the cost accumulation and allocation decision 


framework.  


 
6. The decision framework is intended to be used as a tool for management to leverage and 


guide professional judgment in the development and application of policies and practices to 


account for the cost incurred for G-PP&E in accordance with GAAP. Every entity has unique 


requirements and needs for financial management information to enable the successful 


execution of its mission and associated programs. Further, each entity requiresneeds 


varying levels of precision and granularity when allocating costs to end outputs or 


objectives. Therefore, each entity must assess and establish the appropriate cost benefit 


threshold for allocating program costs to G-PP&E assets in accordance with GAAP based 


on its mission requirements, operating environment, and stakeholder needs.  The purpose 


of the decision framework is to provide guidelines and considerations, founded on a G-


PP&E acquisition lifecycle approach, to guide management through the application of the G-


PP&E accounting standards within their unique business environment. The decision 


framework incorporates the inherent application flexibility built into the accounting standards 


to assist management to reasonably interpret and apply the standards in order to 


appropriately accumulate, allocate and recognize the cost of G-PP&E within their unique 


operating environment.  


 


7. The decision framework discussed in this technical Technical release Release recognizes 


that the financial management information needs of stakeholders, both internal and external, 


vary by entity. depending on the organization’s characteristics. An entity’s revenue source 


(e.g., appropriated funds, revolving fund, user fee, etc.) significantly impacts the types of 
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and level of cost detail required to be allocated to end assets. For example, entities 


operating under a fee -for- service or working capital fund structure have a business need to 


accumulate and allocate costs at a very granular level to ensure that their pricing models, 


rates and schedules facilitate the full recovery of costs under a non-appropriated, user-fee 


model.  


 


8. The following three principles may be used by management to determine their stakeholder’s 


financial management information needs:  


 


a) Relevance/usefulness of information (both to internal and external stakeholders); 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; 


and 


c) Cost-benefit of establishing and executing intricate cost assignment processes, 


methods and tools3. 


When applying the principles listed above, management should develop formalized policies 


and procedures documenting its decisions. Such decisions should be based on an 


understanding of the entity’s mission and operating model and how the  entity’s 


stakeholders use the information. 


 
9. The decision framework described in the remainder of this technical Technical release 


Release provides users with an organized approach for applying the principles described 
above to support their process for developing entity specific policies and procedures for 
accumulating, allocating, and reporting the cost of G-PP&E in compliance with relevant 
accounting standards. 


 


RELATED ACCOUNTING LITERATURE 


10. The related accounting standards are as follows: 
 


a. SFFAS 4, Managerial Cost Accounting Standards and Concepts 


b. SFFAS 6, Accounting for Property, Plant, and Equipment 


c. SFFAS 23, Eliminating the Category National Defense Property, Plant, and 
Equipment 


d. SFFAS 35, Estimating the Historical Cost of General Property, Plant, and Equipment 
 


MATERIALITY 


                                                
3
 A [costing] method is economically feasible if the benefits resulting from implementing the method outweigh its 


costs. It is not advantageous to use a costing method if it requires a large amount of resources and yet produces 
information of little value to users. (SFFAS 4 paragraph 142) 
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11. The provisions of this Statement need not be applied to immaterial items. The determination 


of whether an item is material depends on the degree to which omitting or misstating 
information about the item makes it probable that the judgment of a reasonable person 
relying on the information would have been changed or influenced by the omission or the 
misstatement. 
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TECHNICAL GUIDANCE 


SCOPE 


Readers of this technical Technical release Release should first refer to the hierarchy of 
accounting standards in SFFAS 34, The Hierarchy of Generally Accepted Accounting Principles, 
Including the Application of Standards Issued by the Financial Accounting Standards Board. 
This Ttechnical Rrelease supplements the relevant accounting standards, but is not a substitute 
for and does not take precedence over the standards.  
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12. This Technical Release clarifies but does not change guidance provided in SFFAS 4, 
SFFAS 6, SFFAS 23, or SFFAS 35.  
 


13. This Technical Release does not address Internal Use Software. (See instead SFFAS 10, 
Accounting for Internal Use Software.)  


TECHNICAL GUIDANCE 


SUMMARY OF EXISTING STANDARDS 


 


14. SFFAS 6 Paragraph 26 states: 


All general PP&E shall be recorded at cost. Cost shall include all costs incurred to bring the 


PP&E to a form and location suitable for its intended use. For example, the cost of acquiring 


property, plant, and equipment may include: 


- amounts paid to vendors; 


- transportation charges to the point of initial use; 


- handling and storage costs; 


- labor and other direct or indirect production costs (for assets produced or constructed); 


- engineering, architectural, and other outside services for designs, plans, specifications, 


and surveys; 


- acquisition and preparation costs of buildings and other facilities; 


- an appropriate share of the cost of the equipment and facilities used in construction 


work; 


- fixed equipment and related installation costs required for activities in a building or 


facility; 


- direct costs of inspection, supervision, and administration of construction contracts and 


construction work; 


- legal and recording fees and damage claims; 


- fair value of facilities and equipment donated to the government; and 


- material amounts of interest costs paid [FN 16: “Interest costs” refers to any interest 


paid by the reporting entity directly to providers of goods or services related to 


the acquisition or construction of PP&E.] 
 


15. The types of costs assigned to G-PP&E may vary depending on if the asset is purchased as 


a completed item, is contractor constructed, or is self-constructed. SFFAS 6 specifically 


states that the costs recorded in G-PP&E should include only those costs that “bring the (G-) 


PP&E to a form and location suitable for its intended use.” These costs may include both 


direct and indirect costs, however. However, indirect production costs only apply tooccur 


when G-PP&E are produced or constructed. 


 
16. According to SFFAS 4 Paragraph, paragraph 90, “direct costs are costs that can be 


specifically identified with an output.” [For purposes of this guidance “output” is an item or 


items of G-PP&E.] A few examples of direct costs noted in SFFAS 6 Paragraph, paragraph 


26, are, amounts paid to vendors, labor and other direct production costs, an appropriate 


share of the cost of the equipment and facilities used in the construction work, and direct 
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costs of inspection, supervision, and administration of construction contracts and 


construction work. The direct costs accumulated and identified as costs incurred to “bring 


the G-PP&E to a form and location suitable for its intended use” should be assigned to the 


cost of the G-PP&E item(s).  If the direct costs are not identified as costs incurred to “bring 


the G-PP&E to a form and location suitable for its intended use”, then the costs should be 


expensed or capitalized in accordance with other standards.  The item(s) of G-PP&E must 


meet or will meet the entity’s capitalization threshold or other capitalization recognition 


criteria. 


 
17. Indirect costs are costs that cannot be identified specifically with or traced to a given cost 


object in an economically feasible way [SFFAS 6, Glossary]. [For purposes of this guidance 


“cost object” is an item or items of G-PP&E.] The example of indirect costs noted in SFFAS 


6 Paragraph, paragraph 26, is indirect production costs (for assets produced or 


constructed). The indirect costs identified as costs incurred to “bring the G-PP&E to a form 


and location suitable for its intended use” should be accumulated, assigned or allocated to 


the cost of the G-PP&E item(s).  If the accumulated indirect costs are not identified as costs 


incurred to “bring the G-PP&E to a form and location suitable for its intended use” (for 


example, administrative overheads that do not contribute to bringbringing the G-PP&E item 


to a form and location suitable for its intended use), then the costs should be expensed. 


Note also that if the item(s) of G-PP&E do not (or will not) meet the entity’s capitalization 


criteria (e.g., capitalization threshold) then indirect costs are not a consideration. 


 
18. A fundamental concept presented in this Ttechnical Rrelease is that it is reasonable to 


expect a difference in the level of granularity that federal entities use to allocate program 


costs to G-PP&E. Some entities have an inherent business/operational need to assign or 


allocate costs at a more granular level while others do not. This Ttechnical 


Rrelease emphasizes the concept that an entity management's role of establishing GAAP 


compliant policies and processes includes a critical element of flexibility. The flexibility 


allows management to create and execute policies and procedures that fit within the GAAP 


framework and alignsalign with the respective entity's business/operating model. 


 
19. The below guidance is presented as responses to the three issues, previously identified in 


this Ttechnical releaseRelease, posed as questions. Refer to Appendix D, Accounting 


Literature for a more extensive presentation of accounting literature relevant to this 


discussion. 


 


 


 


QUESTIONS & ANSWERS 


 


20. Q1.  SFFAS 6, paragraph 26, requires G- PP&E to be recorded at the costs incurred to bring 


the G-PP&E to a form and location suitable for its intended use. Examples of costs of 


acquiring G-PP&E are provided. Does management have discretion in applying the cost 


assignment methods identified in SFFAS 4, paragraph 124, to accumulate acquisition 


costs? 
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21. A1.  Yes. SFFAS 4 establishes a principle for management to apply. Of particular 


importance is the emphasis on economic feasibility with regard to direct tracing of costs to 


outputs. SFFAS 4, paragraph 124, provides that “[in] principle, costs should be assigned to 


outputs in one of the methods listed below in the order of preference: 


a) Directly tracing costs wherever economically feasible; 


b) Assigning costs on a cause-and-effect basis; and 


c) Allocating costs on a reasonable and consistent basis.” 


22. Each reporting entity should determine the appropriate detail for itsthe cost accounting 
processes and procedures used to identify costs incurred to bring the G-PP&E to a form and 
condition suitable for its intended use per SFFAS 6, paragraph 26. The reporting entity 
should make this determination based on several factors, to include (SFFAS 4, paragraph 
72): 


a) nature of the entity’s operations; 


b) precision needed in cost information to meet managerial needs, including 
cost-recovery decisions; 


c) practicality of data collection and processing; 


d) availability of electronic data handling facilities; 


e) cost of installing, operating, and maintaining the cost accounting processes; 
and 


f) any specific information needs of management. 
 


 


23. Q2. How should indirect costs be applied in considering the acquisition cost of G-PP&E? 


 
24. A2. SFFAS 4, paragraph 92, explains that: “A reporting entity and its responsibility segments 


may incur general management and administrative support costs that cannot be traced, 


assigned, or allocated to segments and their outputs. These unassigned costs are part of 


the organization costs, and they should be reported on the entity’s financial statements 


(such as the Statement of Net Costs) as costs not assigned to programs.” Management 


should consider general management and administrative support costs when identifying the 


costs to bring the G-PP&E to a form and location suitable for its intended use. Entities may 


incur indirect costs4 that cannot be reasonably allocated to programs, segments, or outputs 


including G-PP&E acquisition. Indirect production costs only apply to G-PP&E produced or 


constructed. WhenBecause reporting entities are allocating general managementhave 


different organizational structures and administrative support costs to G-PP&Emissions, 


there will be differences in both methodologies and levelsthe level of allocation of such costs 


across all outputs including item(s) of G-PP&E.  


 


25. Q3.  How does the principle of “non-production costs” apply in considering the acquisition 


cost of G-PP&E? 


                                                
4
 Indirect production costs only occur when G-PP&E are produced or constructed. 


ATTACHMENT 3 - AAPC MEETING 07/11/2013







 


13 Standards | FASAB 


 


 
26. A3. SFFAS 4, paragraph 104, explains that: 


A responsibility segment may incur and recognize costs that are linked to events other 
than the production of goods and services. Two examples of these non-production costs 


-Employment Benefits (OPEB) costs that are 
recognized as expenses when an OPEB event occurs, and (2) certain property 
acquisition costs that are recognized as expenses at the time of acquisition. Other non-
production costs include reorganization costs, and nonrecurring cleanup costs resulting 
from facility abandonments that are not accrued. Since these costs are recognized for a 
period in which a particular event occurs, assigning these costs to goods and service 
produced in that period would distort the production costs. In special purpose cost 
studies, management may have reasons to determine historical output costs by 
distributing some of these costs to outputs over a number of past periods. Such 
distribution may be appropriate when: (a) experience shows that the costs are recurring 
in a regular pattern, and (b) a nexus can be established between the costs and the 
production of outputs that may have benefited from those costs.  


Non-production costs should not be assigned as G-PP&E acquisition costs. For example, 
losses that arise from a natural disaster should not be attributed to G-PP&E acquisition 
costs even if the assets damaged are those being used to construct the G-PP&E. (that is, if 
cranes used in constructing a building are completely destroyed in a hurricane, the cost of 
such damage should be treated as non-production costs and not as costs incurred to bring 
the building to a form and location suitable for use).  


SUMMARYSUMMARYOF ILLUSTRATIONS 


2.27. The decision framework supports the inherent flexibility available to organizations to 


appropriately implementdevelopment of accounting policies and practices appropriate to 


each organization’s characteristics in accordance with GAAP. The framework is meant to 


provide flexible, reasonable, and consistent parameters or principles for reporting entities to 


consider in developing organizational accounting policies and practices that will best support 


their operating models, provide the financial information necessary to manage programs, 


and report costs in accordance with GAAP. Reporting entities should report the full costs of 


outputs in the general purpose financial reports.  These fullFull costs may be expensed or 


capitalized in accordance with GAAP and based on each entity's implementation of 


accounting policies and practices in accordance with GAAP... 


 
3.28. This tTechnical Rrelease provides examples of three different agencies applying the 


framework (see Appendix B for examples), which demonstrate the flexibility available to 


develop GAAP compliant G-PP&E cost accumulation and allocation methodologies 


appropriate for unique organizational characteristics including operating models.  


EFFECTIVE DATE 


29.  This Technical Release is effective upon issuance. 
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APPENDIX A: BASIS FOR CONCLUSIONS 


This appendix discusses some factors considered significant by AAPC members in reaching the 


conclusions in this Technical Release. It includes the reasons for accepting certain approaches 


and rejecting others. Individual members gave greater weight to some factors than to others. 


The guidance enunciated in this Technical Release –not the material in this appendix–should 


govern the accounting for specific transactions, events, or conditions. 


PROJECT HISTORY 


A1. In January 2008, the Accounting and Audit Policy Committee established the General 


Property, Plant, & Equipment (G-PP&E) task force to assist in developing implementation 


guidance for federal G-PP&E as it relates to SFFAS 6, Accounting for Property, Plant, & 


Equipment, SFFAS 23, Eliminating the Category National Defense Property Plant, & 


Equipment, and other related G-PP&E guidance developed by the FASAB. The task 


force includes federal agency representatives who are experiencing G-PP&E 


implementation issues and those who have G-PP&E implementation best practices to 


share with the federal community.  


A2. The G-PP&E task force was divided into four subgroups to address a set of related issues.  


The subgroups have met separately to discuss their set of issues and report back to the 


full task force on its progress towards the development of implementation guidance.  The 


four sub-groups are 


 


o G-PP&E Acquisition 


o G-PP&E Use 


o G-PP&E Disposal 


o G-PP&E Records Retention 


 


A3. A fifth subgroup, the G-PP&E Cost Accounting Issues (CAI), was later added to address 


the complexities of allocating programmatic, managerial, and administrative costs to G-


PP&E. The subgroup’s primary objective was to reinforce the FASAB’s provisions for 


Federal reporting entities to apply a reasonable level of management interpretation and 


flexibility, within the standards, to their G-PP&E financial recording and reporting 


processes. The subgroup’s objectives did not include prescribing specific types of costs 


that should be included in the capitalized cost of an asset.  


 


A4. This proposed guidance was developed by the CAI subgroup.  The subgroup included 


industry representatives from several public accounting and consulting firms as well as 


representatives from the following federal agencies: 


 Department of Defense (DoD) (including the individual military departments) 


 Department of Homeland Security (DHS) 


 Federal Aviation Administration (FAA) 


 General Services Administration (GSA) 


 National Aeronautics and Space Administration (NASA) 
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 National Reconnaissance Office (NRO) 


 Office of the Director of National Intelligence (ODNI) 


 United States Bureau of Reclamation (USBR) 


 


 


 


 


A5. The subgroup developed the Asset Acquisition Lifecycle Phases (AALP) data call for the 


task force member agencies’ representatives to complete and submit to the subgroup for 


consolidation and discussion. The data call was designed to highlight the commonalities 


across the federal G-PP&E acquisition process and to use those commonalities to outline 


a general acquisition decision framework to assist agencies with accounting for G-PP&E 


costs in accordance with GAAP.  


 


A6. The data call also focused on identifying the cost activities that occur in each AALP, the 


accounting treatments assigned to those activities, and the rationale for management’s 


accounting policy that drives those cost accumulation and allocation determinations. 


Management’s ability to document and implement a reasonable and consistent approach is 


a critical component of supporting management’s application of applicable accounting 


standards. GAAP. 


 
A7. In reaching its conclusions, the subgroup recognized the need to develop implementation 


guidance to address the complexities of allocating programmatic, managerial, and 


administrative costs to G-PP&E. The subgroup felt that clarification of this issue is 


especially critical given the ongoing and significant efforts and resources that many federal 


entities such as the Department of Defense (DoD), the Department of Homeland Security 


(DOD, DHS),, and the Intelligence Community (IC) are expending to obtain and maintain 


an unqualified audit opinionopinions. There are a number of cost beneficial and reasonable 


changes (e.g., policies, systems, and processes) that federal entities can and should make 


in order to facilitate better financial management and reporting. 


However, entity management must be allowed to navigate within the parameters 


of GAAP to determine the point at which the costs of improving or providing financial 


information outweigh the derived benefits. 


A8. The decision framework discussed in this technical releaseTechnical Release recognizes 


that the financial management information needs of stakeholders, both internal and 


external, vary by entity. The agency-specific examples (detailed in Appendix 3) 


demonstrate how G-PP&E cost accumulation methodologies may be tailored to different 


operating models and still be in accordance with GAAP. The implementation guidance 


does not provide a one-sized fits all solution, instead it is designed to give management 


sufficient flexibilitya framework on which to base their stakeholder financial management 


information needs on . The framework comprises the following three principles:  


a. Relevance/usefulness of information (both to internal and external stakeholders); 


b. Level of precision (e.g., materiality) needed to properly manage and report costs; and 


ATTACHMENT 3 - AAPC MEETING 07/11/2013







Appendix A: Basis for Conclusions  


 


17 Standards | FASAB 


 


17 


c. Cost-benefit of establishing and executing intricate cost assignment processes, 


methods and tools. 


A9. One of the objectives of this proposalTechnical Release is to enable federal reporting 


entities to use a consistent framework to interpret existing guidance. given the flexibility it 


provides. The proposal also supports the objectives of ensuring that (1) transactions 


involving G-PP&E are recorded in accordance with federal accounting standards, and (2) 


the cost of producing federal financial information, as it relates to establishing the cost of 


G-PP&E, does not outweigh the benefits derived by the users of the financial information. 


Lastly, it provides a decision framework flowchart to assist entity management in applying 


the principles described throughout the technical Technical releaseRelease.   
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RESPONSES TO THE PROPOSAL 


A10. The AAPC received 15 response to the exposure draft from the following sources: 


Table 1.0 – Types of Respondents 


 Federal  


(Internal) 


Non-


federal 


(External) 


Users, academics, others  2 


Auditors 0 2 


Preparers and financial 


managers 
11  


 


A11. The AAPC considered responses to the exposure draft at its July 11, 2013, public meeting. 


The AAPC did not rely on the number in favor of or opposed to a given position. 


Information about the respondents’ majority view is provided only as a means of 


summarizing the comments. The AAPC considered the arguments in each response and 


weighed the merits of the points raised. 


A12. Of the 15 responses, 14 supported the proposal. Of the remaining 1, offered comments.  


AAPC & BOARD APPROVAL 


 


A13. The Technical Release was [pending approval] by the AAPC for release to the FASAB for 


issuance.  The Board has [pending review] this Technical Release and a majority of its 


members [no object pending] to its issuance. Written ballots are available for public 


inspection at the FASAB’s offices. 
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APPENDIX B: ILLUSTRATIONS 


ILLUSTRATIONS – ASSET ACQUISITION LIFECYCLE PHASES 


(AALPSAALP) 


The examples in this Appendix are illustrative only; they do not 
represent authoritative guidance. 


 


B1. The subgroup defined the AALPs to highlight the commonalities across the federal 


PP&E acquisition process and to use those commonalities to outline a general 


acquisition decision framework to assist agencies to account for G-PP&E costs in 


accordance with GAAP. Note that the AALP and illustrations reflect practices as of the 


Technical Release date and are not updated for changes that may have occurred since. 


The five generic AALPs are as follows: 1) Preliminary Research and Development 


(R&D) – Concept Exploration, 2) Intermediate R&D –Concept Development, 3) 


Advanced R&D – Concept Design and Development, 4) Production – Asset 


Development and “In-service” Placement, and 5) Operations and Maintenance.  Table 1 


(below) lists the five generic AALPs, for several task force member agencies’ 


corresponding phases, the subgroup’s AALP descriptions, examples of  activities that 


may indicate transition from one AALP to another [phase indicators (examples)] and 


general accounting treatments that apply to activities in each AALP.  


 


TABLE 1: AGENCY SUMMARY EXAMPLES: ASSET ACQUISITION LIFECYCLE PHASES 


 
TABLE 1: AGENCY SUMMARY EXAMPLES: ASSET ACQUISITION LIFECYCLE PHASES 


 


Table 1 


Generic 
Subgroup 
AAPL Titles 


Task 
Force 


Member 
Agency 


Task Force Member Agency Phase Titles Used 
Generic Subgroup AALP 


Descriptions 


Phase 1: 


Preliminary R&D 
– Concept 
Exploration 


DoD Concept Exploration  Decision R&D activities directed at 
an identifiable current or emerging 
resource requirement(s). 


FAA Mission Analysis Phase 


GSA Identification Phase 


NASA Identify Need for Capital Item 


NRO Concept Studies 


Phase 1 Indicators (Examples): Concept, feasibility, and trade studies. 
Phase 1 General Accounting Treatment: Expensed in the period incurred. 


 


Phase 2: 


Intermediate 
R&D –Concept 
Development 


DoD Concept Definition and Design Research Targeted R&D activities that build 
upon the prior phase’s Decision 
R&D activities and are directed at 
an identifiable current or emerging 
resource requirement(s). 


FAA Investment Analysis Phase 


GSA Pre-Award Phase 


NASA Issue Purchase Request (PR), Notification sent to 
Vendors, Request for Proposal (RFP), Evaluation 
of Proposal by Source Evaluation Board 


NRO Concept Development 


ATTACHMENT 3 - AAPC MEETING 07/11/2013







 


20 Appendix B: ILLUSTRATIONS| FASAB 


 


 
AGENCY SPECIFIC EXAMPLES: ASSET ACQUISITION LIFECYCLE PHASES 


 
 


B2. A given entity may consider certain program costs, such as the agency head’s office, to be 


period costs because theythe activities contribute to the entity’s strategic objectives and 


mission rather than the costacquisition of a particular asset.  In contrast, another entity may 


have an operational or business need to allocate the same type of costs to individual assets. 


because such costs are incurred in support of acquiring those assets.  Examples from the 


FAA, GSA, and the NRO are included in this technical Technical release Release to 


demonstrate how an entity’s operating model may affect how management identifies and 


records certain program costs5..6  The GSA’s operating model requires more granular cost 


accumulation policies that fully allocate costs toacross the many individual assets it is 


responsible for acquiring.  As shown in the following tables, this business need does not 


exist for the FAA or the NRO, where the mission is not primarily asset acquisition. 


 


                                                
5 SFFAC 1 paragraph 164 states, Comparability implies that differences among financial reports should be caused by 


substantive differences in the underlying transactions or organizations rather than by the mere selection of different 


alternatives in accounting procedures or practices. 
6 SFFAC 1 paragraph 164 states, comparability implies that differences among financial reports should be caused by 


substantive differences in the underlying transactions or organizations rather than by the mere selection of different 


alternatives in accounting procedures or practices. 


Phase 2 Indicators (Examples): Investment analysis and review of alternatives. 
Phase 2 General Accounting Treatment: Expensed in the period incurred. 


 


Phase 3: 


Advanced R&D 
– Concept 
Design and 
Development 


DoD Concept Demonstration Phase R&D closeout and the genesis of 
asset development activities. FAA Solution Development 


GSA Award  


NASA Make and document Selection, Notification of 
selectee and non-selectees 


NRO Preliminary Design 


Phase 3 Indicators (Examples): Source selection decision and approval for final investment analysis 
Phase 3 General Accounting Treatment: Mixture of costs that are expensed in the period incurred and those that are 


capitalized and depreciated or amortized over the useful life of the asset. 


 


Phase 4: 


Production – 
Asset 
Development 
and “In-service” 
Placement 


DoD System Development and Demonstration Fully-engaged asset development 
activities. FAA Solution Implementation 


GSA Post-Award 


NASA Issue a Purchase Order 


NRO Build 


Phase 4 Indicators (Examples): Initiate asset development or acquisition. 
Phase 4 General Accounting Treatment: Capitalized and depreciated or amortized over the useful life of the asset. 


 


Phase 5: 


Operations and 
Maintenance  
 
 


DoD Production and Sustainment Activities aimed at maintaining the 
operability of the entity’s assets. 
 
 


FAA In-Service Management 


GSA Contract Close-Out 


NASA Not applicable 


NRO Operations 


Phase 5 Indicators (Examples): Asset is placed in service.  
Phase 5 General Accounting Treatment: Expensed in the period incurred (excluding costs incurred to extend the useful 


life, enhance existing capabilities, or add new capabilities to the asset).  
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B3. The FAA’s mission includes the modernization and improvement of the National Airspace 


System (NAS) and Research, Engineering & Development (RE&D) activities to improve the 


safety and effectiveness of the air traffic control system. To support its mission the FAA 


incurs direct (burden base) and indirect (burden pool) costs. The FAA has developed a 


burdening process by which management allocates indirect costs to various projects. For 


example, the FAA “pools” indirect technical support services contract (TSSC) and systems 


engineering and technical assistance (SETA) costs and uses its burdening process to 


allocate those costs to capital projects.  


 
B4. A significant part of the GSA’s mission is to serve as a supplier of goods and services to 


Federal agencies on a reimbursable basis.  In this role, the GSA has a business need to 


capture costs (including overhead and indirect costs) at a very granular level.  This permits 


the GSA to establish rates and develop pricing models that will recoup the full cost of 


operating under a non-appropriated, user-fee model.  GSA's personal property capitalization 


threshold is $10,000, which is lower than FAA and the NRO thresholds of $100,000. The 


GSA's personal property capitalization threshold is reflective of the types and quantities of 


property acquired by the GSA. This is an example of management’s role in establishing 


internal policies and procedures that fit within the parameters outlined in GAAP and align to 


the entity’s operating model. 


 
B5. The NRO’s G-PP&E cost accumulation and allocation policies and procedures allow the 


agency to meet the intelligence needs of the Intelligence Community (IC), Department of 


Defense, Department of Homeland Security, and users of intelligence products.  Unlike the 


GSA, the NRO does not operate on a fee-for-service or reimbursable basis.  The NRO 


utilizes cost-plus contractual agreements, which allows them to procure large scale satellite 


assets, as well as a wide range of professional and technical services that cross multiple 


PP&E assets and lifecycle phases.  This acquisition and funding model contributes to an 


operating environment which results in a different decision point at which the benefits of 


achieving more precise cost allocation information are outweighed by the cost to obtain that 


information. 


 
B6. The GSA has a business need to accumulate and allocate costs at a very granular level to 


ensure that their pricing models, rates and schedules facilitate the full recovery of costs 


under a non-appropriated, user-fee model.  For the GSA, the end cost objective is the G-


PP&E asset.  In contrast, for the FAA and the NRO, the end program objective is enhanced 


information to meet a mission need.  Each of these agencies utilize their respective 


operating model as a component in the development and execution of their accounting 


policies and procedures.  The G-PP&E cost accumulation policies and procedures of the 


FAA and the NRO are primarily related to their respective aerospace services and satellite-


driven intelligence missions.  The operating environments of these agencies are supported 


by low volume and high dollar value G-PP&E acquisitions.  Consequently, these agencies 


have differing precision points at which accumulating and assigning costs to G-PP&E assets 


at a more granular level is ineffective and inefficient. 


 
B7. The following examples describe the primary differences between these three agencies: 
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i. When a project meeting the capitalization threshold is deemed probable 
and feasible, the GSA will classify certain feasibility costs as eligible for 
capitalization.  At the same time, the FAA and the NRO consider these 
costs to be period expenses. 
 


ii. The GSA capitalizes all labor costs (i.e. direct costs and indirect costs 
allocable to capital projects).  The FAA “pools” indirect TSSC and SETA 
costs and uses its burdening process to allocate those costs to capital 
projects. 
 


iii. The NRO applies an allocation methodology to costs that are determined 
to be acquisition management costs (AMCs).  AMCs include comingled 
government program management costs; costs associated with 
integration and support services provided on SETA, Federally Funded 
Research and Development Centers (FFRDC) and Contractor Assistance 
and Advisory Service (CAAS) contracts; directorate-level office support 
costs; and agency-level general and administrative costs.  NRO's cost 
accounting system and processes do not facilitate direct tracing of AMCs 
and there is no inherent business or mission need to implement a system 
or reengineer processes that would do so. The NRO’s allocation 
methodology capitalizes a portion of these AMCs to individual G-PP&E 
assets.   
 


B8. Tables 2-4 provide a summary-level view of the GSA’s, the FAA’s, and the NRO’s PP&E 


acquisition lifecycle cost accounting policies and procedures. 


 
 


General Services Administration – Table 2 
Phase Activity Recognition Recognition Basis per Entity Internal 


Accounting Policies 
1 Administrative Costs (Direct) of 


Developing & Fielding a System 


Capitalize Pre-acquisition Costs.  Costs incurred prior to the 


formal project phase such as costs of feasibility 


studies, environmental studies, zoning and traffic 


studies, appraisals, surveys, and various planning 


and design costs may be capitalized if acquisition 


or approval of the project is probable and the costs 


can be directly identified to the project. If at a later 


date the project is canceled, then the previously 


capitalized costs are expensed. 


2 Design Reviews (e.g., Formal 


Qualification Reviews, Preliminary And 


Critical Design Reviews): 


a) Before Technical Feasibility Has 
Been Determined. 
 


b) After Technical Feasibility Has 
Been Determined 


a) Expense 
 


b) Capitalize 


3 Labor Costs During Construction (This 


includes the GSA’s personnel and 


contract Direct Labor costs as well as 


Indirect costs allocated to capital 


projects.) 


Capitalize Capitalized Projects.  GSA’s real property policy 


capitalizes projects that increase the efficiency or 


life expectancy of an asset.  For example, projects 


that acquire land and/or construct new buildings 


and structures; improve or extend the useful life of 


land, buildings and their systems; or replace, 


enhance or upgrade a substantial portion of an 


asset.  For a project to be capitalized, it must: (1) 


have an accounting system identification (ASID) 


number; (2) have a cost of  $50,000 or greater; (3) 


increase the efficiency or life expectancy of an 


asset; and (4) have a useful life of 2 years or more. 


4 Project Management Costs - Baseline 


and Contractor Administration 
Capitalize 


5 General Maintenance Expense The GSA believes that the costs incurred in this 
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Federal Aviation Administration – Table 3 
Phase Example Cost Activities Recognition Recognition Basis per Entity Internal Accounting 


Policies 


1 Research & Development costs:  


 Mission Analysis 


 Identify Projected Demand for 
Services 


 Identify Technological 
Opportunities 


 Mission Needs Analysis and 
Assessment 


 Initial Requirements Definition 


Expense The FAA believes that the costs incurred in this 


phase are inherently expense. 


2 Research & Development costs:  


 Investment Analysis 


 Initial Investment Decision 


 Final Investment Decision 


Expense 


 


 


The FAA expenses all prototype costs incurred 


before technological feasibility has been established 


except for operational feasibility prototypes that will 


be used in operations if successful.. 


3  Solution Development 


 Program Management 


 System Engineering  


 Hardware/Software Design 


 Physical Airspace 
(PHYS/AIRSP) Infrastructure 


 Test and Evaluation 


 Data/Documentation 


Comingled 


(i.e., Expense 


and Capitalize) 


At the completion of a final investment decision the 


FAA makes the decision to acquire (develop or 


purchase) a G-PP&E asset.  Based on guidance 


from the FAA financial manual certain costs will be 


capitalized and certain costs will be expensed. All 


qualifying costs necessary to acquire a capital asset, 


or improve on an existing capital asset, are 


classified as capital costs. The purchase price and 


costs incurred to bring an asset to a form and 


location suitable for its intended use are examples of 


capital costs. Costs that do not meet these criteria 


are expensed. 


 


The FAA expenses all costs incurred on a first 


prototype before technological feasibility has been 


established. After technological feasibility has been 


established, the subsequent costs of constructing 


and installing a first prototype are eligible for 


capitalization. 


4  Implementation  


 Program Management 


 Engineering 


 Environmental/OSHA  


 Site Selection 


 Construction 


 Install and Checkout 


 Commissioning/Close 


 Telecommunication 


 Training  


Comingled 


(i.e., Expense 


and Capitalize) 


See above (Phase 3). 


5 


 
 In-Service Management 


 Program Support 


 Second Level Engineering 


Expense  At the completion of a joint acceptance inspection 


the asset is in a form and location suitable for its 


intended use. The FAA believes that the costs 


incurred in this phase are inherently expense. 


 


phase are inherently expense. 
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7 Key Decision Points (KDP) are defined significant milestones in the National Security Space program of the Department of 


Defense acquisition lifecycle. For example, KDP B is the official program initiation of a National Security Space program of the 


Department of Defense, which triggers a formal review to determine maturity of technology and the program's readiness to begin the 


preliminary system design 


 


National Reconnaissance Office  – Table 4 
Phase Activity Recognition Recognition Basis per Entity Internal 


Accounting Policies 
1  Directorate Level 


Research and 
Development leading to 
the initial decision point  
(i.e.,Key Decision Point  
A


7
) 


Expense Basic, applied, and advanced R&D costs incurred prior to 


the secondary decision point (i.e., Key Decision Point B) 


are expensed. 


 


 


2  Costs related to the 
proposal review and 
contract award processes 


Expense Basic, applied, and advanced R&D costs incurred prior to 


Key Decision Point B are expensed. 


3  At Key Decision Point  B 
the Director of the NRO 
signs a Decision 
Memorandum 


 Requirement and 
specification development  


 Labor costs during 
construction  


Capitalize Key Decision Point B triggers the capitalization of costs 


for development. 


 AMCs related to the 
program acquisition 
strategy management 
processes. These costs 


include:  
 


1) Government program 
management costs, 


2) Integration and 
support contracts for 
SETA, FFRDC, and 
CAAS, 


3)  Directorate level 
office support,   
Agency General and    
administrative costs 


Comingled 


(Expense and 


Capitalize) 


 


 The NRO uses an allocation methodology by which 


Acquisition Management Costs (AMC) incurred 


throughout the entire acquisition lifecycle (excluding the 


Operations and Maintenance phase) are "bucketed" and 


allocated to capital and expense accounts based on the 


proportional percentage of actual, non-AMC capital and 


expense expenditures incurred throughout the year.  


 


 


4  Costs related to final 
design, build, test, and 
delivery activities  


Capitalize Development costs continue to be capitalized in this 


phase. 


 Project Management 
Costs - Baseline and 
Contractor Administration 


 


 AMCs related to the 
government program 


management processes 


Comingled 


(Expense and 


Capitalize) 


See AMC explanation in above Phase 3. 


5  Operations and 
Maintenance (O&M) 


Expense Initial operating capability (IOC) triggers the expense of 


costs for operations and maintenance. 
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APPENDIX C: DECISION FRAMEWORK FLOWCHART  


 


C1. As stated throughout this technical Technical releaseRelease, management should base 


their financial management information needs on the following three principles: 


 


a) Relevance/usefulness of information (both to internal and external stakeholders); 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; and 


c) Cost benefit of establishing and executing intricate cost assignment processes, methods 


and tools. 


 


C2. The decision framework flowchart provides users with an organized approach for applying 


the principles described above to support their process of developing entity specific policies 


and practices for accumulating, allocating, and reporting the cost of G-PP&E in compliance 


with relevant accounting standards. 
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APPENDIX D: ACCOUNTING LITERATURE   


RECOGNITION 


 


D1. SFFAS 6 Accounting for Property, Plant, and Equipment, paragraph 26 provides the 
examples below as cost activities that reporting entities may incur in order to bring 
PP&E to a form and location suitable for its intended use. “For example, the cost of 
acquiring property, plant, and equipment may include: 


 


 amounts paid to vendors; 


 transportation charges to the point of initial use; 


 handling and storage costs; 


 labor and other direct or indirect production costs (for assets produced or 
constructed); 


 engineering, architectural, and other outside services for designs, plans, 
specifications, and surveys; 


 acquisition and preparation costs of buildings and other facilities; 


 an appropriate share of the cost of the equipment and facilities used in 
construction work; 


 fixed equipment and related installation costs required for activities in a 
building or facility; 


 direct costs of inspection, supervision, and administration of construction 
contracts and construction work; 


 legal and recording fees and damage claims; 


 fair value of facilities and equipment donated to the government; and 


 material amounts of interest costs paid.” 
 


THE COST ASSIGNMENT AND ALLOCATION DECISION FRAMEWORK 


 


D2. Office of Management and Budget (OMB) Circular A-136, Financial Reporting 
Requirements: Statement of Net Cost (SNC) introduces the following components of 
the cost accumulation and allocation decision framework: 


 


a) Costs that cannot be assigned to specific programs or outputs – Section 
II.4.4, “Statement of Net Cost”, The “Components of Net Cost” subparagraph 
states that: “The statement should include a presentation of the following: (1) 
Program costs, (2) related exchange revenues, (3) the excess of costs over 
exchange revenues (net program costs), (4) gain/loss on pension, ORB, or 
OPEB assumption changes, (5) the costs that cannot be assigned to specific 
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programs or outputs, and (6) the exchange revenues that cannot be attributed to 
specific programs and outputs. 


 


b) Program level versus output level cost allocation – Section II.4.4.3 “Gross 
Program Costs” states that: The reporting entity should report the full cost of 
each program's output, which consists of (a) both direct and indirect costs of the 
output, and (b) the costs of identifiable supporting services provided by other 
segments within the reporting entity and by other reporting entities. The reporting 
entity should accumulate and assign costs in accordance with the costing 
methodology in SFFAS No.4. Program costs should also include any non-
production costs that can be assigned to the program but not to its outputs. 


 


c) Costs not assigned to programs – Section II.4.4.7 “Costs Not Assigned to 
Programs” states that: A reporting entity and its sub-organizations may incur: (a) 
high-level general management and administrative support costs that cannot be 
directly traced, assigned on a cause-and-effect basis, or reasonably allocated to 
segments and their outputs and (b) non-production costs that cannot be assigned 
to a particular program. These costs are part of the entity and sub-organization 
costs and should be reported on the SNC as "costs not assigned to programs." 


 


 


MANAGEMENT’S ROLE IN APPLYING THE COST ACCUMULATION, 


ASSIGNMENT, AND ALLOCATION DECISION FRAMEWORK 


 


D3. SFFAS 4 Managerial Cost Accounting Standards and Concepts8 introduces the 
following components of the cost allocation decision framework: 


 


d) Appropriate and consistent cost accumulation, assignment, and allocation 
– Costs of resources consumed by responsibility segments should be 
accumulated by type of resource. Outputs produced by responsibility segments 
should be accumulated and, if practicable, measured in units. The full costs of 
resources that directly or indirectly contribute to the production of outputs should 
be assigned to outputs through costing methodologies or cost finding techniques 
that are most appropriate to the segment’s operating environment and should be 
followed consistently. 


 


The cost assignments should be performed using the following methods listed in 


the order of preference: (a) directly tracing costs wherever feasible and 


economically practicable, (b) assigning costs on a cause-and effect basis, or (c) 


allocating costs on a reasonable and consistent basis. 


 


e) Factors for management’s consideration - Each reporting entity should 
determine the appropriate detail for its cost accounting processes and 
procedures based on several factors. These include the: 


 nature of the entity’s operations; 


 precision desired and needed in cost information; 


                                                
8
 SFFAS 4 Text box above paragraph 116.   
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 practicality of data collection and processing; 


 availability of electronic data handling facilities; 


 cost of installing, operating, and maintaining the cost accounting 
processes; and 


 any specific information needs of management. 
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APPENDIX E: ABBREVIATIONS 


 


AALP   Asset Acquisition Lifecycle Phases 


AAPC   Accounting and Auditing Policy Committee 


AMC   Acquisition Management Costs 


ASID   Accounting System Identification 


CAAS   Contractor Assistance and Advisory Service 


CAI   Cost Accounting Issues 


DHS   Department of Homeland Security 


DoD   Department of Defense 


FAA    Federal Aviation Administration 


FASAB  Federal Accounting Standards Advisory Board 


FFRDC  Federally Funded Research and Development Centers 


GAAP   Generally Accepted Accounting Principles 


G-PP&E  General Property, Plant, and Equipment 


GSA   General Services Administration 


IC   Intelligence Community 


KDP   Key Decision Point 


NAS   National Airspace System 


NASA   National Aeronautics and Space Administration 


NRO   National Reconnaissance Office 


O&M   Operations and Maintenance 


ODNI   Office of the Director of National Intelligence 


OMB   Office of Management and Budget 


OPEB   Other Post-Employment Benefits 


ORB   Other Retirement Benefits 


OSHA   Occupational Safety and Health Administration 


PBS   Public Buildings Service 


PHYS/AIRSP  Physical Airspace 


PP&E   Property, Plant, and Equipment 


RE&D   Research, Engineering & Development 
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R&D   Research and Development 


SETA   Systems Engineering and Technical Assistance 


SFFAC  Statement of Federal Financial Accounting Concepts 


SFFAS  Statement of Federal Financial Accounting Standards 


SNC   Statement of Net Costs 


TSSC   Technical Support Services Contract 


TR   Technical Release 


USBR   United States Bureau of Reclamation 


 


 


 


ATTACHMENT 3 - AAPC MEETING 07/11/2013







Appendix E: Abbreviations  


  


34 Appendix E: Abbreviations| FASAB 


 


34 


 


ATTACHMENT 3 - AAPC MEETING 07/11/2013







 


35 FASAB 


 


  


 


AAPC General PP&E Task Force  


 


Donjette L Gilmore, Department of Defense, Task Force Chairperson (AAPC Member) 


 


 


 


Sandy Van Booven, NGA, Cost Accounting Issues Subgroup Leader 


 


 


Task Force Member Agencies 


 


Department of Defense 


Department of Homeland Security 


Federal Aviation Administration 


General Services Administration 


National Aeronautics and Space Administration 


National Reconnaissance Office 


Office of the Director of National Intelligence  


US Bureau of Reclamation 


 


 


Task Force Member Firms 


 


Deloitte  


Cotton & Co 


Ernst & Young 


KPMG 


PWC 


  


ATTACHMENT 3 - AAPC MEETING 07/11/2013







 


36 FASAB 


 


 


FASAB Board Members 


Tom L. Allen, Chair 


Robert F. Dacey 


Norman Dong 


Michael H. Granof 


Sam M. McCall 


Mark Reger 


D. Scott Showalter 


Graylin E. Smith 


Harold I. Steinberg 


 


AAPC Members 


Wendy M. Payne, Chairperson 


Phyllis Anderson 


John Brewer 


Donjette L. Gilmore 


Christina Ho 


Regina Kearney 


Joseph Marchowsky 


Jon Rymer 


Steve Zane 


 


 


FASAB Staff 


Monica R. Valentine 


 


Federal Accounting Standards Advisory Board 


441 G Street NW, Suite 6814 


Mail Stop 6K17V6H19 


Washington, DC 20548 


 


Washington, DC 20548 


Telephone: 202-512-7350 


FAX: 202-512-7366 


ATTACHMENT 3 - AAPC MEETING 07/11/2013







 


37 FASAB 


 


                                              www.fasab.govwww.fasab.gov 


ATTACHMENT 3 - AAPC MEETING 07/11/2013












ACCOUNTING AND AUDITING POLICY COMMITTEE 
MEETING AGENDA 


441 G Street, NW, Washington, D.C. 
Room 7C13 


9:00 to 11:00 a.m.1 
 
Note: Observers – Please contact Charles Jackson at 202 512-7352 or jacksoncw1@fasab.gov to be 
added to the building access list. Provide your full name and organization. You must be added to the list 
by cob July 8


th
 to ensure access. 


 


  
 
 
 


July 11, 2013 
  
Project Agenda:  
 


 
General PP&E Issues 


  Review of Responses to Exposure Draft G-PP&E Cost Accounting Technical 
Release  


   Review Pre-Ballot Draft of G-PP&E Cost Accounting Technical Release 


 


Agenda Committee  


   
New Business 


 
Administrative Matters  


   Revise AAPC Meeting Schedule 


Adjournment 
 


1
 INCLEMENT WEATHER POLICY:  If the Office of Personnel Management (OPM) announces that federal employees may take 


unscheduled leave FASAB meetings will begin one hour later than scheduled (e.g., if 9 AM is the scheduled start time, the meeting will 
begin at 10 AM) unless conditions warrant further delay or cancellation. If federal offices are closed by OPM, the meeting is canceled. 
OPM announcements are carried on most local radio and television news shows. The OPM website (www.opm.gov) also displays the 
operating status for federal agencies. 
 
If the one hour delay is triggered, please call 202 512-7350 to hear a recorded announcement about the meeting status before leaving for 
the meeting.  If conditions warrant further delays or cancellation, we will rely on the recorded announcement to alert you to such changes. 


Minutes will be posted to the website following approval. In addition, a recording will be 
made part of the public record. The recording is available for use by the public upon request. 
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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD 


The Secretary of the Treasury, the Director of the Office of Management and Budget (OMB), 
and the Comptroller General, established the Federal Accounting Standards Advisory Board 
(FASAB or “the Board”) in October 1990. FASAB is responsible for promulgating accounting 
standards for the United States Government. These standards are recognized as generally 
accepted accounting principles (GAAP) for the federal government. 


An accounting standard is typically formulated initially as a proposal after considering the 
financial and budgetary information needs of citizens (including the news media, state and local 
legislators, analysts from private firms, academe, and elsewhere), Congress, federal executives, 
federal program managers, and other users of federal financial information. The proposed 
standards are published in an Exposure Draft for public comment. In some cases, a discussion 
memorandum, invitation to comment, or preliminary views document may be issued before an 
exposure draft is released on a specific topic. A public hearing is sometimes held to receive oral 
comments in addition to written comments. The Board considers comments and decides 
whether to adopt the proposed standard with or without modification. After review by the three 
officials who sponsor FASAB, the Board publishes adopted standards in a Statement of Federal 
Financial Accounting Standards. The Board follows a similar process for Statements of Federal 
Financial Accounting Concepts, which guide the Board in developing accounting standards and 
formulating the framework for federal accounting and reporting. 


Additional background information is available from the FASAB or its website: 


• “Memorandum of Understanding among the Government Accountability Office, 
the Department of the Treasury, and the Office of Management and Budget, on 
Federal Government Accounting Standards and a Federal Accounting Standards 
Advisory Board.”  


• “Mission Statement: Federal Accounting Standards Advisory Board”, exposure 
drafts, Statements of Federal Financial Accounting Standards and Concepts, 
FASAB newsletters, and other items of interest are posted on FASAB’s website 
at: www.fasab.gov. 


Copyright Information 


This is a work of the U. S. government and is not subject to copyright protection in the United 
States. It may be reproduced and distributed in its entirety without further permission from 
FASAB. However, because this work may contain copyrighted images or other material, 
permission from the copyright holder may be necessary if you wish to reproduce this material 
separately. 


 
Contact us: 
 
Federal Accounting Standards Advisory Board 
441 G Street, NW, Suite 6814 
Mail stop 6H19 
Washington, DC 20548 
Telephone 202-512-7350 
FAX 202-512-7366 
www.fasab.gov 
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The Accounting and Auditing Policy Committee 


The Accounting and Auditing Policy Committee (AAPC) was organized in May 1997 by the 


Department of the Treasury, the Office of Management and Budget (OMB), the Government 


Accountability Office (GAO), the Chief Financial Officers' Council (CFOC), and the Council of 


the Inspectors General on Integrity and Efficiency (CIGIE) [formally the President's Council on 


Integrity and Efficiency (PCIE)], as a body to research accounting and auditing issues requiring 


guidance.   


The AAPC serves as a permanent committee established by the Federal Accounting Standards 


Advisory Board (FASAB). The mission of the FASAB is to develop accounting standards after 


considering the financial and budgetary information needs of congressional oversight groups, 


executive agencies, and the needs of other users of Federal financial information. The mission 


of the AAPC is to assist the Federal government in improving financial reporting through the 


timely identification, discussion, and recommendation of solutions to accounting and auditing 


issues as they relate to the specific application of existing authoritative literature. 


The AAPC is intended to address issues that arise in implementation, which are not specifically 


or fully discussed in Federal accounting and auditing standards.  The AAPC's guidance is 


cleared by FASAB before being published.  


Additional background information on the AAPC is available from the FASAB or its website: 


 “Charter of the Accounting and Auditing Policy Committee” 
 


 “Accounting and Auditing Policy Committee Operating Procedures” 
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SUMMARY 


The implementation guidance promotes an understanding of organizational considerations that 
affect the application of the standards for general property, plant, and equipment (G-PP&E) 
except for internal use software. The implementation guidance relates to:  


a) Recognition requirements for programmatic, managerial, administrative, and other 
elements of program costs incurred during the G-PP&E lifecycle, decisions regarding the 
granularity of cost information, and acceptable methods for recognizing those costs (i.e., 
capital costs captured on the Balance Sheet or period expense costs captured on the 
Statement of Net Costs [SNC]),  


b) The concept of a cost accumulation and allocation decision framework (i.e., acceptable 
methods of accumulating, assigning, and reporting cost data), and  


c) Management’s role in applying the cost accumulation, assignment, and allocation 
decision framework. 


One of the objectives of this Technical Release is to enable federal reporting entities to use a 


consistent framework to apply existing guidance. The guidance also supports the objectives of 


ensuring that transactions involving G-PP&E are recorded in accordance with federal 


accounting standards, and (the cost of producing federal financial information, as it relates to 


establishing the cost of G-PP&E, does not outweigh the benefits derived by the users of the 


financial information. Lastly, it provides a decision framework flowchart to assist entity 


management in applying the principles described throughout the Technical Release.  
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INTRODUCTION 


PURPOSE 


1. Statement of Federal Financial Accounting Standards 6 (SFFAS 6), Accounting for Property, 


Plant, and Equipment, (paragraph 26) outlines the recognition requirements for general 


property, plant, and equipment (G-PP&E) except for internal use software. Paragraph 26 


states that,  


 
“All general PP&E shall be recorded at cost. Cost shall include all costs incurred to bring 
the PP&E to a form and location suitable for its intended use.”  
 


The AAPC G-PP&E Cost Accounting Issues Subgroup was developed to address a request 
for implementation guidance for these requirements.  


 
2. The implementation guidance promotes an understanding of organizational considerations 


that affect the application of the standards for general property, plant, and equipment (G-
PP&E) except for internal use software. The implementation guidance relates to:  


a) Recognition requirements for programmatic, managerial, administrative, and other 


elements of program costs1 incurred during the G-PP&E lifecycle, decisions regarding 


the granularity of cost information, and acceptable methods for recognizing those costs 


(i.e., capital costs captured on the Balance Sheet or period expense costs captured on 


the Statement of Net Costs [SNC]),  


b) The concept of a cost accumulation and allocation decision framework (i.e., acceptable 


methods of accumulating, assigning, and reporting cost data), and  


c) Management’s role in applying the cost accumulation, assignment, and allocation 


decision framework. 


In promoting an understanding of the standards it is important to reiterate management’s 
responsibility to consider the six2 qualitative characteristics of financial reporting established 
in Statement of Federal Financial Accounting Concept (SFFAC) 1. More specifically, 
management should be mindful of comparability when establishing policies and procedures. 
This framework should aid management in selecting policies which are comparable because 
they are derived from underlying transactions or organizational characteristics rather than 
being attributable to preferences. 


3. The accounting standards and related basis for conclusions consistently recognize 


management’s role in interpreting and applying generally accepted accounting principles 


(GAAP) (i.e., management’s decision framework) to its respective entity’s operational 


environment.  The standards are meant to provide wide-ranging, reasonable, and consistent 


principles for reporting entities to operate within and to apply, respectively. For example, 


paragraph 3 of SFFAS 4, Managerial Cost Accounting Standards and Concepts, states, 


“These standards are based on sound cost accounting concepts and are broad enough to 


                                                
1
 In this document, all subsequent references to these costs are collectively referred to as “program costs.”   


2 Understandability, Reliability, Relevance, Timeliness, Consistency, and Comparability (SFFAC 1 paragraph 156) 
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allow maximum flexibility for agency managers to develop costing methods that are best 


suited to their operational environment.” 


 
4. Consistent with “management’s decision framework” (see Decision Framework Flowchart at 


Appendix C), this Technical Release is intended to reemphasize the “framework” aspect of 


the managerial cost accounting concepts and standards as they relate to G-PP&E cost 


accounting and reporting as outlined in SFFAS 6 and SFFAS 4. 


BACKGROUND 


5. The Accounting and Auditing Policy Committee (AAPC) G-PP&E Cost Accounting Issue 


(CAI) subgroup was tasked with identifying and presenting recommendations to the AAPC 


to address the complexities of allocating program costs to G-PP&E consistent with the role 


of management’s decision framework. This Technical Release (TR) addresses the following 


three central components of G-PP&E cost accounting and reporting:  


a. Recognition requirements for programmatic, managerial, administrative, and other 


elements of program costs incurred during the G-PP&E lifecycle, decisions regarding 


the granularity of cost information,, and acceptable methods for recognizing those 


costs (i.e., capital costs captured on the Balance Sheet or period expense costs 


captured on the Statement of Net Costs [SNC]),  


b. The concept of a cost accumulation and allocation decision framework (i.e., 


acceptable methods of accumulating, assigning, and reporting cost data), and  


c. Management’s role in applying the cost accumulation and allocation decision 


framework.  


 
6. The decision framework is intended to be used as a tool for management to leverage and 


guide professional judgment in the development and application of policies and practices to 


account for the cost incurred for G-PP&E in accordance with GAAP. Every entity has unique 


requirements and needs for financial management information to enable the successful 


execution of its mission and associated programs. Further, each entity needs varying levels 


of precision and granularity when allocating costs to end outputs or objectives. Therefore, 


each entity must assess and establish the appropriate cost benefit threshold for allocating 


program costs to G-PP&E in accordance with GAAP based on its mission requirements, 


operating environment, and stakeholder needs.  The purpose of the decision framework is to 


provide guidelines and considerations, founded on a G-PP&E acquisition lifecycle approach, 


to guide management through the application of the G-PP&E accounting standards within 


their unique business environment. The decision framework incorporates the inherent 


application flexibility built into the accounting standards to assist management to reasonably 


apply the standards in order to appropriately recognize the cost of G-PP&E within their 


unique operating environment.  


 


7. The decision framework discussed in this Technical Release recognizes that the financial 


management information needs of stakeholders, both internal and external, vary by entity 


depending on the organization’s characteristics. An entity’s revenue source (e.g., 
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appropriated funds, revolving fund, user fee, etc.) significantly impacts the types of and level 


of cost detail required to be allocated to end assets. For example, entities operating under a 


fee -for- service or working capital fund structure have a business need to accumulate and 


allocate costs at a very granular level to ensure that their pricing models, rates and 


schedules facilitate the full recovery of costs under a non-appropriated, user-fee model.  


 


8. The following three principles may be used by management to determine their stakeholder’s 


financial management information needs:  


 


a) Relevance/usefulness of information (both to internal and external stakeholders); 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; 


and 


c) Cost-benefit of establishing and executing cost assignment processes, methods and 


tools3. 


When applying the principles listed above, management should develop formalized policies 


and procedures documenting its decisions. Such decisions should be based on an 


understanding of the entity’s mission and operating model and how the  entity’s 


stakeholders use the information. 


 
9. The decision framework described in the remainder of this Technical Release provides 


users with an organized approach for applying the principles described above to support 
their process for developing entity specific policies and procedures for accumulating, 
allocating, and reporting the cost of G-PP&E in compliance with relevant accounting 
standards. 


 


RELATED ACCOUNTING LITERATURE 


10. The related accounting standards are as follows: 
 


a. SFFAS 4, Managerial Cost Accounting Standards and Concepts 


b. SFFAS 6, Accounting for Property, Plant, and Equipment 


c. SFFAS 23, Eliminating the Category National Defense Property, Plant, and 
Equipment 


d. SFFAS 35, Estimating the Historical Cost of General Property, Plant, and Equipment 
 


MATERIALITY 


                                                
3
 A [costing] method is economically feasible if the benefits resulting from implementing the method outweigh its 


costs. It is not advantageous to use a costing method if it requires a large amount of resources and yet produces 
information of little value to users. (SFFAS 4 paragraph 142) 
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11. The provisions of this Statement need not be applied to immaterial items. The determination 


of whether an item is material depends on the degree to which omitting or misstating 
information about the item makes it probable that the judgment of a reasonable person 
relying on the information would have been changed or influenced by the omission or the 
misstatement. 
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TECHNICAL GUIDANCE 


SCOPE 


12. Readers of this Technical Release should first refer to the hierarchy of accounting standards 
in SFFAS 34, The Hierarchy of Generally Accepted Accounting Principles, Including the 
Application of Standards Issued by the Financial Accounting Standards Board. This 
Technical Release supplements the relevant accounting standards, but is not a substitute 
for and does not take precedence over the standards. This Technical Release clarifies but 
does not change guidance provided in SFFAS 4, SFFAS 6, SFFAS 23, or SFFAS 35.  
 


13. This Technical Release does not address Internal Use Software. (See instead SFFAS 10, 
Accounting for Internal Use Software.)  


TECHNICAL GUIDANCE 


SUMMARY OF EXISTING STANDARDS 


 


14. SFFAS 6 Paragraph 26 states: 


All general PP&E shall be recorded at cost. Cost shall include all costs incurred to bring the 


PP&E to a form and location suitable for its intended use. For example, the cost of acquiring 


property, plant, and equipment may include: 


- amounts paid to vendors; 


- transportation charges to the point of initial use; 


- handling and storage costs; 


- labor and other direct or indirect production costs (for assets produced or constructed); 


- engineering, architectural, and other outside services for designs, plans, specifications, 


and surveys; 


- acquisition and preparation costs of buildings and other facilities; 


- an appropriate share of the cost of the equipment and facilities used in construction 


work; 


- fixed equipment and related installation costs required for activities in a building or 


facility; 


- direct costs of inspection, supervision, and administration of construction contracts and 


construction work; 


- legal and recording fees and damage claims; 


- fair value of facilities and equipment donated to the government; and 


- material amounts of interest costs paid [FN 16: “Interest costs” refers to any interest 


paid by the reporting entity directly to providers of goods or services related to 


the acquisition or construction of PP&E.] 
 


15. The types of costs assigned to G-PP&E may vary depending on if the asset is purchased as 


a completed item, is contractor constructed, or is self-constructed. SFFAS 6 specifically 


states that the costs recorded in G-PP&E should include only those costs that “bring the (G-) 
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PP&E to a form and location suitable for its intended use.” These costs may include both 


direct and indirect costs. However, indirect production costs only occur when G-PP&E are 


produced or constructed. 


 
16. According to SFFAS 4, paragraph 90, “direct costs are costs that can be specifically 


identified with an output.” [For purposes of this guidance “output” is an item or items of G-


PP&E.] A few examples of direct costs noted in SFFAS 6, paragraph 26, are amounts paid 


to vendors, labor and other direct production costs, an appropriate share of the cost of the 


equipment and facilities used in the construction work, and direct costs of inspection, 


supervision, and administration of construction contracts and construction work. The direct 


costs accumulated and identified as costs incurred to “bring the G-PP&E to a form and 


location suitable for its intended use” should be assigned to the cost of the G-PP&E item(s).  


If the direct costs are not identified as costs incurred to “bring the G-PP&E to a form and 


location suitable for its intended use”, then the costs should be expensed or capitalized in 


accordance with other standards.  The item(s) of G-PP&E must meet or will meet the entity’s 


capitalization threshold or other capitalization recognition criteria. 


 
17. Indirect costs are costs that cannot be identified specifically with or traced to a given cost 


object in an economically feasible way [SFFAS 6, Glossary]. [For purposes of this guidance 


“cost object” is an item or items of G-PP&E.] The example of indirect costs noted in SFFAS 


6, paragraph 26, is indirect production costs (for assets produced or constructed). The 


indirect costs identified as costs incurred to “bring the G-PP&E to a form and location 


suitable for its intended use” should be accumulated, assigned or allocated to the cost of the 


G-PP&E item(s).  If the accumulated indirect costs are not identified as costs incurred to 


“bring the G-PP&E to a form and location suitable for its intended use” (for example, 
administrative overheads that do not contribute to bringing the G-PP&E item to a form and 


location suitable for its intended use), then the costs should be expensed. Note also that if 


the item(s) of G-PP&E do not (or will not) meet the entity’s capitalization criteria (e.g., 


capitalization threshold) then indirect costs are not a consideration. 


 
18. A fundamental concept presented in this Technical Release is that it is reasonable to expect 


a difference in the level of granularity that federal entities use to allocate program costs to 


G-PP&E. Some entities have an inherent business/operational need to assign or allocate 


costs at a more granular level while others do not. This Technical Release emphasizes the 


concept that an entity management's role of establishing GAAP compliant policies and 


processes includes a critical element of flexibility. The flexibility allows management to 


create and execute policies and procedures that fit within the GAAP framework and align 


with the respective entity's business/operating model. 


 
19. The below guidance is presented as responses to the three issues, previously identified in 


this Technical Release, posed as questions. Refer to Appendix D, Accounting Literature for 


a more extensive presentation of accounting literature relevant to this discussion. 
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QUESTIONS & ANSWERS 


 


20. Q1.  SFFAS 6, paragraph 26, requires G- PP&E to be recorded at the costs incurred to bring 


the G-PP&E to a form and location suitable for its intended use. Examples of costs of 


acquiring G-PP&E are provided. Does management have discretion in applying the cost 


assignment methods identified in SFFAS 4, paragraph 124, to accumulate acquisition 


costs? 


21. A1.  Yes. SFFAS 4 establishes a principle for management to apply. Of particular 


importance is the emphasis on economic feasibility with regard to direct tracing of costs to 


outputs. SFFAS 4, paragraph 124, provides that “[in] principle, costs should be assigned to 


outputs in one of the methods listed below in the order of preference: 


a) Directly tracing costs wherever economically feasible; 


b) Assigning costs on a cause-and-effect basis; and 


c) Allocating costs on a reasonable and consistent basis.” 


22. Each reporting entity should determine the appropriate detail for the cost accounting 
processes and procedures used to identify costs incurred to bring the G-PP&E to a form and 
condition suitable for its intended use per SFFAS 6, paragraph 26. The reporting entity 
should make this determination based on several factors, to include (SFFAS 4, paragraph 
72): 


a) nature of the entity’s operations; 


b) precision needed in cost information to meet managerial needs, including 
cost-recovery decisions; 


c) practicality of data collection and processing; 


d) availability of electronic data handling facilities; 


e) cost of installing, operating, and maintaining the cost accounting processes; 
and 


f) any specific information needs of management. 
 


23. Q2. How should indirect costs be applied in considering the acquisition cost of G-PP&E? 


24. A2. SFFAS 4, paragraph 92, explains that: “A reporting entity and its responsibility segments 


may incur general management and administrative support costs that cannot be traced, 


assigned, or allocated to segments and their outputs. These unassigned costs are part of 


the organization costs, and they should be reported on the entity’s financial statements 


(such as the Statement of Net Costs) as costs not assigned to programs.” Management 


should consider general management and administrative support costs when identifying the 


costs to bring the G-PP&E to a form and location suitable for its intended use. Entities may 


incur indirect costs4 that cannot be reasonably allocated to programs, segments, or outputs 


including G-PP&E acquisition. Because reporting entities have different organizational 


structures and missions, there will be differences in the level of allocation of such costs 


across all outputs including item(s) of G-PP&E.  


                                                
4
 Indirect production costs only occur when G-PP&E are produced or constructed. 
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25. Q3.  How does the principle of “non-production costs” apply in considering the acquisition 


cost of G-PP&E? 


26. A3. SFFAS 4, paragraph 104, explains that: 


A responsibility segment may incur and recognize costs that are linked to events other 
than the production of goods and services. Two examples of these non-production costs 
were discussed e -Employment Benefits (OPEB) costs that are 
recognized as expenses when an OPEB event occurs, and (2) certain property 
acquisition costs that are recognized as expenses at the time of acquisition. Other non-
production costs include reorganization costs, and nonrecurring cleanup costs resulting 
from facility abandonments that are not accrued. Since these costs are recognized for a 
period in which a particular event occurs, assigning these costs to goods and service 
produced in that period would distort the production costs. In special purpose cost 
studies, management may have reasons to determine historical output costs by 
distributing some of these costs to outputs over a number of past periods. Such 
distribution may be appropriate when: (a) experience shows that the costs are recurring 
in a regular pattern, and (b) a nexus can be established between the costs and the 
production of outputs that may have benefited from those costs.  


Non-production costs should not be assigned as G-PP&E acquisition costs. For example, 
losses that arise from a natural disaster should not be attributed to G-PP&E acquisition 
costs even if the assets damaged are those being used to construct the G-PP&E (that is, if 
cranes used in constructing a building are completely destroyed in a hurricane, the cost of 
such damage should be treated as non-production costs and not as costs incurred to bring 
the building to a form and location suitable for use).  


SUMMARYOF ILLUSTRATIONS 


27. The decision framework supports development of accounting policies and practices 


appropriate to each organization’s characteristics in accordance with GAAP. The framework 


is meant to provide parameters or principles for reporting entities to consider in developing 


organizational accounting policies and practices that will best support their operating 


models, provide the financial information necessary to manage programs, and report in 


accordance with GAAP. Reporting entities should report the full costs of outputs in the 


general purpose financial reports.  Full costs may be expensed or capitalized in accordance 


with GAAP and based on each entity's accounting policies and practices.. 


 
28. This Technical Release provides examples of three different agencies applying the 


framework (see Appendix B for examples), which demonstrate GAAP compliant G-PP&E 


cost accumulation and allocation methodologies appropriate for unique organizational 


characteristics including operating models.  


EFFECTIVE DATE 


29.  This Technical Release is effective upon issuance. 
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The provisions of this Technical Release need not be applied to immaterial items. 
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APPENDIX A: BASIS FOR CONCLUSIONS 


This appendix discusses some factors considered significant by AAPC members in reaching the 


conclusions in this Technical Release. It includes the reasons for accepting certain approaches 


and rejecting others. Individual members gave greater weight to some factors than to others. 


The guidance enunciated in this Technical Release –not the material in this appendix–should 


govern the accounting for specific transactions, events, or conditions. 


PROJECT HISTORY 


A1. In January 2008, the Accounting and Audit Policy Committee established the General 


Property, Plant, & Equipment (G-PP&E) task force to assist in developing implementation 


guidance for federal G-PP&E as it relates to SFFAS 6, Accounting for Property, Plant, & 


Equipment, SFFAS 23, Eliminating the Category National Defense Property Plant, & 


Equipment, and other related G-PP&E guidance developed by the FASAB. The task 


force includes federal agency representatives who are experiencing G-PP&E 


implementation issues and those who have G-PP&E implementation best practices to 


share with the federal community.  


A2. The G-PP&E task force was divided into four subgroups to address a set of related issues.  


The subgroups have met separately to discuss their set of issues and report back to the 


full task force on its progress towards the development of implementation guidance.  The 


four sub-groups are 


o G-PP&E Acquisition 


o G-PP&E Use 


o G-PP&E Disposal 


o G-PP&E Records Retention 


 


A3. A fifth subgroup, the G-PP&E Cost Accounting Issues (CAI), was later added to address 


the complexities of allocating programmatic, managerial, and administrative costs to G-


PP&E. The subgroup’s primary objective was to reinforce the FASAB’s provisions for 


Federal reporting entities to apply a reasonable level of management interpretation and 


flexibility, within the standards, to their G-PP&E financial recording and reporting 


processes. The subgroup’s objectives did not include prescribing specific types of costs 


that should be included in the capitalized cost of an asset.  


A4. This proposed guidance was developed by the CAI subgroup.  The subgroup included 


industry representatives from several public accounting and consulting firms as well as 


representatives from the following federal agencies 


 Department of Defense (DoD) (including the individual military departments) 


 Department of Homeland Security (DHS) 


 Federal Aviation Administration (FAA) 


 General Services Administration (GSA) 


 National Aeronautics and Space Administration (NASA) 


 National Reconnaissance Office (NRO) 


 Office of the Director of National Intelligence (ODNI) 
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 United States Bureau of Reclamation (USBR) 


 


A5. The subgroup developed the Asset Acquisition Lifecycle Phases (AALP) data call for the 


task force member agencies’ representatives to complete and submit to the subgroup for 


consolidation and discussion. The data call was designed to highlight the commonalities 


across the federal G-PP&E acquisition process and to use those commonalities to outline 


a general acquisition decision framework to assist agencies with accounting for G-PP&E 


costs in accordance with GAAP. 


A6. The data call also focused on identifying the cost activities that occur in each AALP, the 


accounting treatments assigned to those activities, and the rationale for management’s 


accounting policy that drives those cost accumulation and allocation determinations. 


Management’s ability to document and implement a reasonable and consistent approach is 


a critical component of supporting management’s application of GAAP. 


A7. In reaching its conclusions, the subgroup recognized the need to develop implementation 


guidance to address the complexities of allocating programmatic, managerial, and 


administrative costs to G-PP&E. The subgroup felt that clarification of this issue is 


especially critical given the ongoing and significant efforts and resources that many federal 


entities such as the DOD, DHS, and IC are expending to obtain and maintain unqualified 


audit opinions. There are a number of cost beneficial and reasonable changes (e.g., 


policies, systems, and processes) that federal entities can and should make in order to 


facilitate better financial management and reporting. However, entity management must be 


allowed to navigate within the parameters of GAAP to determine the point at which the 


costs of improving or providing financial information outweigh the derived benefits. 


A8. The decision framework discussed in this Technical Release recognizes that the financial 


management information needs of stakeholders, both internal and external, vary by entity. 


The agency-specific examples (detailed in Appendix 3) demonstrate how G-PP&E cost 


accumulation methodologies may be tailored to different operating models and still be in 


accordance with GAAP. The implementation guidance does not provide a one-sized fits all 


solution, instead it is designed to give management a framework on which to base their 


stakeholder financial management information needs. The framework comprises the 


following three principles: 


a. Relevance/usefulness of information (both to internal and external stakeholders); 


b. Level of precision (e.g., materiality) needed to properly manage and report costs; and 


c. Cost-benefit of establishing and executing cost assignment processes, methods and 


tools. 


A9. One of the objectives of this Technical Release is to enable federal reporting entities to use 


a consistent framework to interpret existing guidance given the flexibility it provides. The 


proposal also supports the objectives of ensuring that (1) transactions involving G-PP&E 


are recorded in accordance with federal accounting standards, and (2) the cost of 


producing federal financial information, as it relates to establishing the cost of G-PP&E, 


does not outweigh the benefits derived by the users of the financial information. Lastly, it 


provides a decision framework flowchart to assist entity management in applying the 


principles described throughout the Technical Release. 
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RESPONSES TO THE PROPOSAL 


A10. The AAPC received 15 response to the exposure draft from the following sources: 


Table 1.0 – Types of Respondents 


 Federal  


(Internal) 


Non-


federal 


(External) 


Users, academics, others  2 


Auditors 0 2 


Preparers and financial 


managers 
11  


 


A11. The AAPC considered responses to the exposure draft at its July 11, 2013, public meeting. 


The AAPC did not rely on the number in favor of or opposed to a given position. 


Information about the respondents’ majority view is provided only as a means of 


summarizing the comments. The AAPC considered the arguments in each response and 


weighed the merits of the points raised. 


A12. Of the 15 responses, 14 supported the proposal. Of the remaining 1, offered comments.  


AAPC & BOARD APPROVAL 


 


A13. The Technical Release was [pending approval] by the AAPC for release to the FASAB for 


issuance.  The Board has [pending review] this Technical Release and a majority of its 


members [no object pending] to its issuance. Written ballots are available for public 


inspection at the FASAB’s offices. 
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APPENDIX B: ILLUSTRATIONS 


ILLUSTRATIONS – ASSET ACQUISITION LIFECYCLE PHASES (AALP) 


The examples in this Appendix are illustrative only; they do not 
represent authoritative guidance. 


 


B1. The subgroup defined the AALPs to highlight the commonalities across the federal 


PP&E acquisition process and to use those commonalities to outline a general 


acquisition decision framework to assist agencies to account for G-PP&E costs in 


accordance with GAAP. Note that the AALP and illustrations reflect practices as of the 


Technical Release date and are not updated for changes that may have occurred since. 


The five generic AALPs are as follows: 1) Preliminary Research and Development 


(R&D) – Concept Exploration, 2) Intermediate R&D –Concept Development, 3) 


Advanced R&D – Concept Design and Development, 4) Production – Asset 


Development and “In-service” Placement, and 5) Operations and Maintenance.  Table 1 


(below) lists the five generic AALPs, for several task force member agencies’ 


corresponding phases, the subgroup’s AALP descriptions, examples of  activities that 


may indicate transition from one AALP to another [phase indicators (examples)] and 


general accounting treatments that apply to activities in each AALP.  


TABLE 1: AGENCY SUMMARY EXAMPLES: ASSET ACQUISITION LIFECYCLE PHASES 
 


Table 1 


Generic 
Subgroup 
AAPL Titles 


Task 
Force 


Member 
Agency 


Task Force Member Agency Phase Titles Used 
Generic Subgroup AALP 


Descriptions 


Phase 1: 


Preliminary R&D 
– Concept 
Exploration 


DoD Concept Exploration  Decision R&D activities directed at 
an identifiable current or emerging 
resource requirement(s). 


FAA Mission Analysis Phase 


GSA Identification Phase 


NASA Identify Need for Capital Item 


NRO Concept Studies 


Phase 1 Indicators (Examples): Concept, feasibility, and trade studies. 
Phase 1 General Accounting Treatment: Expensed in the period incurred. 


 


Phase 2: 


Intermediate 
R&D –Concept 
Development 


DoD Concept Definition and Design Research Targeted R&D activities that build 
upon the prior phase’s Decision 
R&D activities and are directed at 
an identifiable current or emerging 
resource requirement(s). 


FAA Investment Analysis Phase 


GSA Pre-Award Phase 


NASA Issue Purchase Request (PR), Notification sent to 
Vendors, Request for Proposal (RFP), Evaluation 
of Proposal by Source Evaluation Board 


NRO Concept Development 


Phase 2 Indicators (Examples): Investment analysis and review of alternatives. 
Phase 2 General Accounting Treatment: Expensed in the period incurred. 


 


Phase 3: 


Advanced R&D 
– Concept 
Design and 
Development 


DoD Concept Demonstration Phase R&D closeout and the genesis of 
asset development activities. FAA Solution Development 


GSA Award  


NASA Make and document Selection, Notification of 
selectee and non-selectees 
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AGENCY SPECIFIC EXAMPLES: ASSET ACQUISITION LIFECYCLE PHASES 


 
B2. A given entity may consider certain costs, such as the agency head’s office, to be period 


costs because the activities contribute to the entity’s strategic objectives and mission rather 


than the acquisition of a particular asset.  In contrast, another entity may have an 


operational or business need to allocate the same type of costs to individual assets because 


such costs are incurred in support of acquiring those assets.  Examples from the FAA, GSA, 


and the NRO are included in this Technical Release to demonstrate how an entity’s 


operating model may affect how management identifies and records certain program costs.5  


The GSA’s operating model requires more granular cost accumulation policies that allocate 


costs across the many individual assets it is responsible for acquiring.  As shown in the 


following tables, this business need does not exist for the FAA or the NRO, where the 


mission is not primarily asset acquisition. 


 
B3. The FAA’s mission includes the modernization and improvement of the National Airspace 


System (NAS) and Research, Engineering & Development (RE&D) activities to improve the 


safety and effectiveness of the air traffic control system. To support its mission the FAA 


incurs direct (burden base) and indirect (burden pool) costs. The FAA has developed a 


burdening process by which management allocates indirect costs to various projects. For 


example, the FAA “pools” indirect technical support services contract (TSSC) and systems 


engineering and technical assistance (SETA) costs and uses its burdening process to 


allocate those costs to capital projects.  


 


                                                
5 SFFAC 1 paragraph 164 states, comparability implies that differences among financial reports should be caused by 


substantive differences in the underlying transactions or organizations rather than by the mere selection of different 


alternatives in accounting procedures or practices. 


NRO Preliminary Design 


Phase 3 Indicators (Examples): Source selection decision and approval for final investment analysis 
Phase 3 General Accounting Treatment: Mixture of costs that are expensed in the period incurred and those that are 


capitalized and depreciated or amortized over the useful life of the asset. 


 


Phase 4: 


Production – 
Asset 
Development 
and “In-service” 
Placement 


DoD System Development and Demonstration Fully-engaged asset development 
activities. FAA Solution Implementation 


GSA Post-Award 


NASA Issue a Purchase Order 


NRO Build 


Phase 4 Indicators (Examples): Initiate asset development or acquisition. 
Phase 4 General Accounting Treatment: Capitalized and depreciated or amortized over the useful life of the asset. 


 


Phase 5: 


Operations and 
Maintenance  
 
 


DoD Production and Sustainment Activities aimed at maintaining the 
operability of the entity’s assets. 
 
 


FAA In-Service Management 


GSA Contract Close-Out 


NASA Not applicable 


NRO Operations 


Phase 5 Indicators (Examples): Asset is placed in service.  
Phase 5 General Accounting Treatment: Expensed in the period incurred (excluding costs incurred to extend the useful 


life, enhance existing capabilities, or add new capabilities to the asset).  
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B4. A significant part of the GSA’s mission is to serve as a supplier of goods and services to 


Federal agencies on a reimbursable basis.  In this role, the GSA has a business need to 


capture costs (including overhead and indirect costs) at a very granular level.  This permits 


the GSA to establish rates and develop pricing models that will recoup the full cost of 


operating under a non-appropriated, user-fee model.  GSA's personal property capitalization 


threshold is $10,000, which is lower than FAA and the NRO thresholds of $100,000. The 


GSA's personal property capitalization threshold is reflective of the types and quantities of 


property acquired by the GSA. This is an example of management’s role in establishing 


internal policies and procedures that fit within the parameters outlined in GAAP and align to 


the entity’s operating model. 


 
B5. The NRO’s G-PP&E cost accumulation and allocation policies and procedures allow the 


agency to meet the intelligence needs of the Intelligence Community (IC), Department of 


Defense, Department of Homeland Security, and users of intelligence products.  Unlike the 


GSA, the NRO does not operate on a fee-for-service or reimbursable basis.  The NRO 


utilizes cost-plus contractual agreements, which allows them to procure large scale satellite 


assets, as well as a wide range of professional and technical services that cross multiple 


PP&E assets and lifecycle phases.  This acquisition and funding model contributes to an 


operating environment which results in a different decision point at which the benefits of 


achieving more precise cost allocation information are outweighed by the cost to obtain that 


information. 


 
B6. The GSA has a business need to accumulate and allocate costs at a very granular level to 


ensure that their pricing models, rates and schedules facilitate the full recovery of costs 


under a non-appropriated, user-fee model.  For the GSA, the end cost objective is the G-


PP&E asset.  In contrast, for the FAA and the NRO, the end program objective is enhanced 


information to meet a mission need.  Each of these agencies utilize their respective 


operating model as a component in the development and execution of their accounting 


policies and procedures.  The G-PP&E cost accumulation policies and procedures of the 


FAA and the NRO are primarily related to their respective aerospace services and satellite-


driven intelligence missions.  The operating environments of these agencies are supported 


by low volume and high dollar value G-PP&E acquisitions.  Consequently, these agencies 


have differing precision points at which accumulating and assigning costs to G-PP&E assets 


at a more granular level is ineffective and inefficient. 


 
B7. The following examples describe the primary differences between these three agencies: 


 
i. When a project meeting the capitalization threshold is deemed probable 


and feasible, the GSA will classify certain feasibility costs as eligible for 
capitalization.  At the same time, the FAA and the NRO consider these 
costs to be period expenses. 
 


ii. The GSA capitalizes all labor costs (i.e. direct costs and indirect costs 
allocable to capital projects).  The FAA “pools” indirect TSSC and SETA 
costs and uses its burdening process to allocate those costs to capital 
projects. 
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iii. The NRO applies an allocation methodology to costs that are determined 
to be acquisition management costs (AMCs).  AMCs include comingled 
government program management costs; costs associated with 
integration and support services provided on SETA, Federally Funded 
Research and Development Centers (FFRDC) and Contractor Assistance 
and Advisory Service (CAAS) contracts; directorate-level office support 
costs; and agency-level general and administrative costs.  NRO's cost 
accounting system and processes do not facilitate direct tracing of AMCs 
and there is no inherent business or mission need to implement a system 
or reengineer processes that would do so. The NRO’s allocation 
methodology capitalizes a portion of these AMCs to individual G-PP&E 
assets.   
 


B8. Tables 2-4 provide a summary-level view of the GSA’s, the FAA’s, and the NRO’s PP&E 


acquisition lifecycle cost accounting policies and procedures. 


 
 


 


Federal Aviation Administration – Table 3 
Phase Example Cost Activities Recognition Recognition Basis per Entity Internal Accounting 


Policies 


1 Research & Development costs:  


 Mission Analysis 


 Identify Projected Demand for 
Services 


 Identify Technological 


Expense The FAA believes that the costs incurred in this 


phase are inherently expense. 


General Services Administration – Table 2 
Phase Activity Recognition Recognition Basis per Entity Internal 


Accounting Policies 
1 Administrative Costs (Direct) of 


Developing & Fielding a System 


Capitalize Pre-acquisition Costs.  Costs incurred prior to the 


formal project phase such as costs of feasibility 


studies, environmental studies, zoning and traffic 


studies, appraisals, surveys, and various planning 


and design costs may be capitalized if acquisition 


or approval of the project is probable and the costs 


can be directly identified to the project. If at a later 


date the project is canceled, then the previously 


capitalized costs are expensed. 


2 Design Reviews (e.g., Formal 


Qualification Reviews, Preliminary And 


Critical Design Reviews): 


a) Before Technical Feasibility Has 
Been Determined. 
 


b) After Technical Feasibility Has 
Been Determined 


a) Expense 
 


b) Capitalize 


3 Labor Costs During Construction (This 


includes the GSA’s personnel and 


contract Direct Labor costs as well as 


Indirect costs allocated to capital 


projects.) 


Capitalize Capitalized Projects.  GSA’s real property policy 


capitalizes projects that increase the efficiency or 


life expectancy of an asset.  For example, projects 


that acquire land and/or construct new buildings 


and structures; improve or extend the useful life of 


land, buildings and their systems; or replace, 


enhance or upgrade a substantial portion of an 


asset.  For a project to be capitalized, it must: (1) 


have an accounting system identification (ASID) 


number; (2) have a cost of  $50,000 or greater; (3) 


increase the efficiency or life expectancy of an 


asset; and (4) have a useful life of 2 years or more. 


4 Project Management Costs - Baseline 


and Contractor Administration 
Capitalize 


5 General Maintenance Expense The GSA believes that the costs incurred in this 


phase are inherently expense. 
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Opportunities 


 Mission Needs Analysis and 
Assessment 


 Initial Requirements Definition 


2 Research & Development costs:  


 Investment Analysis 


 Initial Investment Decision 


 Final Investment Decision 


Expense 


 


 


The FAA expenses all prototype costs incurred 


before technological feasibility has been established 


except for operational feasibility prototypes that will 


be used in operations if successful.. 


3  Solution Development 


 Program Management 


 System Engineering  


 Hardware/Software Design 


 Physical Airspace 
(PHYS/AIRSP) Infrastructure 


 Test and Evaluation 


 Data/Documentation 


Comingled 


(i.e., Expense 


and Capitalize) 


At the completion of a final investment decision the 


FAA makes the decision to acquire (develop or 


purchase) a G-PP&E asset.  Based on guidance 


from the FAA financial manual certain costs will be 


capitalized and certain costs will be expensed. All 


qualifying costs necessary to acquire a capital asset, 


or improve on an existing capital asset, are 


classified as capital costs. The purchase price and 


costs incurred to bring an asset to a form and 


location suitable for its intended use are examples of 


capital costs. Costs that do not meet these criteria 


are expensed. 


 


The FAA expenses all costs incurred on a first 


prototype before technological feasibility has been 


established. After technological feasibility has been 


established, the subsequent costs of constructing 


and installing a first prototype are eligible for 


capitalization. 


4  Implementation  


 Program Management 


 Engineering 


 Environmental/OSHA  


 Site Selection 


 Construction 


 Install and Checkout 


 Commissioning/Close 


 Telecommunication 


 Training  


Comingled 


(i.e., Expense 


and Capitalize) 


See above (Phase 3). 


5 


 
 In-Service Management 


 Program Support 


 Second Level Engineering 


Expense  At the completion of a joint acceptance inspection 


the asset is in a form and location suitable for its 


intended use. The FAA believes that the costs 


incurred in this phase are inherently expense. 


 


National Reconnaissance Office  – Table 4 
Phase Activity Recognition Recognition Basis per Entity Internal 


Accounting Policies 
1  Directorate Level 


Research and 
Development leading to 
the initial decision point  
(i.e.,Key Decision Point  
A


6
) 


Expense Basic, applied, and advanced R&D costs incurred prior to 


the secondary decision point (i.e., Key Decision Point B) 


are expensed. 


 


 


2  Costs related to the 
proposal review and 
contract award processes 


Expense Basic, applied, and advanced R&D costs incurred prior to 


Key Decision Point B are expensed. 
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6 Key Decision Points (KDP) are defined significant milestones in the National Security Space program of the Department of 


Defense acquisition lifecycle. For example, KDP B is the official program initiation of a National Security Space program of the 


Department of Defense, which triggers a formal review to determine maturity of technology and the program's readiness to begin the 


preliminary system design 


 


3  At Key Decision Point  B 
the Director of the NRO 
signs a Decision 
Memorandum 


 Requirement and 
specification development  


 Labor costs during 
construction  


Capitalize Key Decision Point B triggers the capitalization of costs 


for development. 


 AMCs related to the 
program acquisition 
strategy management 
processes. These costs 


include:  
 


1) Government program 
management costs, 


2) Integration and 
support contracts for 
SETA, FFRDC, and 
CAAS, 


3)  Directorate level 
office support,   
Agency General and    
administrative costs 


Comingled 


(Expense and 


Capitalize) 


 


 The NRO uses an allocation methodology by which 


Acquisition Management Costs (AMC) incurred 


throughout the entire acquisition lifecycle (excluding the 


Operations and Maintenance phase) are "bucketed" and 


allocated to capital and expense accounts based on the 


proportional percentage of actual, non-AMC capital and 


expense expenditures incurred throughout the year.  


 


 


4  Costs related to final 
design, build, test, and 
delivery activities  


Capitalize Development costs continue to be capitalized in this 


phase. 


 Project Management 
Costs - Baseline and 
Contractor Administration 


 


 AMCs related to the 
government program 


management processes 


Comingled 


(Expense and 


Capitalize) 


See AMC explanation in above Phase 3. 


5  Operations and 
Maintenance (O&M) 


Expense Initial operating capability (IOC) triggers the expense of 


costs for operations and maintenance. 
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APPENDIX C: DECISION FRAMEWORK FLOWCHART  


 


C1. As stated throughout this Technical Release, management should base their financial 


management information needs on the following three principles: 


 


a) Relevance/usefulness of information (both to internal and external stakeholders); 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; and 


c) Cost benefit of establishing and executing cost assignment processes, methods and 


tools. 


 


C2. The decision framework flowchart provides users with an organized approach for applying 


the principles described above to support their process of developing entity specific policies 


and practices for accumulating, allocating, and reporting the cost of G-PP&E in compliance 


with relevant accounting standards. 
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APPENDIX D: ACCOUNTING LITERATURE   


RECOGNITION 


 


D1. SFFAS 6 Accounting for Property, Plant, and Equipment, paragraph 26 provides the 
examples below as cost activities that reporting entities may incur in order to bring 
PP&E to a form and location suitable for its intended use. “For example, the cost of 
acquiring property, plant, and equipment may include: 


 


 amounts paid to vendors; 


 transportation charges to the point of initial use; 


 handling and storage costs; 


 labor and other direct or indirect production costs (for assets produced or 
constructed); 


 engineering, architectural, and other outside services for designs, plans, 
specifications, and surveys; 


 acquisition and preparation costs of buildings and other facilities; 


 an appropriate share of the cost of the equipment and facilities used in 
construction work; 


 fixed equipment and related installation costs required for activities in a 
building or facility; 


 direct costs of inspection, supervision, and administration of construction 
contracts and construction work; 


 legal and recording fees and damage claims; 


 fair value of facilities and equipment donated to the government; and 


 material amounts of interest costs paid.” 
 


THE COST ASSIGNMENT AND ALLOCATION DECISION FRAMEWORK 


 


D2. Office of Management and Budget (OMB) Circular A-136, Financial Reporting 
Requirements: Statement of Net Cost (SNC) introduces the following components of 
the cost accumulation and allocation decision framework: 


 


a) Costs that cannot be assigned to specific programs or outputs – Section 
II.4.4, “Statement of Net Cost”, The “Components of Net Cost” subparagraph 
states that: “The statement should include a presentation of the following: (1) 
Program costs, (2) related exchange revenues, (3) the excess of costs over 
exchange revenues (net program costs), (4) gain/loss on pension, ORB, or 
OPEB assumption changes, (5) the costs that cannot be assigned to specific 
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programs or outputs, and (6) the exchange revenues that cannot be attributed to 
specific programs and outputs. 


 


b) Program level versus output level cost allocation – Section II.4.4.3 “Gross 
Program Costs” states that: The reporting entity should report the full cost of 
each program's output, which consists of (a) both direct and indirect costs of the 
output, and (b) the costs of identifiable supporting services provided by other 
segments within the reporting entity and by other reporting entities. The reporting 
entity should accumulate and assign costs in accordance with the costing 
methodology in SFFAS No.4. Program costs should also include any non-
production costs that can be assigned to the program but not to its outputs. 


 


c) Costs not assigned to programs – Section II.4.4.7 “Costs Not Assigned to 
Programs” states that: A reporting entity and its sub-organizations may incur: (a) 
high-level general management and administrative support costs that cannot be 
directly traced, assigned on a cause-and-effect basis, or reasonably allocated to 
segments and their outputs and (b) non-production costs that cannot be assigned 
to a particular program. These costs are part of the entity and sub-organization 
costs and should be reported on the SNC as "costs not assigned to programs." 


 


 


MANAGEMENT’S ROLE IN APPLYING THE COST ACCUMULATION, 


ASSIGNMENT, AND ALLOCATION DECISION FRAMEWORK 


 


D3. SFFAS 4 Managerial Cost Accounting Standards and Concepts7 introduces the 
following components of the cost allocation decision framework: 


 


d) Appropriate and consistent cost accumulation, assignment, and allocation 
– Costs of resources consumed by responsibility segments should be 
accumulated by type of resource. Outputs produced by responsibility segments 
should be accumulated and, if practicable, measured in units. The full costs of 
resources that directly or indirectly contribute to the production of outputs should 
be assigned to outputs through costing methodologies or cost finding techniques 
that are most appropriate to the segment’s operating environment and should be 
followed consistently. 


 


The cost assignments should be performed using the following methods listed in 


the order of preference: (a) directly tracing costs wherever feasible and 


economically practicable, (b) assigning costs on a cause-and effect basis, or (c) 


allocating costs on a reasonable and consistent basis. 


 


e) Factors for management’s consideration - Each reporting entity should 
determine the appropriate detail for its cost accounting processes and 
procedures based on several factors. These include the: 


 nature of the entity’s operations; 


 precision desired and needed in cost information; 


                                                
7
 SFFAS 4 Text box above paragraph 116.   
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 practicality of data collection and processing; 


 availability of electronic data handling facilities; 


 cost of installing, operating, and maintaining the cost accounting 
processes; and 


 any specific information needs of management. 
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APPENDIX E: ABBREVIATIONS 


 


AALP   Asset Acquisition Lifecycle Phases 


AAPC   Accounting and Auditing Policy Committee 


AMC   Acquisition Management Costs 


ASID   Accounting System Identification 


CAAS   Contractor Assistance and Advisory Service 


CAI   Cost Accounting Issues 


DHS   Department of Homeland Security 


DoD   Department of Defense 


FAA    Federal Aviation Administration 


FASAB  Federal Accounting Standards Advisory Board 


FFRDC  Federally Funded Research and Development Centers 


GAAP   Generally Accepted Accounting Principles 


G-PP&E  General Property, Plant, and Equipment 


GSA   General Services Administration 


IC   Intelligence Community 


KDP   Key Decision Point 


NAS   National Airspace System 


NASA   National Aeronautics and Space Administration 


NRO   National Reconnaissance Office 


O&M   Operations and Maintenance 


ODNI   Office of the Director of National Intelligence 


OMB   Office of Management and Budget 


OPEB   Other Post-Employment Benefits 


ORB   Other Retirement Benefits 


OSHA   Occupational Safety and Health Administration 


PBS   Public Buildings Service 


PHYS/AIRSP  Physical Airspace 


PP&E   Property, Plant, and Equipment 


RE&D   Research, Engineering & Development 
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R&D   Research and Development 


SETA   Systems Engineering and Technical Assistance 


SFFAC  Statement of Federal Financial Accounting Concepts 


SFFAS  Statement of Federal Financial Accounting Standards 


SNC   Statement of Net Costs 


TSSC   Technical Support Services Contract 


TR   Technical Release 


USBR   United States Bureau of Reclamation 
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AAPC General PP&E Task Force  


 


Donjette L Gilmore, Department of Defense, Task Force Chairperson (AAPC Member) 


 


Sandy Van Booven, NGA, Cost Accounting Issues Subgroup Leader 


 


 


Task Force Member Agencies 


 


Department of Defense 


Department of Homeland Security 


Federal Aviation Administration 


General Services Administration 


National Aeronautics and Space Administration 


National Reconnaissance Office 


Office of the Director of National Intelligence  


US Bureau of Reclamation 


 


 


Task Force Member Firms 


 


Deloitte  


Cotton & Co 


Ernst & Young 


KPMG 


PWC 
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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD 


The Secretary of the Treasury, the Director of the Office of Management and Budget 
(OMB), and the Comptroller General, established the Federal Accounting Standards 
Advisory Board (FASAB or “the Board) in October 1990. FASAB is responsible for 
promulgating accounting standards for the United States Government. These standards 
are recognized as generally accepted accounting principles (GAAP) for the Federal 
Government. 


Section III. I (3) of FASAB’s Rules of Procedure authorizes the AAPC to issue Technical 
Releases related to existing federal accounting standards.  Technical releases are 
intended to provide guidance on the specific application of Statements of Federal Financial 
Accounting Standards (SFFASs), Interpretations of SFFASs, and Technical Bulletins.  
AAPC’s Technical Releases are in the third category of authoritative guidance in the 
Federal GAAP hierarchy as stated in the SFFAS 34, The Hierarchy of Generally Accepted 
Accounting Principles.  AAPC may not amend existing standards or promulgate new 
standards. 
 


Additional background information is available from the FASAB or its website: 


 “Memorandum of Understanding among the Government Accountability Office, the 
Department of the Treasury, and the Office of Management and Budget, on 
Federal Government Accounting Standards and a Federal Accounting Standards 
Advisory Board.”  


 “Mission Statement: Federal Accounting Standards Advisory Board”, exposure 
drafts, Statements of Federal Financial Accounting Standards and Concepts, 
FASAB newsletters, and other items of interest are posted on FASAB’s website at: 
www.fasab.gov. 


Federal Accounting Standards Advisory Board 
441 G Street, NW, Suite 6814 


Mail stop 6H19 
Washington, DC 20548 


Telephone 202-512-7350 
FAX – 202-512-7366 


www.fasab.gov 


 


This is a work of the U.S. government and is not subject to copyright protection in the 
United States. It may be reproduced and distributed in its entirety without further 
permission from FASAB. However, because this work may contain copyrighted images or 
other material, permission from the copyright holder may be necessary if you wish to 
reproduce this material separately. 
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The Accounting and Auditing Policy Committee 


The Accounting and Auditing Policy Committee (AAPC) was organized in May 1997 by 
the Department of the Treasury, the Office of Management and Budget (OMB), the 
Government Accountability Office (GAO), the Chief Financial Officers' Council (CFOC), 
and the Council of the Inspectors General on Integrity and Efficiency (CIGIE) [formally 
the President's Council on Integrity and Efficiency (PCIE)], as a body to research 
accounting and auditing issues requiring guidance.   


The AAPC serves as a permanent committee established by the Federal Accounting 
Standards Advisory Board (FASAB). The mission of the FASAB is to develop accounting 
standards after considering the financial and budgetary information needs of 
congressional oversight groups, executive agencies, and the needs of other users of 
Federal financial information. The mission of the AAPC is to assist the Federal 
government in improving financial reporting through the timely identification, discussion, 
and recommendation of solutions to accounting and auditing issues as they relate to the 
specific application of existing authoritative literature. 


The AAPC is intended to address issues that arise in implementation, which are not 
specifically or fully discussed in Federal accounting and auditing standards.  The AAPC's 
guidance is cleared by FASAB before being published.  


Additional background information on the AAPC is available from the FASAB or its 
website: 


 “Charter of the Accounting and Auditing Policy Committee” 
 


 “Accounting and Auditing Policy Committee Operating Procedures” 
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        Federal Accounting Standards Advisory Board  


 


_________________________________________________________________________________ 


441 G Street NW, Mailstop 6H19, Washington, DC 20548 (202) 512-7350 fax 202 512-7366 


March 1, 2013 


TO: ALL WHO USE, PREPARE, AND AUDIT FEDERAL FINANCIAL INFORMATION  


The Accounting and Auditing Policy Committee (AAPC or Committee) of the Federal Accounting 


Standards Advisory Board (FASAB or the Board) is requesting comments on the exposure draft 


of a proposed Federal Financial Accounting Technical Release, entitled Implementation 


Guidance for General Property, Plant, and Equipment Cost Accumulation, Assignment and 


Allocation.   Specific questions for your consideration appear on pages 6 and 7 and are 


available for your use in Word format on the FASAB website at http://www.fasab.gov/board-


activities/documents-for-comment/exposure-drafts-and-documents-for-comment/. However, you 


are welcome to comment on any aspect of this proposal. Your response would be more helpful 


to the Committee and the Board if you explain the reasons for your position and any alternative 


you propose.  Responses are requested by May 1, 2013.  


Mail delivery is delayed by screening procedures. Therefore, please provide your comments in 
electronic form. Responses in electronic form should be sent by e-mail to fasab@fasab.gov.  If 
you are unable to provide electronic delivery, we urge you to fax the comments to (202) 512-
7366. Please follow up by mailing your comments to: 


 Wendy M. Payne, Executive Director 
 Federal Accounting Standards Advisory Board 
 Mailstop 6H19 
 441 G Street, NW, Suite 6814 


  Washington, DC 20548 
 


We will confirm receipt of your comments. If you do not receive confirmation, please contact our 
office at 202.512.7350 to determine if your comments were received. 
 
The Board's rules of procedure provide that it may hold one or more public hearings on any 
exposure draft. No hearing has yet been scheduled for this exposure draft. Notice of the specific 
date, time and location of the hearing will be published in the Federal Register and in the 
FASAB newsletter.  


 


Sincerely, 


 


Wendy M. Payne 


AAPC Chairperson 
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Questions for Respondents 


 
The AAPC encourages you to become familiar with all proposals in the technical release before 
responding to the questions in this section. In addition to the questions below, the AAPC also 
would welcome your comments on other aspects of the proposed technical release. 


 
The AAPC believes that this proposal would improve federal financial reporting and contribute to 
meeting the federal financial reporting objectives. The AAPC has considered the perceived 
costs associated with this proposal. In responding, please consider the expected benefits and 
perceived costs and communicate any concerns that you may have in regard to implementing 
this proposal. 


 
Because the proposals may be modified before a final technical release is issued, it is important 
that you comment on proposals that you favor as well as any that you do not favor. Comments 
that include the reasons for your views will be especially appreciated. 


 
The questions in this section are available in a Word file for your use at 
http://www.fasab.gov/board-activities/documents-for-comment/exposure-drafts-and-documents-
for-comment/. Your responses should be sent by e-mail to 
fasab@fasab.gov. If you are unable to respond electronically, please fax your responses to 
(202) 512-7366 and follow up by mailing your responses to: 


 
Wendy M. Payne, Executive Director 
Federal Accounting Standards Advisory Board 
Mailstop 6H19 
441 G Street, NW, Suite 6814 
Washington, DC 20548 


 
 
 


All responses are requested by May 1, 2013. 


Q1.   Do you agree or disagree with the concept that the current accounting standards 
provide entity management with both the responsibility and flexibility to design 
generally accepted accounting principles (GAAP) compliant policies and processes 
that align with the respective entity's operational environment (Paragraphs 3 – 4, 
19 – 20, and 25)? Please provide the rationale for your answer. 


 
Q2.   Do you agree or disagree that an entity’s mission and operational environment 


impact the financial management information needs of the entity’s stakeholders 
(Paragraph 9)? Please provide the rationale for your answer. 


 
Q3.  If you agree with “Q2” above, do you agree or disagree with management’s use of 


the three principles identified in Paragraph 10 to determine their stakeholder’s 
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financial management information needs? Please provide the rationale for your 
answer. 


 
Q4.  Do you agree or disagree with how direct costs are characterized as it relates to 


G-PP&E in paragraph 15? Please provide the rational for your answer.  
 
Q5.  Do you agree or disagree with how indirect costs are characterized as it relates to 


G-PP&E in paragraph 16? Please provide the rational for your answer. 
 


Q6.   Do you agree or disagree with the financial reporting of certain indirect costs as 
unassigned costs on the Statement of Net Cost as described in Paragraph 22? 
Please provide the rationale for your answer.  


 
Q7.  Do you agree or disagree with the financial reporting of non-production costs as 


described in Paragraph 24? Please provide the rationale for your answer. 
 
Q8.   Do you agree or disagree with the approach (e.g., decision points, application of 


GAAP, etc.) as outlined in the Decision Framework Flowchart (Appendix C)?  
Please provide the rationale for your answer. 
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Introduction 


Purpose 


1. Statement of Federal Financial Accounting Standards 6 (SFFAS 6), Accounting for 
Property, Plant, and Equipment, (paragraph 26) outlines the recognition requirements for 
general property, plant, and equipment (G-PP&E). Paragraph 26 states that,  
 
“All general PP&E shall be recorded at cost. Cost shall include all costs incurred to bring 
the PP&E to a form and location suitable for its intended use.”  
 
The AAPC G-PP&E Cost Accounting Issues Subgroup was developed to address a 
request for implementation guidance for these requirements.  
 


2. Implementation guidance is needed to promote an understanding of the flexibility in the 
application of the standards as it relates to:  


a) Recognition requirements related to programmatic, managerial, administrative, 
and other elements of program costs1 incurred during the G-PP&E lifecycle, the 
required levels of precision, and acceptable methods for recognizing those costs 
(i.e., capital costs captured on the Balance Sheet or period expense costs 
captured on the Statement of Net Costs [SNC]),  


b) The concept of a cost accumulation and allocation decision framework (i.e., 
acceptable methods of accumulating, assigning, and reporting cost data), and  


c) Management’s role in applying the cost accumulation, assignment, and allocation 
decision framework. 


 
3. The accounting standards and related basis for conclusions consistently recognize 


management’s role in interpreting and applying generally accepted accounting principles 
(GAAP) (i.e., management’s decision framework) to its respective entity’s operational 
environment.  The standards are meant to provide wide-ranging, reasonable, and 
consistent principles for reporting entities to operate within and to apply, respectively. 
For example, paragraph 3 of SFFAS 4, Managerial Cost Accounting Standards and 
Concepts, states, “These standards are based on sound cost accounting concepts and 
are broad enough to allow maximum flexibility for agency managers to develop costing 
methods that are best suited to their operational environment.” 
 


4. Consistent with “management’s decision framework” (see Decision Framework 
Flowchart at Appendix C), this technical release is intended to reemphasize the 
“framework” aspect of the managerial cost accounting concepts and standards as they 
relate to G-PP&E cost accounting and reporting as outlined in SFFAS 6 and SFFAS 4. 
 


                                            


 


1
 In this document, all subsequent references to these costs are collectively referred to as “program costs.”   
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Scope 


5. Readers of this technical release should first refer to the hierarchy of accounting 
standards in SFFAS 34, The Hierarchy of Generally Accepted Accounting Principles, 
Including the Application of Standards Issued by the Financial Accounting Standards 
Board. This technical release supplements the relevant accounting standards, but is not 
a substitute for and does not take precedence over the standards. This technical release 
clarifies, but does not change guidance previously provided in SFFAS 4, SFFAS 6, 
SFFAS 23, and SFFAS 35. Internal Use Software was not included in the scope of this 
document. 
 


Effective Date 


 
6. This technical release is effective upon issuance. 
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Background 


Overview 


7. The Accounting and Auditing Policy Committee (AAPC) G-PP&E Cost Accounting Issue 


(CAI) subgroup was tasked with identifying and presenting recommendations to the 


AAPC to address the complexities of allocating program costs to G-PP&E consistent 


with the role of management’s decision framework. This technical release (TR) 


addresses the following three central components of G-PP&E cost accounting and 


reporting:  


a) Recognition requirements related to programmatic, managerial, administrative, 


and other elements of program costs incurred during the G-PP&E lifecycle, 


required levels of precision, and acceptable methods for recognizing those costs 


(i.e., capital costs captured on the Balance Sheet or period expense costs 


captured on the Statement of Net Costs [SNC]),  
b) The concept of a cost accumulation and allocation decision framework (i.e., 


acceptable methods of accumulating, assigning, and reporting cost data), and  
c) Management’s role in applying the cost accumulation and allocation decision 


framework.  


 
8. The decision framework is intended to be used as a tool for management to leverage 


and guide professional judgment in the development and application of policies and 


practices to account for the cost incurred for G-PP&E in accordance with GAAP. Every 


entity has unique requirements and needs for financial management information to 


enable the successful execution of its mission and associated programs. Further, each 


entity requires varying levels of precision when allocating costs to end outputs or 


objectives. Therefore, each entity must assess and establish the appropriate cost benefit 


threshold for allocating program costs to G-PP&E assets in accordance with GAAP 


based on its mission requirements, operating environment, and stakeholder needs.  The 


purpose of the decision framework is to provide guidelines and considerations, founded 


on a G-PP&E acquisition lifecycle approach, to guide management through the 


application of the G-PP&E accounting standards within their unique business 


environment. The decision framework incorporates the inherent application flexibility built 


into the accounting standards to assist management to reasonably interpret and apply 


the standards in order to appropriately accumulate, allocate and recognize the cost of G-


PP&E within their unique operating environment.  


 


9. The decision framework discussed in this technical release recognizes that the financial 


management information needs of stakeholders, both internal and external, vary by 


entity. An entity’s revenue source (e.g., appropriated funds, revolving fund, user fee, 
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etc.) significantly impacts the types of and level of cost detail required to be allocated to 


end assets. For example, entities operating under a fee -for- service or working capital 


fund structure have a business need to accumulate and allocate costs at a very granular 


level to ensure that their pricing models, rates and schedules facilitate the full recovery 


of costs under a non-appropriated, user-fee model.  


 


10. The following three principles may be used by management to determine their 


stakeholder’s financial management information needs:  


 
a) Relevance/usefulness of information (both to internal and external stakeholders); 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; 


and 


c) Cost-benefit of establishing and executing intricate cost assignment processes, 


methods and tools. 


11. The decision framework described in the remainder of this technical release provides 
users with an organized approach for applying the principles described above to support 
their process for developing entity specific policies and procedures for accumulating, 
allocating, and reporting the cost of G-PP&E in compliance with relevant accounting 
standards. 
 


Related Accounting Literature 


12. The related accounting standards are as follows: 
 


a) SFFAS 4, Managerial Cost Accounting Standards and Concepts 


b) SFFAS 6, Accounting for Property, Plant, and Equipment 


c) SFFAS 23, Eliminating the Category National Defense Property, Plant, and 
Equipment 


d) SFFAS 35, Estimating the Historical Cost of General Property, Plant, and 
Equipment 
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Technical Guidance 


Summary of Existing Standards 


 
13. SFFAS 6 Paragraph 26 states: 
All general PP&E shall be recorded at cost. Cost shall include all costs incurred to bring the 
PP&E to a form and location suitable for its intended use. For example, the cost of acquiring 
property, plant, and equipment may include: 


- amounts paid to vendors; 


- transportation charges to the point of initial use; 


- handling and storage costs; 


- labor and other direct or indirect production costs (for assets produced or constructed); 


- engineering, architectural, and other outside services for designs, plans, specifications, 


and surveys; 


- acquisition and preparation costs of buildings and other facilities; 


- an appropriate share of the cost of the equipment and facilities used in construction 


work; 


- fixed equipment and related installation costs required for activities in a building or 


facility; 


- direct costs of inspection, supervision, and administration of construction contracts and 


construction work; 


- legal and recording fees and damage claims; 


- fair value of facilities and equipment donated to the government; and 


- material amounts of interest costs paid [FN 16: “Interest costs” refers to any interest paid by the 


reporting entity directly to providers of goods or services related to the acquisition or construction of PP&E.] 


 
14. The types of costs assigned to G-PP&E may vary depending on if the asset is 


purchased as a completed item, is contractor constructed, or is self-constructed. SFFAS 
6 specifically states that the costs recorded in G-PP&E should include only those costs 
that “bring the (G-)PP&E to a form and location suitable for its intended use.” These 
costs may include both direct and indirect costs, however indirect production costs only 
apply to G-PP&E produced or constructed 
 


15. According to SFFAS 4 Paragraph 90, “direct costs are costs that can be specifically 
identified with an output.” [For purposes of this guidance “output” is an item or items of 
G-PP&E.] A few examples of direct costs noted in SFFAS 6 Paragraph 26 are, amounts 
paid to vendors, labor and other direct production costs, an appropriate share of the cost 
of the equipment and facilities used in the construction work, and direct costs of 
inspection, supervision, and administration of construction contracts and construction 
work. The direct costs accumulated and identified as costs incurred to “bring the G-
PP&E to a form and location suitable for its intended use” should be assigned to the cost 
of the G-PP&E item(s).  If the direct costs are not identified as costs incurred to “bring 
the G-PP&E to a form and location suitable for its intended use”, then the costs should 
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be expensed or capitalized in accordance with other standards.  The item(s) of G-PP&E 
must meet or will meet the entity’s capitalization threshold or other capitalization 
recognition criteria. 
 


16. Indirect costs are costs that cannot be identified specifically with or traced to a given cost 
object in an economically feasible way [SFFAS 6, Glossary]. [For purposes of this 
guidance “cost object” is an item or items of G-PP&E.] The example of indirect costs 
noted in SFFAS 6 Paragraph 26 is indirect production costs (for assets produced or 
constructed). The indirect costs identified as costs incurred to “bring the G-PP&E to a 
form and location suitable for its intended use” should be accumulated, assigned or 
allocated to the cost of the G-PP&E item(s).  If the accumulated indirect costs are not 
identified as costs incurred to “bring the G-PP&E to a form and location suitable for its 
intended use” (for example, administrative overheads that do not contribute to bring the 
G-PP&E item to a form and location suitable for its intended use), then the costs should 
be expensed. 
 


17. A fundamental concept presented in this technical release is that it is reasonable to 
expect a difference in the level of granularity that federal entities use to allocate program 
costs to G-PP&E. Some entities have an inherent business/operational need to assign 
costs at a more granular level while others do not. This technical release emphasizes 
the concept that an entity management's role of establishing GAAP compliant policies 
and processes includes a critical element of flexibility. The flexibility allows management 
to create and execute policies and procedures that fit within the GAAP framework and 
aligns with the respective entity's business/operating model. 
 


18. The below guidance is presented as responses to the three issues, previously identified 
in this technical release, posed as questions. Refer to Appendix D, Accounting Literature 
for a more extensive presentation of accounting literature relevant to this discussion. 
 
Questions & Answers 


 


19. Q1.  SFFAS 6, paragraph 26, requires G- PP&E to be recorded at the costs 
incurred to bring the G-PP&E to a form and location suitable for its intended use. 
Examples of costs of acquiring G-PP&E are provided. Does management have 
discretion in applying the cost assignment methods identified in SFFAS 4, 
paragraph 124, to accumulate acquisition costs? 


 


20. A1.  Yes. SFFAS 4 establishes a principle for management to apply. Of particular 
importance is the emphasis on economic feasibility with regard to direct tracing of costs 
to outputs. SFFAS 4, paragraph 124, provides that “[in] principle, costs should be 
assigned to outputs in one of the methods listed below in the order of preference: 


a) Directly tracing costs wherever economically feasible; 
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b) Assigning costs on a cause-and-effect basis; and 


c) Allocating costs on a reasonable and consistent basis.” 


Each reporting entity should determine the appropriate detail for its cost accounting 
processes and procedures based on several factors, to include (SFFAS 4, paragraph 
72): 


a) nature of the entity’s operations; 


b) precision needed in cost information to meet managerial needs, including 
cost-recovery decisions; 


c) practicality of data collection and processing; 


d) availability of electronic data handling facilities; 


e) cost of installing, operating, and maintaining the cost accounting processes; 
and 


f) any specific information needs of management. 
 


 
21. Q2. How should indirect costs be applied in considering the acquisition cost of G-


PP&E? 
 


22. A2. SFFAS 4, paragraph 92, explains that: “A reporting entity and its responsibility 
segments may incur general management and administrative support costs that cannot 
be traced, assigned, or allocated to segments and their outputs. These unassigned costs 
are part of the organization costs, and they should be reported on the entity’s financial 
statements (such as the Statement of Net Costs) as costs not assigned to programs.” 
Management should consider general management and administrative support costs 
when identifying the costs to bring the G-PP&E to a form and location suitable for its 
intended use. Entities may incur indirect costs that cannot be reasonably allocated to 
programs, segments, or outputs including G-PP&E acquisition. Indirect production costs 
only apply to G-PP&E produced or constructed. When entities are allocating general 
management and administrative support costs to G-PP&E, there will be differences in 
both methodologies and levels of allocation.  


 


23. Q3.  How does the principle of “non-production costs” apply in considering the 
acquisition cost of G-PP&E? 


 
24. A3. SFFAS 4, paragraph 104, explains that: 


A responsibility segment may incur and recognize costs that are linked to events 
other than the production of goods and services. Two examples of these non-


-Employment Benefits 
(OPEB) costs that are recognized as expenses when an OPEB event occurs, 
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and (2) certain property acquisition costs that are recognized as expenses at the 
time of acquisition. Other non-production costs include reorganization costs, and 
nonrecurring cleanup costs resulting from facility abandonments that are not 
accrued. Since these costs are recognized for a period in which a particular 
event occurs, assigning these costs to goods and service produced in that period 
would distort the production costs. In special purpose cost studies, management 
may have reasons to determine historical output costs by distributing some of 
these costs to outputs over a number of past periods. Such distribution may be 
appropriate when: (a) experience shows that the costs are recurring in a regular 
pattern, and (b) a nexus can be established between the costs and the 
production of outputs that may have benefited from those costs.  


Non-production costs should not be assigned as G-PP&E acquisition costs. For 
example, losses that arise from a natural disaster should not be attributed to G-PP&E 
acquisition costs even if the assets damaged are those being used to construct the G-
PP&E. 


Summary 


25. The decision framework supports the inherent flexibility available to organizations to 
appropriately implement accounting policies and practices in accordance with GAAP. 
The framework is meant to provide flexible, reasonable, and consistent parameters or 
principles for reporting entities to consider in developing organizational accounting 
policies and practices that will best support their operating models, provide the financial 
information necessary to manage programs, and report costs in accordance with GAAP. 
Reporting entities should report the full costs of outputs in the general purpose financial 
reports.  These full costs may be expensed or capitalized based on each entity's 
implementation of accounting policies and practices in accordance with GAAP. 


 
26. This technical release provides examples of three different agencies applying the 


framework (see Appendix B for examples), which demonstrate the flexibility available to 
develop GAAP compliant G-PP&E cost accumulation and allocation methodologies 
appropriate for unique operating models.  
 
 


     


 


The provisions of this Statement need not be applied to 
immaterial items. 
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Appendix A: Basis for Conclusions 


A1. In January 2008, the Accounting and Audit Policy Committee established the 
General Property, Plant, & Equipment (G-PP&E) task force to assist in 
developing implementation guidance for federal G-PP&E as it relates to SFFAS 
6, Accounting for Property, Plant, & Equipment, SFFAS 23, Eliminating the 
Category National Defense Property Plant, & Equipment, and other related G-
PP&E guidance developed by the FASAB. The task force includes federal 
agency representatives who are experiencing G-PP&E implementation issues 
and those who have G-PP&E implementation best practices to share with the 
federal community. 


A2. The G-PP&E task force was divided into four subgroups to address a set of 
related issues.  The subgroups have met separately to discuss their set of issues 
and report back to the full task force on its progress towards the development of 
implementation guidance.  The four sub-groups are 
 


o G-PP&E Acquisition 


o G-PP&E Use 


o G-PP&E Disposal 


o G-PP&E Records Retention 


 


A fifth subgroup, the G-PP&E Cost Accounting Issues (CAI), was later added to 
address the complexities of allocating programmatic, managerial, and 
administrative costs to G-PP&E. The subgroup’s primary objective was to 
reinforce the FASAB’s provisions for Federal reporting entities to apply a 
reasonable level of management interpretation and flexibility, within the 
standards, to their G-PP&E financial recording and reporting processes. The 
subgroup’s objectives did not include prescribing specific types of costs that 
should be included in the capitalized cost of an asset 


 
A3. This proposed guidance was developed by the CAI subgroup.  The subgroup 


included industry representatives from several public accounting and consulting 
firms as well as representatives from the following federal agencies: 


o Department of Defense (DoD) (including the individual military 


departments) 


o Department of Homeland Security (DHS) 


o Federal Aviation Administration (FAA) 


o General Services Administration (GSA) 


o National Aeronautics and Space Administration (NASA) 


o National Reconnaissance Office (NRO) 


o Office of the Director of National Intelligence (ODNI) 


o United States Bureau of Reclamation (USBR) 
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A4. The subgroup developed the Asset Acquisition Lifecycle Phases (AALP) data call 


for the task force member agencies’ representatives to complete and submit to 
the subgroup for consolidation and discussion. The data call was designed to 
highlight the commonalities across the federal G-PP&E acquisition process and 
to use those commonalities to outline a general acquisition decision framework to 
assist agencies with accounting for G-PP&E costs in accordance with GAAP.  


 
A5. The data call also focused on identifying the cost activities that occur in each 


AALP, the accounting treatments assigned to those activities, and the rationale 
for management’s accounting policy that drives those cost accumulation and 
allocation determinations. Management’s ability to document and implement a 
reasonable and consistent approach is a critical component of supporting 
management’s application of applicable accounting standards.  


 
A6. In reaching its conclusions, the subgroup recognized the need to develop 


implementation guidance to address the complexities of allocating programmatic, 
managerial, and administrative costs to G-PP&E. The subgroup felt that 
clarification of this issue is especially critical given the ongoing and significant 
efforts and resources that many federal entities such as the Department of 
Defense (DoD), the Department of Homeland Security (DHS), and the 
Intelligence Community (IC) are expending to obtain and maintain an unqualified 
audit opinion. There are a number of cost beneficial and reasonable changes 
(e.g., policies, systems, and processes) that federal entities can and should 
make in order to facilitate better financial management and reporting. 
However, entity management must be allowed to navigate within the parameters 
of GAAP to determine the point at which the costs of improving or providing 
financial information outweigh the derived benefits. 


A7. The decision framework discussed in this technical release recognizes that the 
financial management information needs of stakeholders, both internal and 
external, vary by entity. The agency-specific examples (detailed in Appendix 3) 
demonstrate how G-PP&E cost accumulation methodologies may be tailored to 
different operating models and still be in accordance with GAAP. The 
implementation guidance does not provide a one-sized fits all solution, instead it 
is designed to give management sufficient flexibility to base their stakeholder 
financial management information needs on the following three principles:  


a) Relevance/usefulness of information (both to internal and external stakeholders); 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; 


and 


c) Cost-benefit of establishing and executing intricate cost assignment processes, 


methods and tools. 


A8. One of the objectives of this proposal is to enable federal reporting entities to use 
a consistent framework to interpret existing guidance. The proposal also supports 
the objectives of ensuring that (1) transactions involving G-PP&E are recorded in 
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accordance with federal accounting standards, and (2) the cost of producing 
federal financial information, as it relates to establishing the cost of G-PP&E, 
does not outweigh the benefits derived by the users of the financial information. 
Lastly, it provides a decision framework flowchart to assist entity management in 
applying the principles described throughout the technical release.   
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Appendix B: Illustrations – Asset Acquisition Lifecycle Phases (AALPs) 


 
B.1 The subgroup defined the AALPs to highlight the commonalities across the federal 


PP&E acquisition process and to use those commonalities to outline a general 
acquisition decision framework to assist agencies to account for G-PP&E costs in 
accordance with GAAP. The five generic AALPs are as follows: 1) Preliminary 
Research and Development (R&D) – Concept Exploration, 2) Intermediate R&D –
Concept Development, 3) Advanced R&D – Concept Design and Development, 4) 
Production – Asset Development and “In-service” Placement, and 5) Operations and 
Maintenance.  Table 1 (below) lists the five generic AALPs, for several task force 
member agencies’ corresponding phases, the subgroup’s AALP descriptions, 
examples of  activities that may indicate transition from one AALP to another [phase 
indicators (examples)] and general accounting treatments that apply to activities in 
each AALP. 
 


Table 1: Agency Summary Examples: Asset Acquisition Lifecycle Phases 


 


Table 1 


Generic 
Subgroup 
AAPL Titles 


Task 
Force 


Member 
Agency 


Task Force Member Agency Phase Titles Used 
Generic Subgroup AALP 


Descriptions 


Phase 1: 


Preliminary R&D 
– Concept 
Exploration 


DoD Concept Exploration  Decision R&D activities directed at 
an identifiable current or emerging 
resource requirement(s). 


FAA Mission Analysis Phase 


GSA Identification Phase 


NASA Identify Need for Capital Item 


NRO Concept Studies 


Phase 1 Indicators (Examples): Concept, feasibility, and trade studies. 
Phase 1 General Accounting Treatment: Expensed in the period incurred. 


 


Phase 2: 


Intermediate 
R&D –Concept 
Development 


DoD Concept Definition and Design Research Targeted R&D activities that build 
upon the prior phase’s Decision 
R&D activities and are directed at 
an identifiable current or emerging 
resource requirement(s). 


FAA Investment Analysis Phase 


GSA Pre-Award Phase 


NASA Issue Purchase Request (PR), Notification sent to 
Vendors, Request for Proposal (RFP), Evaluation 
of Proposal by Source Evaluation Board 


NRO Concept Development 


Phase 2 Indicators (Examples): Investment analysis and review of alternatives. 
Phase 2 General Accounting Treatment: Expensed in the period incurred. 


 


Phase 3: 


Advanced R&D 
– Concept 
Design and 
Development 


DoD Concept Demonstration Phase R&D closeout and the genesis of 
asset development activities. FAA Solution Development 


GSA Award  


NASA Make and document Selection, Notification of 
selectee and non-selectees 


NRO Preliminary Design 
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AGENCY SPECIFIC EXAMPLES: ASSET ACQUISITION LIFECYCLE PHASES 


 
 


B.2 A given entity may consider certain program costs to be period costs because they 
contribute to the entity’s strategic objectives and mission rather than the cost of a 
particular asset.  In contrast, another entity may have an operational or business 
need to allocate the same type of costs to individual assets.  Examples from the FAA, 
GSA, and the NRO are included in this technical release to demonstrate how an 
entity’s operating model may affect how management identifies and records certain 
program costs2.  The GSA’s operating model requires cost accumulation policies that 
fully allocate costs to individual assets.  As shown in the following tables, this 
business need does not exist for the FAA or the NRO. 
 


B.3 The FAA’s mission includes the modernization and improvement of the National 
Airspace System (NAS) and Research, Engineering & Development (RE&D) activities 
to improve the safety and effectiveness of the air traffic control system. To support its 
mission the FAA incurs direct (burden base) and indirect (burden pool) costs. The 
FAA has developed a burdening process by which management allocates indirect 


                                            


 


2 SFFAC 1 paragraph 164 states, Comparability implies that differences among financial reports should be caused 


by substantive differences in the underlying transactions or organizations rather than by the mere selection of 
different alternatives in accounting procedures or practices. 


Phase 3 Indicators (Examples): Source selection decision and approval for final investment analysis 
Phase 3 General Accounting Treatment: Mixture of costs that are expensed in the period incurred and those that are 


capitalized and depreciated or amortized over the useful life of the asset. 


 


Phase 4: 


Production – 
Asset 
Development 
and “In-service” 
Placement 


DoD System Development and Demonstration Fully-engaged asset development 
activities. FAA Solution Implementation 


GSA Post-Award 


NASA Issue a Purchase Order 


NRO Build 


Phase 4 Indicators (Examples): Initiate asset development or acquisition. 
Phase 4 General Accounting Treatment: Capitalized and depreciated or amortized over the useful life of the asset. 


 


Phase 5: 


Operations and 
Maintenance  
 
 


DoD Production and Sustainment Activities aimed at maintaining the 
operability of the entity’s assets. 
 
 


FAA In-Service Management 


GSA Contract Close-Out 


NASA Not applicable 


NRO Operations 


Phase 5 Indicators (Examples): Asset is placed in service.  
Phase 5 General Accounting Treatment: Expensed in the period incurred (excluding costs incurred to extend the useful 


life, enhance existing capabilities, or add new capabilities to the asset).  
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costs to various projects. For example, the FAA “pools” indirect technical support 
services contract (TSSC) and systems engineering and technical assistance (SETA) 
costs and uses its burdening process to allocate those costs to capital projects.  
 


B.4 A significant part of the GSA’s mission is to serve as a supplier of goods and services 
to Federal agencies on a reimbursable basis.  In this role, the GSA has a business 
need to capture costs (including overhead and indirect costs) at a very granular level.  
This permits the GSA to establish rates and develop pricing models that will recoup 
the full cost of operating under a non-appropriated, user-fee model.  GSA's personal 
property capitalization threshold is $10,000, which is lower than FAA and the NRO 
thresholds of $100,000 The GSA's personal property capitalization threshold is 
reflective of the types and quantities of property acquired by the GSA. This is an 
example of management’s role in establishing internal policies and procedures that fit 
within the parameters outlined in GAAP and align to the entity’s operating model. 
 


B.5 The NRO’s G-PP&E cost accumulation and allocation policies and procedures allow 
the agency to meet the intelligence needs of the Intelligence Community (IC), 
Department of Defense, Department of Homeland Security, and users of intelligence 
products.  Unlike the GSA, the NRO does not operate on a fee-for-service or 
reimbursable basis.  The NRO utilizes cost-plus contractual agreements, which allows 
them to procure large scale satellite assets, as well as a wide range of professional 
and technical services that cross multiple PP&E assets and lifecycle phases.  This 
acquisition and funding model contributes to an operating environment which results 
in a different decision point at which the benefits of achieving more precise cost 
allocation information are outweighed by the cost to obtain that information. 
 


B.6 The GSA has a business need to accumulate and allocate costs at a very granular 
level to ensure that their pricing models, rates and schedules facilitate the full 
recovery of costs under a non-appropriated, user-fee model.  For the GSA, the end 
cost objective is the G-PP&E asset.  In contrast, for the FAA and the NRO, the end 
program objective is enhanced information to meet a mission need.  Each of these 
agencies utilize their respective operating model as a component in the development 
and execution of their accounting policies and procedures.  The G-PP&E cost 
accumulation policies and procedures of the FAA and the NRO are primarily related 
to their respective aerospace services and satellite-driven intelligence missions.  The 
operating environments of these agencies are supported by low volume and high 
dollar value G-PP&E acquisitions.  Consequently, these agencies have differing 
precision points at which accumulating and assigning costs to G-PP&E assets at a 
more granular level is ineffective and inefficient. 
 


B.7 The following examples describe the primary differences between these three 
agencies: 
 


i. When a project meeting the capitalization threshold is deemed probable 
and feasible, the GSA will classify certain feasibility costs as eligible for 
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capitalization.  At the same time, the FAA and the NRO consider these 
costs to be period expenses. 
 


ii. The GSA capitalizes all labor costs (i.e. direct costs and indirect costs 
allocable to capital projects).  The FAA “pools” indirect TSSC and SETA 
costs and uses its burdening process to allocate those costs to capital 
projects. 
 


iii. The NRO applies an allocation methodology to costs that are determined 
to be acquisition management costs (AMCs).  AMCs include comingled 
government program management costs; costs associated with 
integration and support services provided on SETA, Federally Funded 
Research and Development Centers (FFRDC) and Contractor Assistance 
and Advisory Service (CAAS) contracts; directorate-level office support 
costs; and agency-level general and administrative costs.  NRO's cost 
accounting system and processes do not facilitate direct tracing of AMCs 
and there is no inherent business or mission need to implement a system 
or reengineer processes that would do so. The NRO’s allocation 
methodology capitalizes a portion of these AMCs to individual G-PP&E 
assets.   
 


B.8 Tables 2-4 provide a summary-level view of the GSA’s, the FAA’s, and the NRO’s 
PP&E acquisition lifecycle cost accounting policies and procedures. 
 


 


General Services Administration – Table 2 
Phase Activity Recognition Recognition Basis per Entity Internal 


Accounting Policies 
1 Administrative Costs (Direct) of 


Developing & Fielding a System 
Capitalize Pre-acquisition Costs.  Costs incurred prior to the 


formal project phase such as costs of feasibility 
studies, environmental studies, zoning and traffic 
studies, appraisals, surveys, and various planning 
and design costs may be capitalized if acquisition 
or approval of the project is probable and the costs 
can be directly identified to the project. If at a later 
date the project is canceled, then the previously 
capitalized costs are expensed. 


2 Design Reviews (e.g., Formal 
Qualification Reviews, Preliminary And 
Critical Design Reviews): 
a) Before Technical Feasibility Has 


Been Determined. 
 


b) After Technical Feasibility Has 
Been Determined 


a) Expense 
 


b) Capitalize 


3 Labor Costs During Construction (This 
includes the GSA’s personnel and 
contract Direct Labor costs as well as 
Indirect costs allocated to capital 
projects.) 


Capitalize Capitalized Projects.  GSA’s real property policy 


capitalizes projects that increase the efficiency or 
life expectancy of an asset.  For example, projects 
that acquire land and/or construct new buildings 
and structures; improve or extend the useful life of 
land, buildings and their systems; or replace, 
enhance or upgrade a substantial portion of an 
asset.  For a project to be capitalized, it must: (1) 
have an accounting system identification (ASID) 
number; (2) have a cost of  $50,000 or greater; (3) 
increase the efficiency or life expectancy of an 


4 Project Management Costs - Baseline 
and Contractor Administration 


Capitalize 
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Federal Aviation Administration – Table 3 
Phase Example Cost Activities Recognition Recognition Basis per Entity Internal Accounting 


Policies 


1 Research & Development costs:  


 Mission Analysis 


 Identify Projected Demand for 
Services 


 Identify Technological 
Opportunities 


 Mission Needs Analysis and 
Assessment 


 Initial Requirements Definition 


Expense The FAA believes that the costs incurred in this 
phase are inherently expense. 


2 Research & Development costs:  


 Investment Analysis 


 Initial Investment Decision 


 Final Investment Decision 


Expense 
 
 


The FAA expenses all prototype costs incurred 
before technological feasibility has been established 
except for operational feasibility prototypes that will 
be used in operations if successful.. 


3  Solution Development 


 Program Management 


 System Engineering  


 Hardware/Software Design 


 Physical Airspace 
(PHYS/AIRSP) Infrastructure 


 Test and Evaluation 


 Data/Documentation 


Comingled 
(i.e., Expense 
and Capitalize) 


At the completion of a final investment decision the 
FAA makes the decision to acquire (develop or 
purchase) a G-PP&E asset.  Based on guidance 
from the FAA financial manual certain costs will be 
capitalized and certain costs will be expensed. All 
qualifying costs necessary to acquire a capital asset, 
or improve on an existing capital asset, are 
classified as capital costs. The purchase price and 
costs incurred to bring an asset to a form and 
location suitable for its intended use are examples of 
capital costs. Costs that do not meet these criteria 
are expensed. 
 
The FAA expenses all costs incurred on a first 
prototype before technological feasibility has been 
established. After technological feasibility has been 
established, the subsequent costs of constructing 
and installing a first prototype are eligible for 
capitalization. 


4  Implementation  


 Program Management 


 Engineering 


 Environmental/OSHA  


 Site Selection 


 Construction 


 Install and Checkout 


 Commissioning/Close 


 Telecommunication 


 Training  


Comingled 
(i.e., Expense 
and Capitalize) 


See above (Phase 3). 


5 
 


 In-Service Management 


 Program Support 


 Second Level Engineering 


Expense  At the completion of a joint acceptance inspection 
the asset is in a form and location suitable for its 
intended use. The FAA believes that the costs 
incurred in this phase are inherently expense. 


asset; and (4) have a useful life of 2 years or more. 


5 General Maintenance Expense The GSA believes that the costs incurred in this 
phase are inherently expense. 
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3 Key Decision Points (KDP) are defined significant milestones in the National Security Space program of the Department of 


Defense acquisition lifecycle. For example, KDP B is the official program initiation of a National Security Space program of the 
Department of Defense, which triggers a formal review to determine maturity of technology and the program's readiness to begin the 
preliminary system design 


 


National Reconnaissance Office  – Table 4 
Phase Activity Recognition Recognition Basis per Entity Internal 


Accounting Policies 
1  Directorate Level 


Research and 
Development leading to 
the initial decision point  
(i.e.,Key Decision Point  
A


3
) 


Expense Basic, applied, and advanced R&D costs incurred prior to 
the secondary decision point (i.e., Key Decision Point B) 
are expensed. 
 
 


2  Costs related to the 
proposal review and 
contract award processes 


Expense Basic, applied, and advanced R&D costs incurred prior to 
Key Decision Point B are expensed. 


3  At Key Decision Point  B 
the Director of the NRO 
signs a Decision 
Memorandum 


 Requirement and 
specification development  


 Labor costs during 
construction  


Capitalize Key Decision Point B triggers the capitalization of costs 
for development. 


 AMCs related to the 
program acquisition 
strategy management 
processes. These costs 


include:  
 


1) Government program 
management costs, 


2) Integration and 
support contracts for 
SETA, FFRDC, and 
CAAS, 


3)  Directorate level 
office support,   
Agency General and    
administrative costs 


Comingled 
(Expense and 
Capitalize) 


 
 The NRO uses an allocation methodology by which 
Acquisition Management Costs (AMC) incurred 
throughout the entire acquisition lifecycle (excluding the 
Operations and Maintenance phase) are "bucketed" and 
allocated to capital and expense accounts based on the 
proportional percentage of actual, non-AMC capital and 
expense expenditures incurred throughout the year.  
 
 


4  Costs related to final 
design, build, test, and 
delivery activities  


Capitalize Development costs continue to be capitalized in this 
phase. 


 Project Management 
Costs - Baseline and 
Contractor Administration 


 


 AMCs related to the 


Comingled 
(Expense and 
Capitalize) 


See AMC explanation in above Phase 3. 
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government program 


management processes 


5  Operations and 
Maintenance (O&M) 


Expense Initial operating capability (IOC) triggers the expense of 
costs for operations and maintenance. 
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Appendix C: Decision Framework Flowchart  


As stated throughout this technical release, management should base their financial 
management information needs on the following three principles: 
 
a) Relevance/usefulness of information (both to internal and external stakeholders); 


b) Level of precision (e.g., materiality) needed to properly manage and report costs; and 


c) Cost benefit of establishing and executing intricate cost assignment processes, methods 


and tools. 


The decision framework flowchart provides users with an organized approach for applying the 
principles described above to support their process of developing entity specific policies and 
practices for accumulating, allocating, and reporting the cost of G-PP&E in compliance with 
relevant accounting standards. 
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Appendix D: Accounting Literature   


Recognition 


 
D.1 SFFAS 6 Accounting for Property, Plant, and Equipment, paragraph 26 provides the 


examples below as cost activities that reporting entities may incur in order to bring 
PP&E to a form and location suitable for its intended use. “For example, the cost of 
acquiring property, plant, and equipment may include: 


 


 amounts paid to vendors; 


 transportation charges to the point of initial use; 


 handling and storage costs; 


 labor and other direct or indirect production costs (for assets produced or 
constructed); 


 engineering, architectural, and other outside services for designs, plans, 
specifications, and surveys; 


 acquisition and preparation costs of buildings and other facilities; 


 an appropriate share of the cost of the equipment and facilities used in 
construction work; 


 fixed equipment and related installation costs required for activities in a 
building or facility; 


 direct costs of inspection, supervision, and administration of construction 
contracts and construction work; 


 legal and recording fees and damage claims; 


 fair value of facilities and equipment donated to the government; and 


 material amounts of interest costs paid. [FN 16: “Interest costs” refers to any 


interest paid by the reporting entity directly to providers of goods or services related to the 


acquisition or construction of PP&E.]” 
 


The Cost Assignment and Allocation Decision Framework 


 
D.2 Office of Management and Budget (OMB) Circular A-136, Financial Reporting 


Requirements: Statement of Net Cost (SNC) introduces the following components of 
the cost accumulation and allocation decision framework: 


 
a) Costs that cannot be assigned to specific programs or outputs – Section 


II.4.4, “Statement of Net Cost”, The “Components of Net Cost” subparagraph 
states that: “The statement should include a presentation of the following: (1) 
Program costs, (2) related exchange revenues, (3) the excess of costs over 
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exchange revenues (net program costs), (4) gain/loss on pension, ORB, or 
OPEB assumption changes, (5) the costs that cannot be assigned to specific 
programs or outputs, and (6) the exchange revenues that cannot be attributed to 
specific programs and outputs. 


 
b) Program level versus output level cost allocation – Section II.4.4.3 “Gross 


Program Costs” states that: The reporting entity should report the full cost of 
each program's output, which consists of (a) both direct and indirect costs of the 
output, and (b) the costs of identifiable supporting services provided by other 
segments within the reporting entity and by other reporting entities. The reporting 
entity should accumulate and assign costs in accordance with the costing 
methodology in SFFAS No.4. Program costs should also include any non-
production costs that can be assigned to the program but not to its outputs. 


 
c) Costs not assigned to programs – Section II.4.4.7 “Costs Not Assigned to 


Programs” states that: A reporting entity and its sub-organizations may incur: (a) 
high-level general management and administrative support costs that cannot be 
directly traced, assigned on a cause-and-effect basis, or reasonably allocated to 
segments and their outputs and (b) non-production costs that cannot be assigned 
to a particular program. These costs are part of the entity and sub-organization 
costs and should be reported on the SNC as "costs not assigned to programs." 


 
 


Management’s Role in Applying the Cost Accumulation, Assignment, and Allocation 
Decision Framework 


 
D.3 SFFAS 4 Managerial Cost Accounting Standards and Concepts4 introduces the 


following components of the cost allocation decision framework: 
 


d) Appropriate and consistent cost accumulation, assignment, and allocation 
– Costs of resources consumed by responsibility segments should be 
accumulated by type of resource. Outputs produced by responsibility segments 
should be accumulated and, if practicable, measured in units. The full costs of 
resources that directly or indirectly contribute to the production of outputs should 
be assigned to outputs through costing methodologies or cost finding techniques 
that are most appropriate to the segment’s operating environment and should be 
followed consistently. 


 
The cost assignments should be performed using the following methods listed in 
the order of preference: (a) directly tracing costs wherever feasible and 


                                            


 


4
 SFFAS 4 Text box above paragraph 116.   
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economically practicable, (b) assigning costs on a cause-and effect basis, or (c) 
allocating costs on a reasonable and consistent basis. 


 
e) Factors for management’s consideration - Each reporting entity should 


determine the appropriate detail for its cost accounting processes and 
procedures based on several factors. These include the: 


 nature of the entity’s operations; 


 precision desired and needed in cost information; 


 practicality of data collection and processing; 


 availability of electronic data handling facilities; 


 cost of installing, operating, and maintaining the cost accounting 
processes; and 


 any specific information needs of management. 
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Appendix E: Abbreviations 


AALP   Asset Acquisition Lifecycle Phases 


AAPC   Accounting and Auditing Policy Committee 


AMC   Acquisition Management Costs 


ASID   Accounting System Identification 


CAAS   Contractor Assistance and Advisory Service 


CAI   Cost Accounting Issues 


DHS   Department of Homeland Security 


DoD   Department of Defense 


FAA    Federal Aviation Administration 


FASAB  Federal Accounting Standards Advisory Board 


FFRDC  Federally Funded Research and Development Centers 


GAAP   Generally Accepted Accounting Principles 


G-PP&E  General Property, Plant, and Equipment 


GSA   General Services Administration 


IC   Intelligence Community 


KDP   Key Decision Point 


NAS   National Airspace System 


NASA   National Aeronautics and Space Administration 


NRO   National Reconnaissance Office 


O&M   Operations and Maintenance 


ODNI   Office of the Director of National Intelligence 


OMB   Office of Management and Budget 


OPEB   Other Post-Employment Benefits 


ORB   Other Retirement Benefits 


OSHA   Occupational Safety and Health Administration 


PBS   Public Buildings Service 


PHYS/AIRSP  Physical Airspace 


PP&E   Property, Plant, and Equipment 


RE&D   Research, Engineering & Development 


R&D   Research and Development 
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SETA   Systems Engineering and Technical Assistance 


SFFAC  Statement of Federal Financial Accounting Concepts 


SFFAS  Statement of Federal Financial Accounting Standards 


SNC   Statement of Net Costs 


TSSC   Technical Support Services Contract 


TR   Technical Release 


USBR   United States Bureau of Reclamation 
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AAPC General PP&E Task Force  
 


Donjette L Gilmore, Department of Defense, Task Force Chairperson (AAPC Member) 
 
 
 


Sandy Van Booven, NGA, Cost Accounting Issues Subgroup Leader 
 
 


Task Force Member Agencies 
 


Department of Defense 
Department of Homeland Security 


Federal Aviation Administration 
General Services Administration 


National Aeronautics and Space Administration 
National Reconnaissance Office 


Office of the Director of National Intelligence  
US Bureau of Reclamation 


 
 


Task Force Member Firms 
 


Deloitte  
Cotton & Co 


Ernst & Young 
KPMG 
PWC 
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