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MEETING OBJECTIVE 

The objective for the June meeting is to review a preliminary draft Exposure Draft on capital asset 
impairment so that staff can begin finalizing the draft Exposure Draft for pre-ballot purposes.   

BRIEFING MATERIALS 
1. Attachment 1- draft Exposure Draft on Accounting and Financial Reporting for Impairment 

of Capitalized Property, Plant, and Equipment Remaining in Use. 

2. Attachment 2- GASB 42, Accounting and Financial Reporting for Impairment of Capital 
Assets and for insurance Recoveries 

 
STEPS 

June 2011 – Asset Impairment 
• Review draft Exposure Draft and note changes 
• Finalize wording 

July 2011 – Asset Impairment 
• Provide pre-ballot draft via email (note: asset impairment will not be on the August 2011 

agenda if approved before meeting and there are no outstanding issues) 
• Provide ballot draft via email late July 
• Proceed with exposure draft for 60-day comment period  

October 2011 – Asset Impairment 

 
1 The staff prepares board meeting materials to facilitate discussion of issues at the board 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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• Report & analyze asset impairment comments 
• Receive Board “final comments” 

December 2011 / January 2012– Asset Impairment 
• Provide draft SFFAS via email addressing all final comments 
• Pre-ballot via email 
• Proceed with final Ballot via email 

 

BACKGROUND 

At the February 24, 2011 Board meeting members agreed to proceed with the staff proposal to (1) 
adopt the task force’s recommendation to use GASB 42 as a starting point for follow-on analysis 
and applicability, (2) test the subgroup’s work with the broader community beyond the task 
force to get other points of view, and (3) review a draft Exposure Draft document at the June 
meeting.  

Members provided the following advice and direction to staff concerning this project: 

1. The draft ED should be principles-based.  
2. Focus more on asset impairment objectives and not on calculations.  
3. Not limit the document to a real property perspective; i.e., include personal property.  
4. Existing language in SFFAS 6 might be sufficient for total impairment purposes.  

 
EFFECTIVE DATE 

The proposed standards would be effective for periods beginning after September 30, 2014 
(beginning in fiscal year 2015).  Earlier implementation is encouraged.   

**************************************************** 

If you require additional information or wish to suggest another alternative not considered in the 
staff paper, please contact me as soon as possible.  If you have any questions or comments, 
please contact me by telephone at 202.512.6841 or by e-mail at savinid@fasab.gov. 
 
Attachments: 

1. Attachment 1 - Draft Exposure Draft on Accounting and Financial Reporting for Impairment 
of Capitalized Property, Plant, and Equipment Remaining in Use. 

2. Attachment 2 - GASB 42, Accounting and Financial Reporting for Impairment of Capital 
Assets and for insurance Recoveries. 

 

mailto:savinid@fasab.gov
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Questions for the Board 

Question 1 – Due to the nature of federal PP&E which is often held well beyond useful life 
estimates, the Task Force (TF) recommends that impairments be both significant and permanent. 
However, the task force’s notion of permanent differs from that established in GASB 42. GASB 42 
provides that impairment is generally permanent but in some cases circumstances giving rise to 
changes in service utility may be temporary. In such cases, GASB 42 does not consider the asset 
impaired and does not require write down.2  

The task force wishes to substitute management intentions as a test for permanence in all cases 
involving loss of service utility including physical damage. They state that whether or not PP&E 
impairment is permanent depends upon management’s decision not to restore lost service utility in 
accordance with the entity’s policies and procedures. See paragraph 15(b) of the draft ED. The 
effect of this change would be that the cost of the service utility lost due to impairment would remain 
in the PP&E accounts and be depreciated as the asset is used in service. The cost per actual unit of 
service would be overstated during the remaining useful life of the PP&E and the event causing 
impairment would appear to have no financial effect.    

Furthermore, the task force notes that impairments are not always unexpected.  For example, 
technological changes or obsolescence might in fact be expected, however their timing and/or 
degree of certainty precludes an adjustment to the PP&E’s useful life estimate.  Therefore, the 
definition refers to “often unexpected decline.” While the wording of GASB 42 has been altered by 
the task force – the general principle has not. GASB 42, par. 11.b. explains that management is not 
expected to foresee with precision the useful life of a capital asset. Rather the notion of 
“unexpected” is that it was not factored into the determination of the normal life cycle of the asset. 
Staff believes the task forces request to clarify this point will be helpful. 

 

Question 1.  Does the Board agree with the impairment definition 
found at paragraph 8 of Attachment 1 inclusive of these two 

departures from GASB 42?  
“Impairment is a significant and permanent, often unexpected 

decline in the service utility of PP&E.” 

 

 

 

 

 

 

Question 2 -   The TF has made four recommendations pertaining to the measurement of 
impairment: (1) a replacement cost approach should be added as an additional method to reflect 
instances where remediation efforts would have to be to current standards, (2) clarifying that the 
restoration cost approach is most appropriately used for heritage assets, (3) adding an additional 
cash flow approach for cash/revenue generating assets, and (4) that the draft ED include examples 
or illustrations for each method.   
The replacement cost approach was not included in GASB 42. Note also that the definition of 
“replacement cost” is derived from the appraisal industry and is not equivalent to the recently 
approved definition in SFFAC 7. In this context, replacement cost is based on obtaining the lost 
service capacity at today’s standards. For example, if one wing of a building was damaged and it did 

                                                 
2 GASB 42, par. 18 – explains that some changes, such as manner or duration of use, may be temporary. Par. 
59 explains the GASB’s reasoning that physical damage is permanent in nature. 



 

not have any modern energy efficient features, today’s standard would likely include energy efficient 
features and the cost of these features would be included in “replacement cost.”  

Addition of this method raises two concerns: (1) terminology may be confusing given the established 
definition of replacement cost and (2) relying on a different standard of service to assign cost is not 
consistent with the historical cost model. Assuming the method is acceptable to the Board staff 
would work to address the terminology issue. The greater concern is whether the Board wishes to 
permit a method that departs from historical cost.  

Under the replacement cost method, continuing with the building example, it would be acceptable to 
estimate the cost to replace the damaged wing with a wing built to today’s standards and deflate it. 
Thus, the deflated estimated cost would be reported as the loss attributable to the impairment event. 
The historical cost of the building would be reduced by cost based on today’s standards but deflated 
to the in-service year. If the building’s new wing was constructed for the estimated replacement cost, 
those costs would be added to the PP&E value and restore the total cost of the building to its original 
historical cost plus any inflation. That cost would then continue to be depreciated.  

This is a different outcome than the GASB 42 method as it provides and assigns the entire cost of 
the replaced wing—inclusive of potential service upgrades—to the impairment event. In contrast, 
under the restoration cost approach improvements and additions are explicitly excluded and the 
present day cost is converted to historical cost using appropriate cost indices. The objective of this 
method is to estimate the historical cost of the damage, remove it from the book value of the PP&E 
and report the cost of the impairment event in historical terms. The eventual restoration is treated as 
any addition to the book value would be—the actual cost of the restoration is added to the book 
value of the PP&E and depreciated over the remaining useful life. The key difference is that the cost 
attributable to the service upgrade is depreciated over the remaining useful life rather than being 
assigned to the impairment event.  

The second change recommended by members of the task force is to use the restoration cost 
approach only for PP&E for which changes in standards are inappropriate—such as multi-use 
heritage assets—because the PP&E would not be restored to today’ standards in all cases.  

The task force further recommended that the undiscounted cash flow approach be applied to cash 
generating PP&E. This method is not permitted by GASB 42 but was the subject of a dissent offered 
by two GASB members. The text of the dissent is available at pages 8 and 9 of Attachment 2. In 
brief, the dissenting members argue that the cash flow approach is consistent with the economic 
focus of business-type activities. For these activities, impairments to PP&E should be recognized 
based directly on the ability of the activity to generate sufficient cash to recover the cost of the 
PP&E. For example, physical damage that does not prevent cost recovery should not be recognized 
as impairment.  The GASB’s majority view (see par. 36 at page 13 of Attachment 2) was that 
readers may be confused by fundamentally different approaches since businesses may be a subset 
of government activities. Further, concerns were expressed regarding the ability to group assets for 
cash-generating units and avoid recognition for components that may be impaired. 

The various methods and when they are used in GASB 42 and the draft ED are presented below.  

 
Methods: When Used per GASB 42: When Used per Draft ED 

Replacement cost  N/A Impairment from physical damage 

Restoration cost  Impairments from physical 
damage 

Impairment from physical damage to 
improvements to stewardship land or 
multi-use heritage assets 

Service units Impairments from enactment of Impairments from enactment of laws 
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laws or regulations, or other 
change in environmental 
factors, technology or 
obsolescence 

or regulations, or other change in 
environmental factors, technology or 
obsolescence 

Deflated depreciated 
replacement cost  

Change in manner or duration 
of use 

Change in manner or duration of use 

Undiscounted cash flow N/A Any impairment of cash or revenue 
generating assets 

 
The task force also requested that the draft ED include illustrations. GASB 42 provided 
illustrations—see pages 21 through 30 of Attachment 2.  

 

Question 2.  Does the Board agree with the methods described 
in paragraph 16 of Attachment 1 used to measure diminished 

service utility?  Should the draft ED include examples or 
illustrations? 

 

 

 

 

 
Question 3 - The TF has recommended that the reversal of impairment losses be recognized 
should later events reverse the circumstances that initially resulted in the impairment.  A minority TF 
view holds that should circumstances change, SFFAS 6 criteria can be followed which will allow for 
the capitalization and depreciation/amortization over the general PP&E’s remaining useful life.  
GASB also considered this issue. The majority view was that temporary impairments should not be 
recognized and that such recognition combined with subsequent reversal would introduce 
unnecessary volatility. One GASB member dissented and argued that one-way adjustments (the 
recognition of losses but not subsequent gains) are not faithfully representative of events. (See par. 
58 on page 19 and the dissent on pages 9 and 10 if Attachment 2.) 

 
Question 3.  Does the Board believe that reversals (refer to 

paragraph 18 of Attachment 1) of partial impairment losses should 
be included as part of this draft ED?  If not, does the Board agree 

with the minority TF view?   

 
 
 
 
 
Question 4 – At the February Board meeting members provided the following advice and direction: 
(1) the draft ED should be principles-based, (2) focus more on asset impairment objectives and not 
on calculations, (3) not limit the document to a real property perspective; i.e., include personal 
property, and (4) consider whether existing language in SFFAS 6 might be sufficient for total 
impairment purposes.

Question 4.  Is the draft Exposure Draft document consistent with 
the Board’s expectations?  If not, please identify technical 

concerns and note that editorial concerns may be directed to 
staff prior to the meeting. 
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Attachment 1- Draft ED: Accounting and Financial Reporting for 
Impairment of Capitalized Property, Plant, and Equipment Remaining in Use. 
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Attachment 2 - GASB 42, Accounting and Financial Reporting for 
Impairment of Capital Assets and for insurance Recoveries. 
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Accounting and Financial Reporting for Impairment of Capitalized 
Property, Plant, and Equipment Remaining in Use. 

Federal Accounting Standards Advisory Board 



 

 

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 for comment, or preliminary views document may be 
published before an exposure draft is published 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 General Accounting 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 6K17V 
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. 

http://www.fasab.gov/
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August X, 2011 1 

2 

3 
4 
5 
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TO: ALL WHO USE, PREPARE, AND AUDIT FEDERAL FINANCIAL INFORMATION 

The Federal Accounting Standards Advisory Board (FASAB or the Board) is requesting 
comments on the exposure draft of a proposed Statement of Federal Financial 
Accounting Standards entitled, Accounting and Financial Reporting for Impairment of 
Capitalized Property, Plant, and Equipment Remaining in Use.  Specific questions for 
your consideration appear on page 7 but you are welcome to comment on any aspect of 
this proposal. If you do not agree with the proposed approach, your response would be 
more helpful to the Board if you explain the reasons for your position and any alternative 
you propose. Responses are requested by October X, 2011.  10 

11 
12 
13 

14 
15 
16 
17 
18 

19 
20 
21 
22 
23 
24 

25 

All comments received by the FASAB are considered public information. Those 
comments may be posted to the FASAB's website and will be included in the project's 
public record. 

We have experienced delays in mail delivery due to increased 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 6K17V 
 441 G Street, NW, Suite 6814 
 Washington, DC 20548 
 

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. or A 26 
public hearing has been scheduled at 9:00 AM on Month Day, Year, in Room 7C13 at 27 
the GAO Building, 441 G Street, NW, Washington, D.C. 28 

29 
30 

31 
32 

Notice of the date and location of any public hearing on this document will be published 
in the Federal Register and in the FASAB's newsletter.  

Tom L. Allen 
Chairman
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Executive Summary 

What is the Board proposing? 
This Statement establishes accounting and financial reporting standards for 
impairment of capitalized property, plant, and equipment (PP&E) remaining in 
use.  This Statement applies to general PP&E.1  PP&E is considered impaired 
when its service utility has declined significantly and is considered permanent.   

How would this proposal improve federal financial reporting and contribute 
to meeting the federal financial reporting objectives? 
This Statement improves financial reporting because it requires entities to report 
the effects of PP&E impairments in their financial statements when they occur 
rather than as a part of the ongoing depreciation expense for the PP&E or upon 
disposal of the PP&E. This will enable users of financial statements to better 
understand when impairments have occurred and what their financial impact is 
on the federal entity and government. This Statement also enhances 
comparability of financial statements between entities by requiring all entities to 
account for 
impairments in the 
same manner. 

Of the four 
objectives outlined 
in Statement of 
Federal Financial 
Accounting 
Concepts (SFFAC) 
1, Objectives of 
Federal Financial 
Reporting, the 
operating 
performance 
objective is identified as being most important for PP&E impairment accounting 
and reporting.  

Operating Performance Objective 
 
Federal financial reporting should assist report users in evaluating the 
service efforts, costs, and accomplishments of the reporting entity; the 
manner in which these efforts and accomplishments have been 
financed; and the management of the entity’s assets and liabilities. 
Federal financial reporting should provide information that helps the 
reader to determine 
 
• the costs of providing specific programs and activities and the 

composition of, and changes in, these costs; 
• the efforts and accomplishments associated with federal programs 

and the changes over time and in relation to costs; and 
• the efficiency and effectiveness of the government’s management 

of its assets and liabilities. 
Source: SFFAC 1

 
1  Statement of Federal Financial Accounting Standards 6, Accounting for Property, Plant, and Equipment 
establishes three categories of Federal PP&E: (1) general PP&E are PP&E used to provide general 
government services or goods; (2) heritage assets are those assets possessing significant educational, 
cultural, or natural characteristics; and (3) stewardship land (i.e., land other than that included in general 
PP&E).  
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Questions for Respondents 

The FASAB encourages you to become familiar with all proposals in the Statement 
before responding to the questions in this section. In addition to the questions below, 
the Board also would welcome your comments on other aspects of the proposed 
Statement.  

The Board believes that this proposal would improve Federal financial reporting and 
contribute to meeting the Federal financial reporting objectives. The Board 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 Statement 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 
www.fasab.gov/exposure.html. 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 6K17V  
441 G Street, NW, Suite 6814  
Washington, DC 20548  

All responses are requested by October X, 2011. 23 
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Q1. The Board proposes to establish a requirement to recognize impairment losses 
when there is a significant and permanent decline in the service utility of PP&E.  Refer 
to paragraphs 8 and 10 of the proposed standards and paragraph AX in Appendix A - 
Basis for Conclusions for a discussion and related explanation.  

Do you agree or disagree with the Board’s proposal to recognize impairment 
losses when there is a significant and permanent decline in the service utility of 
PP&E?  Please provide the rationale for your answer. 

Q2. The Board proposes that PP&E impairments should be recognized as entities 
routinely evaluate prominent events or changes in circumstances affecting PP&E. 
Entities are not expected to alter existing surveillance methods as a direct consequence 
of the proposed standards. Refer to paragraphs 12 and 14 of the proposed standards 
and paragraph AX in Appendix A - Basis for Conclusions for a discussion and related 
explanation.  

Do you agree or disagree with the Board’s proposal that PP&E impairments 
should be recognized as entities routinely evaluate prominent events or changes 
in circumstances?  Please provide the rationale for your answer. 

Q3. The Board has identified the following as conditions giving rise to PP&E 
impairments:  evidence of physical damage, enactment or approval of laws or 
regulations, changes in environmental or economic factors, technological changes or 
evidence of obsolescence, changes in the manner or duration of use of PP&E, and 
construction stoppage or contract termination. Refer to paragraph 14 of the proposed 
standards and paragraph AX in Appendix A - Basis for Conclusions for a discussion and 
related explanation.  

Do you agree or disagree with each of the conditions identified as giving rise to 
impairments of PP&E?  Please provide the rationale for your answer. 

Q4.  The Board believes that impairment losses are measured using a method that best 
reflects the diminished or lost service utility of the PP&E. The Board has identified the 
following methods used to measure diminished service utility: replacement cost 
approach, restoration cost approach, deflated depreciated replacement cost approach, 
service units approach, and undiscounted cash flow approach. Refer to paragraph 16 of 
the proposed standards and paragraph AX in Appendix A - Basis for Conclusions for a 
discussion and related explanation.  

Do you agree or disagree with each of the methods identified used to measure 
diminished or lost service utility of PP&E?  Please provide the rationale for your 
answer. 

441 G Street NW, Mailstop 6K17V, Washington, DC 20548 ♦(202) 512-7350 ♦fax (202) 512-7366 
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Q5. The Board proposes that the reversal of impairment losses be recognized should 
later events reverse the circumstances that initially resulted in the impairment. Refer to 
paragraph 18 of the proposed standards and paragraph AX in Appendix A - Basis for 
Conclusions for a discussion and related explanation.  

Do you agree or disagree that the reversal of impairment losses should be 
recognized should later events reverse the circumstances that initially resulted in 
the impairment of PP&E?  Please provide the rationale for your answer. 
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Introduction 

Purpose 

1. The Federal Accounting Standards Advisory Board (FASAB) has not 
previously established specific requirements for the accounting and financial 
reporting for the impairment of PP&E.  Therefore, the objective of this 
proposed Statement is to do so. 

2. Statement of Federal Financial Accounting Standards 6 (SFFAS 6): 
Accounting for Property, Plant, and Equipment contains principles-based 
guidance concerning total general PP&E impairment. SFFAS 6 requires that 
general PP&E be removed from general PP&E accounts along with 
associated accumulated depreciation/amortization, if prior to disposal, 
retirement or removal from service, it no longer provides service in the 
operations of the entity.   
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3. SFFAS 10, Accounting for Internal Use Software provides guidance for the 
total impairment of internal use software.2 According to SFFAS 10 criteria, 
in order for software to be considered impaired, it would have to have lost it
service potential such that the federal entity would plan to remove it from 
service or the software would have had its capabilities reduced.   

4. The proposed Statement is expected to be used in connection with the 
requirements existing in SFFAS 6 and SFFAS 10 when assets are held and 
used.  

Materiality 

5. 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. 

 
2 SFFAS 10 at paragraphs 28 through 30 provide additional procedures for recognizing and measuring 
impairment related to internal use software. The provisions in the standard and in SFFAS No. 6 are the 
same regarding situations where the software or general PP&E is impaired and will be removed from 
service in its entirety.  Both standards provide that the loss is measured as the difference between the 
book value and the net realizable value, if any. However, SFFAS 10 also provides for instances where (1) 
operational software is only partly impaired and (2) developmental software becomes impaired. 
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Effective Date 

6. The proposed standards would be effective for periods beginning after 
September 30, 2014 (beginning in fiscal year 2015).  Earlier implementation is 
encouraged.
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Proposed Standard 

Scope 

7.      This Statement establishes guidance for the accounting for and financial 
reporting of the impairment of PP&E. This Statement applies to all general 
PP&E.3  

Definition of Impairment 

8. Impairment is a significant4 and permanent, often unexpected decline in the 
service utility of PP&E.  Entities generally hold PP&E because of the 
services they provide; consequently, impairments affect the service utility of 
the PP&E. The events or changes in circumstances that lead to impairments 
are not considered normal and ordinary.5  That is, at the time the PP&E was 
acquired, the event or change in circumstance would not have been (a) 
expected to occur during the useful life of the PP&E or, (b) if expected, 
sufficiently predictable to be considered in estimating the useful life. 

9. The service utility of PP&E is the usable capacity that at acquisition was 
expected to be used to provide service, as distinguished from the level of 
utilization, which is the portion of the usable capacity currently being used. 
The current usable capacity of PP&E may be less than its original usable 
capacity due to the normal or expected decline in useful life or to impairing 
events or changes in circumstances, such as physical damage, 
obsolescence, enactment or approval of laws or regulations or other 
changes in environmental or economic factors, or change in the manner or 
duration of use. Usable service capacity may be different from maximum 
service capacity in circumstances in which surplus capacity is needed for 
safety, economic, operational readiness or other reasons. Decreases in 
utilization and the simultaneous existence of or increases in surplus 
capacity not associated with a decline in service utility are not considered to 
be impairment.  

Recognition of Impairment 

10. Generally, PP&E is impaired if the decline in service utility of the PP&E (a) 
is significant, (b) is deemed permanent and (c) the event or change in 

 
3 General PP&E includes multi-use heritage assets and capitalized improvements to stewardship land.   
4 The determination of whether or not an item, such as an impairment event is significant is a matter of 
professional judgment.  Determining if an item is significant is separate and distinct from materiality 
considerations that include considering the likely influence that such disclosure could have on judgments 
or decisions of financial statement users.    
5 Normal and ordinary are defined as events or circumstances that fall within the expected life cycle of the 
PP&E such as standard maintenance and repair requirements.  
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11. The determination of whether PP&E is impaired, as defined in paragraph 8 
above, is a two-step process of (a) identifying potential impairments and (b) 
testing for impairment. PP&E that have potential for meeting the definition of 
impairment are identified through events or changes in circumstances that 
are prominent and denote the presence of indicators of impairment, such as 
those described in paragraphs 12 and 14 below.  For PP&E so identified, a 
test of impairment, as described in paragraph 15, should be performed to 
determine whether the circumstance or change in condition results in an 
impairment as defined in paragraph 8 and explained in paragraphs 9 
through 13. 

Identification of Events or Changes in Circumstances That May 
Indicate Impairment 

12. Events or changes in circumstances affecting PP&E that may indicate 
impairment are prominent—that is, conspicuous or known to the entity. 
Absent any such events or changes in circumstances, agencies are not 
required to perform additional procedures to identify potential impairment of 
PP&E beyond those already performed as part of their normal operations. 
Events or circumstances that may indicate impairment generally are 
expected to have prompted discussion by oversight agencies, senior 
management, or the media. 

Reduced demand should not be considered a discrete or sole 
indicator of impairment 

13. Reduced demand for the services of PP&E should not be considered a 
discrete or sole indicator of impairment.  The causes behind such changes 
in reduced demand should be evaluated in light of the indicators listed in 
paragraph 14 and PP&E in these circumstances should be tested for 
impairment.  

 

Identifying Potential Impairments – 2 step process 

Step 1 – Identify Indicators of Potential Impairment  

14. Common indicators of impairment include those listed below.  As entities 
routinely evaluate prominent events or changes in circumstances affecting 
PP&E to determine whether impairment of PP&E has occurred, they 
occasionally come across conditions giving rise to impairments.  Such 
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events or changes in circumstances that may be indicative of impairment 
include: 

a. evidence of physical damage,  
b. enactment or approval of laws or regulations, 
c. changes in environmental or economic factors,  
d. technological changes or evidence of obsolescence6,  
e. changes in the manner or duration of use of PP&E,  
f. construction stoppage or contract termination, and 
g. other indicators such as PP&E scheduled or awaiting (i.e., idled or 

unserviceable) disposal, retirement, or removal for excessively 
long periods. 

 

Step 2 - Impairment Test 

15. PP&E identified through the processes described in paragraphs 10 through 
14 should be tested for impairment by determining whether the following 
three factors are present:  

a. The magnitude of the decline in service utility is significant. The 
expenses associated with continued operation and maintenance (including 
depreciation) or costs associated with replacement or restoration of the 
PP&E are significant in relationship to the currently expected service utility. 
In circumstances other than health and safety, management's action to 
address the decline in service utility is an indication that the operation and 
maintenance expenses are too high in relation to the benefits received.  

b. The decline in lost service utility is expected to be permanent.  The 
decline is considered permanent when there is no reasonable expectation 
that the lost service utility will be replaced or restored and that the PP&E’s 
remaining service utility can continue providing value. 

 
6 Technological changes or evidence of obsolescence should be considered along with other factors 
when assessing impairment.  For example, if obsolete PP&E continues to be used the usable capacity 
expected at acquisition may not be diminished.  Further, when obsolescence is not unexpected, PP&E 
that are subject to obsolescence can be addressed through depreciation, particularly by using 
accelerated methods that yield a lower capital cost per year as the asset’s utility diminishes when 
compared to that of later versions of the same asset. 
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c. The decline in service utility is often unexpected.7 The replacement 
or restoration cost or other impairment circumstance is not a part of the 
normal life cycle (e.g., outside of standard maintenance and repair 
requirements) of the PP&E. In some cases, management may not be able
to foresee with precision the useful life of a PP&E or the service utility 
throughout its useful life. However, in such cases there may be a 
reasonable range of expectations about the service utility and use
the time of acquisition. In other instances, management may possess 
service life estimates that when adjusted for actual PP&E assessment 
results reveal that service life has been unexpecte

Measurement 

16. Impairment losses on PP&E that will continue to be used by the entity8 
should be measured using the method that best reflects the diminished 
service utility of the PP&E.  

a. Replacement cost approach. 9  Impairment of general PP&E 
with physical damage generally should be measured using a 
replacement cost approach. This approach uses the estimated 
cost to replace the lost service utility of the PP&E at today’s 
standards to identify the portion of the historical cost of the PP&E 
that should be written off. This estimated replacement cost can be 
converted to historical cost either by restating (i.e., deflating) the 
estimated replacement cost of the diminished service utility using 
an appropriate cost index or by applying a ratio of estimated 
replacement cost to replace the diminished service utility over 
total estimated replacement cost to the carrying value of the 
PP&E. 
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b. Restoration cost approach.  Impairment of improvements made 
to stewardship land and multi-use heritage assets with physical 
damage generally should be measured using a restoration cost 
approach. This approach uses the estimated cost to restore the 
diminished service utility of the PP&E to identify the portion of the 
historical cost of the PP&E that should be written off. This 

27 
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7 Technological changes or obsolescence is not always unexpected and as previously noted, when 
obsolescence is not unexpected, PP&E that are subject to obsolescence can be addressed through 
depreciation. 

8 See SFFAS 6, Accounting for Property, Plant, and Equipment, par. 38 and 39 for guidance regarding 
PP&E that will not continue to be used by the entity. 

9 The replacement cost approach is the cost of replacing the existing PP&E at today’s standards.  For 
Federal Real Property purposes, this cost is commonly known as Plant Replacement Value (PRV). 
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approach does not include any amounts attributable to 
improvements and additions based on today’s standards. The 
estimated restoration cost can be converted to historical cost 
either by restating (i.e., deflating) the estimated restoration cost 
using an appropriate cost index or by applying a ratio of estimated 
restoration cost to restore the diminished service utility over total 
estimated restoration cost to the carrying value of the PP&E. 

c. Service units approach.  Impairment of PP&E that are affected 
by enactment or approval of laws or regulations or other changes 
in environmental factors or are subject to technological changes 
or obsolescence generally should be measured using a service 
units approach.  This approach compares the service units 
provided by the PP&E before and after the impairment event or 
change in circumstance to isolate the historical cost of the service 
utility of the PP&E that cannot be used due to the impairment 
event or change in circumstances. The amount of impairment is 
determined by evaluating the service provided by the PP&E—
either maximum estimated service units or total estimated service 
units throughout the life of the PP&E—before and after the event 
or change in circumstance. 
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d. Deflated depreciated replacement cost approach.  Impairment 
of PP&E that are subject to a change in manner or duration of use 
generally also should be measured using the service units 
approach or using a deflated depreciated replacement cost. This 
approach quantifies the cost of the service currently being 
provided by the PP&E and converts that cost to historical cost. A 
current cost for a PP&E to replace the current level of service is 
estimated. This estimated current cost is then depreciated to 
reflect the fact that the PP&E is not new, and then is subsequently 
deflated to convert it to historical cost dollars. 
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e. Undiscounted cash flow approach.  Impairment of cash or 
revenue generating PP&E should be measured using an 
undiscounted cash flow approach. This approach recognizes 
impairment if the carrying amount of the PP&E is not recoverable 
and exceeds its net realizable value.
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10   This approach can be 
applied to cash generating PP&E such as those used for business 
or proprietary type activities.  For such PP&E using this approach, 
impairment loss shall be recognized only if the carrying amount of 
the PP&E is not recoverable and exceeds its net realizable value. 

 
10 Net realizable value is the estimated amount that can be recovered from selling, or any other method of 
disposing of an item less estimated costs of completion, holding and disposal.  Source: FASAB Glossary, 
Appendix E. 
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The carrying amount of the PP&E is not recoverable if it exceeds 
the sum of the undiscounted cash flows expected to result from 
the use and eventual disposition of the PP&E. That assessment 
shall be based on the carrying amount of the PP&E at the date it 
is tested for recoverability, whether in use or under development. 
An impairment loss shall be measured as the amount by which 
the carrying amount of the PP&E exceeds its net realizable value. 

Reporting Impairment Losses 

17. The loss from impairment should be reported in the statement of net cost. 
Impairment loss should be reported regardless of whether the PP&E is 
being depreciated individually or as part of a composite group. If not 
otherwise apparent from the face of the financial statements, a general 
description of the impaired PP&E, the nature (i.e., damage or 
obsolescence) and amount of the impairment, and the financial statement 
classification of the impairment loss should be disclosed in the notes to the 
financial statements. 

Reversals of Partial Impairment Losses  

18. Impairment losses recognized in accordance with this Statement can be 
reversed in future years, if the events or circumstances causing the partial 
impairment or its remediation have changed.  

PP&E That Do Not Meet the Impairment Test 

19. If an event or circumstance indicates that PP&E may be impaired, but the 
test of impairment determines that impairment has not occurred yet future 
service utility has been adversely affected, the estimates used in 
depreciation calculations such as remaining estimated useful life and 
salvage value, should be reevaluated and changed, if necessary.  However, 
the reason for change in methodology should be clearly documented and, 
the occurrence of change in methodology should be rare.  

Insurance Recoveries  

20. The partial impairment loss should be reported net of any associated 
insurance recovery when the recovery and loss occur in the same year. 
Insurance recoveries reported in subsequent years should be reported as a 
program revenue, nonoperating revenue, or extraordinary item, as 
appropriate. Insurance recoveries should be recognized only when realized 
or realizable. For example, if an insurer has admitted or acknowledged 
coverage, an insurance recovery would be realizable. If the insurer has 
denied coverage, the insurance recovery generally would not be realizable. 
If not otherwise apparent in the financial statements, the amount and 
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Consolidated Financial Report of the US Government  

21. The U. S. government-wide financial statements need not disclose the 
nature or measurement methods used in recognizing impairment losses. 
The U. S. government-wide financial statements should include the 
following information: 

a. general description of what constitutes PP&E impairment, 
b. consolidated amount of PP&E impairment reported by component 
entities, 
c. reference to component entity reports for additional information. 

Effective Date 

22. The requirements of this Statement are effective for financial statements for 
periods beginning after September 30, 2014. Earlier application is 
encouraged. 

 

The provisions of this Statement need not be applied to immaterial items. 

NOTE TO BOARD: Staff is continuing to research 
other types of recoveries (e.g., recoveries from 

responsible parties) 
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Appendix A: Basis for Conclusions  

This appendix discusses some factors considered significant by Board members in 
reaching the conclusions in this Statement. It includes the reasons for accepting certain 
approaches and rejecting others. Individual members gave greater weight to some 
factors than to others. The standards enunciated in this Statement–not the material in 
this appendix–should govern the accounting for specific transactions, events, or 
conditions. 

Project History 

A1. The Board considered the approaches used in the following documents in 9 
evaluating an approach applicable to federal PP&E:  

Financial Accounting Standards Board (FASB) Statement No. 144, Accounting 
for the Impairment or Disposal of Long-Lived Assets 

Governmental Accounting Standards Board Statement (GASB) No. 42,  
Accounting and Financial Reporting for Impairment of Capital Assets and for 
Insurance Recoveries 

International Public Sector Accounting Standard (IPSAS) No. 21— Impairment of 
Non-Cash Generating Assets 

International Public Sector Accounting Standard (IPSAS) No. 26, Impairment of 
Cash-Generating Assets 

 

Asset Management Systems or Reviews Disclosing Impairments 

A2. Common indicators of impairment can arise from different types of asset 
management reviews which include the following types of PP&E assessments:  

a. Condition assessments revealing evidence of physical damage, 
deterioration, and/or distresses such as for a building (1) damaged by fire 
or flood, (2) not adequately maintained or repaired, (3) significant amounts 
of deferred maintenance and repairs and/or (4) exhibiting signs of 
advanced degradation that might adversely impact expected duration of 
use, each requiring remedial or replacement/restoration efforts to restore 
service utility.  

b. Functionality assessments revealing evidence of reduced capacity, 
inadequate configuration, change in entity mission, change in the manner 
or expected use, and enactment or approval of laws, regulations, codes or 
other changes in environmental factors, such as new water quality 
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standards that a water treatment plant does not meet (and cannot be 
modified to meet).  

c. Obsolescence assessments revealing evidence of technological 
development or obsolescence, such as that related to a major piece of 
diagnostic or research equipment (for example, a magnetic resonance 
imaging machine or a scanning electron microscope) that is rarely or 
never used because newly acquired equipment provides better service.  

 

Selecting a Measurement Approach 

A3. Professional judgment is used when selecting a method to measure the decline 
in service utility of PP&E.  Generally,  

Impairments identified from condition assessments reflecting PP&E degradation 
or physical damage generally may be measured using a replacement value or 
restoration cost approach.  

Impairments identified from obsolescence assessments reflecting a change 
resulting from enactment or approval of laws or regulations or other changes in 
environmental factors or from technological development or obsolescence 
generally may be measured using a service units approach.  

Impairments identified from functionality assessments reflecting a change in 
manner or duration of use or change in mission generally may be measured 
using deflated depreciated replacement cost or using a service units approach.  

Impairments of cash or revenue generating assets identified from condition 
assessments, physical damage, obsolescence assessments, or functionality 
assessments may be measured using the undiscounted cash flow approach. 

Reduced Demand 

A4. The Board notes that reduced demand for the services of PP&E should not be 
considered a discrete or sole indicator of impairment.  For example, decreased 
demand for the processing services of a mainframe computer because former 
users of the mainframe have transitioned to PC and server-based systems 
should be considered a change in demand associated with an indicator of 
impairment—evidence of obsolescence—and the mainframe should be tested 
for impairment. However, a decrease in demand resulting from the conclusion 
of a special project requiring large amounts of processing time on a mainframe 
computer that runs other applications should not be considered a change in 
demand associated with an indicator of impairment, and a test of impairment is 
not required. A decrease in occupancy is another example of a change in 
demand. If a decrease in the occupancy of hospital beds prompts 
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	We have experienced delays in mail delivery due to increased 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 6K17V
	 441 G Street, NW, Suite 6814
	 Washington, DC 20548
	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. or A public hearing has been scheduled at 9:00 AM on Month Day, Year, in Room 7C13 at the GAO Building, 441 G Street, NW, Washington, D.C.
	Notice of the date and location of any public hearing on this document will be published in the Federal Register and in the FASAB's newsletter. 
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