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SUBJECT: Military Equipment Valuation Project Business Rules

- Statement of Federal Financial Accounting Standards (SFFAS) No. 23,
“Eliminating the Category National Defense Property, Plant and Equipment” (ND PP&E)
dramatically changed financial reporting requirements for the Department of Defense.
The reporting standard reclassified ND PP&E as military equipment and required that
these assets be capitalized rather than expensed. This represented a major challenge for
the Department. Military equipment had been acquired over the past 50 years and the
primary focus had been on tracking and ensuring asset operability rather than on
reporting asset values. No auditable valuation information existed.

To meet this challenge the Department developed a valuation methodology that used
a combination of budgetary and expenditure information. Related business rules were
established to help ensure consistent application of the methodology, compliance with the
auditing standards, and auditability of the results. The attached business rules are
principle based and track directly to the accounting standards. Their development
involved iterative efforts, which addressed issues raised by Department of Defense
Components and the audit community.

The military equipment valuation process consists of two phases and the business

rules that apply to the two phases are slightly different. The first phase involves the
development of an opening inventory of military equipment (the baseline). The business
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rules for this phase were modified to recognize the flexibility included in the new
accounting standard and the limitations of the historical data. The second phase applies
to acquisitions that occur after the baseline has been established. The related business
rules anticipate better availability of accounting data.

The initial baseline phase, which is scheduled to be completed by the end of fiscal
year 2006, is being managed by the Under Secretary of Defense Acquisition, Technology
and Logistics, Property and Equipment Policy Office. This Office is using the “Baseline”
rules to establish initial values. The “Mid-Term” business rules will be applied to
acquisition occurring in fiscal year 2007 and beyond. The attached summary compares
the “Baseline” and “Mid-Term” versions of the business rules.

We are in the process of incorporating the Baseline rules into the Financial
Management Regulation. In addition the attached Mid-Term rules are being distributed
in their entirety, with the associated rationale and source material, to assist Components
in understanding the military equipment valuation effort.

If you have any questions, or need additional information, please contact
Mr. Richard K. Sylvester. He can be reached on 703-604-6350 ext 121.

Terri McKay | Nancy L. Spruill
Deputy Chief Finafcial Officer Director for Acquisition
OUSD (Comptroller) Resources and Analysis
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