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JAN 2 1 2010 

MEMORANDUM FOR DISTRIBUTION 

Subject: 	 Contractor Acquired Property (CAP) Under Cost Reimbursement 
Contracts and Line Items 

The January 11, 2010, memorandum from the Director, Defense Procurement and 
Acquisition Policy (attached), addresses the business rules for Contractor Acquired 
Property (CAP) under cost reimbursement contracts and cost reimbursement line items. 
The business rules state that while title to CAP passes to the Government when the 
property is obtained by the contractor, the property will not be recorded on DoD financial 
statements or in accountability systems until the property is delivered to the Government. 

These business rules require close coordination between the requiring activity (the 
DoN activity that identifies and defines a requirement for supplies or services and 
requests the initiation of, and provides funding for, an acquisition to fulfill the 
requirement) to identifY CAP to be delivered and the contracting activity to ensure 
contracts are structured to require delivery. 

Given on-going audits and Congressional and Departmental interest in property 
accountability, DoN activities must understand the business rules to ensure that 
accountable property records are established for CAP upon delivery to the Government. 
These procedures and guidance will be incorporated into the Procedures, Guidance and 
Information section of the Defense Federal Acquisition Regulation Supplement. 

My Point of Contact on this issue is Bob Johnson, Robert.F Johnson(il{Navy.Mil or 
703-693-2936 (DSN 223-2936). 

David F. Baucom 
RDML, SC, USN 
DASN(A&LM) 
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OFFICE OFTHE UNDER SECRETARY OF DEFENSE 

3000 DEFENSE PENTAGON 


WASHINGTON, DC 20301-3000 


ACQUISITION, JAN 11 2010 
TECHNOLOGY 
AND LOGISTlCS 

MEMORANDUM FOR COMMANDER, UNrn:':D STATr.::S SPECIAL OPERATIONS 
COMMAND (ATTN: ACQUISITION EXECUTIVE) 

COMMANDER. UNITED STArES TRANSPORrAT'ION 
COMMAND (ATTN: ACQUISITION EXECUTIVE) 

DEPUTY ASSIST'ANT SECRE'fARY OF THE ARMY 
(PROCUREMI::NT). DASA(P) 

DEPUTY ASS1ST'ANf SECRETARY OF 'f.HE NAVY 
(ACQlJISITfON AND LOGISTICS MANAGEMI~NT). 
ASN (RDA) 

DEPCTY ASSISTANT SECRl::'IARY OF THE AIR FORCE 
(CONTRACTING), SAF/AQC 

ASSISTANT SECRETARY OF DEFENSE (LOGISTICS AND 
MA'fERfEL READlr--;ESS) 

DIRECTORS. DEFENSE AGENCIES 
DIRECTORS, DOD FJELD ACTIVITIES 

SUBJE:cr: Contractor Acquired Property (CAP) under Cost Reimbursement Contracts 
and Line Items 

This memorandum is issued to clarity Department of Defense (DoD) business 
mles f'Or Contractor Acquired Property (CAP). CAP. as defined by the Federal 
Acquisition Regulation (FAR) 45.1 0 L is property acquired, fabricated, or otherwise 
provided by the contractor for perfonning a contract and to which the Government has 
title. Business rules relative to CAP arc exclusive to cost-reimbursement contracts as 
well as cost reimbursement line items under mixed type contracts and cost reimbursement 
delivery orders under indefinite delivery contracts or basic ordering agreements, 

llistorically. some 000 Components sought to establish accountable property 
records for CAP all inefficient practice that resulted in duplicate accountability records. 
In ajoint memorandum entitled "Military Equipment Valuation Contractor Acquired 
Property Business Rule." dated December 22.2007, the Office of the Under Secretary of 
Dctensc (Comptroller) and Under Secretary of Defense (Acquisition, Technology & 
Logistics) clarified the Department's policy (attached). The business rule states that 
although title passes to DoD when the property is obtained by the contractor. the property 
will not be recorded on DoD financial statements (as other than construction in process) 
or in accountability systems until the property is delivered to DoD. 



Given the many ongoing audits and Congressional interest in Government 
Property, it is imperative that DoD Components understand the business mles for CAP, 
as well as the aforementioned change in accountability and financial record keeping. and 
that they ensure that accountable property records are established for CAP only upon 
delivery to the Government on a contract line item number (CLIN). 

The procedures and guidance in the attachment for formulation and valuation of 
CLINs for CAP delivery shaH be published as PGI 245.401, Contractor Acquired 
Property.\vithin 90 days from the date of this memorandum. 

My point of contact tor this matter is LeAntha Sumpter. 703-602~7955, 
LcAntha.Sumpter@osd.miL 

~ , 

/i~,
// j\
/. ' 

/ ~'J1ay fV· Assad 
Dlr6tt-br, Defense Procurement 

and Acquisition Policy 
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ArrACHMENT 

SUBJECT: Business Rules for Establishing Accountable Property Records f()r 
Contractor Acquired Property (CAP) 

1. Title. 

a. The Government has title to CAP (under cost reimbursement contracts). 

b. Title to property acquired by contractors under fixed price contracts is 
dependent on the contract terms and conditions as 1hllmvs: 

1) Fixed price contracts. Ine contractor retains title to all property 
acquired, except for property identified and ultimately delivered and accepted as a 
deliverable end~items on CtINs. 

2) Fixed price contracts with cOnLract financing provisions. The 
Government obtains title to property acquired by the contractor under tinancing 
clause(s), up untillhe point the property is accepted as a deliverable cnd~item, and all 
payment., have been liquidated. This property is not considered CAP. 

c. Oovernment furnished property (OFP). The Government retains title to all 
GFP until ultimately disposed of by authorized means as specified in Federal 
Acquisition Regulation (FAR) Part 45. CAP items subsequently delivered on a CLIN 
are considered OFf> when retained by the contractor for continued use under a 
contract. In such cases, and in accordance with the requirements of FAR 45.102, the 
items shall be added to the contract as GFP by contract moditication. 

2. General CAP Business Rules 

R. The Requiring Activity, in partnership with the contracting specialists, 
should determine the CAP items that are required to be delivered. The following 
procedure ackno\vledges that CAP may not be anticipated at the time of contract 
award. 

1) A CLIN. included at contract award. shall include a Contract Data 
Requirements List (CDRL) for the contractor to deliver a list of all CAP items (as 
required). The delivery date for that list should be at the discretion of the Requiring 
Activity, but no later than contract performance completion. 

2) When CAP items are selected for delivery to the Govemment, a CLIN 
should be structured for CAP delivery and an Exhibit established in accordance with 
FAR Procedures, Guidance and Instructions (PGI) 204.7105. This will allmv 
identification of CAP and enable the contractor to establish the property acquisition 
value and date placed in service upon deHvcry of the items in that Exhibit. 
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a) Separate CLINs should be established for materiaL equipment. 
special tooling, and special test equipment. 

b) CLINs should be identified as "Not Separately Priced", unless an 
equitable adjustment is necessary, as determined by the Contracting Otlicer (CO), 

b. CAP items meeting the Item Unique Identification (IUID) criteria of 
DF ARS 211.274-2 should be marked and reported to the DoD tHO registry upon delivery 
in accordance with the clause atDFARS 252.211-7003. Requiring activities should 
update paragraph (c)( l)(ii) of that clause. as required to insert the Exhibit Line Item 
Numbers (ELlNs) of those items. 

c. Oversight and visibility of CAP not designated for delivery to the 
Government 1S limited to revie\vs and audits of contractor accounting and property 
management systems. Property management systems are maintained in accordance with 
the requirements of FAR 52.245- i(b)(1). 

3. Business Rules f()f Establishing Property Accounlabil it} 

a. Consistent with the FAR required order 0 f disposition precedence. once the 
contractor determines that the CAP is no longer needed for contract performance, the 
contractor may purchase that item at original acquisition cost (See FAR 52.245-l(j)(2». 
If the contractor does not use this option, then the contractor should notify the CO ifuse 
of the property in the performance or other Government contracts is practical. 

h. GFP items shall he added to and/or removed from the contract by contract 
modification( s) to both the losing and gaining contracts, and recorded via submission of a 
Property Transfer action through Wide Area Work Flow. 

c. Excess contractor inventory (See FAR 45.101), including CAP, is disposed 
of in accordance with FAR Clause 52.245-1. Government Property; 52.245~2 or 52.245
5, as applicabk. i.e., reported on lnventory Disposal Schedules (SF] 428) or to the Plant 
Clearance Automated Reutilization Screening System. The Inventory Disposal Schedule 
is suitable for the CDRL data description (paragraph 2.a.l). 

4. GFP Business Rules 

a. If required, CAP items may he delivered in place of the acquisition contract. 
The property is then considered GFP and meets the reporting criteria of DFARS 211.211
7007, and must be reponed to the VID registry, once rule 3 b actions are complete. 

b. Provided the requirements of FAR Part 45.102 are met, CAP may be 
retained for continued contract performance. If the requirements of FAR Part 45.102 do 
not apply. the items may be declared excess. 
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OFFICE OF THE SECRETARY OF DEFENSE 

WASHINGTON. DC 20301 

OFC 

MEMORANDUM FOR SECRETARJES OF THE MILITARY DEPARTMENTS 
COMMANDER, U.S. SPECIAL OPERATIONS COMMAND 
DIRECTORS OF THE DEFENSE AGENCIES 
DIRECTORS OF THE DEPARTMENT OF DEFENSE 

FIELD ACTIVITIES 
ASSISTANT TO THE SECRETARY OF DEFENSE 

(NUCLEAR, CHEMICAL AND BIOLOGICAL DEFENSE 
PROGRAMS) 

SUBJECT: Military Equipment Valuation Contractor Acquired Property Business Rule 

The attached business rule was developed in response to questions and issues 
raised by the DoD Components regarding financial accounting and property 
accountability for Contractor Acquired Property (CAP). The rule states that while title 
passes to DoD when the property is obtained by the contractor, the property will not be 
recorded on DoD financial statements (as other than construction in process) or in 
accountability systems until the property is delivered to DoD. This business rule will be 
incorporated into the DoD Financial Management Regulation. 

Questions concerning this memorandum and the attached business rule should be 
directed to Mr, Richard Sylvester. Deputy Director, Acquisition Resources and Analysis 
(Property and Equipment Policy), Office of the Under Secretary of Defense (Acquisition, 
Technology, and Logistics) at 703-604-6350 x121 or richard.sylvester@osd.mil. 

.--~ 
"",. ,;t.~

.' .-s..c::"-Tma 
Und ecretary of Defense ense 

(Comptroller) ology and Logistics 
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Business Rule: Accounting for and Accountability ofContractor Acquired 

Property 


DESCRIPTION OF ISSUE 

The purpose of this paper is to provide the requirements for accounting for 
Contractor Acquired Property (CAP) in accordance with the provisions of 
Statement ofFederal Financial Accounting Standards (SFF AS) No.6, Accounting 
for Property, Plant, and Equipment. It also addresses how CAP should be 
managed in the Government's accountability systems. 

BACKGROUND 

Statement ofFederal Financial Accounting Standards (SFFAS) No.6, Accounting 
for Property, Plant, and Equipment, requires that Property, Plant aq.d Equipment 
(PP&E) shall be recognized when title passes to the acquiring enti~ or when the 
PP&E is delivered to the entity or to an agent of the entity. In the case of 
constructed PP&E, the PP&E shall be recorded as construction-in-progress until it 
is placed in service, at which time the balance shan be transferred to general 
PP&E. 

Contractor acquired property (CAP) is property obtained or otherwfse provided by 
the contractor for performing a contract. Contractors may acquire property, as a 
direct cost to the Government, to fulfill the contract's requirements. When this 
occurs, the Government takes title to the property under the terms and conditions 
of the Government property clause. 

DoD policies, processes, and practices are structured on delivery, receipt and 
acceptance of property. This aligns and is consistent with other DoD processes 
and practices, e.g., Wide-Area Work Flow, Unique Item identification. Although 
the DoD may have title to some property, e.g., property acquired, fabricated, or 
otherwise provided by the contractor for performing a contract, such property has 
not yet been delivered. 

ACCOUNTING TREATMENT 

The cost of contractor acquired property and other reimbursed costs should be 
accumulated in the construction-in-progress (CIP) general ledger account for 
posting to the applicable General Property, Plant, and Equipment account when 
construction or manufacturing is completed. For General and Military Equipment, 
construction-in-progress is transferred to the applicable General Property, Plant, 



and Equipment account on the date the asset is placed in serviceI and recorded in 
the appropriate property accountability system. 

With respect to contractor acquired property, upon completion of the construction 
or manufacture ofend items for which the contractor acquired property was used 
and delivery of the contractor acquired property to the Government, contractor 
acquired property should either be capitalized in the appropriate Property, Plant, 
and Equipment account or if the contractor acquired property does not meet the 
capitalization threshold, such items should be recorded in the appropriate expense 
account. The amount transferred from elP will be the Contractor's estimated fully 
burdened unit cost of contractor acquired property at the time of delivery to the 
Government.2 

ACCOUNTABILITY TREATMENT 

Upon delivery to the Government, contractor acquired property should be 
recorded in the appropriate property accountability system. Consistent with DoDI 
5000.64, there is no requirement for accountability by DoD Components for such 
property prior to delivery to the Government. Third parties (to include 
contractors) have stewardship responsibility, to include creat.ing and maintaining 
records of al1 Government property accountable to the contract, consistent with the 
tenns and conditions of the contract or third party agreement, for the Government 
property in their care. 

AUTHORITATIVE GUIDANCE 

Statement of Federal Financial Accounting Standards No.6, "Accountingfor 
Property, Plant, and Equipment" 

DoDI 5000.64, "Accountability and Management o/DoD-Owned Equipment and 
Other Accountable Property" 

DoD Financial Management Regulation, Volume 4, Chapter 6 (now under 
revision) 

1 DoD Financial Management Regulation (FMR), DoD 7000. 14·R, Volume 4, Chapter 6, "Property, Plant 
and Equipment," (paragraph 060105) defines recognition for Military Equipment as "nonnally be the date 
shown on Block 22, Receiver's Use, of the "Material Inspection and Receiving Report" (DD Fonn 2S0) or 
the equivalent date source under Wide Area Work Flow." 
2 Defense Federal Acquisition Regulation Supplement (DFARS) 211.274·3 Policy for valuation. 


