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CHALLENGES GOVERNMENT 
CONTRACTORS FACE MAINTAINING 
A COMPLIANT SUPPLY CHAIN, 
Part Three
By Julia Bailey

THE NEWSLETTER FROM THE BDO GOVERNMENT CONTRACTING PRACTICE

Under the close eye of regulators, 
contractors are working against 
strong compliance headwinds as they 
expand their supply chains across 
international borders. 

Effectively monitoring the supply chain 
from end to end and managing the risks 
associated with a complex network of 
suppliers and subcontractors is growing 
more onerous and time-consuming. To 
shed some light on where to focus your 
compliance efforts, we’ve developed a 
three-part series to examine some of the 
key challenges contractors encounter when 
securing their supply chains. 

If you haven’t already, check out: 

u		Part one here, for a look at the 
Contractor Purchasing System Review, 
recently released counterfeit parts rules 
and country of origin restrictions, and 

u		Part two here, for a thorough 
exploration of ethical considerations 
for government contractors, including 
the Federal Acquisition Register (FAR) 
“Contractor Code of Business Ethics 
and Conduct” clause, and discuss 
risk management for prime and 
subcontractor relations, the Combatting 
Trafficking in Persons (CTIP) FAR clause 
and the False Claims Act (FCA). 
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Ask the Pros
If you have a question—large or small—
or are searching for a resource, you can 
count on our team to help you get on 
the right track with timely knowledge 
and thorough insights. Our practice 
combines extensive experience in 
government contracting work with deep 
understanding of the latest technical, 
compliance, accounting, regulatory 
and business matters important to 
contractors. 

Go ahead, ask one of our pros.
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In this installment, we’re taking a close 
look at recent changes to the regulatory 
risk and compliance landscape for 
government contractors, including efforts 
to crack down on corruption, increased 
resources devoted to investigations 
related to the Foreign Corrupt Practices 
Act (FCPA) and the International 
Standards Organization anti-bribery 
management system. 

How can contractors manage the 
risk of FCPA investigations, and what 
standards and enforcement exist 
aimed at cracking down on bribery 
and corruption?
Contractors with a global supply chain 
face substantial risks under the FCPA (15 
U.S.C §§ 78dd-1 et seq.), a violation of 
which could result in civil and criminal 
penalties, including fines and/or prison. 
The FCPA prohibits giving anything of value 
to “foreign officials” in order to obtain 
or retain business or secure any business 
advantage. The term “foreign official” 
includes foreign government officials, 
employees of government-owned or 
managerially controlled entities, foreign 
political party officials, officials of public 
international organizations and candidates 
for foreign political office. 

While a contractor’s own employees may 
never interact with a “foreign official” 
directly, the FCPA also rests liability on any 
U.S. person that makes, authorizes, offers 
or promises a “payment,” indirectly, to 
any person, such as subcontractors, with 
knowledge—a reason to believe—that 
the payment will be passed through to 
a foreign official. “Knowledge” has been 
interpreted to mean reckless disregard for 
the law, and implies U.S. persons should 
conduct due diligence on significant third 
parties, such as subcontractors, to ensure 
they are legitimate, reputable individuals 
or companies with no obvious conflicts of 
interest with foreign officials. 

FAR clause 52.203-13, “Contractor Code of 
Business Conduct and Ethics,” has added 
an increased layer of risk to government 

contractors dealing with potential FCPA 
issues. The clause is required in most 
government contracts over $5 million, and 
suggests that, to the extent a government 
contractor is aware of an FCPA violation, 
regardless of materiality, it would arguably 
be required to disclose the infraction to the 
government and/or contracting agency. 

As more contractors perform activities 
under contract in foreign locations, they’re 
facing increased FCPA compliance risk. That 
risk increases if solicitation and payment 
of bribes are commonplace in the locations 
where they’re performing activities, they’re 
taking on transactions on a cash basis, 
or they must rely on local sales agents, 
distributors or subcontractors who may fail 
to abide by the rules. For contractors, the 
most significant risks are fines, suspension 
and/or debarment, or even prison time 
for certain individuals. Violations can also 
result in the loss of government grants 
and subsidies. 

In October 2016, after four years of 
negotiations, the International Standards 
Organization (ISO) published the finalized 
ISO 37001, an anti-bribery management 
system and the first international 
standard of its kind aimed at preventing, 
detecting and responding to bribery. 
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The ISO compliance program, which 
can be considered a gold standard for 
government contractors to incorporate 
into their existing processes and controls, 
incorporates various international anti-
bribery best practices, including the FCPA, 
the U.K. Bribery Act and the OECD Anti-
Bribery Convention. It provides specific 
minimum requirements and supporting 
guidance intended to be universally 
applicable, regardless of an organization’s 
size, nature of business and level of 
bribery risk.

The ISO 37001 framework will likely 
require few changes or actions from 
large, multinational contractors with 
robust anti-bribery programs already 
in place. However, for middle-market 
contractors without the necessary 
compliance resources or expertise to 
craft a comprehensive anti-bribery 
program on their own, ISO 37001 is a 
cost-effective and flexible compliance 
tool. For more background on the ISO 
compliance program and steps necessary 
for compliance for organizations seeking 
to become certified by a third party, read 
this alert from BDO Consulting’s Global 
Risk & Investigations practice. 
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When possible, a prime contractor should 
obtain information about a subcontractor’s 
compliance program and negotiate clauses 
that require certifications, notification and 
ongoing access to information, such a right 
to audit relevant books and records. New 
suppliers, subcontractors and other third 
parties should be thoroughly screened prior 
to engagement. Too often, companies learn 
the hard way that third parties involved in 
corruption or fraudulent activity previously 
exhibited signs of misconduct—behavior 
that could and should have been identified 
prior to entering into a relationship with 
them. Not all vendor and other third-party 
due diligence is alike. And compliance can 
play a vital role in customizing the due 
diligence process based on the compliance 
risks associated with each relationship. 
During performance, prime contractors 
should consistently review and monitor a 
subcontractor’s business ethics and conduct 
through audits or periodic reporting. A 
prime contractor should also ensure its 
employees are trained to identify FCPA 
violations and that it has strong internal 
controls surrounding payments to 
subcontractors to prevent misconduct and 
detect red flags. 

It can be easy to get overwhelmed by 
the breadth and number of compliance 
requirements contractors face in achieving 
end-to-end supply chain security—and 
the scope is only growing as the supplier 
landscape becomes increasingly global. 
With a careful consideration of the risks 
unique to their subcontracts and suppliers 
and the nature of their contract activity, 
contractors can be on their way to feeling 
confidence in their efforts to secure their 
supply chains. Stay tuned for the fourth 
and final chapter of this series, where 
we’ll discuss export controls and anti-
boycott measures. 

 Julia Bailey is a managing director and 
may be reached at jbailey@bdo.com.

ASKED & ANSWERED: 3 QUESTIONS 
SURROUNDING THE DEPARTMENT 
OF DEFENSE’S NEW RISK-BASED 
EVMS SURVEILLANCE
By Dave Scott

The Defense Contract Management 
Agency (DCMA) Earned Value 
Management (EVM) System (EVMS) 
surveillance process is transitioning 
from regularly scheduled and 
planned on-site surveillance 
to an automated, data-driven 
surveillance process utilizing over 
130 test metrics to identify potential 
compliance issues. The DCMA is 
currently piloting the risk-based 
surveillance process and plans to roll 
it out in late 2017. 

If your EVMS is found to be deficient, 
your organization may be subject to 
contract payment holdbacks of up to 
10 percent—potentially amounting to 
millions of dollars—under Defense Federal 
Acquisitions Regulations Supplement 
(DFARS) 252.242-7000, Contractor 
Business System Deficiencies.

Because the new system is in the final 
testing stages and will soon become 
standard across the board, aerospace and 
defense contractors should be considering 
the following questions:

1 Will the new DCMA EVMS 
surveillance process apply to my 

organization?

u		The new surveillance will apply if you 
have contract(s) that incorporate 
an EVM reporting requirement 
stipulated by reference to DFARS 
252.234-7001, Notice of Earned Value 
Management System, and the total 
lifecycle value is greater than $100 
million. The regulation requires the 
contractor to implement an EVMS 
that is compliant with the Electronic 

Industries Alliance (EIA) –748 standard, 
and the Office of Secretary of Defense 
EVMS Interpretation Guide (EVMSIG). 
However, the Government Program 
Office or the DCMA may also determine 
there is cause to conduct surveillance 
on your contract if it’s under the $100 
million threshold. 

u		If you don’t currently have an EVM 
reporting requirement on any 
contracts, the process does not 
apply. However, this is something 
that should be considered if you are 
considering bidding on a contract with 
this requirement.  

2 How will my organization be 
impacted if it does apply?

u		Most organizations still rely on tools like 
Microsoft Word and Excel. Disparate 
scheduling and EVM systems, as 
well as informal processes, increase 
the chances your organization may 
be impacted.

u		The electronic format required for 
compliance is extensive and requires 
the integration of information 
from financial, scheduling and EVM 
systems. The data submitted will be 
at the Work Package level, which 
is more detailed than most current 
reporting requirements.

u		The DCMA Earned Value Analysis 
System (EVAS) may trigger on-site 
surveillance. Surveillance may result in 
corrective action requests (CARs), for 
which your organization will be required 
to demonstrate compliance over at 
least a three-month reporting cycle.
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3 What does my organization 
need to do to prepare for the 

new EVMS surveillance process?

u		Review current EVMS tools to identify 
sources of data and recommend 
enhancements, coding changes 
or new tools to address the EVAS 
reporting requirements. 

u		Identify potential EVMS compliance 
risks, and enhance or develop processes 
to address these risks. 

u		Update EVMS description 
documentation and provide training on 
new EVAS tools and processes.

u		As recommended by DCMA, use the 
EVAS metrics for internal analysis 
before submitting your data to 
the government.

Ask yourself these questions ahead of 
the switch to ensure you’re set up for the 
greatest success once the new DCMA risk-
based surveillance process is in place. 

 Dave Scott is a managing director and 
may be reached at dmscott@bdo.com.

PREPARING FOR IMPLEMENTATION 
OF THE NEW REVENUE 
RECOGNITION STANDARD 
By Amy Thorn, Chris Carson

The deadline for implementation 
of ASU No. 2014-09, Revenue from 
Contracts with Customers (Topic 
606), is right around the corner! 

With an effective date of Jan. 1, 2018, for 
calendar year publicly held companies and 
Jan. 1, 2019, for calendar year privately 
held companies, the time to begin planning 
for implementation is now.

In this article, we will provide a 
refresher on the standard’s main 
provisions. Additionally, we will review 
implementation methods and key issues 
that may arise for government contractors 
during implementation, including those 
addressed by the AICPA’s Industry Revenue 
Recognition Task Force for Aerospace 
& Defense. Finally, we will discuss the 
presentation and disclosure requirements 
under the new standard. 

MAIN PROVISIONS:
Under the new standard, revenue from 
contracts with customers is recognized 
based on the application of a principle-
based five-step model:

Step 1: Identify the Contract: A contract 
is defined as an agreement between two 
or more parties that creates enforceable 
rights and obligations. An entity should 
apply the requirements to each contract 
that meets the following criteria:

1.  Approval and commitment by parties,
2.  Identification of the rights of the 

parties,
3. Identification of payment terms,
4.  Determine the contract has commercial 

substance, and
5. Collection is probable.

Step 2: Identify Performance 
Obligations: A performance obligation is 
a promise in the contract with a customer 

to transfer a good or service to the 
customer. If more than one good or service 
is promised in the contract, the company 
will need to account for each distinct 
good or service or series of distinct goods 
or services as a separate performance 
obligation. The following criteria is used to 
determine if the good or service is distinct:

1.  The good or service must be capable 
of being distinct (the customer can 
benefit from the good or service either 
on its own, or together with other 
resources that are readily available to 
the customer), or

2.  The good or service must be distinct 
within the context of the contract (the 
promise to transfer the good or service 
is separately identifiable from other 
promises in the contract). 

Step 3: Determine Transaction Price: 
The transaction price is the amount of 
consideration (i.e., payment) to which 
an entity is expected to be entitled in 
exchange for promised goods or services to 
a customer. The standard includes guidance 
as to when any variable consideration 
should be included in the transaction 
price. In addition, the standard includes 
a requirement to adjust the promised 
amount of consideration for the effects 
of time value of money when a financing 
component exists. As a practical expedient, 
there is no requirement to assess if there 
is a significant financing component when 
the period between payment by the 
customer and transfer of the promised 
goods or services is less than one year.

Step 4: Allocate Transaction Price to 
Performance Obligations: For a contract 
that has more than one performance 
obligation, the entity should allocate the 
transaction price to each performance 
obligation based on the stand-alone selling 

CONTINUED FROM PAGE 3
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under the new revenue recognition 
standard. Accordingly, there will be 
minimal impact to the entity’s financial 
statements. However, under more complex 
contracts (i.e., award fees under cost-plus 
contracts, or firm-fixed-price contracts 
where the entity performs manufacturing, 
design, development, integration and/
or production), applying the new 
standard will require careful analysis and 
consideration, and could impact the timing 
of revenue recognition. 

The AICPA has developed industry-
based task forces to discuss emerging 
best practices for implementation of the 
new revenue recognition standard. The 

task forces consist primarily of industry 
professionals and auditors, including 
BDO professionals. Ultimately, the issues 
developed by the task forces will be used to 
develop the new AICPA accounting guide 
for revenue recognition.

AICPA’s Industry Revenue Recognition 
Task Force for Aerospace & Defense has 
identified various revenue recognition 
implementation issues and continually 
updates the list of issues as discussions 
continue. As noted in the table, some 
issues have been finalized for inclusion 
in the 2017 AICPA Guide to Revenue 

price. If the stand-alone selling price is not 
observable, it must be estimated.

Step 5: Recognize Revenue As 
Performance Obligations Are Satisfied: 
An entity should recognize revenue when 
the performance obligations are satisfied 
by the transfer of a good or service. A good 
or service is transferred when the customer 
obtains control of that good or service. 
For performance obligations that are 
satisfied over time, rather than at a point 
in time, revenue should be recognized 
over time by consistently applying a 
method of measuring the progress toward 
completion of the performance obligations. 
Appropriate methods of measuring 
progress include output methods and 
input methods.

IMPLEMENTATION METHODS:
1.  Full retrospective application: Recast of 

prior period financial statements (with 
an adjustment to opening retained 
earnings for the first year presented). 
For example, for a public company, 
2016 and 2017 would be recast 
to reflect the adoption of the new 
standard presented in the 2018 financial 
statements. The cumulative adjustment 
would be reflected as of Jan. 1, 2016.

2.  Modified retrospective application: 
Cumulative effect of initially applying 
the standard is recorded as an 
adjustment to opening retained 
earnings of the period of initial 
application. Under the same example, 
2016 and 2017 would not be recast 
in the 2018 financial statements. The 
cumulative adjustment would be 
reflective as of Jan. 1, 2018. 

IMPLEMENTATION ISSUES 
AND GUIDANCE:
For most government contracts, 
particularly time and materials and 
cost-plus-fixed-fee contracts, as well as 
services-based firm-fixed-price contracts, 
there will be minimal change to the total 
revenue recognized under the contract, as 
well as the timing of revenue recognition 

CONTINUED FROM PAGE 4
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Issue # Description Status

1-1 Acceptable measures of progress Finalized to be included in the 2017 
AICPA Guide to Rev. Rec.

1-2 Accounting for contract costs Finalized to be included in the 2017 
AICPA Guide to Rev. Rec.

1-3 Variable consideration and 
constraining estimates of variable 
consideration

Finalized to be included in the 2017 
AICPA Guide to Rev. Rec.

1-4 Contract existence and related issues 
for foreign contracts with regulatory 
contingencies and unfunded portions 
of U.S. government contracts

Finalized to be included in the 2017 
AICPA Guide to Rev. Rec.

1-5 Transfer of control on non-U.S. 
Federal government contracts

Finalized to be included in the 2017 
AICPA Guide to Rev. Rec.

1-6 Separation/segmentation Out for exposure until May 1, 2017

1-8 Contract modifications, unpriced 
change orders, claims

Comment due date was  
March 2, 2017

1-10 Disclosures

1-12 Significant financing components Finalized to be included in the 2017 
AICPA Guide to Rev. Rec.

1-14 Accounting for offset obligations Submitted to FinRec for final 
clearance – November 2016

1-16 Allocating the transaction price Finalized to be included in the 2017 
AICPA Guide to Rev. Rec.

1-19 Commercial – accounting for NRE

1-20 Impact of contract termination rights 
and penalties on contract term

Submitted to FinREC for final 
clearance – November 2016
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Recognition, while others are still under 
discussion and/or review.

Below is a summary of key implementation 
issues noted in the finalized Issues from 
AICPA’s Industry Revenue Recognition Task 
Force for Aerospace & Defense.

Issue #1-1: Acceptable Measure 
of Progress 
This issue discusses items to consider when 
determining which method to use when 
measuring progress towards completion 
of performance obligations satisfied 
over time. 

Method of progress toward completion

Under the new guidance, revenue 
recognition is tied to the concept of 
transferring control of goods or services 
promised to a customer—the satisfaction 
of an entity’s performance obligation. 
The fact that most contracts provide the 
federal government with the right to 
terminate for convenience, resulting in 
the contractor collecting all costs incurred 
and the federal government retaining the 
right to all goods produced and in process, 
is a key consideration when determining 
what method will be the best measure 
of progress toward completion of the 
performance obligation. 

As stated in Issue #1-1, a termination 
for convenience clause that gives the 
customer the right to the goods produced 
and in process under the contract at 
the time of termination may indicate 
that the customer has effective control 
over the goods produced and the work 
in progress. Accordingly, Issue #1-1 
states that the Financial Reporting 
Executive Committee (FinREC) believes 
that an output measure such as units of 
production or units of delivery may not be 
an appropriate measure of the progress 
toward completion of the performance 
obligation because it does not account for 
the fact that the work in process belongs 
to the customer, and production with 
significant amount of development, like 
most aerospace contracts, should not 

use the output method since each item 
produced or delivered may not transfer an 
equal amount of value to the customer. 
Accordingly, the entity should consider 
if an input method, such as cost-to-cost, 
would be a more appropriate measure 
of progress toward satisfaction of the 
performance obligation. It is further stated 
in Issue #1-1 that FinREC believes the 
output method is most appropriate for 
mass production of homogenous products.  

This could lead to a substantial change 
in industry practice for both public and 
privately held companies, particularly for 
firm-fixed-price contracts where there is a 
clearly defined output (i.e., the delivery of 
a unit). However, there will be substantial 
development under the contract prior to 
production of the units. The new guidance 
(and the implementation guidance 
provided in this Issue) specifically states 
that the appropriate method of measuring 
progress toward completion under this 
type of contract is an input measure. Thus, 
many contractors may determine it is 
appropriate to change method from output 
measures to input measures for measuring 
progress toward completion.

Of course, it should be noted that 
government contracts vary widely, and 
determining the best method of measuring 
progress toward completion of the 
performance obligation requires not only 
knowledge of the services the customer 
provides, but also the contract terms of the 
performance obligation. 

Costs associated with inefficiencies 
in performance and costs that are no 
indicative of performance 

Using a cost-based input method may 
require an adjustment to measure progress 
in certain circumstances, like costs 
incurred that are attributable to significant 
inefficiencies or the incurrence of costs that 
are not indicative of performance, like the 
purchase of major subassemblies for which 
no value-added work has been performed. 
In these situations, it may be appropriate 
to only recognize revenue to the extent 
that cost is incurred (i.e., no profit on these 

costs) and the profit would be earned upon 
the incurrence of the remaining costs.

Issue #1-2: Accounting for 
Contract Costs 
This issue discusses considerations 
for applying the guidance in Financial 
Accounting Standards Board (FASB) 
Accounting Standards Codification 
(ASC) 340 for incremental costs of 
obtaining a contract, costs to fulfill a 
contract and amortization and impairment, 
to costs typically incurred in aerospace and 
defense contracts including pre-contract 
costs and learning or start-up costs. 

FASB ASC 340-40-25-8(c) states that 
costs incurred that relate to satisfied 
performance obligations (or partially 
satisfied performance obligations) in 
the contract (costs that relate to past 
performance) should be expensed 
when incurred. 

In short, entities measuring progress 
towards complete satisfaction of a 
performance obligation satisfied over time 
using a cost-to-cost measure will generally 
not have inventoried costs. Costs incurred 
for materials are expensed, and revenue 
recognized, when control of the inventory 
transfers to the customer (i.e., when it 
is being used in the performance of the 
contract, which are most costs purchased 
specifically for a contract). Generic 
materials are inventoried until put into use 
for a contract.

Incremental costs (i.e., commissions 
awarded with the contract) and pre-
contract costs (recoverable costs incurred 
in anticipation of an award) are recognized 
as assets and amortized as contract 
costs. These types of costs are very rare 
in practice.

Issue #1-3: Variable Consideration 
This issue discusses considerations 
for estimating the amount of variable 
consideration (incentive fees, award fees, 
economic price adjustments) in aerospace 
and defense contracts, the impact of 

CONTINUED FROM PAGE 5
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subsequent modifications and how to 
determine the amount of estimated 
variable consideration to include in the 
transaction price. 

Variable consideration from the customer 
in the form of incentives and award 
fees require substantial judgment and 
experience with evaluations not unlike that 
used to estimate completion of long-term 
contracts. An entity should consider all 
the information (historical, current and 
forecast) that is reasonably available to 
the entity and should identify a reasonable 
number of possible consideration amounts.

The more appropriate of the two methods 
(i.e., whichever is more predictive) must 
be used. FASB ASC 606-10-32-8 discusses 
the two methods for estimating variable 
consideration. The expected value 
method (sum of probability-weighted 
outcomes) or the most likely method 
(the single most likely amount within 
a range of possible outcomes). FASB 
ASC 606-10-32-9 requires that one 
method is consistently used throughout 
the contract when estimating variable 
consideration. Additionally, FASB ASC 
606-10-10-3 requires that the method 
selected should be applied consistently to 
contracts with similar characteristics and in 
similar circumstances. 

The new ASC could have a material impact 
on revenue recognition for award fees and 
incentives fees, depending on what the 
entity’s existing policy is.  

Issue #1-4: Contract Existence and 
Related Issues for Foreign Contracts 
with Regulatory Contingencies 
and Unfunded Portions of U.S. 
Government Contracts
This issue discusses how required 
regulatory approval impacts the 
determination of whether an executed/
signed contract meets the criteria for 
existence of a contract under ASC 606, and 
how unfunded portions of U.S. government 
contracts should apply the guidance for 
variable consideration. 

Regulatory approval

In this issue, FinREC states that contracts 
directly with foreign governments, 
as opposed to Foreign Military Sales, 
which are sponsored by the U.S. federal 
government, need to account for 
regulatory approval in their revenue 
recognition process. The entity should 
assess the contract under the previously 
discussed five-step criteria. Once 
concluded that the contract meets the 
five-step criteria in ASC 606-10-25-1, 
the entity should assess the likelihood 
of regulatory approval. The Issue further 
describes the criteria that may be 
considered in determining the likelihood of 
obtaining necessary approval. If regulatory 
approval is “virtually certain,” FinREC 
believes it is reasonable for an entity 
to begin accounting for the contract in 
accordance with FASB ASC 606.

Partial funding

It is common for a company to be awarded 
a long-term contract that is only partially 
funded at inception. The criteria for 
contract existence will be met for both 
the funded and unfunded portions of the 
contract if the entity has an approved 
enforceable contract that clearly states the 
contractual terms, including the parties’ 
rights and the payment terms related to 

the goods and services to be transferred, 
and the U.S. federal government has the 
intention and ability to pay the entity for 
the promised goods and services. However, 
the unfunded portion could be considered 
variable consideration, similar to award 
fees. As such, prior to recognizing revenue 
in excess of funding, an entity should 
perform an assessment to analyze the 
likelihood that the unfunded portion of 
the contract will not result in a significant 
revenue reversal. These factors include a 
short period before funding is expected, 
sole source/follow-on/high competition 
work, funding for the customer exists and 
funding to the entity is administrative 
and “mission critical” to the nature of 
the program.

Issue #1-5: Transfer of 
Control on Non-U.S. Federal 
Government Contracts 
This issue discusses considerations for 
determining when non-U.S. government 
aerospace and defense contracts should 
be considered performance obligations 
satisfied over time, rather than at one 
point in time. 

The assessment of whether revenue should 
be recognized over time or at a point in 
time (i.e., when does control of the good or 

CONTINUED FROM PAGE 6
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service transfer) is performed at contract 
inception. An entity transfers control of a 
good or service over time (and, therefore, 
satisfies a performance obligation and 
recognizes revenue over time) if one of the 
following criteria is met: 

1.  The customer simultaneously receives 
and consumes the benefits provided by 
the entity’s performance as the entity 
performs;

2.  The entity’s performance creates or 
enhances an asset (i.e., WIP) that 
the customer controls as the asset is 
created or enhanced; or

3.  The entity’s performance does not 
create an asset with alternative use 
to the entity and the entity has an 
enforceable right to payment for 
performance completed to date.

Meeting the requirement of simultaneous 
receipt and consumption of the benefits 
of the entity’s performance will be easily 
met under routine services (maintenance 
or transportation services) or in instances 
where another entity would not need to re-
perform the work that has been completed 
to date if another entity were to fulfill the 
remaining performance obligation. 

In considering if the requirement for 
performance that creates or enhances 
an asset (i.e., WIP) that the customer 
controls, FASB ASC 606-10-25-25 states 
that control refers to the ability to direct 
the use of and obtain substantially all of 

the remaining benefits from the asset. This 
Issue discusses that the entity will need 
to analyze contracts to determine if terms 
such as right to payment for performance 
to date, legal title, physical possession and 
risks and rewards of ownership pass as the 
asset is created or enhanced. 

If the entity’s performance does not 
create an asset with an alternative use, 
revenue may be recognized over time 
if the entity must demonstrate that it 
has an enforceable right to payment for 
performance completed to date if the 
contract were terminated early. While 
the termination for convenience clause in 
most U.S. federal government contracts 
would generally meet this requirement, it 
is important to note that non-U.S. federal 
government contracts may operate under 
different terms. 

Issue #1-12: Significant 
Financing Component  
This issue discusses considerations needed 
to assess whether a significant financing 
component exists in determining the 
transaction price for various types of 
aerospace and defense contracts. 

In determining the transaction price, an 
entity shall adjust the promised amount 
of consideration for the effects of the time 
value of money if the timing of payments 
agreed to the parties to the contract 
provides the customer or the entity with a 

significant benefit of financing the transfer 
of goods or services to the customer. This 
assessment is performed at the contract 
level versus a portfolio, segment, or 
entity level. 

An assessment of what constitutes 
significant requires judgment. Instances 
where the period between performance 
and payment is one year or less are 
excluded. One factor to consider in 
evaluating whether a contract includes 
a significant financing component is the 
difference, if any, between the amount 
of promised consideration and the cash 
selling price of the promised goods or 
services. However, this is just an indicator, 
as there are reasons other than financing, 
such as the achievement of certain 
milestones, which is paid to provide the 
customer with assurance that the entity 
will complete its obligations satisfactorily 
under the contract. Progress payments 
based upon percentage of costs incurred 
are not considered financing components.

Issue #1-16: Allocating the 
Transaction Price 
This implementation Issue discusses 
considerations for determining how to 
allocate the transaction price to multiple 
performance obligations in aerospace and 
defense contracts. 

When a contract contains more than one 
performance obligation (i.e., products and 
operations/maintenance), an entity will 
need to allocate the transaction price to 
each performance obligation based on 
the relative standalone selling prices of 
the products or services being provided 
to the customer. FASB ASC 606-10-32-32 
states, “The best evidence of standalone 
selling price is the observable price of a 
good or service when the entity sells that 
good or service separately in the similar 
circumstances and to similar customers.”

As discussed in FASB ASC 606-10-32-33, 
entities should estimate the selling price 
of goods or services that do not have 
observable standalone selling prices. 

CONTINUED FROM PAGE 7
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ASC 606-10-32-34 states that suitable 
methods include, but are not limited to, 
the following: 

1.  Adjusted market assessment approach: 
Under this approach, the entity would 
determine the amount it believes the 
market would be willing to pay for a 
product or service. This Issue notes that 
this approach is expected to be used for 
standard products or services. 

2.  Expected cost-plus-margin approach: 
Under this approach, the entity uses 
its cost basis plus the margin the 
market would be willing to pay (not 
the entity’s desired margin). This Issue 
explains that this approach may be 
used by government contractors, as 
costs of a performance obligation are 
generally determinable. In determining 
the reasonableness of the margin, the 
Issue suggests the entity may consider 
factors such as internal cost structure, 
nature of the proposal process (i.e., 
competitive or sole source), pricing 
practices, technological considerations 
and margins earned on similar contracts 
with difference customers. 

3.  Residual approach: FASB ASC 606-
10-32-34 explains that this approach 
should only be used for products or 
services that are sold to different 
customers for varying prices, or the 
entity has not yet established a price 
because the product or service has 
never been sold on a stand along basis. 

PRESENTATION 
AND DISCLOSURE 
CONSIDERATIONS:
The statement of financial position will 
present contract assets and contract 
liabilities separately. Additionally, 
unconditional rights to consideration are 
presented separately as receivables. It 
should be noted that while the guidance 
uses the terms “contract asset” and 
“contract liability,” it does not prohibit 
the use of alternative descriptions in 
the statement of financial position for 
those items. However, there must be 
a distinction between receivables and 

contract assets (i.e., unbilled receivables 
and accounts receivable). 

The statement of income will present 
revenue separately from impairment.

The standard requires that an entity 
disclose sufficient information to enable 
users of the financial statements to 
understand the nature, amount, timing 
and uncertainty of revenue and cash flows 
arising from the contracts with customers. 
Qualitative and quantitative information is 
required regarding:

1.  Contracts with customers including 
revenue and impairments recognized, 
disaggregation of revenue and 
information about contract balances 
and performance obligations (including 
the transaction price allocated to the 
remaining performance obligations);

2.  Significant judgments and changes in 
judgments, determining the timing of 
satisfaction of performance obligations 
(over time or at a point in time), and 
determining the transaction price and 
amounts allocated to performance 
obligations; and

3.  Assets recognized from the costs to 
obtain or fulfill a contract. 

The disclosure to present the 
disaggregation of revenue should depict 
the nature, amount, timing and uncertainty 
of revenue and cash flows. 

The disclosure requirements included in 
the new standard are significant changes 
to the presentation and disclosure 
requirements under existing guidance. As 
you consider the implementation of the 
new revenue recognition guidance, you will 
find that a substantial amount of effort 
will be required to implement processes 
and systems that accumulate the 
detailed information needed to facilitate 
preparation of required disclosures.

NEXT STEPS
The AICPA Financial Report Center 
developed an Implementation Plan that 
you may find helpful as a starting point for 

developing your own implementation plan. 
Below are the high-level steps included 
in that plan, along with a link to the full 
document. 

1.  Designate the individual(s) responsible 
for overseeing implementation.

2.  Evaluate how the changes will impact 
how your company accounts for 
different types of revenue streams/
contracts. Consider how the new 
standard will impact current 
performance metrics and compensation 
plans. Work with your auditor to discuss 
the completeness and accuracy of 
your analysis. 

3.  Determine an implementation 
method (full or modified retrospective 
approach).

4.  Determine changes that may be 
needed within systems and/or software 
applications to facilitate revenue 
recognition under the new standard. 

5.  Determine what interim disclosures 
may be required prior to the 
effective date.

6.  Develop a plan for implementation to 
incorporate the above steps, as well as 
train your staff. 

7.  Educate the company’s audit 
committee, board of directors, 
investors, etc. on the new standards 
and the impact you expect the 
changes to have on the company’s 
financial statements. 

Additional resources:
Visit the A&D Task force website here.

Visit the FASB Transition Resource Group 
here, and read ASU 2014-09 here.

Amy Thorn is an assurance partner, and 
may be reached at athorn@bdo.com. 

Chris Carson is an audit partner and 
national leader of BDO’s Government 
Contracting practice, and may be 
reached at ccarson@bdo.com.
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QUARTERLY 
REGULATORY 
UPDATE

FINAL FAR

UNIFORM USE OF LINE ITEMS

KEY DETAILS: DOD, GSA and NASA 
published a proposed rule in the Federal 
Register at 79 FR 45408 on August 
5, 2014, to establish uniform use of 
line items in federal procurement. The 
uniform line item structure is designed 
to improve the accuracy, traceability 
and usability of procurement data. The 
need for this rule stems from the lack of 
access to reliable and comprehensive data 
on federal procurement actions that is 
essential to management and program 
decisions that result in delivering services 
to taxpayers in the most efficient and 
effective manner. Lack of standards for 
identifying and tracing tax dollars across 
the acquisition contributes to duplication 
in spending, gaps in reporting and 
inefficiencies in management decisions. 
The implementation of these standards 
will facilitate the identification and 
traceability of spending from appropriation 
through expenditure, supporting 
automated collection of information using 
key identifiers. 

EFFECTIVE: January 12, 2017

FINAL RULE CLARIFIES SBA 8(A) 
PROGRAM RULES

KEY DETAILS: DOD, GSA and NASA 
published a proposed rule in the Federal 
Register at 79 FR 6135 on February 3, 2014, 
soliciting public comments regarding the 
implementation of regulatory clarifications 
made by the Small Business Administration 
(SBA) under section 8(a) of the Small 
Business Act (15 U.S.C. 637(a)). The 
proposed rule provided additional guidance 
for the evaluation, offering and acceptance 
process; procedures for releasing a 
requirement for non-8(a) procurement; 
and information on the effect exiting 
the 8(a) program will have on its current 
contractual obligations and the firm’s 

ability to receive new 8(a) requirements. 

The final rule contains revisions to the 
language at FAR 19.804-6(a) to clarify 
that offers and acceptances are required 
for individual orders under multiple-award 
contracts that were not set aside for 
competition among 8(a) contractors. 

The final rule also revises the language 
at FAR 19.814(a) to indicate that the SBA 
Inspector General can request a formal 
size determination. In addition, the final 
rule revises the language at FAR 19.815 
regarding the release of requirements from 
the 8(a) program. 

Language has been added to clarify that 
any follow-on 8(a) requirement shall 
remain in the 8(a) program unless there is 
a mandatory source for the requirement 
pursuant to FAR 8.002 or 8.003 or SBA 
agrees to release the requirement for 
procurement outside the 8(a) program.

EFFECTIVE: January 12, 2017

FINAL RULES RAISES ACQUISITION 
THRESHOLD FOR SPECIAL EMERGENCY 
PROCUREMENT AUTHORITY

KEY DETAILS: DOD, GSA and NASA are 
issuing a final rule amending the Federal 
Acquisition Regulation (FAR) to implement 
a section of the National Defense 
Authorization Act for fiscal year 2016 to 

raise the simplified acquisition threshold 
for special emergency procurement 
authority.

EFFECTIVE: January 12, 2017

FAR UPDATES THAT MAY IMPACT YOUR 
SMALL BUSINESS

KEY DETAILS: Several new rules were 
incorporated into the FAR that could 
affect small businesses. The new rules 
apply to the uniform use of line items; 
acquisition threshold for special emergency 
procurement authority; contractor 
employee confidentiality agreements; 
contracts under the SBA’s 8(a) program; 
and the prohibition on reimbursement for 
congressional investigations and inquiries.

EFFECTIVE: January 13, 2017

PROHIBITION ON REIMBURSEMENT 
FOR CONGRESSIONAL 
INVESTIGATIONS AND INQUIRIES

KEY DETAILS: DOD, GSA and NASA are 
issuing a final rule to amend the FAR to 
implement Section 857 of the Carl Levin 
and Howard P. “Buck” McKeon National 
Defense Authorization Act for fiscal year 
2015. This section provides additional 
requirements relative to the allowability 
of costs incurred by a contractor 
in connection with a congressional 
investigation or inquiry.
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This statute amended 10 U.S.C. 2324(e)(1) 
to disallow costs incurred by a contractor 
in connection with a congressional 
investigation or inquiry into an issue that 
is the subject matter of a proceeding 
resulting in a disposition as described in 10 
U.S.C. 2324(k)(2).

EFFECTIVE: January 13, 2017

PAYMENT OF SUBCONTRACTORS

KEY DETAILS: DOD, GSA and NASA are 
issuing a final rule to implement Section 
1334 of the Small Business Jobs Act of 
2010 (Pub. L. 111-240, 15 U.S.C. 637(d)
(12)) and the SBA final rule published in 
the Federal Register on July 16, 2013 at 78 
FR 42391, which require prime contractors 
to self-report late or reduced payments 
to their small business subcontractors. 
The rule also requires contracting officers 
to record the identity of contractors with 
a history of late or reduced payments 
to small business subcontractors in the 
Federal Awardee Performance and Integrity 
Information System (FAPIIS). DOD, GSA 
and NASA published a proposed rule in the 
Federal Register on January 20, 2016 at 
81 FR 3087. 

EFFECTIVE: January 19, 2017

PRIVACY TRAINING

KEY DETAILS: DOD, GSA and NASA 
published a proposed rule in the Federal 
Register at 76 FR 63896 on October 14, 
2011, to provide guidance to contractors 
regarding the requirement to complete 
training that addresses the protection of 
privacy in accordance with the Privacy 
Act of 1974, 5 U.S.C. 552a, as amended, 
and the handling and safeguarding of 
personally identifiable information (PII). 
The rule ensures that contractors identify 
employees who handle PII, have access 
to a system of records or design, develop, 
maintain or operate a system of records. 
These employees are required to complete 
initial privacy training and annual privacy 
training thereafter. A contractor who has 
employees involved in these activities is 
also required to maintain records indicating 
that its employees have completed the 

requisite training and provide these records 
to the contracting officer upon request. In 
addition, the prime contractor is required 
to flow-down these requirements to all 
applicable subcontracts.

EFFECTIVE: January 19, 2017

OTHER PROPOSED DFARS

DOD’S PROPOSED IR&D RULE ADDS 
UNNECESSARY COMPLEXITY

KEY DETAILS: The DOD’s proposed rule 
on evaluating future independent research 
and development (IR&D) costs during the 
procurement process creates challenges 
for defense contractors. The rule would 
require defense agencies to assign an 
evaluation cost penalty to the proposed 
price of any contractor expecting to receive 
reimbursement from the government 
for any future IR&D expenses through 
its indirect cost rates. The proposal goes 
against the concept that IR&D is a valid 
and valuable component of a contractor’s 
indirect costs and would add complexity to 
the proposal evaluation process.

FINAL DFARS

NEW QUALIFYING COUNTRY-ESTONIA

KEY DETAILS: DOD is amending the 
DFARS to add Estonia as a qualifying 
country. On September 23, 2016, the 
Secretary of Defense signed a reciprocal 
defense procurement agreement 
with Estonia. The agreement removes 
discriminatory barriers to procurements 
of supplies and services produced by 
industrial enterprises of the other country 
to the extent that is mutually beneficial 
and consistent with national laws, 
regulations, policies, and international 
obligations. This agreement does not cover 
construction or construction material. 
Estonia is already a designated country 
under the World Trade Organization 
Government Procurement Agreement.

EFFECTIVE: December 22, 2016

PROPOSED RULES – 
AGENCY SUPPLEMENTS 
TO THE FAR

FEDERAL POLICY FOR THE 
PROTECTION OF HUMAN SUBJECTS

KEY DETAILS: The departments and 
agencies listed in this document announce 
revisions to modernize, strengthen and 
make more effective the Federal Policy for 
the Protection of Human Subjects that 
was originally promulgated as a Common 
Rule in 1991. This final rule is intended to 
better protect human subjects involved in 
research while facilitating valuable research 
and reducing burden, delay and ambiguity 
for investigators. These revisions are an 
effort to modernize, simplify and enhance 
the current system of oversight. The 
final rule makes the following significant 
changes to the Common Rule:

u		Establishes new requirements regarding 
the information that must be given to 
prospective research subjects as part of 
the informed consent process.

u		Allows the use of broad consent 
(i.e., seeking prospective consent to 
unspecified future research) from 
a subject for storage, maintenance 
and secondary research use of 
identifiable private information and 
identifiable biospecimens. Broad 
consent will be an alternative that an 
investigator may choose instead of, 
for example, conducting the research 
on nonidentified information and 
nonidentified biospecimens, having 
an institutional review board (IRB) 
waive the requirement for informed 
consent or obtaining consent for a 
specific study.

u		Establishes new exempt categories 
of research based on their risk 
profile. Under some of the new 
categories, exempt research would 
be required to undergo limited IRB 
review to ensure that there are 
adequate privacy safeguards for 
identifiable private information and 
identifiable biospecimens.

CONTINUED FROM PAGE 10
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u		Creates a requirement for U.S.-based 
institutions engaged in cooperative 
research to use a single IRB for the 
portion of the research taking place 
within the U.S., with certain exceptions. 
This requirement becomes effective 
three years after publication of the 
final rule.

u		Removes the requirement to conduct 
continuing review of ongoing research 
for studies that undergo expedited 
review and for studies that have 
completed study interventions and 
are merely analyzing study data or 
involve only observational follow-up in 
conjunction with standard clinical care.

EFFECTIVE: December 22, 2016

FINAL RULES – AGENCY 
SUPPLEMENTS TO THE FAR

FINAL RULE: INFLATION ADJUSTMENT 
OF CIVIL MONETARY PENALTIES

KEY DETAILS: The Department of the 
Treasury published a final rule to adjust 
its civil monetary penalties (CMPs) for 
inflation as mandated by the Federal Civil 
Penalties Inflation Adjustment Act of 1990, 
as amended by the Federal Civil Penalties 
Inflation Adjustment Act Improvements 
Act of 2015. This rule adjusts CMPs within 
the jurisdiction of certain components of 
the Department to the maximum amount 
required by the Act. 

EFFECTIVE: February 10, 2017

22 CFR PART 241

KEY DETAILS: The United States Agency 
for International Development (USAID) has 
issued a final rule on this regulation which 
prescribes the procedures and standard 
terms and conditions applicable to loan 
guarantees to be issued for the benefit 
of the Republic of Iraq, pursuant to the 
Further Continuing and Security Assistance 
Appropriations Act, 2017. Pursuant to the 
Further Continuing and Security Assistance 
Appropriations Act, 2017 (Pub. L. 114-254), 
the U.S., acting through the U.S. Agency 
for International Development, may issue 

certain loan guarantees applicable to 
sums borrowed by the Republic of Iraq, 
not exceeding an aggregate total of $1 
billion in principal amount. Upon issuance, 
the loan guarantees shall ensure Iraq’s 
repayment of 100 percent of principal 
and interest due under such borrowings 
and the full faith and credit of the U.S. 
shall be pledged for the full payment and 
performance of such guarantee obligations.

EFFECTIVE: January 9, 2017

EXECUTIVE ORDERS

PRESIDENTIAL EXECUTIVE ORDER 
ON THE REVOCATION OF FEDERAL 
CONTRACTING EXECUTIVE ORDERS

KEY DETAILS: President Trump revoked 
EO 13673 (Fair Pay and Safe Workplaces), 
as amended by section 3 of EO 13683, 
and EO 13738. Certain prospective federal 
contractors are no longer required to 
disclose their historical violations of certain 
basic workplace protections, including 
those addressing wage and hour, safety 
and health, collective bargaining, family 
and medical leave, and civil rights, before 

receiving a federal contract from the DOD, 
GSA, and NASA. This executive order 
also prompts all executive department 
and agencies to rescind any orders, rules, 
regulations, guidance, guidelines, or 
policies implementing or enforcing the 
aforementioned EOs.

RELEASE: 3/27/2017

PRESIDENT DONALD TRUMP SIGNS 
H.J.RES. 37 INTO LAW

KEY DETAILS: H.J.Res. 37 nullifies the 
DOD, GSA, and NASA’s FAR Fair Pay and 
Safe Workplaces. In effect, the resolution 
repeals the “blacklisting rule” associated 
with the FPSW. 

RELEASE: 3/27/2017

CONTINUED FROM PAGE 11
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DID YOU KNOW...
Some expect Internet of Things adoption in the public sector to outpace the 
private sector by 2019, reports Washington Technology.

According to a new report by the CIO Council, government agencies are 
leveraging cloud-supported solutions for payments, user authentication, 
analytics and workflow management, but if used to its fullest potential, the 
Internet of Things could help modernize and digitize federal agencies even 
further.

Bloomberg Government predicts that the White House Office of Management 
and Budget’s “America First” plan will present significant opportunities for 
vendors in cybersecurity and IT.  

Contractors working with major federal agencies delivered $438 billion 
in products and services in fiscal year 2015, notes a roundup from the 
Government Accountability Office. 

The government’s shift to category management is building buying power as it 
looks for better deals, including for government contracts, in an effort to save 
taxpayer dollars, says Nextgov.
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SIGNIFICANT 
ACCOUNTING 
& REPORTING  
UPDATES
The FASB recently issued ASU 
2016-20, Technical Corrections 
and Improvements to Revenue from 
Contracts with Customers (Topic 
606), amending the new revenue 
recognition standard that it issued 
jointly with the IASB in 2014. The 
amendments do not change the 
core principles of the standard, 
but clarify certain narrow aspects 
of the standard including its 
scope, contract cost accounting, 
disclosures, illustrative examples and 
other matters. 

With respect to contract cost accounting 
and disclosures: 

u		The ASU clarifies that when performing 
impairment tests of capitalized 
contract costs, an entity should (a) 
consider expected contract renewals 
and extensions; and (b) include both 
the amount of consideration it already 
has received but has not recognized as 
revenue and the amount it expects to 
receive in the future.

u		The ASU requires that the provision 
for losses on construction-type 
and production-type contracts be 
determined at least at the contract 
level, but also allows an accounting 
policy election to determine the 
provision for losses at the performance 
obligation level. 

u		Topic 606 requires an entity to disclose 
information about its remaining 
performance obligations, including the 
aggregate amount of the transaction 
price allocated to performance 
obligations that are unsatisfied (or 
partially unsatisfied) as of the end of 
the reporting period. Topic 606 also 
includes certain optional exemptions 

from that disclosure requirement. 
The ASU provides additional optional 
exemptions for variable consideration 
when the variable consideration is 
either a sales-based or usage-based 
royalty promised in exchange for 
a license of intellectual property, 
or is allocated entirely to a wholly 
unsatisfied performance obligation or 
a distinct unsatisfied portion of a series 
accounted for as a single performance 
obligation. However, the ASU expands 
the information to be disclosed 
when an entity applies one of the 
optional exemptions.

u		Topic 606 requires an entity to disclose 
revenue recognized in the reporting 
period from performance obligations 
satisfied (or partially satisfied) in 
previous periods. Stakeholders indicated 
that the placement of the disclosure 
in the codification results in confusion 
about whether this disclosure applies 
only to performance obligations with 
corresponding contract balances or 
to all performance obligations. The 
amendments in this ASU clarify that the 
disclosure of revenue recognized from 
performance obligations satisfied (or 
partially satisfied) in previous periods 
applies to all performance obligations 
and is not limited to performance 
obligations with corresponding 
contract balances.

The ASU becomes effective concurrently 
with ASU 2014-09 Revenue from Contracts 
with Customers (Topic 606) and is 
available here.

The FASB recently issued ASU 2017-01, 
Clarifying the Definition of a Business, which 
is fundamental in the determination of 
whether transactions should be accounted 
for as acquisitions or disposals of assets or 
businesses. This determination is important 
given the diverging accounting models 
used for each type of transaction. The 
guidance is generally expected to result in 
fewer transactions qualifying as business 
combinations. The ASU becomes effective 
in 2018 for public entities, and 2019 for all 
other entities. The ASU is available here.

The FASB recently issued ASU 2017-
04, Simplifying the Test for Goodwill 
Impairment, to simplify how all entities 
assess goodwill for impairment by 
eliminating Step 2 from the goodwill 
impairment test. As amended, the goodwill 
impairment test will consist of one step 
comparing the fair value of a reporting unit 
with its carrying amount. An entity should 
recognize a goodwill impairment charge for 
the amount by which the carrying amount 
exceeds the reporting unit’s fair value. 
The ASU has staggered effective dates 
beginning in 2020 and is available here. 
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The ASU does not eliminate the private 
company accounting alternative provided 
in ASU 2014-02. Private companies still 
have the option to elect to amortize 
goodwill, and to test goodwill for 
impairment when a triggering event occurs 
using a simplified one-step test. Private 
companies that have already elected such 
a policy can voluntarily adopt the guidance 
in the ASU, no longer amortizing goodwill 
and reinstating an annual impairment test 
performed pursuant to the guidance in 
the ASU.

However, private companies that have 
elected to subsume certain intangible 
assets into goodwill under ASU 2014-18, 
Accounting for Identifiable Intangible Assets 
in a Business Combination (a consensus 
of the Private Company Council), and are 
therefore required to amortize goodwill, 
must demonstrate preferability prior to 
adopting ASU 2017-04. Paragraph 350-20-
65-3 provides specific transition guidance 
applicable to private entities.

The FASB recently issued ASU 2017-05, 
Clarifying the Scope of Asset Derecognition 
Guidance and Accounting for Partial Sales 
of Nonfinancial Assets, to clarify the scope 
of Subtopic 610-20, Other Income – Gains 
and Losses from the Derecognition of 
Nonfinancial Assets, and to add guidance 
for partial sales of nonfinancial assets, 
including partial sales of real estate. 
Historically, U.S. GAAP contained several 
different accounting models to evaluate 
whether the transfer of certain assets 
qualified for sales treatment. Moving 
forward, the new standard reduces the 
number of potential accounting models 
that might apply and clarifies which model 
does apply in various circumstances. The 
ASU becomes effective in 2018 for public 
entities and 2019 for all other entities. The 
ASU is available here.

CONTINUED FROM PAGE 13

SIGNIFICANT ACCOUNTING & 
REPORTING UPDATES

Following the inauguration of President Trump, 
Washington D.C. has been abuzz with a flurry of proposed 
regulatory changes, many impacting the government 
contracting industry. 

As the new administration settles into office and cabinet positions are filled, 
opportunities abound for private equity in the government contracting space. 
Additionally, an emboldened Department of Defense (DOD), rising valuations on 
government services and defense companies, and low-to-moderate interest rates all 
hint to a strong and sustained market for government contractors.

A major catalyst for the improved outlook in this sector is that the president has 
repeatedly stated defense as a priority in the next four years. This has been reaffirmed 
by calls to end the defense sequester and a proposed increase in military spending. 
Mirroring that call to action, in January, Senate Armed Services Committee Chairman 
Senator John McCain called for a $54 billion increase to the 2018 DOD base budget. 
The additional budget will cover the cost of increased defense personnel and 
equipment as well as strengthened defense systems. 

While this proposal is being put through Congress, the president has simultaneously 
called for a hiring freeze on nonmilitary and nonessential federal workers. Following 
that announcement, David Cox, president of the American Federation of Government 
Work Employees, warned that federal agencies could increase contract work to cover 
the gaps created by the freeze, despite the fact that the executive order forbids it. This, 
he argued, would result in little to no budget savings.

According to Washington Technology, government contracting company valuations 
are surging along post-election with sector valuations averaging 11x forward EBITDA, 
well above the longer-term averages of around 8x EBITDA. In addition to those 
promising valuations, healthy debt markets will likely contribute to increased deal 
activity. In addition, large financial and strategic buyers from 2016 are expected to 
remain active in 2017.

Source: NBC, Washington Technology, EZGovOpps

FUTURE PERSPECTIVES: WHAT’S NEXT FOR 
GOVERNMENT CONTRACTING INVESTORS
The president’s dual focus on physically expanding the military through ship, 
aircraft and tank construction, while reining in federal employment numbers and 
costs, could provide significant opportunities for government contractors in the 
year ahead. That said, it is important to take a measured approach when evaluating 
sector opportunities until plans to increase spending are approved and details for 
covering the costs come into clearer focus. 

PErspective in GOVERNMENT 
CONTRACTING
A FEATURE EXAMINING THE ROLE OF PRIVATE EQUITY IN THE GOVERNMENT 

CONTRACTING SPACE.
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MARK YOUR CALENDAR…

MAY

May 8-12
Cybersecurity Institute – La Jolla
Hyatt Regency La Jolla at Aventine
San Diego

May 8-10 
19th Annual Medicaid and Government Pricing Congress*
Disney’s Boardwalk Inn
Orlando, Fla.

May 9
9th Annual SECAF Awards Gala*
McLean Hilton
McLean, Va.

May 11-12
2017 Navy Contracting Summit
NAVSTA Norfolk
Norfolk, Va.

May 18-19
UNANET 2017 Champions Conference*
Paradise Point Resort & Spa
San Diego

May 31 – June 2
2017 EVM World*
Hyatt Regency
New Orleans

JUNE

June 1
SID-Washington Annual Conference*
Ronald Reagan Building and International Trade Center
Washington, D.C.

June 5-9
2017 DSAM Course
Hyatt Regency Westlake
Westlake Village, Calif.

June 5-10
SANS Houston 2017
Royal Sonesta Hotel Houston
Houston

June 12-16
360 Government Contracting Workshop
American Management Association Conference Center
Arlington, Va.

June 29
Cyber Security Summit: D.C. Metro
The Ritz-Carlton Tysons Corner
McLean, Va.

ABOUT BDO USA

BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance, tax, advisory and consulting services to a wide range of 
publicly traded and privately held companies. For more than 100 years, BDO has provided quality service through the active involvement of experienced 
and committed professionals. The firm serves clients through more than 60 offices and over 500 independent alliance firm locations nationwide. As an 
independent Member Firm of BDO International Limited, BDO serves multi-national clients through a global network of 67,700 people working out of 
1,400 offices across 158 countries.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms 
part of the international BDO network of independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member Firms. 
For more information please visit: www.bdo.com.

Material discussed is meant to provide general information and should not be acted on without professional advice tailored to your firm’s individual needs.

© 2017 BDO USA, LLP. All rights reserved.

* indicates BDO is hosting or attending this event

15



People who know Government Contracting, know BDO.
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