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Capitalized Assets (for this document purpose the term capitalized assets refer to “GPPE” and “inventory and related properties”)
Background:

This paper focuses on the intragovernmental activities related buy/sell of capitalized assets.   Currently there is on-going effort to resolve intragovernmental transactions in FMS/Treasury which includes business process improvements and other various initiatives.  USSGL will focus on the accounting perspective of this problem.  
The current process recognizes USSGL account 6500, Cost of Goods Sold as “N” activity only.  The “N” domain value was assigned to the account 6500 because cost of goods sold is related to the cost of inventory.  The inventory is an “N” account, therefore any cost associated with the inventory is also treated as “N” activity.  That same logic was applied to USSGL accounts 7110,  and 7210, gains and losses on disposition of assets.  After looking at the current process, and looking at the FR’s impact from these transactions, we are re-considering whether those USSGL accounts should have a different domain values.  
If inventory was sold to another entity within a consolidated organization, should the revenue and expense related to that transaction be reported on the consolidated entity’s financial statements?  If a Federal agency sold equipment to another Federal agency, should the consolidated entity, (FR) recognize revenue/expenses or gains/losses each time the asset is sold from one Federal entity to another?  The purpose of the consolidated statement is to show the result of operations and the financial position of related entities as one entity.  Therefore, from the consolidated perspective, changing hands of capitalized assets should not impact the overall net position of the consolidated entity. In fact, any profit or loss should be eliminated.  Our basis of our recommendation comes from  

According to ARB 51

 . . . . .The complete elimination of the intercompany profit or loss is consistent with the underlying assumption that consolidated statements represent the financial position and operating results of a single business enterprise . . . 

As a result, this paper proposes how the capitalized asset should be captured by the buying and selling agencies and highlights the impact it has on the FR.  You will see proposed changes to the domain values on certain USSGL accounts related to buy/sell of capitalized assets.  This guidance standardizes accounting practice for the buyers and the sellers of capitalized asset in the Federal government and illustrate how they should record the transactions. 
Assumption:

1) To simplify the buy/sell of capitalized asset illustration, assume seller and the buyers do not have any other activity recorded except activities related to capitalized asset.

This is a multi year fund that receives appropriation

2) Assume for this illustration, the purchasing agencies used appropriation to acquire equipment from the selling agency.
2012 FACTS I Attribute table
	USSGL Account
	 
	USSGL Account Attributes for FACTS I

	No.
	USSGL Account Title
	Normal Bal. Ind.
	Fed/NonFed

	6500
	Cost of Goods Sold
	D
	N     Y

	6710
	Depreciation, Amortization, and Depletion
	D
	N

	7110
	Gains on Disposition of Assets - Other
	C
	N     Y

	7210
	Losses on Disposition of Assets - Other
	D
	N     Y


New USSGL Account
Account Number: 6700
Account Title: Capitalized Asset Expense
Normal Balance: Debit 
Definition: The amount of expense recognized for fixed assets that did not meet agency’s capitalization threshold in a period which the assets are acquired.  
Justification:  New account was needed to track fixed asset that was expensed for not meeting agencies capitalization threshold.  
Beginning Trial Balance for Selling Agency 123
	Budgetary
	DR
	CR
	Proprietary
	DR
	CR

	420100 Total Actual Resources - Collected
	0
	
	151000
	33,000
	

	
	
	
	331000
	
	33,000

	
	
	
	
	
	


Section I. Selling Agency Sells its Inventory of Equipment.
Current Buy/Sell Process of Capitalized Asset 



A. The book value of the capitalized asset is same for the seller and the buyer.
1) To record the funding, assume the resources is apportioned and allotted when applicable
	Selling Agency 123
	Buying Agency  140 

Asset meets their capitalization threshold and is recorded as a PPE
	Buying Agency 150
Asset  did not meet their capitalization threshold, therefore expensed
	Buying Agency 160
Asset is recorded as inventory 

	Budgetary

To record anticipated reimbursement(A702)

421000 Anticipated Reimb and Other Income 15,000
    445000 Unapporitoned Authority

      15,000
To record apportionement of anticipated resource but not available for use (A118)

445000Unapporitoned Authority

15,000

    459000 Apportionment – Ant Res
        15,000
Proprietary 

None
	Budgetary

411900 Appropriation Realized
5,000
  461000 Allotment


5,000
Proprietary 

101000(G) FBWT


5,000
   310100(G) Unexp Appropriation – Received  5,000

	Budgetary

411900 Appropriation Realized
5,000
  461000 Allotment


5,000

Proprietary 

101000(G) FBWT

5,000

   310100(G) Unexpended App – Received  
5,000

	Budgetary

4119 Appropriation Realized
5,000
  4610 Allotment



5,000

Proprietary 

1010 FBWT


5,000

   3101 Unexpended App – Received  
5,000



2) To record Reimbursable Agreement.
	Selling Agency 123
	Buying Agency  140 

Asset meets their capitalization threshold and is recorded as a PPE
	Buying Agency 150
Asset  did not meet their capitalization threshold, therefore expensed
	Buying Agency 160
Asset is recorded as inventory 

	To record Reimbursable agreement(A706) and to record realization of previously anticipated res (A122)
Budgetary

422100 Unfilled Cust Ord without Advance  15,000
   421000 Anticipated Reimb and Other Income        15,000
459000 Apportionment – Ant Res

15,000
   461000 Allotment


             15,000
Proprietary 

None
	Budgetary

461000 Allotment

5,000
  480100 Undelivered Orders – Oblig, unpd
5,000
Proprietary 

None
	Budgetary

461000 Allotment

5,000

  480100 Undelivered Orders – Oblig, unpd
5,000

Proprietary 

None
	Budgetary

461000 Allotment

5,000

  480100 Undelivered Orders – Oblig, unpd
5,000

Proprietary 

None


3) Under Economy Act, agency 123 sells equipments valued at $5,000 each from their inventory to three Federal agencies.  The book value of the sold equipment is same for the seller and the buyers.

	Selling Agency 123
	Buying Agency  140 

Asset meets their capitalization threshold 
	Buying Agency 150
Didn’t meet capitalization threshold 
	Buying Agency 160
Asset is recorded as inventory 

	Book value is the same for buyer and seller

Budgetary

425200 Reim and Other Inc - Coll
15,000

  422100 Unfilled Cust Ord without Advance  15,000

Proprietary
101000(G) FBWT
15,000

      510000(Fxxx) Revenue from Goods Sold     15,000

 650000( N Fxxx) CGS
15,000

   
151000(N) Inventory
 15,000
	
	
	

	1) Decide whether the partner code used in this illustration should be with selling agency itself or with F099 (RC 29)?
2) What about the partner codes for memorandum accounts recorded by the buying agencies?   Do you see any problem with the trading partner code?

3) If trading partner is assigned to CGS and revenue as selling agency’s code, should FR delete memo accounts from the RC categories.  Aren’t they using them to match up with agencies revenue?
	Budgetary

480100 Undelivered Orders – Oblig, unpd
5,000

    490200 Delivered Orders – Oblig, pd
     5,000

Proprietary 

175000(N) Equipment

5,000


101000(G) FBWT

5,000

310700(G) Unexp App Used 
 5,000 

5700000(G)  App Used

5,000
880200(F123) Purchase of PPE  
5,000

    880100(F123)  Offset to Purchase   
5,000
	
	Budgetary

480100 Undelivered Orders – Oblig, unpd
5,000

    490200 Delivered Orders – Oblig, pd
    5,000

Proprietary 

151000(N)  Inventory  

5,000


101000 FBWT
   

 5,000

310700(G) Unexp App Used 
 5,000 


5700000(G)  App Used

5,000

880300(F123) Purchase of Inventory  5,000

    880100(F123)  Offset to Purchase   
5,000

	4)  In the past agencies would have used USSGL account 6100 to record capitalized asset that did not meet the threshold..  6100 has both “F/N’ domain value, it is possible to assume that agencies may have used 6100 F if they purchased the asset from another Federal agency.  Therefore, a new USSGL account – 6700 will be established to capture capitalized assets that are expensed.
	Asset has a useful life of 5 years and straight line depreciation method is used.

671000(N)  Depreciation  

1,000


175900 A/D
    

 1,000
	Budgetary

480100 Undelivered Orders – Oblig, unpd
5,000

    490200 Delivered Orders – Oblig, pd
    5,000

Proprietary 

670000(N) Capitalized Asset  Expense  5,000

101000(G) FBWT      

5,000    
310700(G) Unexp App Used 
 5,000 


5700000(G)  App Used

5,000

880200(F123) Purchase of PPE  
5,000

    880100(F123)  Offset to Purchase   
5,000
	








Selling Agency A


Dr 1010	FBWT		5,000


   Cr 5100(F00B)  Revenue	5,000


Dr 6500(N)  CGS	5,000


   Cr 1521(N) Inventory		5,000





Buying Agency B


Dr  1750(N) Equipment	5,000


  Cr 1010 FBWT			5,000


Dr 6710(N) Depreciation  1,000


  Cr 1759(N) Acc Depreciation	1,000





Dr 8802 Purchase of PPE	5,000


  Cr 8801 Offset to Purchase	5,000





Under the current process, impact on the FR’s net position from this transaction is $6,000.  Should the cost to the Federal government be recognized as $6,000 or $1,000?


Should intragovernmental revenues and expenses be eliminated for consolidated FR’s purpose?
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