DEFENSE FINANCE AND ACCOUNTING SERVICE

[image: image1.png]



White Paper:
Accounting for Donated Property, Plant and Equipment (PP&E)

 

August 2008
STRATEGIC BUSINESS MANAGEMENT

FINANCIAL MANAGEMENT CENTER OF EXCELLENCE

SHARED SERVICES

REPORTING DIVISION

SGL BRANCH
Contents

Executive Summary............................................................................................................
3
1.      Determining the PP&E Category……….................................................................
3
A.  General PP&E ..................................................................................................
3
B.  Stewardship PP&E – Heritage Assets..............................................................
4
C.  Stewardship PP&E – Stewardship Land….....................................................
4
2.      Accounting for Donated General PP&E ..................................................................
4
A.  Summary............................................................................................................
4
B.  Capitalization and Depreciation......................................................................
4
C.  Revenue Recognition ........................................................................................
6
D.  United States Standard General Ledger (USSGL) Postings .........................
6
2.      Accounting for Stewardship PP&E (Heritage Assets and Stewardship Land).... 7
A.  Summary …………………...............................................................................
7
B.  Accounting for Donated Heritage Assets.........................................................
7
C.  Accounting for Donated Stewardship Land....................................................
8
D.  United States Standard General Ledger (USSGL) Postings.........................
9
E.  Disclosures ……………………………………………………........................
9
3.      References Cited....................................................................................................... 10
4.      Points of Contact...................................................................................................... 10
Accounting for Donated Property, Plant and Equipment (PP&E)
Executive Summary
This paper will provide accounting guidance in response to the following question:

In a case where DoD (Army in our case) receives a donated building, is the proper accounting treatment to capitalize the asset and to apply depreciation accordingly?  Or, since it is a donation, is the asset treated as a stewardship asset and depreciation not applied?
Conclusion:  First, the PP&E category should be determined for the donated building.  The fact that the building is donated does not determine its category.  Based on the PP&E category defined in the following section, the accounting treatment for donated PP&E is:  

1.  General PP&E:  The donated PP&E should be capitalized based on its fair value and depreciated accordingly.
2.  Stewardship PP&E

a.  Heritage Assets:  No costs are recognized for donated heritage assets, except for multi-use heritage assets, which are treated the same as donated general PP&E.
b.  Stewardship Land:  No costs are recognized for donated stewardship land.
The following sections will provide detailed information on (1) determining the PP&E category; (2) accounting for donated general PP&E; and (3) accounting for donated stewardship PP&E.

1.  Determining the PP&E Category

A.  General PP&E

General PP&E is used in providing goods or services, or supports the mission of the entity, and has one or more of the following characteristics: 

-it could be used for alternative purposes (e.g., by other Federal programs, state or local governments, or non-governmental entities) but is used to produce goods or services, or to support the mission of the entity, or 

-it is used in business-type activities, or

-it is used by entities in activities whose costs can be compared to those of other entities performing similar activities (e.g., Federal hospital services in comparison to other hospitals).     

Ref:  DoD Financial Management Regulation (FMR) Volume 4, Chapter 6, Plant, Property, and Equipment, Paragraph 060103.A.5 and Statement of Federal Financial Accounting Standards (SFFAS) 6: Accounting for Property, Plant and Equipment, Paragraph 23.

B.  Stewardship PP&E – Heritage Assets
Heritage assets are PP&E that are unique for one or more of the following reasons:

-historical or natural significance,

-cultural, educational, or artistic (e.g., aesthetic) importance; or

-significant architectural characteristics.
Heritage assets consist of (1) collection type heritage assets, such as objects gathered and maintained for exhibition, for example, museum collections, art collections, and library collections; and (2) non-collection-type heritage assets, such as parks, memorials, monuments, and buildings.
Heritage assets may in some cases be used to serve two purposes—a heritage function and general government operations. In cases where a heritage asset serves two purposes, the heritage asset should be considered a multi-use heritage asset if the predominant use of the asset is in general government operations (e.g., the main Treasury building used as an office building). Heritage assets having an incidental use in government operations are not multi-use heritage assets; they are simply heritage assets.
Ref:  SFFAS 29: Heritage Assets and Stewardship Land, Par. 15 and 18
C.  Stewardship PP&E – Stewardship Land
Stewardship Land is land and land rights owned by the Federal Government but not acquired for or in connection with items of general PP&E. Examples of stewardship land include land used as forests and parks, and land used for wildlife and grazing.

Ref:  SFFAS 29, Par. 33
2.  Accounting for Donated General PP&E

A.  Summary

The donated PP&E should be capitalized based on its fair value and depreciated accordingly.

B.  Capitalization and Depreciation
Capitalize Donated PP&E at Fair Value:  The cost to be recorded for general PP&E acquired through donation, execution of a will or judicial process excluding forfeiture, shall be its estimated fair value at the time acquired by the Department.  The fair market value (also known as fair value) is an unbiased, equitable value based on the cost of a similar asset or the price that an impartial buyer would be willing to pay for the asset or a similar asset.

Capitalization Guidance:  DoD general PP&E assets are those assets that have a recorded cost that equals or exceeds the DoD capitalization threshold and have a useful life of two years or more.  DoD general PP&E shall be capitalized and, with the exception of land and land rights of unlimited duration, shall be depreciated.  Land rights that are for a specified period of time shall be amortized (depreciated) over that time period. Such capitalized amounts, as well as associated amounts of accumulated depreciation and depreciation expense, shall be reflected in DoD financial statements.
Capitalization Threshold:  DoD general PP&E consists of tangible assets that meet all of the following criteria:

-have an estimated useful life of two years or more;

-are not intended for sale in the ordinary course of operations; 

-are acquired or constructed with the intention of being used or being available for use by the entity; and 

-have an initial acquisition cost, book value, or when applicable, an estimated fair market value that equals, or exceeds, DoD capitalization threshold. The DoD capitalization threshold is $100,000, except for real property assets. The threshold for real property assets is $20,000.
Depreciation:  Depreciation expense is calculated through the systematic and rational allocation of the cost of general PP&E, less its estimated salvage/residual value, over the estimated useful life of the general PP&E.
Improvements:  The costs to improve a general PP&E asset shall be capitalized when the costs of the improvement increase the general PP&E asset’s capability, size, efficiency, or useful life. In addition, the cost of an improvement shall be capitalized only when the cost of the improvement equals or exceeds DoD capitalization threshold, regardless of funding source.
Transfers:  Transfers of general PP&E from other DoD components or Federal agencies are not considered donations, however, their accounting treatment is included here.  The cost recorded for general PP&E transferred from another DoD Component or federal agency shall be the cost recorded on the transferring entity’s books for the PP&E, net of any accumulated depreciation. If the receiving DoD Component cannot reasonably ascertain those amounts, the cost of the asset shall be its fair value at the time of transfer.
Accounting Entries:  USSGL postings for a general PP&E donated building are shown in 2.D, below.  Accounting entries for transfers are also provided.
Ref:  DoD FMR Volume 4, Chapter 6, Paragraph 060201.C.3, 060201.C.4, 060205.A, 060103.A, 060105.A.6, 060204.A, and SFFAS 6, Par. 35
C.  Revenue Recognition

Donations are contributions to the government, i.e., voluntary gifts of resources to a government entity by a nonfederal entity. Donations may be financial resources, such as cash or securities, or nonfinancial resources such as land or buildings. The Government does not give anything of value to the donor, and the donor receives only personal satisfaction. The donation of cash, other financial resources, or nonfinancial resources (except stewardship PP&E) is therefore a nonexchange revenue.  
Revenue arising from donations should be recognized for those inflows of resources which meet recognition criteria for assets and should be measured at the estimated fair value of the contribution.
Ref:  SFFAS 7: Accounting for Revenue and Other Financing Sources and Concepts for Reconciling Budgetary and Financial Accounting, Par. 62 and 258
D.  United States Standard General Ledger (USSGL) Postings
Capitalization.  USSGL Transaction Code C164 is used to record a donated general PP&E building:

C164  To record non-cash assets donated by the public.

Budgetary Entry

None

Proprietary Entry

Debit 1730 Buildings, Improvements, and Renovations

Credit 5610 Donated Revenue - Nonfinancial Resources
Depreciation.  USSGL Transaction Code E120 is used to record depreciation for a donated general PP&E building:

E120 To record depreciation, amortization, and depletion expense on assets other than investments.

Budgetary Entry

None

Proprietary Entry

Debit 6710 Depreciation, Amortization, and Depletion

Credit 1739 Accumulated Depreciation on Buildings, Improvements, and Renovations

Transfers.  For transfers from other DoD components or Federal agencies, USSGL Transaction Code E606 is used to record general PP&E buildings transferred in (for depreciation use E120, shown above):

E606 To record the transfer-in of inventory items and general property, plant, and equipment from others without reimbursement.

Budgetary Entry

None

Proprietary Entry

Debit 1730 Buildings, Improvements, and Renovations

Credit 1739 Accumulated Depreciation on Buildings, Improvements, and Renovations

Credit 5720 Financing Sources Transferred In Without Reimbursement
Closing Entries.  The year-end closing entry USSGL Transaction Code F336 records the closing of revenue, expense, and other financing source accounts to cumulative results of operations, and it includes closing of account 5610-Donated Revenue - Nonfinancial Resources, 5720-Financing Sources Transferred In Without Reimbursement and 6710-Depreciation, Amortization, and Depletion, as follows: 

F336 To record the closing of revenue, expense, and other financing source accounts to cumulative results of operations.
Budgetary Entry

None

Proprietary Entry

Debit 5610 Donated Revenue - Nonfinancial Resources

Debit 5720 Financing Sources Transferred In Without Reimbursement

Credit 3310 Cumulative Results of Operations

Credit 6710 Depreciation, Amortization, and Depletion

Ref:  DoD FMR Volume 12, Chapter 3, Contributions for Defense Programs, Projects, and Activities, Par. 030402.A; U.S. Government Standard General Ledger; Supplement No. S2 Treasury Financial Manual; Part 2 – Fiscal 2008 Reporting
3.  Accounting for Stewardship PP&E
(Heritage Assets and Stewardship Land)
A.  Summary
Heritage Assets:  With the exception of multi-use heritage assets, no amounts for heritage assets acquired through donation or devise should be recognized in the cost of heritage assets.  Multi-use heritage assets (i.e., heritage asset buildings used predominantly for government operations) acquired through donation or devise should be recognized as general PP&E at the fair value of the assets at the time received, and the amount should also be recognized as "nonexchange revenues." 

Stewardship Land:  No amounts for stewardship land acquired through donation or devise should be recognized in the cost of stewardship land. 2
Ref:  Statement of Federal Financial Accounting Standards (SFFAS) 29, Heritage Assets and Stewardship Land, Paragraph 20, 23, and 38
B.  Accounting for Donated Heritage Assets

With the exception of multi-use heritage assets, no amounts for heritage assets acquired through donation or devise should be recognized in the cost of heritage assets, and no revenue is recognized for such donations.    
Multi-use heritage assets (i.e., heritage asset buildings used predominantly for government operations) acquired through donation or devise should be recognized as general PP&E at the fair value of the assets at the time received, and the amount should also be recognized as "nonexchange revenues."  The cost of acquisition, improvement, reconstruction, or renovation of multi-use heritage assets should be capitalized as general PP&E and depreciated over its estimated useful life.
Ref:  SFFAS 29, Par 20, 22 and 23;  SFFAS 7, Par. 259; and DoD FMR Volume 4, Chapter 6, Par. 060303.B
Transfers: Transfers of heritage assets, except for multi-use heritage assets, from one component to another do not affect the net cost of operations or net position of either component. In some cases, assets included in general PP&E may be transferred to a component for use as heritage assets. In this instance, the transferring component should recognize a transfer-out of capitalized assets.

Ref:  DoD FMR Volume 4, Chapter 6, Paragraph 060303.A.3
Transfers of multi-use heritage assets from one Federal entity to another are transfers of capitalized assets.  The receiving entity shall recognize a transfer-in as an additional financing source and the transferring entity shall recognize a transfer-out.  The value recorded should be the transferring entity’s book value of the multi-use heritage asset.  If the receiving entity is not provided the book value, the multi-use heritage asset shall be recorded at its estimated fair value. 

Ref:  DoD FMR Volume 4, Chapter 6, Paragraph 060303.B.3
.

Note: Except for donated heritage assets and multi-use heritage assets, the costs of acquiring heritage assets are expensed in the period incurred and the cost is recognized on the Statement of Net Cost.

Ref:  DoD FMR Volume 4, Chapter 6, Par. 060301.C and 060303.A
C.  Accounting for Donated Stewardship Land
No amounts for stewardship land acquired through donation or devise should be recognized in the cost of stewardship land.
Ref:  SFFAS 29, Par. 38
Stewardship land is expensed if purchased, but no amount is recognized if it is received as a donation.  Correspondingly, no revenue is recognized for such donations.
Ref:  SFFAS 7, Par. 259

Transfers of stewardship land from one component to another, does not affect the net cost of operations or net position of either entity.  In some cases, land included in general PP&E may be transferred to a component for use as stewardship land.  In this instance, the transferring component shall recognize a transfer-out of capitalized assets.

Ref:  DoD FMR Volume 4, Chapter 6, Par. 060306.E
Note: Except for donated stewardship land, the costs of acquiring stewardship land are normally expensed in the period incurred and the cost is recognized on the Statement of Net Cost.
Ref:  DoD FMR Volume 4, Chapter 6, Par. 060301.C and 060306
D.  United States Standard General Ledger (USSGL) Postings

For donated heritage assets (except for donated multi-use heritage assets) and stewardship land, no amounts are recognized in the cost of heritage assets and stewardship land, and therefore there are no USSGL postings for the transaction.
For donated multi-use heritage assets, the general PP&E postings shown in 2.D apply.  For transfers of multi-use heritage assets from one Federal entity to another, the transfer entry in 2.D applies.
E.  Disclosures
Heritage Assets and Stewardship Land. The SFFAS No. 29, “Heritage Assets and Stewardship Land,” reclassifies heritage assets and stewardship land information as basic information with the exception of condition reporting, which is considered Required Supplementary Information (RSI). Specifically, this standard requires that entities reference a note on the Balance Sheet that discloses information about heritage assets and stewardship land, but no asset dollar amount is shown on the Balance Sheet.  The following disclosures in Note 10 are required:
(1) A concise statement of how heritage assets relate to the reporting entity’s mission. 

(2) A brief description of the entity’s stewardship policies for heritage assets. Stewardship policies for heritage assets are the goals and principles the entity established to guide its acquisition, maintenance, use, and disposal of heritage assets consistent with statutory requirements, prohibitions, and limitations governing the entity and the heritage assets. 

(3) A concise description of each major category of heritage asset. The appropriate level of categorization of heritage assets should be meaningful and determined by the reporting entity based on the entity’s mission, types of heritage assets, and how it manages the assets. 

Multi-Use Heritage Assets. Heritage assets and stewardship land are categories of PP&E that are not reported on the Balance Sheet, with one exception. As required by SFFAS No. 16, the cost of acquiring, bettering, and reconstructing all multi-use heritage assets, those heritage assets used predominately in general government operations, shall be capitalized as general PP&E and depreciated, with disclosure in Note 10 explaining that physical quantity information for multi-use heritage assets is included in RSI reporting for heritage assets.  Prior to FY 2006, this information was reported in Required Supplemental Stewardship Information.
Ref:  DoD FMR Volume 6B, Chapter 4, Balance Sheet, Paragraph 040203.G.5 and 040203.G.6.
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