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Issue #2:  Proper Classification of Project Costs as either Construction in Progress (CIP) or Expense. 
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Background:

During the FY2002 and FY2003 audit, DoDIG identified several problems with the Corps CIP balance.  Those major issues were:

1. The proper accounting for cost share projects.

2. The proper treatment of bank stabilization projects.

3. COEMIS funded work items remain in CEFMS CIP Balances.

4. The timely closeout of completed and ready for service projects.  

5. The proper treatment of fish mitigation studies.

6. Proper classification of capitalized vs. expense costs.

7. Supporting documentation for older pre-CEFMS projects.

8. Review the Standard General Ledgers (SGL) for negative CIP balances.

This paper will describe each issue and provide the corrective action necessary to ensure the Corps of Engineers takes the appropriate corrective actions required for CIP.  OSD(C) has required the Corps to complete all corrective actions by 31 October 2004.    

1.  The proper accounting for cost share projects.  

DoDIG and GAO have opined the proper treatment of cost share projects not resulting in Corps ownership is to not classify them as CIP.  After a complete review of the Statement of Federal Financial Accounting Standard (SFFAS) Number 8, the Corps has decided to account for these costs in the newly developed Required Supplemental Stewardship Information (RSSI) statement under Chapter 5 titled Non-Federal Physical Property.  This is to ensure our statements reflect our stewardship CIP.  Every year beginning in FY 04 and over the next five fiscal years the Corps will report total accumulated investments by District in non-Corps owned cost share projects.  This proper treatment of non-Corps owned cost share projects will provide the reader of the Corps financial statements a better understanding of the Corps non-federal cost share program.  

Required Action:

Review all projects currently in your CIP account to determine ownership of the asset upon completion.  If you determine ownership upon completion of the asset is the Corps then the asset should be classified as CIP.  Ensure proper documentation is available to support the CIP balance.  If you determine ownership of the asset upon completion is the local sponsor then remove the CIP balance from the CIP account and transfer the costs to an expense in the current fiscal year.  From a legal point of view whoever owns the underlying land also owns the features being constructed upon the land.  Therefore, if the cost share sponsor provided the land then they probably also own the features under construction.    

In addition, using the work item classification of “C” and the cost share control number we will automatically be able to gather the required information for the RSSI statement.    

CEFMS tips:

The CIP costs can be transferred by using screen 2.23 (menu path 1, 3, 6, 1, 10, 3).  When a full transfer of the costs to expense is processed, the cost type for any open prac’s will be changed from ‘cip’ to ‘exp’ on these Civil appropriations.  The work item class will also be changed to a non-asset work item wi class (‘C’ for 96X3122 and 96X8862, and null for all other appropriations) User should run the Asset Anomaly Report (aareport) after the transfer transactions are completed to ensure the records were updated correctly.

2.  The proper treatment of Bank Stabilization projects.

Based on SFFAS Number 8 the Corps has determined the proper treatment of the our Bank Stabilization projects is to report them in the RSSI as described in Chapter 3 titled Federal Mission Property, Plant and Equipment.  Some examples of these types of projects are: revetments and rip/rap.  This change in accounting treatment will provide the readers of the Corps Civil Works financial statements a better understanding of our Bank Stabilization projects.  Therefore, starting in FY 2004, the Corps will report all Bank Stabilization project costs by District in the newly developed RSSI statement.  

Required Action:

Review each project currently in CIP to determine if the project involves Bank Stabilization work.  Once identified remove these projects from CIP and transfer them to an expense in the current fiscal year.  In addition, by transferring the current CIP work items from work item classification code “1” to “C” and changing the property category code to the newly established “1A” we will automatically be able to gather the information necessary for the RSSI statement.  For future Bank Stabilization projects use the work item classification code “C” combined with property category code “1A” to ensure all costs are included in future RSSI statements.  Please ensure all actions taken are well documented and maintained in the asset file for audit purposes.

CEFMS tips:

For Bank Stabilization efforts that have not been placed in service, the CIP costs can be transferred by using screen 2.23 (menu path 1, 3, 6, 1, 10, 3) as referenced above for Cost Share Projects.  However, recommend that user first pull in the asset work item in Screen 2.101 or 2.107 and change the work item classification code to ‘C’ (Construction Expense).  A message will prompt the user to change the property category code to ‘1A’ if the work results in a bank stabilization project.  The new property category code ‘1A’ will allow for identification of bank stabilization expenses for reporting on the RSSI.   For Bank Stabilization efforts that have already been placed in service, the assets are to be fully depreciated and retired.  A manual depreciation adjustment is to be processed on screen 3.101 to fully depreciate the asset, if required, and the asset can then be retired and disposed using screen 2.14 by changing the phase code to ‘R’ and ‘D’ respectively. User should run the Asset Anomaly Report (aareport) and SGL to Asset Report (reconast) after the cip transfer and/or asset disposal transactions are completed to ensure all records updated correctly.

3.  COEMIS funded work items remain in CEFMS CIP Balance.

During the DoDIG FY 2003 audit work they discovered instances where COEMIS costs involved Pre-Construction Engineering and Design (PED) costs for assets already placed in service, and balances still remained in the CIP Standard General Ledgers (SGL).      

Required Action:
Districts must review all of COEMIS funded work items, (those starting with an A; for Civil Funds), in the CIP Standard General Ledgers and determine the nature of the costs and if the funded work item is still valid.  If after your review you determine the costs residing in the funded work item is related to PED costs then remove the cost from CIP and transfer it to the proper asset.  If you determine the costs in the funded work item are no longer part of an on-going project and is unidentifiable to any asset already placed in service then remove the costs from CIP and expense it in the current fiscal year.      

4.  The timely closeout of completed and ready for service projects.

During both the FY 2002 and FY 2003 the DoDIG has determine timely project closeout is still an issue.  They have cited two problems as the root cause for this problem to continue throughout the Corps.  One problem revolves around the lack of communication between the Project Manager (PM) and the Resource Management (RM) staff in ensuring 3013s are prepared and provided to the RM staff for timely input into CEFMS.  The second problem is the Districts do not utilize their existing reporting tools, (dormant CIP,  status reports “cipstatr”) to track and question the PM accordingly.  

Required Action:

Each District must use the CEFMS provided tools to continue to monitor all CIP projects to ensure proper transfer of assets into service is accomplished timely.  Each RM should pay close attention to the cipstatr report at the end of each reporting period.  All variances require attention prior to the end of each quarter.  In addition, all assets must be placed in service within 30 working days upon completion. 

5. The proper treatment of fish mitigation studies.

Fish mitigation is an issue mainly related to the Northwest Division.  The top two CIP projects currently on the books are fish mitigation costs related to Hydropower projects.  Due to Congressional language contained in Senate Report 102-344, page 33, the Corps has delayed removing these costs from CIP until the fish mitigation study is completed.  Based on a meeting between DoDIG, GAO and the Corps the following required action is necessary.  

Required Action NWD:
a. Determine the cost allocation at the macro-level (i.e. project)

b. Determine the cost allocation at the micro-level (i.e. purpose)

c. After the analysis it is determined some of the costs belong to non-Power features then either place that portion of the cost in service or expense the costs depending on the situation.    

Required Action HQUSACE:
a. Determine which Standard General Ledger should be used to collect costs until the fish mitigation project is complete (i.e. Construction in Abeyance.) CERM-F

b. Update Congressional Committees to let them know the current amount of unallocated costs and determine if the intend of the Senate Report above is still their intend.  CECW-B

6.  Proper classification of capitalized vs. expense costs.

During DoDIG’s recent FY2003 audit work, they found some occurrences were cash awards and prompt payment interest penalties were improperly classified.   

Required Action:
Review each remaining CIP project to determine if either cash awards or late interest penalties payments were improperly classified as CIP costs.  If an occurrence is found remove those costs from the CIP account and transfer them to an expense in the current fiscal year.  In addition, strict adherence to the USACE Capitalization Policy concerning capitalized and non-capitalized costs is required.    

7.  Supporting documentation for older pre-CEFMS projects.

After completing all six steps above your CIP account should only have valid on-going projects remaining.  Therefore, the last step to ensure our CIP balances will pass DoDIG’s audit test is to ensure we have proper supporting documentation.  To help us provide supporting documentation for pre-CEFMS assets the DoDIG, GAO, OSD(C) and the Corps have signed a Memorandum of Agreement (MOA.)  This agreement as described will allow us to pass the test.    

Required Action:  

DoDIG has agreed in the MOA above to allow the Corps to use internal supporting documentation for older pre-CEFMS assets.  The MOA allows the use of COEMIS/CEFMS spreadsheets with an attestation to provide the necessary documentation.  Provided below are the different scenarios. 

a.  If you have the original COEMIS/CEFMS spreadsheets with the attestation confirm the amounts on spreadsheet agree with the amount posted in the CIP account.  If they agreed you are ready for audit for that particular project.

b.  If you have the spreadsheet without the attestation then use the example below to attest to the information contained on the spreadsheet is valid to the best of your knowledge.  You need to have the Resource Manager and the Chief of Real Estate to sign the attestation.  

c.  If you do not have the original spreadsheet then you need to try to re-create an original using the same information and methodology as used to create the original.  If you have access to the old COEMIS costs ledgers and other necessary information it is hopeful your re-creation attempt will be successful.  Once the spreadsheet is re-created mark the spreadsheet as non-original and attest to the accuracy of the information to the best of your knowledge using the statement provided below. 

d.  If you do not have the original and are unable to re-create one using the same information or methodology than you are left with two options.  Either obtain an engineers estimate as to the current value of the project in CIP or write off the costs as unsupportable and transfer it to expense in the current fiscal year.   

Required Action:

Review the CIP Supporting Documentation report (ciprec) to assist in providing a list of necessary projects and amounts to document.  Ensure the ciprec report is clear of any variances between total CIP costs and total subsidiary CIP cost.  If current problem reports are outstanding provide a list of the report numbers.  

8.  Review the Standard General Ledgers (SGL) for negative CIP balances and review the ciprecon report to ensure the CIP general ledgers and cost records are in balance.

During the DoDIG FY 2003 audit work they discovered negative CIP balances still existed in the USACE Standard General Ledgers.

Required Action:

Ensure all negative CIP balances are clear from the Standard General Ledgers.  Report reasons for non-compliance of all negative CIP balances greater than 90 days on monthly CFO status report with actions taken to clear negative balance and projected compliance date.  

Self-Assessment Rating Criteria:

Green (Compliant): All actions are complete.

In addition, the local Internal Review Offices must validate the green rating.  
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