INFORMATION PAPER

CFO Issues-FY2003 Audit
Issue #4: Project Relocation Costs.
References:  Army Audit Agency Point Paper entitled Project Relocation Cost, 23 June 2000
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Description: During the USAAA FY 00 CFO audit it was discovered the Corps improperly recorded property relocation costs as part of the capitalized value of buildings (property category 05) or structures (property category 10) rather than as part of the capitalized value of land (property category 00).  USAAA identified eight districts that had relocation costs recorded as part of the costs of buildings or structures rather than land.  The relocations had a recorded acquisition value of $353.8 million and a net book value of $214.6 million.  

Federal accounting standards state that all general property, plant, and equipment are recorded at cost.  They further state that the cost shall include all costs incurred to bring the property, plant, and equipment to a form and location suitable for its intended purpose.  Accordingly, Corps guidance states that land acquisitions are capitalized at the acquisition price plus all costs incidental to the acquisition and preparation of the land for use.  The Corps considers relocations part of the cost to prepare the land for use and, therefore, includes relocations as part of the capitalized value of land. 

Potential Problem: Improperly recording the relocation costs as part of the value of buildings or structures causes these costs on the general property, plant, and equipment line of the balance sheet to be improperly classified.  The general property, plant, and equipment line and its corresponding footnote, which discloses each category of property, would be distorted.  The line item and the footnote are not correctly presented because the associated relocation costs are included in the wrong property category and because the financial management system depreciates the costs of relocations recorded as buildings or structures.  Accordingly, depreciation expense is charged and accumulated depreciation is recorded for those assets.  If properly recorded as part of the project land costs, there is no depreciation expense or accumulated depreciation because land is not depreciated.  For the relocations improperly categorized as buildings or structures, accumulated depreciation totaled about $139 million.

In addition, building or structure properties that are identified as relocations that have no recorded value question the validity of those records.  The district may have incurred costs associated with these relocations and did not record them, or the relocation properties may be unneeded property records.  If they are not needed, these property records should be deleted from the database.

Field Actions: Districts should review the properties in the building and structure property categories (05 and 10 respectively) to identify any properties that are in fact project relocation costs.  Districts that have relocations coded as buildings or structures rather than land should 

work with the Finance Center and the Real Estate Management Information System (REMIS) Support Center to reclassify the relocation costs as land costs and to correct the charges to accumulated depreciation and depreciation expense.  In addition, districts that have relocations with no recorded value should determine why the property was recorded with no cost.  The district should work with the Finance Center and REMIS Support Center to record the proper costs and classify the property as land or remove the property record from the database.  Districts should ensure that current and future relocation costs are recorded as costs associated with land using the proper land property category code (00). 

Self-Assessment Rating Criteria:

Green (Compliant): The District office has performed a review of all buildings and structures to determine whether amounts include relocation costs and all relocation costs have been properly valued and reclassified as land.  This review is required on a quarterly basis.  In addition, run the reloc.sql (located on the CERM CFO page) and ensure that any relocation cost incorrectly classified as buildings and structures is corrected. 

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