                                                   Information Paper       

                                              CFO Issues – FY 2002 Audit

Issue # 6:  Accumulated Depreciation. 

References:

· ER 37-2-10 Chapter 15 Revolving Fund Asset Accounting.
http://www.usace.army.mil/inet/usace-docs/eng-regs/er37-2-10/ch15.pdf
DOD Financial Management Regulation Volume 4, chapter 6 Property, Plant and Equipment. 

http://www.dod.mil/comptroller/fmr/04/04_06.pdf
· USAAA Audit Report AA 01-359, Audit of USACE Financial Statements, Civil Works (Property, Plant, and Equipment Valuation). 28 June 2001. 
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· DODIG Memorandum for Chief of Staff, U.S. Army Corps of Engineers, subject: Accumulated Depreciation for Buildings and Structures. 
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Description:  Depreciation is a systematic and rational allocation of the cost of assets over their useful life. DOD requires activities to recognize and depreciate general property, plant and equipment (PP&E) assets using the guidance provided in the DOD Financial Management Regulation. USACE depreciates all property, with the exception of land and construction in progress, using the useful lives identified in Appendix B, Chapter 15, Engineer Regulation 37-2-10 (Accounting and Reporting – Civil Works Activities) (Revolving Fund and non-multi-purpose power) and Chapter 31 (Civil Multi-Purpose Assets).  DOD policy, contained in its financial Management Regulation, directs activities to use the straight-line method for calculating depreciation. The straight-line method is a simple calculation: 

                                               Acquisition cost – salvage value

                                                                  Useful life                    

Prior to the CFO Act in 1990, USACE did not depreciate assets not funded by the Revolving Fund or related to hydropower projects. After its implementation, CEFMS provided the capability of recording straight-line depreciation transactions and provided programs to calculate accumulated depreciation on Revolving Fund and power assets. A special program, (DISTPCD) was developed to ‘catch-up’ depreciation for civil non-power and military assets that had not previously been depreciated.  The program calculated from the asset acquisition date to the date assets were entered into CEFMS.  Prior to CEFMS, civil multi-purpose project assets had been depreciated using a composite method.  DODIG has indicated that when USACE changed the depreciation method for power assets from composite to straight-line with implementation of CEFMS, all of the required accounting adjustments were not made.  All assets should conform with straight-line method. Calculated amounts for accumulated depreciation for prior years were not recorded or recorded incorrectly during conversion. Generally Accepted Accounting Principles (GAAP) defines a change from one method of depreciation to another as a change in accounting principle. A change in accounting principle requires cumulative adjustment to the financial statements in the year of the change. 

Potential Problems:  During FY00 audit, Army Audit Agency (AAA) found deficiencies in accumulated depreciation for Buildings and Structures. AAA identified areas that required corrective actions.  The DODIG audit in FY02 restated AAA findings in accumulated depreciation.   AAA reported that accumulated depreciation for buildings and structures appeared to be understated by about $859M. AAA found this difference when comparing the accumulated depreciation recorded for different property items with a straight-line recalculation done by CEFMS in the DEPREVER report. The recalculation used the recorded acquisition values, acquisition dates, and useful lives for each of the building and structure properties. AAA found that a part of the discrepancy was from: 

· Conversion programs designed to calculate accumulated depreciation were not executed at all, did not run on specific assets, and were not executed in a timely manner. 

· Districts failed to run monthly depreciation programs after conversion.

· The incorrect acquisition dates identified in AAA FY00 audit report had not been identified and corrected. 

HQUSACE Actions: HQ will provide an Excel spreadsheet for use in explaining any DEPREVER report entries over $100K that  are not adjusted. 
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Field Action: Districts will run the CEFMS DEPREVER report to analyze recorded amounts for accumulated depreciation. If appropriate, make adjustments to the recorded amounts for accumulated depreciation. Any adjustment must be made in the current period. In addition, ensure that monthly depreciation programs are run timely to properly calculate and post amounts for depreciation expense and accumulated depreciation. In addition, the attached spreadsheet must be completed for each variance over $100K.  DODIG will receive a copy of all completed spreadsheets to show all adjustments were either made or documented. The actions required in information paper  #10, Real Property, are taken to ensure data used to calculate depreciation are accurate.  As soon as your review is complete, send your spreadsheets to CERM-F (Dora Wilson.) 

Note: Do not take corrective actions based solely on the DEPREVER report. All variances should be thoroughly analyzed to determine whether an adjustment transaction is necessary. The report serves as an excellent basis for analysis but it does have some limitations since it does not have access to transactions recorded in COEMIS. Specifically, the report does not factor in:

· Adjustments made to useful life estimates recorded prior to CEFMS.

· Additions and betterments, which may have been recorded prior to CEFMS.

· Additional book cost recorded in CEFMS after the asset was placed in CEFMS.

· Depreciation adjustment transactions processed in CEFMS
· Partial retirement/transfer transactions recorded in CEFMS.
Self-Assessment Rating Criteria: 

Green (Compliant): Indicates the District office has analyzed the CEFMS DEPREVER reports, made adjustments if needed in proper period and sent the variance report to CERM-F, (Attn.: Dora Wilson). Monthly depreciation programs are run timely to properly calculate and post monthly amounts for depreciation expense and accumulated depreciation.   In addition, the local Internal Review Office must validate the green rating. 










      /s/     

                                                                                                            Dora Wilson

                                                                                                            CERM-F

                                                                                                            12 August 03 
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