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In-kind donations of assets are infrequent and usually immaterial to the financial statements. As such, the Services are not clear on the current policies in place addressing this issue, or how those policies reconcile with GAAP standards. 
	
Research
Below outlines the current treatment of Donations In-Kind by each Service and the guidance based on regulations, accounting guidance and industry standards for this area. 
 
	Donations In-Kind Treatment and Guidance
	Air Force
	Army
	Marines
	Navy

	Current Treatment of Donations In-Kind
	Internal policy for assigning fair market value (FMV) to donated assets and recording revenue.

AFI 34-209
Section 5.2.2.2

“Donations: The NAFI acquires donated property at no expense from a source other than another AF NAFI. The NAFI accepts donations as specified in AFI 34-201. The RMFC and activity manager, with the assistance of the DRMO or SCO, determine the fair market value of the donation.  The NAF AO posts donated property at fair market value. If the donation qualifies as a fixed asset, post it as an asset in the financial records and depreciate it over its useful life.”


	Does not have donations in-kind reflected on the financial statements.
	Under Secretary of Navy Instruction 4001.2K:

“Responsibilities: Section 3.j.6.(a)
In order to be eligible for acknowledgement or acceptance, offers of real property must contain sufficient design information….for a Business Case Analysis” 

Section 3.j.6. (b).”Specific items that must be addressed in the BCA include:…
7. “The approximate current fair market value of the gift.” 

Section 3.k “All gifts of money or securities accepted shall be deposited into the Navy General Gift Fund. (NGGF)”

Section 3.k.4 “Activities may not execute funds until DON/AA verifies proper acceptance, verifies deposit into NGGF, and issues a fund allotment.”


	Under Secretary of Navy Instruction 4001.2K:

“Responsibilities: Section 3.j.6.(a)
In order to be eligible for acknowledgement or acceptance, offers of real property must contain sufficient design information….for a Business Case Analysis” 

Section 3.j.6. (b).”Specific items that must be addressed in the BCA include:…
7. “The approximate current fair market value of the gift.” 

Section 3.k “All gifts of money or securities accepted shall be deposited into the Navy General Gift Fund. (NGGF)”

Section 3.k.4 “Activities may not execute funds until DON/AA verifies proper acceptance, verifies deposit into NGGF, and issues a fund allotment.”


	DoDI 1015.15: 2.2.6. Donations to the Department of Defense or the Military Departments in accordance with Volume 12 of DoD 7000.14-R. 
	Follows Guidance.
	Unclear.
	Follows Guidance.
	Follows Guidance.

	FMR Volume 4, Chapter 16. 160305. Donations
Donations are contributions to the government, i.e., voluntary gifts of resources to a government entity by a non-federal entity. Donations may be financial resources, such as cash or securities, or non-financial resources such as land or buildings. Revenue arising from donations must be recognized for those inflows of resources that meet recognition criteria for assets and must be measured at the estimated fair market value of the contribution. In cases of the donation of assets classified as heritage assets or stewardship land, no amount is recognized because such PP&E would have been expensed when purchased. Multi-use heritage assets should be recognized at fair market value, similar to general PP&E.

FMR Volume 12, Chapter 3. 030301. Nonmonetary Contributions: These are contributions in the form of real property (fixed assets such as land, buildings, other structures, and facilities), tangible property (inventory or items held for sale, operating materials, supplies, and equipment) or services that would benefit the DoD if accepted. Once the DoD accepts these contributions, the intent of the accounting standards (Statements of Federal Financial Accounting Standards (SFFAS)) is that the benefiting DoD organization should recognize the contribution in its financial statements. 
A. The receiving DoD organization recognizes a change in inventory, stock, or plant, property, and equipment (PP&E) related records once transfer of the goods or services is made thus making DoD the legal owner of said goods or services. An organization receiving donated general PP&E determines its fair value at the time it was acquired by the government. Donations of assets or services must be reported quarterly to the Defense Finance and Accounting Service (DFAS), Indianapolis, 8899 East 56th Street ATTN: Trust Fund Accounting Division, Column 203L, Indianapolis, Indiana 46249-1500 (see paragraph 030501).
B. The receiving organization must document and retain on file the details of each nonmonetary contribution received. For audit purposes, the supporting documentation must be retained for the life of the asset, but no less than 6 years and 3 months. Each file must include:
1. A description of the contribution.
2. The estimated value of the contribution, including the valuation method used (see subparagraph 030301.C, below).
3. The name and address of the donor(s).
4. A list of restrictions, conditions, or other information set out by the donor.
5. The acquisition date.
6. The useful expected life of the donation.
7. A statement explaining the benefits of accepting the donation. You must explain why accepting the donation is preferred to obtaining the item or service through existing DoD supply channels.
8. A unique identifier or data element used to track the same or similar items shipped from different sources.
9. The Service and appropriation that benefit from this contribution. Identify the appropriation that normally furnishes this asset.
	Follows Guidance.
	Unclear.
	Follows Guidance.
	Follows Guidance.

	[bookmark: 519BBE7CD90DE047862575AA0033CD99-idd3e10][bookmark: 519BBE7CD90DE047862575AA0033CD99-id25-2]GAAP 958-605-25 Recognition – Contributions Received. 
[bookmark: 519BBE7CD90DE047862575AA0033CD99-idSL233][bookmark: 519BBE7CD90DE047862575AA0033CD99-idSL245]25-2 Except as provided in paragraphs 958-605-25-16 through 25 18 : , contributions received shall be recognized as revenues or gains in the period received and as assets, decreases of liabilities, or expenses depending on the form of the benefits received. The classification of contributions received as revenues or gains depends on whether the transactions are part of the NFP's ongoing major or central activities (revenues), or are peripheral or incidental to the NFP (gains). A contribution made and a corresponding contribution received generally are recognized by both the donor and the donee at the same time, that is, upon occurrence of the underlying event—the nonreciprocal transfer of an economic benefit.   

958-605-25-16 provides guidance for Contributed Services.

958-605-25-18 provides guidance for Works of Art, Historical Treasures, and Similar Items.
	Follows Guidance.
	Unclear.
	Follows Guidance.
	Follows Guidance.

	FASAB Handbook version 16:  62. 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. 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.

30. The cost of general PP&E acquired through donation, devise, or judicial process excluding forfeiture (See paragraph 33) shall be estimated fair value at the time acquired by the government. Exceptions are made for Heritage Assets and Stewardship Land.
	Follows Guidance.
	Unclear.
	Follows Guidance.
	Follows Guidance.

	Industry Practice:  Not-for-Profit. A collection such as a historical artifact, books, and paintings do not need to be recorded if it will be used for viewing, exhibition, education or research. Items that will not serve this purpose are to be recorded as an asset on the books.
If a donated item passes from the organization to another person, and the value of the donated item is not substantial, the asset does not need to be recorded. If the donation is substantial, it must be recorded on the accounting books. If the asset passes from the organization to another person and is of substantial impact to the financial statements, the donation will be recorded by debiting “expense” and crediting “unrestricted contributions”. If the asset is not passed as such, then the asset is recorded by debiting “Asset” and crediting “Contributions”. Once the donated asset is sold, if sold above fair market value, the difference is booked to “Revenue”.
	Follows Guidance.
	Unclear.
	Follows Guidance.
	Follows Guidance.



Discussion 
DoDI 1015.15 references the FMR in its guidance for donations in-kind. The FMR states that donations of Heritage Assets or Stewardship Land do not need to be recorded as PP&E because such assets would have been expensed when purchased. The FMR also states that donations of assets or services must be reported quarterly to DFAS. Based on FMR guidance, the organization receiving the donated asset determines the fair value of the asset at the time it is acquired by the government. The Air Force, Navy, and Marine Corps have policy guidance requiring fair market evaluations of donated assets. It is unclear if the Army has standing policy or not. All Services agreed in the September 20, 2018 Working Group meeting that 1% of NAFI assets is considered material. 

Per additional discussions with the Air Force, the donations of in-kind assets are recorded as non-operating revenue. The Navy Department Instruction is a high level policy document, and does not specify or address the journal entry of placing an asset on the books. In discussions of this topic, the recording of the asset was the point of contention, not the recording of revenue. Given that the date of the Navy Instruction is May 7 2018, not all of the working group members were aware of the Navy requirement to assign a value to the donated assets, as these members had raised concerns of lack of appraisal expertise and a desire to avoid in any tax disputes involving a donor claiming a high charitable contribution based on assets provided to a Service. The concerns should be resolved by the IRS requirement of the donor to provide appraisal (US Code 170.f.11), and Section 5 of this same Navy instruction, which specifically notes that the Navy will not render any opinions of value on donated assets for tax purposes, and “activities are directed to advise donors that it is their responsibility to consult private tax experts for specific advice concerning tax implications of gift giving.”  

GAAP states that contributions received shall be recognized as revenues or gains in the period received and as assets, decreases of liabilities, or expenses depending on the form of the benefits received. The classification of contributions received as revenues or gains depends on whether the transactions are part of the Not-for-Profit's (NFP) ongoing major or central activities (revenues), or are peripheral or incidental to the NFP (gains).

All guidance found notes that Donations In-Kind should be recorded on the financial statements with the exception of Heritage Assets and Stewardship Land. However, Industry practice is to record Donations In-Kind when the value of the donation is substantial (material) to the financial statements.  


Recommendation  

We recommend the FMR be updated to state that donations of assets and services material to the financial statements are reported on the financial statements. The materiality threshold should be defined as one percent (1%) of the assets in the consolidated balance sheet at the Service level. This guidance is in line with recommendations made for Prior Period Adjustments and FMR identification of materiality. The organization receiving the donation should determine the fair market value of the asset at the time the donation is acquired. Acceptance of the donation should be recorded as a debit to record the asset, and a credit to Contribution Revenue per GAAP guidance. The Air Force and Navy Department policies contain significant layers of guidance on who can accept gifts as well as the logistics of handling gifts. We do not believe these processes governing gift acceptance need to be standardized across Services, provided that assets material to the financial statements are recorded at FMV with a corresponding credit to Contribution revenue. Services may have stricter guidance if desired. 

Additionally, this guidance should still exclude Heritage Assets and Stewardship Land from being recorded as PP&E on the financial statements unless the NAFI 1) uses or intends to use the artifact in its primary operations outside of its educational function, 2) the NAFI sells or intends to sell the artifact and use the proceeds for something other than purchasing another artifact for educational purposes. This guidance is in line with the recommendation on the Artifacts Position Paper. 

Furthermore, we recommend the Services review their existing policy and procedures for documenting donated assets or donated Services to ensure that they are consistent with the record-keeping and DFAS quarterly reporting requirements set forth by the guidance in Volume 12, Chapter 3 of the FMR.  

Service Concurrence
	Service
	Concurrence
	Reason for Non-concurrence

	Air Force
	Concurred 11/15/2018.
	

	Army
	Concurred 1/7/2019.
	

	Marines 
	Concurred 11/15/2018.
	

	Navy
	Concurred 12/13/2018.
	 



USD(P&R)/MC&FP Disposition
No further action.

DFAS Disposition
Update DoD FMR to state that financial statements should include material donations of assets and services.
       
Forward to DoDIG?
No DoDIG equities. 
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