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Service auditors have raised concerns over the practice of expensing fixed assets purchased via the UFM/MOA process. The FMR requires this expensing treatment in Volume 13, Chapter 3, as does the DoDI 1015.15. 

Note: the Air Force does not participate in the UFM process, but we consider the MOA process of making APF funds available to NAF entities as NAF funds to be highly similar in practice to the UFM process. 
Research
The table below outlines the current treatment of how each service complies with the existing regulations, accounting guidance, and industry standards.
	Treatment of UFM Purchased Fixed Assets
	Air Force
	Army
	Navy
	Marines

	Current treatment 
	Prior to audit finding, Air Force expensed MOA assets.

Auditors required Air Force to take a write-up and recognize fixed assets.
	Unclear.


Has APF assets, no UFM specific asset accounts.
	Unclear.


No usage of APF asset accounts, does have UFM specific asset accounts in Prepaid Assets.
	Unclear.


Does have APF assets recorded, no UFM specific asset accounts.

	DoDI 1015.15:  E6.3.5. Fixed assets acquired with MWR USA or UFM resources shall be expensed at the time of purchase and recorded in the NAFI fixed asset records for inventory and control purposes at zero acquisition value. These fixed assets are NAFI assets; proceeds from the disposition of these assets revert to the NAFI.
	Does Not Follow current Guidance
	Unclear
	Unclear
	Unclear

	FMR Volume 13, Chapter 3, 030306.A. 1. g. Uniform Funding and Management (UFM) Fixed Assets: Fixed assets acquired through UFM process must be expensed and offset with UFM funds at the time of purchase and not depreciated. Record these assets in the NAFI fixed assets records for inventory and control purposes with a zero acquisition value. UFM fixed assets are considered NAFI assets and the proceeds from disposal must revert to the NAFI. Further information on UFM practices is included in DoDI 1015.15, Enclosure 6.

	Does Not Follow current Guidance
	Unclear
	Unclear
	Unclear

	GAAP:  Fixed Assets
[bookmark: 3F70307019B69ED7862575F800010724-idd3e15][bookmark: 3F70307019B69ED7862575F800010724-id05-3] Definition: 360.10.05.3 Property, plant, and equipment typically consist of long-lived tangible assets used to create and distribute an entity's products and services and include:
a. Land and land improvements
b. Buildings
c. Machinery and equipment
d. Furniture and fixtures.

Measurement: 360.10. Property, plant, and equipment should be recorded at its historical cost. Historical cost for property is the fair value of the consideration surrendered for it, except in the case of certain exchanges (see the "10 Overall - Retirements, Sales, and Exchanges - Exchanges and Trade-ins " section of this chapter). If the property is acquired for consideration having no readily measurable fair value or is received as a contribution, the fair value of the property at the date of acquisition is the historical cost. If property is acquired with debt, appropriate adjustment should be made for any required imputed interest.


	Follows current guidance
	Unclear
	Unclear
	Unclear

	FASAB Handbook version 16: 
Definition
17. Property, plant, and equipment consists of tangible assets, including land, that meet the following criteria:

 • They have estimated useful lives of 2 years or more; 
• They are not intended for sale in the ordinary course of operations;
• They have been acquired or constructed with the intention of being used, or being available for use by the entity. 

18. Property, plant, and equipment also includes: 

• assets acquired through capital leases (See paragraph 20), including leasehold improvements;
 • property owned by the reporting entity in the hands of others (e.g., state and local governments, colleges and universities, or Federal contractors)
 • land rights

Measurement
All general PP&E shall be recorded at cost. Although the measurement basis for valuing general PP&E remains historical cost, reasonable estimates may be used to establish the historical cost of general PP&E, in accordance with the asset recognition and measurement provisions herein. Cost shall include all costs incurred to bring the PP&E to a form and location suitable for its intended use.

	Unclear
	Unclear
	Unclear
	Unclear

	Excerpt from Padgett Stratemann FY 2014 audit of Air Force MWR Fund (AFMWRF): 

…”in accordance with accounting principles generally accepted within the United States of America” (GAAP). 

“Finding 2013-2 Material Weakness in Internal Control over Financial Reporting- Equipment Capitalization and Depreciation: 

We recommend that management develop and implement processes and procedures to ensure all capital assets are properly classified and begin depreciation when they are ready for use. 
Status: Corrected.”

	Shows where expensing of assets had led to an audit finding
	N/A
	 N/A
	N/A

	[bookmark: _MailEndCompose]Excerpt from email correspondence with Joan Miller, Grant Thornton Audit Partner, October 2, 2018: 

“{MCCS}’ consolidated financial statements are presented in accordance with accounting principles prescribed or permitted by Volume 13 of the U.S. Department of Defense Financial Management Regulation 7000.14-R and U.S. Department of Defense Instruction 1015.15, which collectively vary in some respects from accounting principles generally accepted in the United States of America.”
	
	
	
	Audited based on FMR and 1015.15, which are intended to be based upon FASB GAAP

	 Relevant Excepts from the FMR: 
Volume 13, Chapter 1: 

“B. …the Federal Accounting Standards Board (FASB) as the organization that establishes standards for financial accounting and reporting in the private sector. Since NAFI business operations are similar to the private sector, financial statements are prepared and presented to  comply with accounting standards promulgated by FASB.” 

DODI 7600.06: 

“NAF accounting systems must comply with generally accepted accounting principles (GAAP) in accordance with accounting standards distributed by the Financial Accounting Standards Board. NAF accounting systems shall comply with the uniform chart of accounts established in DoD 7000.14-R (Reference (e)), except the Armed Services Exchanges, which maintain a uniform chart of accounts in accordance with Reference (d).”
	
	
	
	

	Industry Practice:  Capitalize fixed asset purchases consistent with GAAP. 
	Does not expense assets purchased with UFM/MOA
	Unclear
	Unclear
	Unclear



Discussion 
GAAP, FASB, and industry practice is to capitalize fixed assets and then depreciate them over the useful life of the asset. Assets purchased with UFM include the concept of appropriated funds that are able to be used for NAFI asset purchases. As a result, it was conjectured at the Working Group meeting that depreciation of an asset purchased via the UFM/MOA process could violate Anti-Deficiency Act (ADA) provisions of incurring expenses against an appropriation outside of the active period, or continuing to expense on old obligations after the appropriation fully expired. Based on the Working Group discussion held on October 25, 2018, it was determined that assets purchased with MOA/UFM should be expensed in accordance with the FMR and 1015.15 based on APF regulations.


Recommendation 
We recommend the Services follow the FMR and DoDI 1015.15 instruction of expensing assets purchased with MOA/UFM. 

Additionally, we recommend that OSD work with DFAS to clarify the language in the DoDI 1015.15 and the DoDI 7600.06 regarding standards for auditing NAFI financial statements. The FMR notes that it and the DODI 1015.15 are based upon FASB GAAP. However, the deviations from GAAP (whether by design or by passage of time) are not clearly demarcated, and the DoDI 7600.06 language requires audit based on FASB GAAP. We recommend that the DoDI 7600.06 be changed to state that NAFIs are to be audited according to the FMR and DoDI 1015.15, and we recommend the FMR be updated to clearly demarcate and justify departures from GAAP, with the goal of minimizing such departures.  It is important that the MWR NAFIs be audited according to the same accounting standards so that a clean audit opinion for one NAFI is equivalent to a clean audit opinion for another, which is not currently the case as evidenced by the Air Force audit and the MCCS audit.

Service Concurrence
	Service
	Concurrence
	Reason for Non-concurrence

	Air Force
	Concurred on 10/25/18.
	

	Army
	Concurred on 10/25/18.
	

	Marines 
	Concurred on 10/25/18.
	

	Navy
	Concurred on 10/25/18.
	











USD(P&R)/MC&FP Disposition

Clarify language in 1015.15 and DoDI 7600.06.

DFAS Disposition       

No further action.

Forward to DoDIG?    
No DoDIG equities.
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