Follow up on GPPE removed to be used as spare parts

Background:

This topic was presented to the IRC on Feb 9, 2012. In the meeting, it was decided that a separate USSGL account be created to capture spare parts.  After much discussion, IRC wanted to have spare parts be reported in the “Operating Materials and Supplies” series of the USSGL account.  Christine was to follow up with the agencies that actually have this activity and get their feedback.

Three agencies have replied:

	
	
	

	DOD
	No
	No, DOD does not need the new account for spare parts.

	VA
	Yes
	Yes to the new account, but VA does not have a material amounts in this activity

	NOAA
	No
	Spare parts should be in the PPE series because of the following:

Per FASAB SFFAS No. 3,

 “Accounting for Inventory and Related Inventory”, the definition of inventory is “tangible personal property that is (1) held for sale, (2) in the process of production for sale, or (3) to be consumed in the production of goods for sale or in the provision of services for a fee.  “Operating materials and supplies” consist of tangible personal property to be consumed in normal operations.
Per FASAB SFFAS No. 6, 

“Accounting for Property, Plant, and Equipment”, property, plant, and equipment (PP&E) is defined as tangible assets that are acquired or constructed with the intention of being used, or being available for use by the entity.

Spare parts do not meet the above definition of inventory or operating materials and supplies; therefore, spare parts should not be included in a 15xx SGL account.  Spare parts more accurately reflects the definition of PP&E in that spare parts are tangible assets available for use by the entity.




Proposed New Account

Account Title: General Property, Plant, and Equipment Permanently Removed To Be Used as Spare Parts/Subcomponents

Account Number: 1500 
Normal Balance: Debit
Definitions: The net realizable value of general property, plant, and equipment that is permanently removed from service but will be used as spare parts or as subcomponents to be used for other purposes.  See Federal Accounting Standards Advisory Board (FASAB), Federal Financial Accounting Technical Release No. 14, paragraph13.

Justification:  To capture GPPE removed to be used as spare parts.  

Following transactions from the GPPE permanently removed scenario will be updated with the new account.

At the beginning of a year 3, Equipment B (originally purchased in year 1) broke down and the asset use is terminated.  Management decided to permanently remove  the equipment (FFATR, No14, paragraph 12).  The net realizable value of Equipment B to be $3,500.  Assume Equipment B will be dissembled and will be used for spare parts.

	Transaction
	Transaction Code

	Budgetary

None

Proprietary

150000 (N)General Property, Plant, and Equipment Permanently Removed To Be Used as Spare Parts/Subcomponents



3,500

175900 (N) Accumulated Depreciation on Equipment

2,000

719000 (N) Other Gains





     500

175000 (N)Equipment B





  5,000
	New D541


At the end of the 3rd year, disposal of the equipment B was completed.  The agency dissembled the equipment for spare parts/sub components which are salvaged to be used for their operations (FFATR, No14, paragraph 13) and are currently valued at $4,000. 

	Transaction
	Transaction Code

	Budgetary

None

Proprietary

151100(N) Operating Materials and Supplies Held for Use


4,000


150000(N) General Property, Plant, and Equipment Permanently 
Removed To Be Used as Spare Parts/Subcomponents


3,500


711000(N) Gains on Disposition of Assets - Other



   500
	New TC


Attachment
Excerpts from March 29, 2012 IRC meeting.
Christine focused the discussion on the third year of the scenario when the asset is permanently removed. She asked the IRC whether a separate USSGL account for Property, Plant and Equipment Permanently Removed to Be Used as Spare Parts is needed or can that activity flow through the new proposed USSGL account 1995. Heather Potter, NOAA said their agency would have a use for a separate account for spare parts. NOAA has ships that are considered to be permanently removed for service but could have salvageable parts. NOAA has a significant value of this type of inventory. DOD said it would depend on how military equipment is classified according to the standards. IRC then discussed what series of USSGL account numbers would be appropriate for the spare parts.  Christine mentioned since the definition of the PPE standard stated that assets “have been acquired or constructed with the intention of being used, or being available for use by the entity” she placed the spare parts in USSGL account 1760.  Bruce Henshel, Commerce suggested that spare parts can be reported in the operating materials and supplies account series.  After much discussion, IRC agreed that the Property, Plant and Equipment Permanently Removed to Be Used as Spare Parts would be appropriate in the operating materials and supplies number series.  

Christine asked agencies who have this type of activity to take a look at the USSGL account series and let her know which account would be appropriate and provide the justification. 

SFFAS NO 3 Accounting for Inventory and Related Properties

Operating Materials And Supplies

36. Definition. “Operating materials and supplies” consist of tangible personal property to be consumed in normal operations. Excluded are  (1) goods that have been acquired for use in constructing real property or in assembling equipment to be used by the entity, (2) stockpile materials, (3) goods held under price stabilization programs, (4) foreclosed property, (5) seized and forfeited property, and (6) inventory.

37. Operating materials and supplies shall be categorized as (1) operating materials and supplies held for use, (2) operating materials and supplies held in reserve for future use, or (3) excess, obsolete and unserviceable operating materials and supplies. These categories are defined in paragraphs 36, 45, and 47 respectively.
SFFAS No 6, Accounting for Properties, Plant Equipment

Definitions 

17. Property, plant, and equipment consists of tangible assets, including

land, that meet the following criteria:

• they have estimated useful lives3 of 2 years or more;

• they are not intended for sale in the ordinary course of

operations; and

• they have been acquired or constructed with the intention of being used, or being available for use by the entity.

19. Property, plant, and equipment excludes items (1) held in anticipation of physical consumption such as operating materials and supplies5 and (2) the Federal entity has a reversionary interest in.6

