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	Should Federal Receivables have Allowance for Doubtful Accounts? 



Background:
According to OMB Circular No. A11, Federal receivables cannot be written off unless 1) Congress denies a  request for funding or 2) the write-off is granted by the CFO Intragovernmental Dispute Resolution Committee or OMB.  
Typically accounts receivable is reduced to its net realizable value by estimating uncollectible accounts using the allowance method. But for Federal receivables, a certain condition has to be met before Federal receivables can be written off. Is the allowance method appropriate for Federal receivables? Should domain value “F” for attribute Federal/NonFederal be removed from all allowance for doubtful accounts?  
Currently, the fiscal 2011 USSGL Proprietary Table assigns domain value “Y” for Attribute Federal/NonFederal for the following USSGL Accounts:
1319, “Allowance for Loss on Accounts Receivable”

1329, “Allowance for Loss on Taxes Receivable”

1345, “Allowance for Loss on Interest Receivable – Loans”

1346, “Allowance for Loss on Interest Receivable – Investments”

1347, “Allowance for Loss on Interest Receivable – Not Otherwise Classified”

1359, “Allowance for Loss on Loans Receivable”
1365, “Allowance for Loss on Penalties and Fines Receivable – Loans”

1367, “Allowance for Loss on Penalties and Fines Receivable – Not Otherwise Classified”

1375, “Allowance for Loss on Administrative Fees Receivable – Loans”

1377, “Allowance for Loss on Administrative Fees Receivable – Not Otherwise Classified”

According to the fiscal 2010 FACTS I report, the USSGL accounts 1319, 1329, and 1359 showed “F” activity. Most of the agencies that have responded to our inquiry indicated that activity reported with the “F” domain value in the allowance accounts were made erroneously. Treasury may be an exception. 
Recommendation:

When writing off Federal receivables, is the direct write off method more appropriate? The direct method records bad debt expense at the time when the accounts receivable is determined to be uncollectible.
	
	Allowance Method

	Direct Method

	To estimate Uncollectible account
	Dr 6720 Bad Debt Expense


Cr 1929 All for doubtful account
	

	To write off Uncollectible Account
	Dr 1929 All for doubtful account

Cr 1310
Accounts Receivable
	Dr 6720
Bad Debt Expense


Cr 1310
Accounts Receivable


Today’s discussion will determine whether the “Fed/NonFed” attribute should be changed to domain value “N” only.     

References:

OMB Circular No. A-11 (2010), Appendix F states:

“Federal agencies should only write-off accounts receivable from a Federal sources under limited circumstances. Those circumstances include: denial from congress on requests for appropriations in order to satisfy the accounts receivable (supplemental or deficiency appropriations) or if a write-off is recommended by the Chief Financial Officer Council’s Intragovernmental Dispute Resolution Committee (refer to Treasury Financial manual Bulletin 2007-03 titled Intragovernmental Business Rules) or OMB. If the Federal agency is permitted to write-off account receivables from a Federal source, this action reduces the total budgetary resources available in the TAFS. If sufficient budgetary resources are not available to cover the obligations incurred in the TAFS, refer to section 145 of OMB Circular No. A-11 for further action to take.” 

OMB Circular No. A136, page 45

Accounts Receivable, Net. Federal entity claims for payment from other entities. Gross receivables will be reduced to net realizable value by an allowance for doubtful accounts. Disclose the method(s) of calculating the allowance for doubtful accounts and the dollar amount of the allowance (Note 6). 

Taxes Receivable, Net. Federal entity claims for taxes owed by the public. Gross receivables will be reduced to net realizable value by an allowance for uncollectible taxes receivable. Disclose the method(s) of calculating the allowance for uncollectible taxes and the dollar amount of the allowance (Note 7).

FASAB SFFAS No 1, 

RECOGNITION OF LOSSES DUE TO UNCOLLECTIBLE AMOUNTS.

Paragraph 45. An allowance for estimated uncollectible amounts should be recognized to reduce the gross amount of receivables to its net realizable value.[Footnote 6] The allowance for uncollectible amounts should be reestimated on each annual financial reporting date and when information indicates that the latest estimate is no longer correct.

[Footnote 6: In the Board's Exposure Draft, Accounting for Direct Loans and Loan Guarantees, September 15, 1992, receivables are accounted for on a net present value basis.]

� Allowance for doubtful accounts – A valuation account offsetting the periodic provision for estimated uncollectible accounts. – Kohler Dictionary for Accountants
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