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DFAS-AUCB/IO




August 26, 2002
MEMORANDUM FOR SEE DISTRIBUTION

SUBJECT:  Fixed Asset Capitalization Criteria


Reference:  DoD 7000.14-R, Financial Management Regulation, Volume 13, paragraph A0404 – Fixed Assets, August 1994.


The purpose of this memorandum is to update fixed asset capitalization criteria for several types of assets.


Basic requirements for fixed asset capitalization (depreciation) are found in paragraph A040402A of the referenced publication.  Fixed assets are defined as tangible properties purchased by or donated to a NAFI that have an expected useful life of two years or more and cost $1,000 or more.  Purchases of assets that do not fit this definition are expendable items and generally do not qualify for fixed asset capitalization.  Managers should be aware of the capitalization criteria when preparing the CPMC budget.

Bulk Purchases.  An exception to the $1,000 criteria is discussed in paragraph A040402B, and is clarified here.  Bulk purchases of like items (two or more) with an equivalent purpose at a unit cost of $100 or more and a total cost of at least $1,000 may qualify for capitalization.  CPMC projects for construction and renovation do not guarantee that all items included in the project qualify for capitalization.  Items that are not permanently attached to the building (lamps, tables, window coverings, pictures, decorations, etc.) are, as a class, judged separately to determine if they qualify for capitalization.  The bulk purchase of an initial stock of china, glassware, linens, etc. in conjunction with the opening of a new facility or a complete renovation does not qualify for capitalization.  The cost of the initial stock may be amortized/ expensed over up to twelve months if desired.

Repair and Maintenance.  Expenditures for repair and maintenance which do not prolong the useful life of property beyond that anticipated when it was purchased or constructed should be charged as expenses at the time they take place.  All repair and maintenance expenditures under $2,500 should be expensed.  However, expenditures of $2,500 or more that prolong the useful life of property by two years or more should be capitalized.  Also, expenditures of $2,500 or more that are required to maintain structural integrity or replace deteriorated items should be capitalized.  Examples are roof repair/ replacement, heating and cooling repair/replacement, and paint/ wallpaper/carpeting.  Attachments or alterations that increase the usefulness of a building or change it in some way, even though not increasing its life should be capitalized and depreciated over the estimated remaining useful life of the building.


When a renovation or repair is replaced by a subsequent renovation or repair, disposal of the earlier renovation should be recorded and any remaining book value, should be expensed to GLAC 827 - Loss or Gain on Disposal of Fixed Assets.  However, if the capitalized repair or maintenance is to replace a part of the original construction, the cost of the original item may not be known because it was included in the total purchase price.  If the cost of the item (roof, AC unit, windows, etc.) is not easily identifiable, no adjustment is required to the fixed asset record.  The cost of the new renovation or repair should be recorded and depreciated over the shorter of the remaining useful life of the structure or the useful life of the repair.

DFAS-AUCB/IO
SUBJECT:  Fixed Asset Capitalization Criteria

Landscaping.  Recording landscaping costs is an area that is not clearly understood.  Landscaping projects that qualify for capitalization are projects that make a substantial change to the use of the land.  For example, a project that would qualify is when the NAFI does major work to turn an overgrown area into a manicured picnic area (i.e. initial purchase of trees, excavating the flower beds, initial plantings of sod and perennial shrubs, etc.).  Most other landscaping projects (mulching, insect control, grass, flowers, etc.) are not improvements warranting capitalization - they are routine maintenance costs.  Each request for capitalization of landscaping as a land improvement requires a review and determination of whether the cost is due to an initial change of the use/purpose of the land or upkeep/maintenance costs.  Upkeep/maintenance costs can be amortized/expensed over up to twelve months if desired.


Fixed Asset Useful Life.  The policy on establishing fixed asset estimated useful life is found in paragraph A0404 of the referenced publication.  The paragraph prescribes the minimum and maximum useful life for asset categories.  NAFI managers should use this guidance to estimate the useful life of each fixed asset at the time of purchase and provide this information to the accounting office.  Accurate estimates of useful life are important.  If the NAFI disposes of the fixed asset early, the NAFI incurs a charge against GLAC 827 - Loss or Gain on Disposal of Fixed Assets for the remaining book value of the fixed asset (purchase price less accumulated depreciation).  With this in mind, managers should take a look at all fixed assets and determine how much longer they will be useful to the NAFI.  If the estimated remaining useful life is shorter than the remaining useful life recorded in the accounting records, a change may be needed.  A good example is computer software.  When installed it is expected to last several years, but it usually gets replaced with more advanced software before it’s useful life expires.  If a change is justified, the NAFI should get MACOM/Region approval and forward the MACOM/Region approval along with the request for change to the accounting office.  The accounting office will adjust the remaining depreciation period and accelerate or reduce the monthly depreciation as appropriate.  Be sure to include the asset ID as well as sufficient justification so that the accounting office can make the change.


Exceptions.  The above guidance is intended to be all inclusive.  However, if an exception is warranted, send a request to DFAS-Indianapolis, Attn: DFAS-AUCB/IO, 8899 East 56th St., Indianapolis, IN 46249-2400.

This policy memorandum was coordinated with the US Army Community and Family Support Center.  DFAS point of contact is

Mr. Charles Thompson, commercial (317) 510-3119 or DSN 699-3119.  Our FAX number is DSN 699-1197 or commercial (317) 510-1197.    E-mail Charles.Thompson@DFAS.MIL.








/Signed/






Cathryn A. Kuhns




    Deputy Director for Nonappropriated Funds
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