CHAPTER 55
SUPPLY MANAGEMENT OPERATI ONS

A GENERAL. This chapter prescribes policy and unique accounting requirenments
applicable to the Supply Managenent business area

B. AUTHORI ZED CUSTOMERS. A Supply Managenent business area is authorized to
sell itens to:

1. A Federal Government-funded activity or an activity enpowered to
perform a Federal Governnent-legislated function

2. A DoD-sponsored nonappropriated fund instrumentality.

3. A State Departnent-sponsored enpl oyee commissary |ocated outside the
United States.

4. A foreign government when an authorized contractual relationship has
been establ i shed.

5. A Federal CGovernment contractor, when the contract specifically
provides for the purchase of items by the contractor from the CGovernnent.

6. Menbers of the Armed Forces and other individuals authorized by |aw
when purchasing conmssary and clothing itens.

7. Oher entities, when authorized by duly appointed officials.
C.  FINANCI NG
1. Itens for Sale. Resources of the Supply Mnagement business area are

avai l able to finance the acquisition and repair of itens to be sold to
cust oners

2.  Conmissary Support. The costs of providing and managi ng conmi ssary
itens, including related operating costs incurred to support the m ssion of
conmi ssaries, shall be identified as commissary operating costs. These costs
include, but are not limted to, costs incurred to support conm ssaries at a
headquarters or regional level. Conmssary operating costs shall be charged
to, and reinbursed by, appropriations nmade available to the Defense Business
Operations Fund for conm ssaries and the conm ssary trust revolving fund as
prescribed in DoD 1330.17-R, “Arnmed Services Conmissary Regulations.”

D. I TEMS TO BE I NCLUDED IN THE SUPPLY MANAGEMENT BUSI NESS AREA

1. General. Generally, supplies held for the purpose of sale to other
DoD Conponents or activities within a Conponent and, when authorized by
| egislation, items procured for sale to nenbers of the Armed Forces and ot her
i ndi vidual s or organizations may be included in the Supply Managenent business
area. The Under Secretary of Defense (Conptroller) and the Under Secretary of
Def ense (Acquisition and Technol ogy) may designate an itemto be procured by
the Supply Management business area and may assign the managenent
responsibility of any item to one DoD Conponent from another DoD Conponent.
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DoD Conponents are encouraged to propose such assignments that would result in
more efficient management of supplies.

2. Mlitary Exchange Items. Itens procured primarily for sale to menbers
of the Armed Forces and other individuals or organizations authorized by
| egislation may be included in the Supply Managenent Business Area. These
include clothing sold by a mlitary clothing resale activity, and items sold in
a ship's store.

3. Mlitary Cothing Itens. The Mlitary Exchange systens are authorized
to act as agents of the Supply Management Business Area for the purpose of
selling mlitary clothing itens to menbers of the Arned Forces. Mlitary
clothing requirements in the Departnent of Defense shall be procured through
t he Supply Managenment Business Area and billed at standard prices.

a. The Mlitary Services shall include the costs of new bag itens in
the mlitary personnel appropriation budget request and new organi zationa
items in the operation and nmai ntenance appropriation budget request. A
repl acement item shall be deemed a new itemfor the purposes of this policy if
the cost of a replacement item exceeds the cost of the prior itemby nore than
10 percent in constant dollars.

h. The mlitary personnel appropriation budget and the operation and
mai nt enance appropriation budget should be sufficient to fund the quantity of
the initial buy of an itemof clothing including the establishment of wholesale
inventory levels. New clothing items required prior to recei pt of appropriated
funds shall be funded in these sane accounts by reprogramm ng action

c. New clothing itens shall be phased in after the stocks of the item
being replaced are attrited. The new itemshall not be available for issue by
the item manager until the stocks of the itembeing replaced are reduced to
| ess than an amount mutually agreed upon between the item manager and the
customer mlitary personnel appropriation account manager. The item manager
shall prepare a billing to the applicable mlitary personnel appropriation
account in an anount sufficient to cover the cost of the stocks of the item
being replaced.

4,  Fuel. Fuel requirements in the Department of Defense shall be
procured through a Supply Management business area and billed at standard
prices to DoD Funded customers. In isolated |ocations where the Defense

Logi stics Agency (DLA) has authorized | ocal procurenent but the Conponent
Suppl y Management business area cannot directly procure the fuel, a DoD Supply
Management business area shall process billings to the procuring account to
stabilize the procurements at DoD standard prices.

5. Forgings and Castings. The availability of forgings, castings, and
mol ds shoul d assist in controlling the contract cost of future procurenents of
the same itenms. Therefore, the Supply Managenent business area may procure
forgings and castings or production nolds, when appropriate, for Supply
Management business area itens only after justification to and approval by the
Item nanager. The justification for the procurenent of forgings, castings, and
mol ds shoul d include an analysis of the stability of the design and the related
technical requirements and anticipated savings from|ower production costs on
subsequent procurenents because of the availability of Governnent provided
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property, reduced |eadtinmes, and from increased conpetition. The acquisition
cost of forgings, castings, and nolds shall be determined for each itemat the
time of acquisition. Each forging, casting, and mold shall be assigned a stock
number and recorded as an asset in an appropriate account. The cost of
forgings, castings, and nolds that are broken or lost shall be recorded as a
current period operating expense. The item manager shall store, protect, and
preserve forgings, castings, and nmolds for use as Covernment furnished material
and Governnent furnished equi pment on subsequent procurenents

6. Drawings and Technical Data. The Supply Managenent business area
shal | finance the procurenent of drawings and technical data needed in support
of design stable stocked items previously or currently procured by the Supply
Management business area only after justification to and approval by the item
manager. The justification for the procurenent of draw ngs and technical data
should include an analysis of the stability of the design and the related
technical requirenents for the item and anticipated savings fromincreased
conpetition, inproved quality standards, or increased capability to evaluate
the useful ness of existing items in the supply system The costs of the
drawi ngs and technical data for Supply Management business area itens are
normally included in the costs of operations (not materiel costs) for DoD
Supply Managenent business areas and recovered in the standard price.

7. Spares. The Supply Managenent business areas will acquire initial and
repl eni shment spares consistent with the materiel support date. Initial spares
are spare and repair parts supporting nemy fielded weapons systems during
initial period of operation until the supply system can support the demand
generated by the systems. Replenishnent spares are those spare and repair
parts required to resupply initial stockage

a. Reparables. As defined in DoD 4140.1-R, “DoD Materiel Managenent
Regul ation,” a reparable itemis an item of supply subject to economcal repair
and for which the repair (at either depot or field level) is considered in
satisfying conputed requirenents at any inventory level. Supply Managenent
Business Areas are authorized to finance the transportation, acquisition,
overhaul , progressive maintenance, renovation, rework, repair, mnufacture,
reclamation, alteration, and/or software support of reparable itens.

E. I NVENTORY GENERAL LEDGER ACCOUNTS

1. Authorized Inventory General Ledger Accounts. Inventory and related
property accounts authorized for use at Defense Business (perations Fund
activities are listed in chapter 7 of Volume 1, “Ceneral Financial Managenent
I nformation, Systems, and Requirement,” of this Regulation. Certain inventory
accounts are authorized for use only in the Supply Managenent business area and
Def ense Conmi ssary Agency. The inventory accounts authorized for use only in
the Supply Managenent business area and Defense Commissary Agency are listed
below If one of the below listed accounts is not descriptive of a recurring
and significant inventory event that affects the value of inventory at standard
price, then an additional holding gain/loss subaccount(s) should be requested
to be established for that purpose. Such requests should be forwarded to the
Director for Accounting Policy, Ofice of the Deputy Under Secretary of Defense
(Conptrol |l er/Financial Managenent).

55-3



1520 Inventory, Met
1521 Inventory Held for Sale
1521.1 Inventory in Transit from Procurenent
1521.2 Inventory in Transit from DoD Entities
1522 Inventory Held for Future Sale
1523 Inventory Held for Repair
1523.1 Exchange (DLR) Inventory in Transit
1524 Inventory - Excess, (bsolete, and Beyond Repair
1529 Inventory - Allowance
1529.1 Al owance for Holding Gain/Loss -
Inventory Held for Sale
1529. 1A Realization of Holding Gains/Losses
1529.1B Purchases at Standard Price
1529.1C Purchases at Cost
1529.1D Materiel Returns at Standard Price
1529.1E Materiel Returns - Credit Gven
1529.1F Materiel Returns Wthout Credit Gven
1529.1G Standard Price Changes-Gain
1529. 1H Accounting Adj ustnents- Gin
1529. 1) Assenbl y/ Di sassenbl y- Gai n
1529. 1K Physical Inventory Adjustnments-Gain
1529. 1L Incomi ng Shipnents- Gin
1529. 1M Conpleted Inventory Repairs
1529. IN Receipts of Materiel Wthout Charge
1529.1P OQher-Gain
1529.1Q Latest Acquisition Cost Adjustnent
1529. 1R Standard Price Changes-Loss
1529.1S Accounting Adjustnents-Loss
1529. 1T Assenbl y/ Di sassenbl y- Loss
1529.1U Physical Inventory Adjustnents-Loss
1529. 1V Incomi ng Shipments-Loss
1529. 1W Shrinkage and O her Adjustments-Loss
1529.1X Actual Repair Costs
1529. 1Y Issues Wthout Reimbursenent
1529.1Z O her-Loss
1529.2 Allowance for Holding Gain/Loss -
Inventory Held for Future Sale
1529.3 Allowance for Repair Costs
1529. 3A Estimated Repair Costs
1529. 3B Estimated Exchange Costs
1573 War Reserve/ Mobilization Stock
1579.2 Al owance for Hol ding Gain/Loss -
War Reserve/ Mobilization Stock

2. Reconciliations. At least quarterly, line item accountability records
shal | be reconciled to balances recorded in the general |edger inventory
accounts. Differences between line item accountability records and general
| edger bal ances shall be investigated to determne the cause(s) of the
difference. Reconciliations may be required nore frequently to identify the
cause(s) of the difference(s). Errors found during the investigation shall be
corrected. Addendum 1, “Assessnent of Inventory Amounts,” included with this
chapter provides further reconciliation guidance.
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3. Adjustnents for Physical Counts. Physical counts of inventories shall
be taken in accordance with the procedures prescribed in DoD 4140.1-R, “DoD
Materiel Management Regulation.” In accordance with the procedures outlined in
DoD 4140.1-R, the general |edger shall be adjusted for differences between the
general |edger balances and the physical count.

4. Inventory Gains, Losses and Adjustnments. Separate accounts shall be
maintained to identify transactions that result in inventory gains, |osses and
adjustnments.  The accounts to be used in the Supply Qperations business area
are listed below The use of subsidiary accounts as needed is optional

7191 Inventory Gains

7291 Inventory Losses or Adjustnents
7291.1 Shrinkage Losses
7291. 2 Excess/ Qbsol escence/ Spoi | age Loss
7291.3 Qther Inventory Losses

F.  CAPI TALI ZED | NVENTORY

1. Transfers-In Wthout Reinbursement. On hand and on order inventories
of supplies financed by other appropriations and funds shall be recorded as
contributed capital as required by 10 U.S.C. 2208 when the Supply Managenent
busi ness area undertakes management responsibility for the items. Bills for
inventories on order at the time of the transfer shall be paid by the
appropriation or fund ordering the item This is appropriate since the
appropriation or fund ordering the item was funded through the budget process
to procure the item As provided in 10 U.S.C. 2208, credits nay not be made by
a Supply Managenent business area to an appropriation or fund for capitalized
inventories. However, stock withdrawal authorizations may be approved as
provided in paragraph G 3. below Capitalized inventory items shall be
recorded as follows:

Dr 1521 Inventory Held for Sale $10, 000
Cr 1529. 1IN Receipts of Mteriel Wthout Charge $10, 000

Entry to record receipt of inventory itens totaling $10, 000

provi ded from another appropriation or fund wthout reinbursenent
to that appropriation or fund. Documentation supporting this
entry includes journal vouchers and receiving reports

2. Transfers of Reinbursable Procurements. The Supply Management business
area may record a liability for an itemtransferred from a non-DBOF account only
when the itemis undelivered at the time of the transfer and the obligation for
the itemon the books of the organization from which the item was transferred
resulted froma reinbursable order froma customer. The liability recorded in
the supply nmanagenent records shall be liquidated by a payment to the trans-
ferring appropriation or fund based upon a paynent to the Supply Managenent
busi ness area by the customer. The Supply Managenent business area shall record
a liability for inventories transferred as follows:
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Dr 1521 Inventory Held for Sale $10, 000
G 2111 Accounts Payable - Government - Current $8, 000
Cr 1529. IN Receipts of Materiel Wthout charge $2, 000

Entry to record receipt of inventory items totaling $10,000 for
whi ch reinbursenent of $8,000 will be provided. The difference in
amount between the reinbursement anount and the inventory value is
recorded to account 1529.1L. Documentation supporting this entry
includes a customer order or requisition.

3. Stock Wthdrawal Authorizations. Wen itens are transferred from an
appropriated account to a DBOF Supply Managenment activity, circunmstances may
exist in which sufficient funds are not available for the donating activity to
subsequently purchase those items from the DBOF activity when needed. In such
situations, the Under Secretary of Defense (Conptroller) my be requested to
approve an authorization for issues wthout reinbursenment. The request for a
stock wi thdrawal authorization shall identify the amobunt of items capitalized
from the custoner’s appropriation or fund and the estimted anount of the
transferred itens required by the customer until funds can be provided through
the budget process. An approved stock withdrawal authorization pernmits the
DBOF activity to issue itens to the specified customer without reinbursement up
to the authorized limt for a fiscal year. Once the limt has been reached, or
the fiscal year has passed, issues shall be on a reinbursable basis. Stock
withdrawal authorizations may not be recorded as a liability. An issue under a
stock withdrawal authorization shall be recorded as follows:

Dr 3231 Transfers-Qut to Governnent Agencies Wt hout
Rei mbur senent
Dr 1529. 1A Realization of Holding Gains/Losses
Cr 1521 Inventory Held for Sale

Document ati on supporting this entry includes material release
orders and shi pping documents.

4, Logistical Mnagenent Transfers. Logistical managenent transfers
result from changes in the funding appropriation for an item If the Under

Secretary of Defense (Conptroller) and the Under Secretary of Defense
(Acquisition and Technol ogy) designate a logistical q anagenent transfer of
iten(s) from the supply management business area to an appropriation (see
paragraph E.) or from an appropriation to the supply management business area,
an increase or a decrease to inventory for a nonreinbursable transfer shall be
recorded at the value of the item being transferred. A transfer-in of an item
once operations have commenced, will be recorded as in a., below Itens
transferred-out shall be recorded as in b., below.

a. Entry to record a logistical managenent transfer in.
Document ation supporting this entry includes material receipts and
catal og data.

Dr 1521 Inventory held for Sale
Cr 1529.1L Incom ng Shipments-Gin

55-6



b. Entry to record a logistical managenent transfer out.
Document ation supporting this entry includes material release
orders, shipping documents, and catal og data.

Dr 3231 Transfers-Qut to Government Agencies W thout
Rei nmbur senent
Dr 1529. 1A Realization of Holding Gains/Losses
Cr 1521 Inventory Held for Sale

5 Accounting for Customer Returns. Customer returns may constitute a
significant inpact on current period revenue and inventory holding gains for
the DoD Supply Management business area.

a. Returns Wthout Credit. The value of custoner returns for which
credit is not granted shall be recorded as an inventory gain rather than a
transfer wthout reinbursenent. For exanple, see below

Dr 1521.2 Inventory in Transit from DoD Entities $1,000

Cr 1529. 1F Materiel Returns Wthout Credit G ven $1, 000
Entry to record custoner returns without credit prior to its
receipt.

Dr 1521 Inventory Held for Sale $1, 000
Cr 1521.2 Inventory in Transit from DoD Entities $1, 000

Entry to record receipt of inventory in transit. The
documentation supporting this entry includes receiving reports and
evidence. of inspection of returned itens.

b. Returns Wth Credit. The value of customer returns for which
credit is granted shall be accounted for as a decrease to current period
revenues. For exanple, see below

Dr 1521.2 Inventory in Transit from DoD Entities $1,000

Cr 1529.1D Materiel Returns at Standard Price $200
Dr 1529.1E Materiel Returns - Credit G ven $ 800
Cr 1311 Accounts Receivable - Governnment - Current $800

Entry to record customer returns with credit prior to its receipt.
(The above illustration denmonstrates the return of a $1,000
inventory item for which $800 credit is granted.)

Dr 1521 Inventory Held for Sale $1, 000
Cr 1521.2 Inventory in Transit from DoD Entities $1, 000

Entry to record receipt of inventory in transit. The
documentation supporting this entry includes receiving reports and
evi dence of inspection of returned itens.

6. Transfers to Reutilization and Mirketing (R&M. The loss, if any, on
items declared excess, obsolete, or beyond repair is taken by the stockage point
hol ding that item when the determnation is made. [NOTE:  The words “beyond
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repair," in the context of this general |edger account, means damaged inventory

that is not economcal to repair.] After recordation of the loss, transfers of

excess, obsolete or beyond repair items to a Defense Reutilization and Marketing
Ofice (DRMO shall, be accounted for as follows:

a. Dr 7291.2 Excess/ bsol escence/ Spoilage Loss
Cr 1524 Inventory - Excess, (nsolete, and Beyond Repair

St ockage point entry to record transfers to a DRMO

The docunentation supporting this entry includes material

rel ease orders and shipping docunents. The value recorded

in account 1524 is the estimated net realizable value of the
excess, obsolete, or beyond repair item and not its standard

price or latest acquisition cost. (See Addendum 2, Paras B.9/C.3.)

b. Dr 1765 Property Awaiting D sposa
Cr 7193 OQther M scel | aneous Gains

DRMO Entry to record transfers from a stockage point. The
docunentation supporting this entry includes material release
orders and shipping documents. The value recorded in account
1765 shoul d be the net realizable val ue.

G FINANCI AL STATEMENT | NVENTORY CATEGORI ES

1. Ceneral. Inventory is tangible personal property, titled to the
government, that is on hand or intransit (e.g., accepted at origin froma
vendor, or noving between DoD activities) and is held for sale, future sale,
repair, or pending transfer to disposal. The Supply Managenent business area
and Defense Conmissary Agency are the only Defense Business Qperations Fund
business areas that should hold inventory. Except for excess, obsolete, and
unservi ceabl e inventory, inventory shall be valued using the latest acquisition
cost method. The following are not inventory:

a. Items purchased by depot maintenance activities to be consumed in
the process of repair and by other activities to be consunmed in the course of
operations shall be recorded and reported as “Qperating Materials and Supplies,”
(Account Series 1510) versus “lInventory,” (Account Series 1520) "Operating
Materials and Supplies” shall be valued and reported at historical cost.

b. Inventory excludes some other assets held for sale, such as
(1) stockpile materials (including war reserve materiel), (2) seized and
forfeited property, (3) foreclosed property, and (4) goods held under price
support and stabilization programs. These items may be sold; the purpose
however, of acquiring themis not to provide a product or a service for a fee

2. Recognition. Inventory shall be recognized when title passes to the
purchasing entity or when the goods are delivered to the acquiring entity,
whi chever occurs first. Inventory expense shall be recognized upon a sale and
the value of those goods shall be renmoved frominventory. Delivery or
constructive delivery shall be based on the terms of the contract or other
agreement regarding shipping and/or delivery.
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3. lnventory Cassifications. There are five general classifications of
inventory -- Inventory Held for Sale; Inventory Held for Future Sale; Excess
Obsol ete, and Beyond Repair Inventory; lInventory Held for Repair; and Inventory
in Transit. A description of those five categories follow

a. Inventory Held for Sale. This category of inventory includes nost
supply system materiel in issuable condition.

b. lnventory Held for Future Sale. This category will be used to
report the value of stocks not expected to be consumed until after the conpletion
of the budget year. That is, economc retention stocks, contingency retention
stocks and potential reutilization/disposal stocks. (War reserve materiel is
reported as stockpile materials, not inventory.)

c. Excess, nsolete. and Beyond Repair lInventory. This is a single
category conposed of three elements. However, it is not necessary or expected
that a separate record be kept of each elenent. The elenents of this inventory
category are provided solely for information and not for subaccount purposes
The elenments of this category are:

(1) Excess inventory consists of itens itens that are determ ned
to be beyond econom ¢ and contingency retention stock levels and, as a result,
reported as potential reutilization/disposal materiel. Until such materiel is
actual ly declared excess and dropped from inventory, it shall be reported as
"I nventory - Excess, (bsolete, and Beyond Repair."

(2) bsolete inventory is inventory that is no |longer needed due
to changes in technology, |aws, custons, or operations

(3) Beyond repair inventory excludes unserviceable itens but,
instead, consists of itens that are not expected to survive repair after
technical evaluation at a maintenance activity and damaged inventory that is
not economcal to repair.

d. lnventory Held for Repair. These are inventory items that are
not in issuable condition (but not beyond economc repair) and are awaiting
repair before they are eligible for sale. A reparable itemis an item of supply
subject to economcal repair and for which the repair (at either depot or field
level) is considered in satisfying conputed requirements at any inventory |evel
A depot level reparable itemis one that is designated for repair at the depot
level or that is designated for repair below the depot level, but if repair
cannot be acconplished at that level, will have its unserviceable carcass either
forwarded to the depot for repair or condemation, or reported to its inventory
control point (1CP) for disposition. A field level reparable itemis one that
is normally repaired below the depot |evel of mintenance and for which
condemmation authority can be exercised below the depot |evel of maintenance

e. Inventory In Transit. These are inventory items in transit from
conmercial and government suppliers. Account 1521.1, "Inventory In Transit from
Procurenent,” and account 1521.2, “lnventory in Transit from DoD Entities," are
used to record from whom the inventory is in transit. These accounts shall be
used to record the initial acceptance of inventory items when title has passed
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but the items have not been received and accepted into inventory. The follow ng
illustrate the nost common entries to this account:

Dr 1521.1 Inventory In Transit from Procurenent $10, 000
Cr 1529.1C Purchases at Cost $2, 000
G 2113 Accounts Payable - Public - Current $8, 000

Entry to record the value of inventory in transit from procurement for
which the standard price is $10,000 and the invoice cost is $8,000.

Dr 1521.2 Inventory In Transit from DoD Entities $10,000
Cr 1529.1E Materiel Returns - Credit Gven $2, 000
C 1311 Accounts Receivable - Governnent - Current $8, 000

Entry to record the value of inventory in transit that is being
returned by custoners for credit.

Dr 1523.1 Exchange (DLR) Inventory in Transit $ 5,000

Dr 1311  Accounts Receivabl e- Gover nnent - Cur rent $ 3,000
Cr 5101 Revenue from Goods Sold - DBOF $5, 000
Cr 1529.3 Allowance for Repair Costs $3, 000

Entry to record sale of inventory and the associated cost of the
goods sold when a reparable itemis exchanged for a ready for issue
inventory item

Dr 1521 Inventory Held For Sale $20, 000
Cr 1521.1 Inventory-In Transit from Procurenent $1 0, 000
Cr 1521.2 Inventory-In Transit from DoD Entities $10, 000
Dr 1523 Inventory Held for Repair $ 5,000
Cr 1523.1 Exchange (DLR) Inventory in Transit $ 5,000

Entries to record receipt of inventory in transit.

4. Relationship of GCeneral Ledger Inventory Accounts to Logistic
Stratification Level and Supply Condition Codes. Inventory recorded in
financial records should be identifiable to inventory recorded in logistic
records and vice versa. To provide for such identification, stratification
level s and supply condition codes are identified in subparagraph G 4.c. below
to the financial inventory classifications. Wile supply system inventory
reports within the logistics area are sometinmes prepared nore often, they are
currently required only semannually. However, financial inventory is reported
nonthly. Therefore, in order to report the value of inventory monthly,
percentages nust be derived from the |ast available stratification and
perpetuated on a nonthly basis until a new stratification is received.

a. Stratification Levels. Stratification is the process of applying
the quantity of an individual itemagainst the requirenents for the sane item
in a prescribed priority and tine sequence. The stratification levels are
defined in DoD 4140.1-R, “DoD Materiel Managenment Regulation.” The
stratification levels currently in use within the Departnent of Defense are
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) Approved Acquisition Objective,
) Economi ¢ Retention Stock,

) Contingency Retention Stock and
)

(1
(2
(3
(4) Potential Reutilization/Disposal Materiel.

b. Supply Condition Codes. Supply condition codes classify materiel
in terms of readiness for issue and use or identify action underway to change
the status of materiel. Supply condition codes currently in use within the
Department of Defense are defined in DoD 4000.25-2-M “Mlitary Standard
Transaction Reporting and Accounting Procedures.” Those supply condition codes
are:

(1) Code A - Serviceable (lssuable Wthout Qualification),.

(2) Code B - Serviceable (Issuable Wth Qualification).

(3) Code C - Serviceable (Priority Issue).

(4) Code D - Serviceable (Test/Mdification).

(5) Code E - Unserviceable (Limted Restoration).

(6) Code F - Unserviceable (Reparable).

(7) Code G - Unserviceable (Inconplete).

(8) Code H - Unserviceable (Condemned).

(9) Code I - NOT ASS|I GNED.

(10) Code J - Suspended (In Stock).

(11) Code K - Suspended (Returns).

(12) Code L - Suspended (Litigation).

(13) Code M- Suspended (In Work).

(14) Code N - Suspended (Ammunition Suitable for Energency
Conbat Use Only)

(15) Code O NOT ASSI GNED.

(16) Code P - Unserviceabl e (Reclamation).

(17) Code Q - Suspended (Quality Deficient Exhihit).

(18) Code R - Suspended (Reclained Itenms, Awaiting Condition
Det er mi nation).

(19) Code S - Unserviceable (Scrap).

(20) Codes T-Z - NOT ASSI GNED.

c. Relationship of Logistic Categories to Accounting O assifications
for Inventory. The followi ng table shows the relationship of logistic supply
categories to general |edger inventory accounts.

H  FINANCI AL STATEMENT VALUATION OF | NVENTCRY | TEMS

1. General. Wthin the Department of, Defense, inventory is reported on
financial statements at its latest acquisition cost. Additionally, an allowance
amount for unrealized gains and losses is also reported so that the net of the
inventory at its latest acquisition cost |ess the allowance amount for
unreal i zed gains and | osses will yield an approximation of historical (actual)
cost.

2. Latest Acquisition Cost. DoD inventory is normally an asset of the
Supply and Conmissary resale systens only. Except for excess, obsolete, and
beyond econom cal repair inventory, inventory shall be valued using the |atest
acquisition cost nmethod. The |atest acquisition cost nethod provides that the
| ast representative invoice price (i.e., the specific items cost used in
setting the current year stabilized standard price) shall be applied to all like
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(2) Econom c Retention
St ock

(3) Contingency
Retention Stock

(4) Potential
Reutilization Stock

General Ledger Account Stratification Level Supply Condition Codes
1521 Inventory Held (1) Approved A Issuable Wthout
For Sale Acquisition Qbjective Qualification
(AAO B Issuable Wth
Qualification
C  Priority Issue
D Test/Mdification
1522 Inventory Held (1) Economc A Issuable Wthout
For Future Sale Retention Stock Qualification
(2) Contingency B Issuable Wth
Retention Stock Qualification
C Priority Issue
D Test/Mdification
E Limted Restoration
J  Suspended (In Stock)
K Suspended (Returns)
L Suspended (Litigation)
N  Suspended (Ammunition
Suitable for Energency
Conbat Work Only)
1523 Inventory Held (1) Approved F Reparable
for Repair Acquisition ojective G Inconplete
(AAO M Suspended (In Wrk)
(2) Economc Retention Q Suspended (Quality
St ock Deficient Exhibits)
(3) Contingency R Suspended (Reclained
Retention Stock Itens, Awaiting
Condi tion
Det er m nati on)
1524 Inventory - (1) Approved H  Condemed
Excess, Obsolete, or Acquisition Qojective P Reclamation
Beyond Repair (AAO S Scrap

Condition Codes A - S

1573 War Reserve/
Mobi lization Stock

(1) Part of Approved
Acquisition Objective
(AAQ)

(Condition Codes do not
di stinguish War Reserve/
Mobilization items from
inventory itens.)

units held including units acquired through donation,
return fromend use or reutilization.
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items, including those obtained through local purchase and itens not held in
revol ving funds, price changes based on latest invoice shall be posted during
the first posting cycle after receipt of invoice. For price-stabilized itens
in the supply system price changes based on latest invoice shall be posted
annual |y, unless other posting cycle is approved by the Under Secretary of
Defense (Conptroller).

3. lnventory Values for Financial Statement Presentation. Inventory is
reported on DoD financial statenments at its latest acquisition cost less the
al l owance for unrealized gains and |osses so that the net of the inventory will
yield an approximation of historical (actual) cost.

a. lnventory Held for Sale and Inventory Held for Future Sale.
Wthin the Department of Defense, inventory held for sale and inventory held
for future sale shall be valued at its latest acquisition cost. For financia
statement presentation, DBOF supply managenent business areas maintaining
inventory values at standard [selling] price nust adjust the inventory val ues
at standard [selling] price to latest acquisition cost by renoving operating
cost recovery amounts and, if applicable, the prior year inflation amount from
both the inventory at standard price value and the allowance for holding gain
and | oss account. Addendum 2, paragraph B.10., of this chapter provides an
exanpl e of the nonth end adjustnent process.

b. lnventory Held for Repair. Inventory held for repair shall be
reported on DoD inventory reports and financial statenments as described above
General |edger account 1529.3A, “Estimated Repair Costs,” has been established
to record, on an aggregate basis, the average cost to repair items that require
repair. GCeneral |edger account 1529.3B, “Estimated Exchange Costs,” has been
established to record an estimate of operating costs to accept and process
exchange items and includes carcass attrition (washouts) and transportation
costs.  When repairs are conpleted, the actual cost of repairs shall be charged
to general |edger account 1529.1X, *“Actual Repair Costs.” Paragraph N 4. of
this chapter illustrates this accounting process

¢c. [Excess, (bsolete, and Beyond Repair Inventory. Excess, obsolete
and beyond repair inventory shall be valued at its expected net realizable
value. “Net realizable value” is the current salvage rate, expressed as a
percentage of latest acquisition cost, as that rate is reported by the Defense
Reutilization and Marketing Service (DRVS). The difference between the value
of the inventory before identification as excess, obsolete, and beyond repair and
its expected net realizable value after such identification shall be recognized
as a loss (or gain) in current period operations. Any subsequent adjustnents
to its net realizable value shall be also recognized as a loss (or gain) in the
period in which such adjustment occurs. [NOTE: Materiel transferred to the
DRVS, whether from the supply system other DBOF, or non-DBOF activities, non
appropriated fund operations, or other agencies of the federal government, will
be reported by the DRMS, not as inventory, but as other personal property
(general |edger account 1765, “Property Awaiting Disposal”) and valued by the
DRVS at the current salvage rate as specifed in this paragraph.]

d. lLnventory in Transit. Inventory in transit from comercia
vendors, general |edger account 1521.1, “Inventory in Transit from Procurenent,
shal| be recorded at the value of material in transit based upon anpunts paid
or to be paid. Inventory in transit from another DoD stockage point, genera
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| edger account 1521.2, "Inventory in Transit from DoD Entities,” shall be
recorded at latest acquisition cost {e.g., standard price). Depot |eve
reparable (i.e., carcasses) provided in exchange for serviceable itens shal

be recorded in general |edger account 1523.1, “Exchange (DLR) Inventory in
Transit,” at the same value (i.e., standard price) of a serviceable item

However, an allowance for repairs contra-asset account shall also be established
to record the estimated cost of the repair and the surcharge associated wth

the exchanged item The net of the DLRin transit amount and its allowance
account shall equal the value of the carcass (see paragraph N.4. for an
illustration of this process).

e. Valuation Illustration. As noted above, for financial statenent
presentation, DBOF supply managenent business areas maintaining inventory
val ues at standard [selling] price nust adjust the inventory values at standard
[selling] price to latest acquisition cost. Addendum 2, paragraph B.10., of
this chapter provides an exanple of the nmonth end adjustnent process. Basic-
ally, the procedure to revalue inventory to its latest acquisition cost is to
deduct the operating cost recovery amount and, if applicable, the prior year
inflation amount from both the inventory at standard price value and the
al | owance for holding gain and loss account. This procedure should be applied
only to the inventory financial classifications of "Inventory Held for Sale,’
“Inventory Held for Future Sale,” and “Inventory Held for Repair.” Inventory
reported as “Inventory - Excess, (bsolete, and Beyond Repair,” should be recorded
at its net realizable value and therefore does not have an allowance account
associated with it. As an illustration, assume that the operating cost recovery
percentage for all financial inventory categories was equal to 15 percent of
the standard price. In that case, the following would result (accounting entries
are illustrated in Addendum 2, paragraph B.10.):

| nventory
I nventory at Lat est
at Standard Less Acqui sition
Price Sur char ge Cost.
Inventory Held for Sale $17, 850 - $2,675 = $15, 175
Less: Al owance $ 4177 - $2,675 = $ 1,502
Equal s: Actual Cost $13,673 $13,673
Inventory Held for Future Sale $ -0-
Less: Al owance $ -0-
Equal s: Actual Cost $ -0-
Inventory Held for Repair $ 5,250 - $1, 050 = $ 4,200
Less: Al owance $ 2 700 - $1, 050 = $ 1, 650
Equal s:  Actual Cost $ 2,550 $ 2,550
| nvent ory- Excess, Obsol ete
and Beyond Repai r $ 70 $ 70
Less: Al owance __ NA ____NA
Equal s: Realizable Val ue $ 2,550 $ 70
Total Inventory $23, 170 - 83,725 = $19, 445
Less: Total Allowance 6,877 - $3,725 = $ 3,152
Equal s: Cost (Val ue) $16, 293 $16, 293
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4,  Holding Gains and Losses. Holding gains and |osses, as reported on
financial statenments, are the difference between the latest acquisition cost of
inventory and the historical (actual) cost of that inventory. Holding gains
and |osses result, in part, from changes in the value of inventory due to
increases or decreases in the latest acquisition cost between the beginning of
a reporting period and the end of the reporting period. Holding gains and
| osses are reported wthout operating cost recovery factors that nmay be added
to items in inventory to determne standard (sales) price.

a. Unrealized Holding Gains and Losses. “Unrealized” refers to any
gain or |oss associated with inventory still held by the entity. Unrealized
hol ding gains and |osses pertain to the holding gains and |osses associated
with the inventory on hand during the reporting period that has not been sold
or otherwise left the stocking point. Unrealized gains and |osses are recorded
in an allowance for unrealized hol ding gains/losses account. That account is
a contra-asset account and is reported on the Statement of Financial Condition
as an offset to the reported inventory valued at latest acquisition cost. The
endi ng bal ance of the allowance for unrealized holding gains/losses shall be
the cumul ative difference between the historical cost, based on estimted or
actual valuation, and the latest acquisition cost of ending inventory. The net
of inventory at its latest acquisition cost |ess the amount of unrealized
hol ding gains or losses results in an approximtion of historical cost.

b. Realized Holding Gains and Losses. Realized holding gains and
| osses pertain to the holding gains and |osses associated with inventory that
has been sold, recapitalized, or otherw se disposed of during the reporting
period. \Wen a sale or other inventory transaction occurs, the previously
recorded gain (or loss) in the allowance for unrealized gain/loss account is
reduced thereby becomng realized as part of the cost of goods sold on the
Statenent of Operations.

5 Lllustrative Accounting Entries for Inventory Transactions. Currently,
the Mlitary Departnents and the Defense Logistics Agency account for inventory
in a method different fromeach other. Even though the nethod of accounting is
different, each method should yield the same inventory values for reporting on
the Statenent of Financial Condition and the costs of goods sold reported on the
Statement of QOperations. Addendum 2, “Accounting for Inventories when Using
Standard Price Practices,” of this chapter provides an illustration of inventory
accounting for use by the Mlitary Departments. Addendum 3, “Accounting for
I nventories when Using Latest Acquisition Cost Practices,” of this chapter
provides an illustration of inventory accounting for use by the Defense Logistics
Agency.

6. Year-End Cosing/Adjusting Entry For Allowance Account. Annually
accounts subsidiary to an allowance account shall be closed to the parent
account.  The follow ng accounting entries are appropriate.

a. Allowance for Holding Gain/lLoss - Inventory Held for Sale. At
fiscal yearend, after preparation of financial statenents, the follow ng closing
entry shall be made. The purpose of the closing entry is to accumul ate the net
of all holding gains and holding |osses so that the subsidiary accounts may
start the new fiscal year with a zero ($-0-) balance
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1529. 1B Purchases at Standard Price

1529.1D Materiel Returns at Standard Price
1529.1F Materiel Returns Wthout Credit G ven
1529.1G Standard Price Changes-Gain

1529.1H Accounting Adjustnents-Gain

1529.1J Assenbl y/ Di sassenbl y- Gai n

1529. 1K Physical Inventory Adjustnents-Gain
1529. 1L Incom ng Shipnents-Gain

1529. 1M Conpleted Inventory Repairs

1529. IN Receipts of Mteriel Wthout Charge
1529.1P OQther-Gin

1529.1Q Latest Acquisition Cost Adjustment

Cr 1529.1 Allowance for Holding Gain/Loss - Inventory Held for Sale

QLUUUUUOUURUO

)
-

529.1 Allowance for Holding Gain/Loss - Inventory Held for Sale
1529. 1A Realization of Holding Gains/Losses
1529. 1E Materiel Returns - Credit Gven
1529.1C Purchases at Cost

1529. 1R Standard Price Changes-Loss
1529.1S Accounting Adjustnents-Loss

1529. 1T Assenbl y/ Di sassenbl y- Loss

1529. 1U Physical Inventory Adjustments-Loss
1529. 1V Incom ng Shi pment s- Loss

1529. 1W Shrinkage and O her Adjustnents-Loss
1529. 1X Actual Repair Costs

1529. 1Y Issues Wthout Reinbursenent

1529.1Z QO her-Loss

ejejejejojojejejejejole

h. Alowance for Holding Gain/lLoss - Inventory Held for Future Sale.
General |edger account 1529.2,"Allowance for Holding Gain/Loss - Inventory Held
for Future Sale," has no subsidiary accounts. Therefore, there are no fiscal
yearend closing or adjusting entries necessary.

c. Allowance for Repairs. No fiscal yearend closing or adjusting
entry is necessary as the general |edger subsidiary accounts.1529.3A, “Estimated
Repair Costs,” and 1529.3A, “Estimated Exchange costs,” are relieved (debited)
upon conpletion of repairs as follows:

Dr 1529. 3A Estimted Repair Cost
Dr 1529. 3B Estimted Exchange Cost
Cr 1529. 1M Conpl eted Inventory Repairs

. PRICING OF |NVENTCRY |TEMS

1. Introduction. Policies and procedures to be used in the devel opment
of prices for Supply Mnagement Business Area itens are contained in volunme 2,
“Budget Formulation and Execution,” of the DoD Financial Mnagenment Regulation,
DoD 7000. 14-R.

2. Standard Price. As a general rule, each cataloged itemwth a
national stock nunmber assigned which is managed by a DoD Inventory Control
Point shall have a standard price for sales to all authorized custoners, except
as may be authorized elsewhere in this chapter. Conponents shall establish
product prices at the |lowest practical itemlevel in order to promote cost
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visibility/ management and to notivate cost effective custoner/supplier
behavior. At a minimum prices should be established by Federal Supply O ass
(FSC) or other conparable level at which specific cost allocations can be nade
Product pricing |levels above the FSC nust be approved by the Ofice of the
Under Secretary of Defense (Conptroller). The standard sales price of each
item shall be determined in advance of the execution year to allow for
publication before the price is effective. The standard sales price becones
effective for billing purposes on the first day of the fiscal year. A standard
price will not be changed during the fiscal year without the prior approval of
the OFfice of the Under Secretary of Defense (Conptroller) except as provided
for in paragraph I.5. of this chapter. However, the dollar amount of unfilled
customer orders accepted at the previous fiscal year’'s standard price shall be
adj usted (upon notification to the customer) to reflect the |atest standard
price when notice of the price change is received. Nornally all recurring

| ocal procurenents shall be cataloged and assigned a |ocal standard price
including any retail level cost recovery elemen except when the volume of |oca
procurements of an itemdoes not justify the assignment of a local standard
price. In those cases, a local purchase of such a nonstandard item shall be
priced based upon procurement cost plus any retail |evel cost recovery element.

a. Acquisition Cost. The nost current cost of a representative
procurement is the basis for establishing a standard price for an item
Acquisition cost may be calculated by dividing the most current cost amounts by
the sum of their quantities. For items wthout a procurement history, an
acqui sition cost may be estimated based upon current manufacturer’s price
listings or market price quotations. The acquisition cost of an item procured
by means of a multiyear contract may include up front costs such as setup costs
that will not be incurred in future years. In those situations, the setup cost
shoul d be prorated over the total planned volume of itens to be purchased under
the contract.

b. Cost Recovery Elements for Whol esal e-Managed Itenms. A cost
recovery element (previously, and inaccurately, termed “surcharge”) shall be
included in the standard sales price of an item including direct deliveries
from contractors, comercial itenms, nonstandard itenms, manufacturer’s part
nunbered itenms, and other itenms without a standard price. Cost recovery shal
consi st of elenents for operating costs including prior year gains and |osses
transportation, inventory expenses, inventory maintenance, price stabilization,
repair costs including attrition, and local cost recovery elenments. Individua
item prices will be established by including the cost recovery elenents, by
percentage or fixed anmount, with the acquisition cost of the item A
percentage al |l ocation of cost recovery elements to individual itenms should be
used for those items for which the cost recovery elenents vary closely with the
acquisition cost of the item A fixed amount should be used for those itens
for which the cost recovery elenments do not closely vary with the acquisition
cost. Proposed cost recovery elements shall be devel oped by whol esal e
division, inventory control point, or major material category as appropriate
and submtted to the Office of the Under Secretary of Defense (Conptroller)
for approval. The purpose of the cost recovery elements are to bal ance tota
revenues with total net operating costs, plus or mnus changes in |evels of
assets, such as inventory or cash. Total net operating costs shall not include
requi rements funded by appropriations, such as war reserve appropriated
amounts.  The cost recovery elements shall enconpass:
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(1) Supply Qperations Support Costs. The costs of operating
whol esal e inventory control points and whol esal e supply depots shall be
financed by the Supply Management business area. Such costs include civilian
| abor and benefits, mlitary |abor, supplies, purchased services, and other
costs exclusive of costs, such as transportation and inventory maintenance,
that are recouped by other cost recovery elements. The costs of performng
equi val ent functions at the retail (installation/area supply support) Ievel
shal | not be included in the surcharge assessed by the whol esale activities.

(2) Centralized Command and Service Costs. The costs incurred by
separate activities and functions that exist primarily to benefit the mssion of
a whol esal e inventory control point and/or a whol esale supply depot. M ssion
support cost pools shall be established that identify costs incurred by
activities and functions that directly provide benefits to whol esal e inventory
control points, and whol esal e supply depots. These cost pools wll include al
costs (civilian [abor and benefits, supplies, purchased services, and other
costs) incurred in functions such as |ine managenent (comand and control),
staff managenent (policy functions), centralized service functions (e.g.
procurement, accounting, personnel, ADP, etc). The portion of such overhead
cost pools that directly benefit the Supply Managenent business area m ssion
shall be allocated to, and reinbursed by, the Supply Management business area
The al l ocation shall be based upon the relationship of the cost of the benefits
provided to the Supply Managenent business area to the cost for all activities
or functions.

(3) Depreciation. Cost of depreciation on capital equipnent and
other applicable assets.

(4) Capital Surcharge. An elenment added, when needed, to fund
the increnent, if any, in excess of depreciation expense recovery that is
necessary to finance the approved capital investnent program

(5) Shipping and Transportation. The term “shipping and
transportation” includes costs for packing, crating, handling, transportation,
and, where appropriate, port loading, and unloading. Items nmay be shipped from
a stocking point (issues) or to a stocking point (returns).

(a) Lnventory Issues. Costs to be included are

transportation costs for items issued by the Supply Management Business Area.
To the extent that first destination transportation is not included in the
acquisition cost, an estimate of the cost shall be included in this elenent.
Second destination transportation costs should be based on the assunption of
| owest cost, generally surface transportation, delivery as adjusted by
projected changes in the budget year. Second destination transportation costs
financed by a Supply Managenent Business Area generally include only
transportation within the continental United States (CONUS) and between
overseas |ocations. An additional transportation charge shall be assessed for
expedited delivery and delivery outside CONUS based on destination, e.g.
Europe, Far East, Near East. For comm ssary itens, the cost of transportation
of itens shipped to commssaries in Al aska and Hawaii shall be included in the
price charged to the conm ssary and recovered by a special transportation cost
recovery element included in the price charged to Al aska and Hawaii conm ssary
cust omers
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(b) Customer Returned Items Wth and Wthout Credit. Costs
to be included are Shipping and transportation costs only for items approved by
an item nmanager for return from DoD custoners to the Supply Management business
area. The Supply Management business area shall reinburse transportation and
other shipping costs only for itens approved by an item manager for return from
custoners. Shipping and transportation cost for items that have not been
approved by an item manager for return from customers shall not be paid by the
Supply Managenment business area

(c) Depot Level Reparable Exchange Carcasses. Costs to be
included are shipping and transportation costs for the return of reparable
exchange carcasses from custoners. As a result of including a cost recovery
factor ito finance shipping and transportation costs for returns of carcasses
from customers, the customer will not be charged separately for carcass
returns

(d) Lateral Redistribution. Costs to be included are
shipping and transportation costs for lateral distributions of stock when
directed by an item nmanager. \Wen a shipnent is nmade at the direction of an
Integrated Materiel Mnager (1MW, the supplying (issuing) activity shall be
reinmbursed by the MM for the costs of packing, crating, handling, and
transportation to nove that materiel

(6) Inventory Expenses. Nornal inventory expenses to be included
in this cost recovery elenment are the net of |losses and gains from incomng and
out goi ng shipnents, physical inventory adjustnments, inventory |losses as a
result of shrinkage, theft, deterioration, damage contam nation, defective
items if not reinbursed by supplier, obsolescence, and adjustments to reconcile
internal records. Cbsol escence consists of the current replacenent cost of new
or nodified items required to replace itens no longer needed due to changes in
technol ogy, |aws, custons, or operations (for exanmple, nodification or
repl acenent of a weapon system or commodity). Extraordinary |osses such as
those due to arned hostilities, riot, or significant damage due to fire, flood
earthquake, storms, or other abnormal events are not normal inventory |osses
and should not be included in the cost recovery elenent for inventory expenses.
Appropriations should be sought from Congress to fund extraordinary |osses

(7) Lnventory Mintenance. The inventory maintenance cost
recovery element finances the acquisition of inventories which are required
over and above demand replacenent (excluding mobilization requirenents which
are financed by appropriations) to maintain the level of material support at
the currently approved position. The cost recovery element for inventory
mai nt enance should be the net inmpact (increases and decreases) of changes to
inventory levels anticipated during the period. In a declining force structure
environment, the need for an inventory naintenance cost recovery element is not
antici pated

(8) Econom c Adjustnents. The econom ¢ adjustnent element is
designed to compensate for inflation or deflation, that is expected to occur on
procurements during the period of tine that the prices are in effect; adjust
for prior year gains or |osses; nmaintain the approved |evel of Funds with
Treasury; and provide consistency with the budget for DoD customers. The Under
Secretary of Defense (Comptroller) issues annual inflation guidance based on

55-19



the Admi nistration’s econom ¢ assunptions. Adjustnents to product prices
contained in the annual budget subm ssions and supporting congressiona
justification materials shall be based on that inflation guidance

(9) Carcass Attrition (Washouts and Losses). Activities that
manage mai ntenance and repair mssions on an exchange carcass basis incur
replacement cost for carcass washouts and |osses. Carcass washouts (sonetines
ternmed “condemations") are carcasses that, during the initial inspection, are
determned to be repairable but during the repair process are determned to be
unrepairable and are also determned to require replacement. |f the carcass
Is determned to be unrepairable because of custoner cannibalization or other
mal i ci ous damage caused by the custoner, the customer shall be charged the
di fference between the exchange price and the current standard price and this
cost shall not be included in the surcharge elenent. The second uni que
repairable cost to be included in this special cost recovery elenment is the
repl acement cost for carcasses lost, for exanple, in transit to the custoner or
to the supply system Lost carcasses shall be investigated and necessary
internal controls strengthened as required by DoD 7200.10-M “Departnment of
Def ense Accounting and Reporting for Governnent Property Lost, Damaged, or
Destroyed.”

(10) Retail Losses. A cost recovery element to compensate for
| osses experienced at the retail supply activity level shall be included as a
credit (reduction) in standard prices charged to retail activities. However,
prices charged to customers of retail activities and conm ssaries shall not
reflect this discount.

c. Cost Recovery Elements for Retail-Mnaged Items. A cost recovery
el ement used by a retail level supply activity;

(1) WII include inventory (material) expenses. Inventory
expenses applicable to the retail-managed itens are the net inpact of gains
and losses at the retail Ievel, obsolescence, and shelf-life deterioration

(2) May include a special |ocal cost recovery elenent, when
approved by the Ofice of the Under Secretary of Defense (Conptroller), added
to the cost of locally purchased itens.

3. Foreign Mlitary and Private Party Sales. As prescribed in Volunme 15
"Security Assistance Policy and Procedures, of this Regulation, the selling
price of Defense Business operations Fund itens to Foreign Mlitary Sal es
customers shall be the current Defense Business Operations Fund price for that
item

4, Lateral Redistribution of Stock. An item manager may direct a |ower
stockage I evel to issue stock when the total cost of such action is |ower or
when the item nanager does not have stock available to meet a requisition's
response time and the lower |evel does--such actionis termed “latera
redistribution.” As provided in DoD 4140.1-R "DoD Materiel Managenent
Regul ation,” billing procedures associated with lateral redistributions
directed by an item manager will ensure an issuing activity is reinbursed for
both the standard price of the material and the standard packing, crating,
handling, and transportation costs associated with a redistribution. The item

55-20



manager will bill the requesting activity for the standard price of the
material and reimburse the issuing activity for the standard price of the
material and the standard packing, crating, handling, and transportation costs

5. Authorized Reductions of Standard Prices. DoD Conponents shall set
product prices on an annual basis. Those prices cannot be changed during a
fiscal year without justification to, and prior witten approval of, the Ofice
of the Under Secretary of Defense (Comptroller). The only exceptions to the
requirement for prior approval fromthe Ofice of the Under Secretary of
Defense (Comptroller) are

a. subsistence items sold to a commissary may be changed on a
procurement |ot basis

b. subsistence itens sold for troop issue purposes may be changed on
a nonthly basis;

c. clothing items required for a mandatory clothing bag may be
changed when a related change occurs in the clothing allowance for mlitary
per sonnel

d. unit of issue changes

e. first time buys;

f. price challenges or breakouts

g. discounted product prices (see Paragraph I|.6.);

h. custonmer requested product changes: and

i. seasonal price variations for materiel normally bought for direct
vendor delivery.

6. Discount Pricing. As a general rule, all product prices must reflect
the full cost of the product and the related management activity. However,
discount pricing is permtted under the follow ng conditions:

a. Prior approval of the Director for Revolving Funds, Ofice of the
Under Secretary of Defense (Conptroller) for an itemfor which a Conponent
desires to charge the custoner a discounted price. The request to discount
an itemprice should be acconpanied with an analysis of the cost (profit/loss)
i mpact anticipated as a result of charging a lower price

b. Age, condition, or nodel: Reductions from standard prices nay be
made subsequent to approval by the Director for Revolving Funds, Ofice of the
Under Secretary of Defense (Conptroller) upon determnation that there is an
actual difference in utility or desirability of an item because of age
condition, or model for itens being phased out of the system items no |onger
being procured, itens with [inted remaining shelf life, itens in a less than
“fully serviceable” condition, and itenms in long supply, i.e., assets stratified
as “potential reutilization stock.”
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7. Pricing for Additional/Premum Service. Conponents may establish and
offer variable levels of service related to a product, at variable prices, to
all ow custoners the opportunity to econom ze according to their needs.
Appropriate fees may be established annually and may vary according to the
item class of items. Refunds (credits) will be made available for those
i nstances where a custonmer has paid for a |evel of service which was not
provided. This pernissible policy is not intended to authorize a reduced
charge for some custoners. It is intended to authorize as additional charge
for custoners who ask, and are willing to pay, for enhanced service.
| ndi vidual orders may be assessed additional cost recovery rates based on the
following elenents

a. Expedited delivery.

b. Delivery outside the continental United States based on
destination, e.g., Europe, Far East, Near East.

c. Depot handling fees related to order issues only. This fee(s)
will include a mninmmcharge for |ow priced orders, a standard charge for bin
itemissues, a standard charge for normal bulk itemissues, and special charges
for unusual bulk itemissues, e.g., special handling and extraordinary
quantities.

J. I SSUES W THOUT REI MBURSEMENT. A Supply Managenent business area item may
not be issued or transferred without reinbursenent except as specifically
authori zed bel ow:

1. Donestic Gvil Enmergency. A Supply Management business area item nay
be issued without immediate reinbursement when action is being taken to provide
civil emergency relief assistance in accordance with the policies and
procedures provided in DoD Directive 3025.1, "Mlitary Support to GCivil
Authorities." However, an accounts receivable shall be established for such
amounts.  Subsequently, funding should be made available to cover the costs of
the relief effort, and the Supply Management business area shall be reinbursed
for any outstanding accounts receivable.

2. Cvil Disturbances. A Supply Management business area item nmay be
i ssued without inmediate reinbursenent when action is being taken to control a
civil disturbance in accordance with the policies and procedures provided in
DoD Directive 3025.12, “Enployment of MIlitary Resources in the Event of Givi
Di sturbances.” However, an accounts receivable shall be established for such
amounts.  Subsequently, the Supply Managenent Business Area shoul d be
rei nbursed for any outstanding accounts receivabl e based upon the procedures
provided in DoD Instruction 7200.9, “Financing and Reporting Costs of Mlitary
Resources Used in Givil Disturbances,”" and Volune 6, Chapter 11 of this
Regul ati on

3. Foreign Disaster. The State Departnent is responsible for initiating
and financing foreign disaster relief efforts pursuant to the Foreign
Assistance Act of 1961. Procedures for issues of Supply Managenent business
area material to assist in the event of a foreign disaster and rei nbursenents
shal | be in accordance with DoD Directive 5100.46, “Foreign Disaster Relief.”
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4, NATO Country. A Supply Management business area itemmy be issued to
a NATO country w thout reinbursenment under a replacenent-in-kind arrangenent

under DoD Instruction 2010.10 (reference (s)). Nonreinbursable issues under
this authority shall be changed to a reinbursable issue within 12 nonths if not
repl aced by the NATO country.

5. Mlitary Energency. A Supply Managenent business area item may be
issued without imrediate reinbursenent when a Federal official or mlitary
officer has certified that an energency exists under Section 3732, Revised
Statutes, as inplenented by DoD Directive 7220.8, “Policies and Procedures
CGoverning the Use of the Authority of Section 3732, Revised Statutes,” or
emergency provisions in the current DoD Appropriations Act. However, an
accounts receivable shall be established for such amounts. Wen funding is
made available to cover the costs of the energency, the Supply Managenent
business area shall be reinbursed for any outstanding accounts receivable.

6. Presidentially Directed Drawdowns. A Supply Mnagenent business area
item may be issued to a foreign country wthout reinbursement when the
President has directed a drawdown of defense articles from stocks under
authority such as Sections 506 and 522, 22 U S . C. 2318. The standard price of
such issues shall be reported to the Director, Defense Security Assistance
Agency for inclusion in subsequent foreign assistance budget requests and to
the Ofice of the Under Secretary of Defense (Conptroller), Revolving Funds
Directorate, in order to determne the cash inpact of such issues. The cash
i mpact shall be added to the econom c adjustment cost recovery elenent.

7. \Wr Reserve Assets. A Supply Mnagenent business area item may be
i ssued without reinbursenent when an itemis designated as a war reserve asset
and the issue has been approved to satisfy requirements of a mobilization of
U S Arnmed Forces.

8. Deficiencies in War Reserve Requirenents. A Supply Mnagenent
business area item may be issued w thout reinbursement when an itemis issued
under the policies of DoD 4140.1-R  “DoD Materiel Managenment Regulation,” to
satisfy deficiencies in war reserve requirenents or between activities within
the Supply Managenent business area. Itens issued at any level, wholesale or
retail, to satisfy custoner requisitions shall be reinbursable fromwar reserve
reinvest ment appropriations.

9. Disposal of Excess Items. After a request to, and receipt from the
item manager of a disposal release order, excess, obsolete, or unserviceable

Supply Managenent business area items nmay be issued to a Defense Reutilization
and Marketing Ofice (DRMD without reinbursenent from the DRMO

10. Itenms Nearing Cbsol escence. A Supply Management business area item
may be issued without reinbursement when the itemis not a war reserve asset,

it has six months or less of remaining shelf-life and the item manager has
granted approval for the itemto be issued on a nonreinbursable basis.

11, Logistical Mnagenment Transfers. Logistical nanagement transfers
result from changes in the funding appropriation for an item |f the Under

Secretary of Defense (Conptroller) and the Under Secretary of Defense
(Acquisition and Technol ogy) designate a |ogistical managenent transfer of
item(s) froman appropriation to the supply managenent business area, an
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increase to inventory for a nonreinbursable transfer shall be recorded at the
value of the item being transferred. Normally, items transferred as a result
of a logistical managenent transfer are transferred w thout reinbursenent.
However, under certain circunstances and with prior approval fromthe Ofice of
the Under Secretary of Defense (Comptroller), transfers-in of inventory may be
with reimursenent to the transferring account. Those conditions, all of which
nust be net, are:

a. The inventory was on order but undelivered to the transferring
account at the tine of the transfer

h. The transferring account is not a business area within the Defense
Busi ness Qperations Fund.

c. The inventory was ordered by the transferring account as a result
of a reinbursable order from a customer of that account.

12. Qther. Wen approval has been granted by the Secretary of Defense

K. GOVERNMVENT- FURNI SHED MATERIAL (GPM. Consideration shall be given to the
I ssuance of Supply Managenent Business Area itens to a contractor in the

devel opment of contractual specifications. The use of GcM nmay |imt the cost
of an item particularly for contractor overhead and profit, and may result in
increased competition by encouraging nmore potential contractors to bid.
Purposes for which GFM nay be furnished include

1. Eabrication. A Supply Managenent Business Area itemissued by the
direction of the item nmanager to a contractor for consunption in the
fabrication, assenbly, or disassenbly of another Supply Managenent Business
Area itemfor the benefit of the Supply Managenent business area shall be
accounted for in account 1584, “Wrk in process - GFM” A Supply Managenent
Business Area itemissued by the direction of the item nmanager to a DoD
activity for consunption in the fabrication, assenbly, or disassenbly of
another itemfor the benefit of the Supply Management business area shall be
accounted for in account 1583, “Work in process - O her Government
Activities." The cost of the item consumed and other costs incurred in the
fabrication, assenbly, or disassenmbly of the new item shall be recorded as a
portion of the procurement cost of the new iten(s).

2. Repair Alteration, or Mdification

a. Items Consunmed in the Process of Repair of other Itens. A supply
Management business area itemissued by the direction of the item nanager to a
contractor for consunmption in the repair, alteration, or nodification process
shal | be accounted for in account 1584, “Work in process - GFM” A Supply
Management business area itemissued by the direction of the item nanager to a
DoD activity for consunption in the repair, alteration, or nodification process
shal | be accounted for in account 1583, “Wrk in Progress - O her Governnent
Activities.”

b. Ltems Issued for Repair. A reparable carcass or other item of
inventory issued by the direction of the item manager to either a DoD activity
or a contractor for repair, alteration, or nodification shall be accounted for
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in account 1523, “lInventory Held for Repair.” Upon receipt of the repaired
item it shall be accounted for in account 1521, "Inventory Held for Sale."

3. Forgings and Castings. The cost of forgings and castings used as
CGovernnent furnished material shall be included as a part of the acquisition
cost of the item that includes the forging and casting in its production.

L.  GOVERNMENT- FURNI SHED EQUI PMENT (GFE). Machine tools, equipnent, and test
equi pment used in the manufacture of Supply Management business area items may
be purchased by the Governnent and provided as GFE under a contract when
econom cally justifiable; for exanple, an econom ¢ buy, repair nethodol ogy, or
life-of-type buy. Supply Managenent business areas may not be used to procure
GFE for use in the manufacture of items funded with other appropriations or
funds. The Supply Management business area shall finance the cost of the GFE
by use of direct appropriations if the itembeing produced is for mobilization
purposes. If the itemis being produced, in significant quantities, for a
conbi nation of operating or mobilization purposes, the costs may be prorated
according to the ratio of the needs for each purpose or assigned to the primry
purpose. The Supply Mnagenent business area shall, maintain accountability for
the GFE while in the hands of the contractor. Purposes for which GFE may be
furni shed include:

1. Testing. The costs of testing and inspection of a Supply Managenent
business area item issued by direction of the item manager to a DoD or
contractor facility for inspection or for testing purposes shall be charged to
the Supply Managenent business area or appropriations available for those
purposes. The costs of repairing an item damaged during testing or inspection
or the standard price, if the itemis destroyed beyond repair, shall be charged
to the Supply Managenment business area or appropriations available for those
pur poses.

2. Forgings and Castings. The cost of nolds provided to a contractor as
CGovernnent furnished equi pnent for use in the manufacturing of a Supply
Managenment business area itemshall be accounted for as equipnent in the hands
of contractors in a subaccount to the appropriate inventory account. The
contractor shall be held accountable for the return of the itenms in good
condi tion upon conpletion of the contract.

M LOANS AND LEASES

1. Authorized Recipients. Property items may only be loaned or |eased to
activities specified below for the stated purpose. The recipient shall be
required to sign a receipt for the item This receipt shall include a
statement of the intended purpose of the loan or |ease. Each loan or |ease of
an itemshall be approved by the accountable office, the conptroller, or
equivalent, of the activity responsible for accountability over the item The
approval shall include a description of the item including the price
condition, anticipated return date; and a certification that the loan or |ease
of the itemw |l not jeopardize the capability to support national defense
requirements. Property may be |oaned to
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a. DoD Funded Customers. |Items may be |oaned to a DoD funded
customer for a maxi num of 120 days to support an approved training exercise, a
mlitary emergency, or a natural disaster.

b. US. Secret Service. An itemmay be loaned to the U S. Secret
service for a maxi mum of 120 days for purposes prescribed under the policies
and procedures in DoD Directive 3025.13, “Enployment of Department of Defense
Resources in Support of the United States.”

c. GQuvilian Law Enforcement Officials. An itemmy be loaned to a
civilian law enforcenent activity for a maxi mum of 120 days for purposes
prescribed under the policies and procedures in DoD Directive 5525.5, “DoD
Cooperation with Cvilian Law Enforcenent Oficials.”

d. State and Local Governnments. An itemmay be |loaned to a state or
| ocal government for a maxinum of 120 days for a specific purpose, under the
policies and procedures prescribed in DoD Directive 3025.1, “MIlitary Support
to Cvil Authorities.”

e. National Veterans' Oganizations. Under the authority of 10
US.C 2541, an item (e,g., cots, blankets, pillows, mattresses, bed sacks, and
ot her supplies) may be | oaned to a recognized national veterans' organization
for a maxi mum of 120 days to support a national or state convention or a
regional youth athletic or recreational tournament sponsored by the veterans
organi zation. A bond equal to the current standard price of the item shall be
obtained before the itemis loaned. The veteran’s organization nust pay for
al | expenses incurred in the delivery, return, rehabilitation, or replacenent
of the property.

f. American National Red Cross. Under the authority of 10 U S.C
2542, an equi pnent item nay be | oaned to an organization formed by the Anerican
National Red Cross for a maximum of 120 days for the purpose of instruction and
practice needed to aid the Arny, Navy, or Air Force in time of war. 10 U S.C
2542 requires that a bond for the care and saf ekeeping of the |oaned property
Fqualdto twice the value of the property shall be obtained before the itemis
oaned.

9. lnaugural Committee. Under the authority of 10 U S.C. 2543, itens
may be | oaned to an Inaugural Committee established under 36 U S.C 721 to
support an inauguration of the President of the United States for a period not
to exceed 9 days beyond the inauguration ceremony. A bond equal to the current
standard price of the itemshall be obtained before the itemis [oaned. The
I naugural Conmittee shall pay for all expenses incurred for the delivery,
return, rehabilitation, replacement, or operation of the property.

h.  Boy Scout Janborees. Under the authority of 10 U.S.C. 2544, cots,
bl ankets, commi ssary equi pment, flags, refrigerators, and other equipnent nay
be loaned to the Boy Scouts of America for the use of Scouts, Scouters, and
officials who attend any national or world Boy Scout Janboree. In addition,
services and expendabl e nedical supplies, as may be necessary or useful to the
extent that items are in stock and itens or services are available may be
furnished wthout reinbursenent. Itens may be |oaned for a maxi numof 120
days. A bond equal to the value of the |oaned itens shall be obtained before
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the itens are loaned. No expense shall be incurred by the United States
Governnent for the delivery, return, rehabilitation, or replacement of such

equi pnent .

I Humanitarian Relief. Under the authority of 10 U S.C 2544,
nonl et hal excess supplies may be made available for transfer to the Departnent
of State for its distribution for humanitarian relief. The term “nonlethal
excess supplies” means property, other than real property, of the Department of
Defense that is excess property as defined in regulations of the Departnent of
Def ense; and that is not a weapon, ammunition, or other equipnent or materi al
that is designed to inflict serious bodily harm or death.

| Foreign Countries or International Organizations. An item may be
leased to an eligible foreign country or international organization under the
authority of the Arms Export Control Act. Policy and procedures for the |ease
of material to foreign countries and international organizations is contained
in Chapter 12 of DoD 5105.38-M “Security Assistance Manual,” and volume 15 of
the DoD Financial Mnagenent Regulation, “Security Assistance Policy and
Procedures,” DOD 7000.14-R, Section 713. Refer to these references for
approval channel s and expense requirements in addition to paragraph 2 and 3
bel ow.

k. OQher Leases. Under the authority of 10 U S.C. 2667, a non-excess
Supply Managenent Business Area item may be |eased to an organization when the
Secretary of Defense or the Secretary of the Mlitary Departnment has determ ned
that the itemis not needed for DoD use during the proposed |ease period and
the lease will promote the national defense or otherwise be in the public
i nterest.

2. Approvals. Each loan or |ease of an itemshall be approved by the
conptrol ler, or equivalent, of the activity responsible for accountability over
the item The approval shall include a description of the itemincluding the
price, condition, anticipated return date; and a certification that the Ioan of
the itemw !l not jeopardize the capability to support national defense
requirements.

3. Expenses. The recipient shall pay for any transportation, packing,
crating, and handling costs associated with the loan or |ease of the item At
the time of return of the item the recipient shall be required to pay any
costs necessary to restore the itemto its original condition or to pay for any
item the recipient does not return within the approved period of the loan or
| ease.

N.  REPARABLES

1. Standard Price. The standard price for reparable itens, including the
cost recovery elenents, shall be devel oped consistent with the policies
prescribed for other Supply Management Business Area itens. Sales of reparable
itenms made without a return shall be priced at the standard price. Exchange
arrangements are not authorized for custonmers outside the Federal Governnent
except for a Foreign Mlitary Sales (FMS) custoner investing in Cooperative
Logistics Supply Support Arrangenents (CLSSA). Sales to custoners outside the
Federal Governnent shall be priced in accordance with Volume 11A, Chapter 1,
“Ceneral Reinbursenent procedures and Supporting Documentation,” [currently in

55-27



Chapter 26 of, DoD 7220.9-M “DoD Accounting Mnual,"] and Volune 15, “Security
Assi stance Policy and Procedures,” of this Regulation

2. Exchange Price. For the issue of a reparable itemin which the
requisitioner indicates a carcass will be returned, the customer will be
charged the exchange price, i.e., the established repair cost plus the
appropriate cost recovery elenments. The exchange price for reparable items
shal |l be determ ned by a hormogeneous grouping such as National Stock Nunber
(NSN), Federal Supply Oassification (FSC), subclassification, repair category,
or materiel category. The exchange price may consist of a percentage factor
times the standard price. The exchange price shall be established before the
begi nning of each fiscal year for each honogeneous group and provided to
custoners and shall remain constant throughout the execution fiscal year

3. Calculation of Exchange Price. The exchange price shall be cal cul ated
on the nost representative unit repair cost of the itemplus the appropriate
cost recovery elenments to recover the cost of managing the item The sane cost
recovery elenments used in the standard price calculation shall be used in the
cal cul ation of the exchange price plus cost recovery el ements for carcass
attrition (washout and | oss) and shipping and transportation costs for returns

of carcasses from customers. If the standard price is less than the exchange
price, a review of the standard price and the exchange should be nade to
validate their accuracy. |If the standard price is |ess than the exchange price

because new itens are not currently being acquired, the standard price shall be
i ncreased 20 percent over the exchange price to incentivize the custoner to
return the carcass to the wholesale system

4. lllustration of Accounting for Inventory Held for Repair. Mst itens
held for repair are obtained as the result of an exchange transaction. The
process consists of the sale of a serviceable itemin exchange for an itemthat
needs repair plus a promse to pay (accounts receivable) or the actual payment
(cash) for the difference in value between the two items. If the item needing
repair has not been received at the time of exchange, an in-transit account
shal | be established to account for the due-in. Upon receipt of the item
needing repair, it is sent to a repair facility. Wile at the repair facility,
the itemcontinues to be accounted for by the supply systemas inventory held
for repair and not as work in progress. Upon return of the repaired item it
becones available for sale and is placed into the appropriate inventory for sale
account.  The accounting entries to acconplish this process are illustrated bel ow.

(1) Exchange of Serviceable Itemfor Reparable Item Inventory
itens requiring repair are generally obtained fromcustoners as a partia
exchange for a serviceable inventory item The renmaining exchange should be
an account receivable equal to the selling price of the serviceable itemless
the estimated repair and exchange cost of the exchange item The estimated
repair and exchange costs shall be established on an aggregate basis, using an
average cost to repair. Inventory held for repair shall be valued at the same
value as a serviceable item However, contra-asset accounts (i.e., account
1529.3A, “Estimated Repair Costs,” and account 1529.3B, “Estimated Exchange
Costs”) shall be established for the estinmated repair and exchange cost. An
exchange of a serviceable itemfor reparable itemis illustrated by the
foll owing accounting exanple:
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Dr 1523.1 Exchange (DLR) Inventory in Transit $5, 250
Dr 1311  Accounts Receivabl e- Governnent-Current $2, 700

G 5101 Revenue from Goods Sold - DBOF $5, 250
Cr 1529.3A Eatimated Repair Costs $1, 650
Cr 1529.3B Estimted Exchange Costs $1, 050

Entry to record sale of inventory when a reparable itemis to be
exchanged for a ready for issue inventory item In this case,
the current standard price of the exchanged itemis $5,250 and
the estimated repair cost for the itemis $1,650. (Note: The
estimted repair cost need not be established for the particular
itemto be exchanged but, instead, may be an average cost to
repair exchange itens of the same type.)

(2) Receipt of Reparable ltem

Dr 1523 Inventory Held for Repair $5, 250
Cr 1523.1 Exchange (DLR) Inventory in Transit $5, 250

Entry to record receipt of exchange (DLR) inventory. The exchange
itemis recorded at its standard price. (A standard allowance for repair was
established at the time the exchange transaction occurred -- see above.)

(3) Reparable Items Sent to Repair Facility. Reparable itens
sent to a repair facility shall continue to be reported by the supply systens
as “Inventory Held for Repair,” and not as work in progress by the supply
system while items are at a repair facility.

(4) Receipt of Repaired Item from Repair Facility. \Wen the repair
is actually made, the value of the repaired itemincluded in Account 1523,
“I'nventory Held for Repair,” shall be relieved fromthat account and reclassi-
fied to Account 1521, “Inventory Held for Sale.” The anount payable to the
repair facility for the repair is recorded in Account 1529.1X “Actual Repair
Cost,” and as an Account Payable. Receipt of repaired itens is illustrated by
the follow ng accounting exanple:

Dr 1521 Inventory Held for Sale $5, 250

Cr 1523 Inventory Held for Repair $5, 250
Dr 1529.1X Actual Repair Costs $1, 500

Cr 2111 Accounts Payabl e- Gover nment - Cur r ent $1, 500
Dr 1529.3A Estinated Repair Cost $1, 650
Dr 1529.3B Estimated Exchange Cost $1, 050

Cr 1529. 1M Conpl eted Inventory Repairs $2, 700

Entry to record receipt of repaired itens froma repair facility.

In this illustration, although the estimated repair cost was $1, 650,
the repair facility charged only $1,500 for the repair work.

[Note: In many instances, the amount charged by a DoD repair facility
Is equal to the estimated repair cost.]
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0. WAR RESERVE MATERI ALS

1. Definition. \War reserve/nobilization item are those materials that,
in addition to peacetine assets normally available on any given date, are
necessary to equip and support the increase in mlitary requirenents forecasts
contingent on an outbreak of war and sustain operations until resupply can be
effected. War reserve materiel includes secondary items procured and/or stored
in support of wartime scenarios established in Defense Planning Guidance or
contingency operations identified in specific Qperational Plans. Wthin the
Def ense Business Qperations Fund, war reserve/ nobilization stock shall be
classified as an el enent of stockpile materials. \War reserve materials, are
not held with the intent of selling in the ordinary course of business.
Stockpile materials are strategic and critical materials held due to statutory
requirements for use in national defense, conservation or national emergencies.
(National Defense Stockpile materials are accounted for within the Nationa
Def ense Stockpile Transaction Fund, which is not part of the DBOF. Stockpile
materials are discussed in Volune 4, Chapter 4, of this Regulation.)

2. Funding for War Reserve Materials. War reserve materiels shall be
funded from appropriations made direct to the DBOF. Such appropriated anounts
shal | be reflected as a separate goal within the applicable Supply Minagenent
or Comm ssary Resal e business area annual operating budget letter. [Items such
as amunition and/or principal and major end items procured for war reserve
shal | not be DBOF-funded, but shall be funded through amounts available to
Conponent / Def ense Agency procurenment appropriations.

3. Accounting for War Reserve Mterials. Purchases of DBOF-funded war
reserve items shall be accounted for at the same |evel of detail as itens
procured for peacetime requirements. The value of war reserve itenms shall be
recorded in a separate general |edger accounts, or appropriate subaccounts, to
retain separate visibility of such assets. The general |edger accounts
established for those purposes are account 1573, “War Reserve/ Mobilization
Stock,” and account 1579.2 "Allowance for Holding Gain/Loss - War Reserve/
Mobilization Stock.” \Wr reserve itens are not available for sale in the
ordinary course of business; therefore, cost of war reserve itens shall be
separately maintained and reported frominventory costs to ensure that the unit
cost targets for the Supply Managenent business are not affected.

4. Valuation of War Reserve Muterials

a. Latest Acquisition Cost. War Reserve materials shall be valued on
the basis of latest acquisition cost.

b. Alowance for Holding Gains and Losses. General |edger account
1579.2, “Allowance for Hol ding Gain/Loss - War Reserve/ Mbilization Stock,”
shal | be established to account for valuation changes.

¢c. Exception to Valuation of War Reserve Materials. The carrying
anount of war reserve materials that have suffered (a) a permanent decline in
value to an anount |ess than their cost or (b) damage or decay shall be reduced
to the expected net realizable value of the materials. The decline in value
shall be recognized as a loss in the period in which it occurs.
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5. Disposition of War Reserve Materials. \ar Reserve materials are held
in reserve to be available for transfer without reinbursement when the issue of
a war reserve asset has been approved to satisfy requirenments of a nobilization
of U.S. Arnmed Forces. However, if authorized, war reserve and other stockpile

materials may be sold. The accounting for each of those possibilities is as
fol | ows:

a. Transfer Wthout Reinbursement. An issue of war reserve wthout
rei mbursenment shall be recorded as foll ows:

Dr 3231 Transfers-Qut to CGovernment Agencies Wt hout
Rei mbur senent
Cr 1573 War Reserve/ Mobilization Stock

Docunentation supporting this entry includes material release
orders and shipping documents.

b. War Reserve Materials Authorized For Sale. \War reserve materials
are not held with the intent of selling in the ordinary course of business
However, they may be sold when authorized. Wien war reserve materials are
authorized to be sold, those materials shall be disclosed, as applicable, as
inventory held for sale (Account 1521, “Inventory Held For Sale”). The
material s authorized for sale shall be valued using the same basis as used for
other same commdities normally held for sale. The accounting entry to
reclassify war reserve material as inventory held for sale is

Dr 1521 Inventory Held For Sale
Cr 1573 War Reserve/ Mobilization Stock

5. FEinancial Statenent Disclosure Requirenments. Notes acconpanying
financial statements shall include:

a. General conposition of war reserve materials.

b. Basis for valuing war reserve materials; including valuation
nmethod and any cost flow assunption.

c. Changes from prior year accounting methods, if any.

d. Restrictions on the use of war reserve materials.

P.  RETURN OF | TEMS TO THE SUPPLY MANAGEMENT BUSI NESS AREA

1. Customers \Wo May Return Items. A customer within the Federal
Covernment nmay return an itemto a Supply Management Business Area. Section
2208 of 10 U.S.C. states, “The appraised value of supplies returned to working
capital funds by a departnent, activity, or agency may be charged to that fund.
The proceeds thereof shall be credited to current applicable appropriations and
are available for expenditure for the same purposes that those appropriations
are so available. Credits may not be nade to appropriations under this
subsection as a result of capitalization of inventories . ‘

2. Customers Wio May Not Return Items. A customer outside of the Federal
Covernment nmay not return an itemto a DoD Supply Managenment Business Area. |f
such a customer has an itemto return, the DoD Supply Managenent Business Area
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may buy the item back fromthe customer as described in Volume 15, “Security
Assi stance Policy and Procedures,” of this Regulation

3. Cedit Options. Credits for returned itens shall be granted by the
I tem manager based upon receipt, inspection, and classification of the item

a. Return of a Fully Serviceable Consunable or Reparable Item Wen
approved by the item nanager, a credit shall be granted to a Federal Governnent
customer in the amount of the current standard price |ess the current fisca
year’s approved cost recovery elenents for the return of a fully serviceable
consumabl e or reparable itemthat is within the approved acquisition objective.
Credit shall be granted by the item manager based upon receipt, inspection, and
classification of the item A return that stratifies to a war reserve
requi rement does not qualify for credit.

h. Return of Reparable Carcass \Wen Part of an Exchange Transaction.
Wien approved by the item manager, a credit shall be granted to (1) a Federa
CGovernnent customer or (2) a Foreign Mlitary Sales (FM5) customer investing in
Cooperative Logistics Supply Support Arrangenents (CLSSA) for the return of a
l ess than fully serviceable, econonmically repairable itemwhen the itemis
within the approved acquisition objective. Such credit shall be in the amount
of the current standard price, less the exchange price. (The exchange price is
the total of the established repair cost and the appropriate cost recovery
elements.) A returned itemthat stratifies to a war reserve requirenent does
not qualify for credit.

c. Return of a Reparable Carcass Wen not Part of an Exchange
Transaction. Wien approved by the item manager, a credit shall be granted for

the return of a reparable carcass froma Federal Government funded customner

wi t hout an exchange if the Supply Managenment Business Area forecasts a need for
the carcass within the approved acquisition objective. The credit shall be in
the anount of the value of the carcass to the Supply Managenent Business Area
but not nore than the current standard price, |less the exchange price. (The
exchange price is the total of the established repair cost and the appropriate
cost recovery elenents.)

d. Return of Defective Items. A credit shall be granted to a
customer at standard price for defective itens issued by a Supply Managenent
Busi ness Area, including specification defects, when a customer’s quality
deficiency report has been validated.

4, Cedits Applied Toward Future Requirenents. Credits granted nmay be
appl i ed agai nst future customer demands in the current fiscal year for items or
directly credited to the current year available funds of the customer.

5. Shipping Costs. Shipping costs include packing, crating, handling,
transportation, port |oading, and unloading. The Supply Mnagenment business
area shall reinburse transportation and other shipping costs only for items
approved by an item manager for return fromcustoners. Shipping and
transportation cost for itens that have not been approved by an item manager
for return fromcustoners shall not be paid by the Supply Managenent business
area
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Q EXCESS | TEMS DI SPCSI TI ON

1. Itens of Excess Itens to Reutilization and Marketing. Excess,
obsol ete, or beyond repair Supply Managenent business area itens may be
transferred wthout reinbursenent, when authorized by the responsible Nationa
Inventory Control Point Manager, to a Defense Reutilization and Marketing
Ofice (DRM). Any DoD funded custoner may obtain any itemfroma DRVO,
without reinbursement to the supply Management business area even if the item
was previously a Supply Management business area item A DRMO shall issue an
itemw thout reinbursement to a Supply Management business area when the item
is required to satisfy a Supply Management business area requirement

2. lssues of Excess ltems to OQther DoD Activities. An issue of a Supply
Managenment business area itemexcess to the needs of the National Inventory
Control Point Manager nmay be nade directly to a DoD-funded customer without
rei nbursement to satisfy deficiencies in nobilization reserve requirenments. In
accordance with paragraph |.4. of this chapter, a lateral redistribution of an
item excess to the imediate needs of a retail activity fromthat activity, to
anot her, when directed and controlled by a whol esal e manager, shall be without
rei mpursenment from the receiving activity. Rather, the whol esal e manager shall
bill the receiving activity for the standard price of the material and
reimburse the issuing activity for the standard price of the material and its
standard packing, crating, handling, and transportation costs

R CONTRACT AUTHORI TY FOR SUPPLY MANAGEMENT OPERATI ONS

1.  General. Based upon the authority in 10 U S.C. 2210, the OB
apportions anticipated contract authority at the beginning of a fiscal year for
the amount of the approved Supply Management business area program  This
anticipated contract authority beconmes realized contract authority when
obligations are incurred by the Supply Mnagenent business area. Unfunded
contract authority is the amount that obligations incurred are in excess of
custoner orders accepted. Contract authority provided to Supply Mnagement
business area is subject to apportionnent as required by the Antideficiency Act
in accordance with the procedures prescribed in OMB Circular A-34
“I'nstructions on Budget Execution.”

2. Budgetary Resources. Supply Managenent business area budgetary
resources available for use during a fiscal year consist of any appropriated
and reappropriated anounts nade available; the net of any nonexpenditure
transfers into and out of the Supply Managenent business area and ot her Federal
Covernnent accounts; bal ances made available fromthe previous fiscal year; and
apportioned anticipated contract authority. Normally, obligation authority for
Supply Managenent business area activities is derived fromtwo primary sources.
These sources are (a) contract authority and, (b) appropriated funds for war
reserve/ nobilization purposes. Supply Managenent, business area liabilities are
payable from the fund balance with Treasury. The two primary sources for the
fund balance with Treasury for DoD Supply Management business areas are (a)
collections from custoners and (b) appropriations

a. Appropriated Bal ances Brought Forward. At the end of each fisca
year, unused bal ances of funds appropriated to the Supply Management business
area shall be used to offset the need for anticipated contract authority.

Such anounts are not available for use until they are reapportioned and
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reflected on the supporting financing schedule as an increase to the linmt
i nposed for obligation authority on an approved apportionment in the new fisca
year.

bh. Anticipated Contract Authority. The OVB may approve and apportion
anticipated contract authority in the anount of the approved Supply Managenent
Busi ness Area operating program

(1) A request for apportionment of anticipated contract authority
forwarded to the OMB shall be recorded as foll ows:

Dr 4211 Anticipated Reinbursements - Specific Apportionnent
Cr 4440 Revolving Funds Available for Apportionment

Entry to record a request for apportionment of anticipated
rei nbursenents forwarded to the OVB. The documentation
supporting this entry is a DD 1105, "Apportionnent and
Reapporti onment Schedul e.”

(2) The receipt of the approved apportionnent request shall be
recorded as follows:

Dr 4440 Revolving Funds Available for Apportionnment
Cr 4514 Unal | ocated Apportionnment - Reinbursable
Program - Current Period

Entry to record the receipt of the approved apportionnent
request. The docunentation supporting this entry is an
approved DD 1105, "Apportionment and Reapportionnent.
Schedul e.”

(3) Allocations issued shall be recorded as follows:
Dr 4514 Unal | ocated Apportionment - Reinbursable
Program - Current Period
Cr 4543 Allocations Issued - Reinbursable Program -
Current Period

Entry to record allocations issued. The docunentation
supporting this entry is an approved allocation document

(4) Allocations received shall be recorded as follows:
Dr 4550 Internal Fund Distributions Received
Cr 4563 Unal lotted Allocations - Reinbursable
Program - Current Period

Entry to record allocations received. The docunentation
supporting this entry is an approved” allocation docunent.
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(5) Allotnents issued shall be recorded as foll ows:

Dr 4563 Unal lotted Allocations - Reinbursable Program -
Current Period
Cr 4573 Allotments Issued - Reinbursable Program -
Current Period

Entry to record allotments issued. The docunentation
supporting this entry is an approved allotnment docunent.

(6) Allotnents received shall be recorded as foll ows:

Dr 4582 Allotted Rei mbursable Program - Current Period
Cr 4614 Uncommitted/ Unobligated Allotnents -
Rei mbursabl e Program - Current Period

Entry to record allotments received. The docunentation
supporting this entry is an approved allotment docunent.

c. OV Footnote. The OB apportionment of anticipated reinbursements
as anticipated contract authority currently includes a footnote, consistent
with the follow ng:

Pursuant to 10 U S.C. 2210(b) obligations/commtnents may be
incurred in excess of the amount of the apportioned resources
actually realized in the amount of contract authority approved,
but not in excess of the total apportioned. The estimated
unfunded bal ance of this contract authority pursuant to 10 U S.C
2210(b) of $__ on Septenber 30, 19xx is increased by $

provided that this amount is automatically reduced to the
extent that orders are realized.

d. Realized Contract Authority. Anticipated contract authority
becones realized contract authority when obligations are incurred. Therefore:

(1) At the end of each nonth, the bal ance of apportioned,
anticipated reinbursements recorded in account 4211, "Anticipated
Rei mbursenents - Specific Apportionnent” shall be adjusted by the net change in
operating obligations incurred during the nonth as recorded in account 4820,
“Undel ivered Orders - Reimbursable Program” account 4920, “Accrued
Expenditures - Unpaid - Reinbursable Program” and account 4940, “Accrued
Expenditures - Paid - Reinbursable Program” For exanple:

Dr 4131 Contract Authority - Wthout Liquidating Appropriation
Cr 4211 Anticipated Reinbursenents - Specific Apportionment

Entry to record realized contract authority. Docunmentation

supporting this entry includes reports of obligations
I ncurred.
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(2) At the end of each fiscal year, the cumulative balance in
account 4131, “Contract Authority - Wthout Liquidating Appropriation," shal
be supported and adjusted as necessary to equal the results of the follow ng
Conput at i on:

(a) Add the year-end bal ances in accounts 4800, “Undelivered
Orders," 4910, “Accrued Expenditures - Unpaid - Direct Program" and 4920,
“Accrued Expenditures - Unpaid - Reinbursable Program”

(b) Fromthis sum subtract the sum of the year-end bal ances
in accounts 4230, “Unfilled Customer Orders,” 4251, “Reinbursenents Earned-
Uncol | ect ed- Aut omati c Apportionnent,” 4252, “Reinbursements Earned -
Uncol l ected - Specific Apportionnment,” and 1010, "Fund Bal ance Wth Treasury."

(c) The cumul ative frominception balance in account 4131,
“Contract Authority - Wthout Liquidating Appropriation,” should equal the
results of this conputation. If not equal, the 4131 account shall be adjusted
to equal the result. For exanple, if the contract authority should be adjusted
down as a result of this conputation:

Dr 4211 Anticipated Reinbursements - Specific Apportionnent
Cr 4131 Contract Authority - Wthout Liquidating
Appropriation

Document ation supporting this entry includes a journal voucher
docunmenting the above required process

e. Liquidation of Realized Contract Authority. The receipt of
custoner orders liquidate realized contract authority. Custoner orders
received are requisitions and other orders accepted for itenms to be furnished
on a reinbursable basis. Budgetary resources provided froma custoner order
are available to fund obligations, provided that, in the case of orders from
the public, an advance has been collected. Throughout the fiscal year, the
cunul ative amount of resources available fromcustomer orders is adjusted to
the extent that orders are canceled, or revised upward or downward because of
standard price changes, quantity adjustments, etc. The amount of budgetary
resources available for obligation fromcustomer orders is the sumof orders
received from Federal Governnent accounts that represent valid obligations of
the ordering account, plus advances received on orders accepted fromthe
public. Oders fromthe public include orders received fromstate and | oca
governments.  These budgetary resources shall replace the budgetary resources
apportioned as anticipated rei mbursenents and shoul d be accounted for at the
departnental |evel based upon the net change in customer orders received during
the month as recorded in account 4222, “Customer Orders Accepted - Specific
Apportionnent,” as follows.

(1) Activity Level Processing. The receipt of a customer order
at the activity level shall be recorded as an increase to customer orders
accepted and an increase to unfilled custonmer orders. This is necessary
because supply operation business areas receive obligation authority based upon
anticipated reinbursements without regard to the timng of the receipt of the
custoner order. If the normal accounting for the receipt of a customer order
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s used, duplicate obligation authority from the receipt of the order would
occur at the allotment level. The required entries are

Dr 4232 Unfilled Customer Orders - Specific Apportionnent
Cr 4222 Customer Orders Accepted - Specific
Appor ti onment

Entry to record acceptance of a customer order at the activity
| evel for supply operations business areas. The documentation
supporting this entry includes custonmer requisitions and

rei mbursable orders accepted.

(2) Departmental Level Processing. For apportioned business
areas, these budgetary resources shall replace the budgetary resources
apportioned as anticipated reinbursenents at the departmental |evel based upon
the net change in customer orders received during the nonth as recorded in
account 4222, "Customer Orders Accepted - Specific Apportionnment," as follows.

Dr 4222 Custoner Oders Accepted - Specific Apportionnent
Cr 4131 Contract Authority - Wthout Liquidating

Appropriation

Entry to record replacenent of obligational authority provided
through contract authority with obligational authority provided
through custonmer orders. Docunentation supporting this entry

i ncludes reports of customer orders accepted.

f. Unobligated Budgetary Resources. At the end of each fiscal year
any unobligated balances of appropriated funds applicable to apportioned
busi ness operation fund business areas shall be used to offset the need for
unfunded contract authority. Such funds are not available for use until they
are reapportioned and reflected on the supporting financing schedule as an
increase to the Iimt inposed for obligation authority on an approved
apportionment in the new fiscal year. Any unobligated balance at the end of
the fiscal year is adjusted to zero. For exanple

Dr 4543 Allocations Issued - Reinbursable Program -
Current Period

Cr 4211 Anticipated Reinbursements - Specific Apportionment

Entry to elimnate anticipated contract authority at the
Departnmental |evel.

Dr 4614 Uncommitted/ Unobligated Allotments - Reinbursable
Program - Current Period
Cr 4582 Allotted Reinmbursable Program - Current Period

Entry to elimnate anticipated contract authority at the

allotnent level. Docunentation supporting this entry includes
a withdrawal of an allotnment of funds
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S. MULTIPLE YEAR CONTRACTS

1. Ceneral. Miltiyear contracts permt the purchase on one contract of
more than one annual programincrement of itens in order to obtain a maxinmm
econom ¢ advantage. For exanple, an economic order quantity in a nultiyear
contract may exceed a normal annual buy and yet be advantageous to the
Governnent.  Supply Managenment business areas are authorized to use nultiple
year contracts to procure itens froma single contractor. Sole source itens
with a stable demand projection that are procured froma single contractor
shal | be evaluated to determne if the items should be acquired by means of a
nul tiple year contract. As with multiyear contracts funded by procurenent
appropriations, the Supply Managenent Business Area nmay purchase itens in an
amount corresponding to the econonmic order quantities deemed appropriate for
procurement in each year. Conponents, parts, and raw material for use in
manuf acture of itens being acquired under a nultiyear contract may be procured
in quantities exceeding the current annual requirement when it is nore econom
ical and cost effective to do so. This is referred to as advance economic
order quantity (EOQ procurenent. Advance EQQ procurenents integral to nulti-
year contracts shall be funded in the mbst econom cal nmanner. They nmay be
funded fully in single year increments on a termnation liability basis, or
included in a nultiyear contract along with the nonrecurring contract costs
Under 10 U.S. C. 2306, the Departnent of Defense is authorized to enter into
mul tiyear contracts containing cancellation clauses that may include both
nonrecurring and recurring costs. This |aw specifies congressional reporting
requi rements based on cancellation ceilings. Further, annual DoD Appropria-
tions Acts may contain specific |language requiring limtations on the use of
mul tiyear contracts. For exanple, total procurenents under a single nultiple
year contract may not exceed $500 nmillion or a termination liability under a
single contract may not exceed $20 mllion without the approval of the Congress
under the provisions of the current DoD Appropriations Act. In addition, a
singl e proposed nultiple year contract in excess of $100 nillion or $10 mllion
in estimated termnation liability shall be submtted to the Ofice of the
Under Secretary of Defense (Conptroller) for approval prior to awarding the
contract. Each separate option to extend a multiple year contract shall be
considered as a single nultiple year contract for the purposes of this approva
requirement.  The DoD Conponents shall refer to annual guidance contained in
Under Secretary of Defense (Comptroller) Miltiyear Procurement Appropriation
Language Qui dance Menoranda for specific requirenents and restrictions inposed
by the Congress.

2. oligations. The Supply Managenment Business Area shall obligate the
m ni mum amount required for the period of the contract.

a. |If the contract provides for annual terms with options to extend
the terms in subsequent years, the obligation shall be for the anmpunt required
to be procured by the Government in the first year. The obligation for each
option year shall be recorded when the option is exercised.

h. If the contract provides for mninumquantities over a period of
more than one year, the obligation shall be recorded for the sumof all of the
mnimum quantities times the agreed price. If the contract provides for
m ni num dol I ar amounts for a period of nmore than one year, the obligation shal
be recorded for the sum of the mninum dollar amounts
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3. Cost of Items. The cost of items procured by nultiple year contracts
shall be the amount paid for each item [If termination costs are incurred or
i f mninmm guaranteed amounts are not met for itens procured, the additional
costs paid under the terms of the contract shall be recorded as Supply
Management Business Area materiel obligations.

T. BUDGETARY ACCOUNTS

1. General. Budgetary accounts are used to control and account for
obligation authority received from appropriations and contract authority, both
apportioned by OVB. Supply Mnagement Business Areas are subject to
apportionment as required by the Anti-Deficiency Act in accordance with the
procedures prescribed in OMB Crcular A-34, “Instructions on Budget
Execution.”

2. Alocations. The general provisions of the annual Appropriations Act
provide that "Except in amounts equal to the amounts appropriated to working
capital funds in this Act, no obligations may be nmade against a working capita
fund to procure war reserve material inventory unless the Secretary of Defense
has notified the Congress prior to any such obligation.” Cbligation authority
for mobilization purposes shall be allocated and allotted separately as direct
program  (oligations for nobilization purposes are defined in Volune 2,
“Budget fornulation and Execution,” of this Regulation. Qperating obligations
consist of all obligations that do not nmeet the criteria defined for
mobi | i zation and shall be allocated and allotted separately as reinbursable
program bligations shall be accounted for and reported separately as
nobi | i zation and operating. Subaccounts to the budgetary accounts prescribed
by this Regulation shall be established by the Defense Finance and Accounting
Service to satisfy these requirenments
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ASSESSMENT OF | NVENTCRY AMOUNTS

Determ nations as to the reasonabl eness of amounts shown in the genera
| edger accounts and reported in financial statenents shall be based on a top-
down approach. This approach is necessary because the size of DoD
inventories normally precludes a 100 percent physical inventory.

a. As a first step, the balance in the inventory general |edger
account shall be conpared to logistic records. This conparison shal
reconcile differences resulting from inventory receipts and issues that were
not posted to the general |edger accounts but that were recorded in |ogistic
records or vice versa. The purpose of this reconciliation is to support a
management determnation that the balances in the accounting system and the
| ogistics system are in substantial agreement.

b. When the reconciliation of the logistic records to the general
| edger account balances is conpleted, physical inventories shall be taken to
ensure that the nunber of items reflected in logistic records are reasonably
accurate. The reconciliation process is displayed in illustrations 1 through
4 of this addendum Illustration 4 is a work sheet intended to denonstrate
the overall reconciliation of the general |edger accounts with the |ogistic
records. Assuch it is usable for both stages of the reconciliation process.

c. Physical counts of DoD inventories shall be taken periodically
and nust be designed to provide a reasonable assurance that |ogistic records
accurately reflect on hand quantities. The sizes of these inventories
preclude a 100 percent count except in unusual circunstances such as a major
breakdown in internal controls. Therefore, it is frequently necessary to use
statistical sanpling techniques. Acceptable statistical sanpling techniques
are widely prescribed and any acceptable technique nmay be used so long as
every itemincluded in inventory has a probability of selection. Wen a DoD
Conponent elects to use statistical sanpling techniques the results nust be
such as to provide reasonabl e assurance that the general |edger accounts are
accurate with a 90 percent level of confidence and a precision level of + or
- 2.5 percent.

d. Care nust be taken to consider infloat documentation, i.e.,
receipts and issues before reaching any conclusions that property records are
not accurate.

e. Ajustments to logistic records and financial records shall be
made only for those specific itens where the physical counts or supporting
docunentation (e.g., receiving reports, inventory records, issue docunents)
di scl ose overages or underages. However, there should be a statistica

projection of the dollar inpact on the financial records. |If the dollar
value is material, the sanple size should be increased and another estinmate
of the inpact made. If this estimate also discloses a material inpact then a

conplete inventory shall be taken or the financial statements qualified to
disclose the fact that the reported inventory values are inaccurate. Failure
to conduct required physical inventories shall be disclosed as a material
weakness in Section 4 of the Federal Managers’ Financial Integrity Act
statement if the inventory dollar value is significant
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f.  Adjustments to the general |deger accounts and the itemlogistic
records shall be supported by a DD Form 200 "Report of Survey," prepared in
accordance with DoD Manual 7200.10-M "Departnent of Defense Accounting and
Reporting for Government Property Lost, Danaged, or Destroyed.” DD From 200
is used for preparing the governnent property lost, gained, damaged or
destroyed report on inventory.
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| NVENTORY RECONCI LI ATI ON PROCESS -
GENERAL LEDGER/ | TEM ACCOUNTABI LI TY RECORDS WORK SHEET

Balance in G/L acct $ Total of itemaccountability records $
ADD: ADD:
Inventory receipts not Increases to G/L

recorded in G/L acct

Price increases not
recorded in G/L acct

Other increases to

inventory not

recorded in G/L acct
(List on separate
sheet)

Total additions

SUBTRACT:
Inventory issues not
recorded in G/L acct

Price decreases not
recorded in G/L acct

Other decreases to

inventory not

recorded in G/L acct
(List on separate
sheet

Total subtractions

Adjusted G/L acct balance

acct not made to
itemaccountability records
(List on separate
sheet)

SUBTRACT:
Decreases to G/L
acct not made to
item accountability records

(list on separate
sheet)

Adjusted item accountability
records balance
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ACCOUNTI NG | LLUSTRATI ON
ACCOUNTI NG FOR | NVENTORI ES WHEN USI NG STANDARD PRI CE PRACTI CES

A GENERAL

1. The mlitary departnents record inventory at its standard [sales]
price. As a rule, that value changes only once a year and is effective as of
the first day of a fiscal year. The standard price includes cost recovery
factors (commonly termed “surcharges”) to recover operating costs and antici-
pate price inflation changes. The difference between the standard price of
an inventory itemand its acquisition cost is an unrealized gain which will
not becone realized until that itemis classified as potential excess, sold
or otherwise |eaves the supply nmanagenment stocking point. Holding gain and
| oss accounts have been established to accunulate the value of holding gains
and losses during the fiscal year. \Wen inventory is sold or otherwse
di sposed, the previously unrealized holding gain or loss is realized and
recorded in account 1529.1A, “Realization of Holding Gains/Losses.” The
hol ding gain and | oss accounts are:

1529. 1A Realization of Holding Gains/Losses
1529. 1B Purchases at Standard Price

1529. 1C Purchases at Cost

1529. 1D Materiel Returns at Standard Price
1529. 1E Materiel Returns - Credit Gven
1529. 1F Materiel Returns Wthout Credit Gven
1529.1G Standard Price Changes-Gin
1529. 1H Accounting Adjustments-Gain

1529. 1) Assenbl y/ Di sassenbl y- Gai n

1529. 1K Physical Inventory Adjustnents-Gin
1529. 1L I ncomi ng Shi pnents-Gin

1529. 1M Conpleted Inventory Repairs

1529. IN Receipts of Materiel Wthout Charge
1529. 1P Qher-Gin

1529.1Q Latest Acquisition Cost Adjustnent
1529. 1R Standard Price Changes-Loss

1529. 1S Accounting Adjustnents-Loss

1529. 1T Assenbl y/ Di sassenbl y- Loss

1529. 1U Physical Inventory Adjustnents-Loss
1529. 1V Incom ng Shi pments-Loss

1529. 1W Shrinkage and O her Adjustments-Loss
1529. 1X Actual Repair Costs

1529. 1Y |Issues Wthout Reinbursement
1529.1Z O her-Loss

NOTE: Every event that results in a change in the standard price value of
existing inventory should be reflected in one of the holding gain or
| oss accounts specified above. |f one of the above accounts is not

descriptive of a recurring and significant inventory event that
affects the value of inventory at standard price, then an additiona
hol di ng gain/loss subaccount(s) should be requested to be
established for that purpose. Such requests should be forwarded to
the Director for Accounting Policy, Ofice of the Under Secretary of
Def ense (Conptrol | er/Financial Managenent).
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2. Through use of the above allowance accounts, inventories should be
reported on the Statement of Financial Condition and cost of Goods Sold at
| atest acquisition cost and operating results should not be adversely
affected by unrealized gains and losses in inventory values and differences
between nonthly and annual reporting processes.

3. For financial statement presentation, inventory is shown at its
| atest acquisition cost. The cost of inventory items sold is shown, in
accordance with Statement of Federal Financial Accounting Standards No. 3
“Accounting for Inventory and Related Property,” at an approximtion of its
historical (actual) cost. The inventory accounts mnus the unrealized gains
or losses amount in the allowance account will approximte inventory at
acqui sition cost.

4. The following illustration provides an explanation of the accounting
necessary to properly record the DBOF supply managenent inventory for those
supply management business areas which maintain inventory values at standard
(selling) price. The illustration demonstrates the affect on unrealized
hol ding gains due to standard price adjustments, purchases, inventory
returns, and other transactions. The illustration also demonstrates the
conmput ati ons necessary to properly adjust cost of goods sold to the actua
cost of the itenms sold.

5. The accounting for, and reporting of, inventory requires the
cooperation of, and information from both the entity at which daily
transactions occur and the entity that uses the transaction data. For
reporting purposes, the transactions described herein may be recorded at the
reporting level if the transaction level does not have the capability to do
so at this time. As soon as systems permt, the transactions should all be
recorded at the transaction level. Mny, but not all, of the accounting
entries contained within this addendum should be prepared at the transaction
level . The transaction level should be able to recognize many of the holding
gain and loss accounts as a reclassification of existing accounts. The
significant difference is that those accounts are classified differently than
they were previously. The reclassification was necessary so that the
unrealized holding gain or loss would be recognized only when inventory is
sold or otherwi se |eaves the supply management stocking point.

6. Roughly, the following steps shall be performed in accounting for
and reporting of, inventory at its latest acquisition cost. The follow ng
direction nust be consistently followed. Any changes to the follow ng steps
shoul d be proposed to the Director for Accounting Policy, Ofice of the Under
Secretary of Defense (Conptroller/Financial Managenent). DoD Conponent
system or other differences may require deviation fromthe follow ng steps
however, prior to inplenmentation, those deviations nust be approved by the
Director for Accounting Policy.

Step 1 Establish initial inventory allowance account to identify cost
recovery factors, prior year inflation, repair costs, and wite-
down of potential excess at the amount of the last adjustment
contained in the FY 1994 Chief Financial Oficer Act financia
report submission. (NOTE: This is a one-time step to initially
establish the allowance account at the same value as reported on
the prior year CFO submission. For followng years, the
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inventory allowance account will be continued at its then
current anount.)

Step 2 Mnthly, Stratify on-hand inventory by authorized levels using
nost current stratification data available. (Currently,
inventory stratification data is updated only quarterly. That
data, when received, is the nost current stratification data
avail abl e and shall be used for 3 nonths until the next
quarterly stratification report is available.) Stratification
l'evel s include:

Approved acquisition |evel
Aut horized retention
Potential excess

Step 3 Stratify on-hand inventory by:
Repar abl es
Non- Repar abl es ( Consunabl es)

Step 4 Stratify on-hand inventory by:
Servi ceabhl e
Unser vi ceabl e

Step 5 Renobve cost recovery factors (i.e., surcharges) and, if
applicable, prior year inflation factors from all on-hand
i nventories.

Step 6 For unserviceable portion of on-hand reparable inventories,
remove repair cost percentage.

Step 7 For potential excess and unserviceable portion of non-reparable
on-hand inventories, adjust to net realizable value
(Annual 'y, the adjustment percentage changes. Currently,
it is approximately 2 percent of sales price.)

Step 8 For in-transit inventories, deternine
Amount  from contractors
Amount of reparables
Servi ceabl e
Unservi ceabl e

Step 9 For in-transit inventories, determne if:
Amount from contractors is at acquisition cost
Amount of reparables is at sales price |less cost recovery
and inflation factors and repair cost

Step 10 For in-transit inventories, renmove, cost recovery factor
(i.e., surcharges) and prior year inflation factors

Step 11 For unserviceable portion of in-transit reparable inventories,
renove repair cost percentage if necessary

Step 12 For non-reparable portion of in-transit unserviceable
inventories, adjust to net realizable value
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Step 13 prepare journal vouchers to record in the allowance account al
gains and |osses to inventory occurring during the nonth, e.g
Purchases at sales price and purchases at cost
Customer returns without cost
Sales price gains and |osses

Physical inventory and accounting gains and |osses
I ncom ng shipnents gains and |osses
Shrinkage, damage, and other |osses

Step 14 prepare journal vouchers to record decrease in allowance
account based upon the percentage of allowance account to
inventory times total sales for

Sales to custoners
Transfers to disposa

Step 15 Prepare journal vouchers at the end of the nonth to adjust on-
hand and in-transit inventories as described above in order to
establish inventory at |atest acquisition cost.

B. MONTH ONE

1. ESTABLISH INITIAL | NVENTORY ALLOMNCE AMODUNT. As of Cctober
general |edger account 1529.1, “Allowance for Holding Gain/Loss -
Inventory Held “for Sale,” general |edger account 1529.2, “Allowance for
Hol ding Gain/Loss - Inventory Held in Reserve for Future Sale,” and
general |edger account 1529.3, “Allowance for Repairs,” should be
established to identify cost recovery factors (i.e., surcharges), prior
year inflation, repair costs, and wite-down of potential excess at the
same amount of the |ast adjustnent contained in the FY 1994 Chief
Financial Oficer Act financial report submission. This is a one-tine
step to initially establish the allowance account at the sanme val ue as
reported on the prior year CFO subnission. For following years, the
inventory allowance account will be continued at its then current
For illustration purposes, assume the initial allowance amount for
“Inventory Held For Sale” is $7,000. The following tables are included
to assist in the understanding of the inventory accounting process. The
entries may be made at the transaction level or summarized at the nonthly
reporting level but not at both levels. The table to illustrate the

begi nning inventory position for “Inventory Held for Sale,” is:

1, 1994,

anount .

Inventory Held For Sale
Transaction Quantity StF?rr}dCa;r d Al'l\r?omfnqce Am)zjgést?m d
Begi nni ng 100 $34, 500 $7,000 $27, 500
| nventory
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2. ADJUSTMENT OF |NVENTORY TO NEW STANDARD PRI CE

Dr 1521 Inventory Held for Sale $ 500
Cr 1529.1G Standard Price Changes-Gain $ 500

Entry to adjust value of inventory items in stock to the now current
standard price when the recorded value of those itens at the prior
standard price was LESS than the now current standard price

[Assunme that 100 items are in inventory, the previous standard price
was $345 per item and the allowance account had a credit beginning
bal ance of $7,000. Those itens require revaluation to the current
$350 standard price. The revaluation will then require a $500

adj ustment -- 100 items @ $5 adjustnent per item = $500.]

NOTE: Gains or |losses associated with the valuation of inventory,
al though recogni zed, are not realized. Realization of the gain or
| oss occurs only when an item of inventory is sold or otherw se

| eaves the supply managenment stocking point.

Additional ly, gains or losses recorded to the allowance account is
the difference in amount between the standard price of a comuodity
itemand the anmount, if any, paid for that item i.e., the
difference between purchases at standard and purchases at cost. The
Al'l owance for Gain/Loss account may be affected for a nyriad of
reasons -- increases/decreases to the standard price; differences
between standard price and purchase cost; returns without credit;
returns with partial credit, items “found” during physical

inventory; etc.

Inventory Held For Sale
- , St andard Al | owance Amount  Pai d
Transaction Quantity Price Amount (Cost)
Begi nni ng 100 $34, 500 $7,000 $27, 500
| nventory
B. 2. - 0- $ 500 $ 500 $- 0-

3. PURCHASE OF | NVENTORY |TEMS

Dr 1521 Inventory Held for Sale $3,500 1/

Cr 1529. 1B Purchases at Standard Price $3,500 1/
Dr 1529.1C Purchases at Cost $3,000 2/

Cr 2110 Applicable Accounts Payabl e $3,000 2/
1/ The standard price of each itemis $350 (10 x $350 = $3, 500)
2/ The purchase cost of each itemis $300 (10 x $300 = $3.000)

The unrealized gain per itemis $3,500 - $3,000 = $ 500
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Inventory Held For Sale

Transaction Quantity Sth;lrnidgerd Alpl‘r(r)o\l\ﬁg%e Ann(u&t)stl)Dal d
Begi nni ng 100 $34, 500 $7, 000 $27, 500
| nventory
B.2. -0- $ 500 $ 500 $- 0-
B.3. 10 $ 3,500 $ 500 $ 3,000
4.  CUSTOVER RETURNS OF MATERIAL WTHOUT CREDIT
Dr 1521 Inventory Held for Sale $1, 050
Cr 1529.1F Materiel Returns Wthout Credit Gven $1, 050

Entry to record a return of 3 inventory items from custoners for
which a credit is not granted. The Standard Price of each itemis

$350 (3 x $350 = $1, 050).

Inventory Held For Sale

- - St andar d Al | owance Amount  Pai d
Transaction Quantity Price Anount (cost)
Begi nni ng 100 $34, 500 $7, 000 $27,500
| nventory
B. 2. -0- $ 500 $ 500 $- 0-
B. 3. 10 $ 3,500 $ 500 $ 3,000
B. 4. 3 $ 1,050 $ 1,050 $- 0-
5. CUSTOVER RETURNS OF MATERIAL WTH CREDIT
Dr 1521 Inventory Held for Sale $1,050. 1/
Cr 1529.1D Materiel Returns at Standard $1,050 |/
Dr 1529.1E Materiel Returns - Credit Gven $ 600 2/
Cr 1311 Accounts Receivabl e- Gover nnent - Cur r ent $ 600 2/

Entry to record a return of 3 inventory items from customers for

which a credit of $200 per itemis granted.

1/ The Standard Price of each itemis $350 (3 x $350 = $1, 050).

2/ $200 credit per itemx 3 items = $600
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| nventory Held For Sale
Transaction Quantity Stsrnidger d NAIJ?D\AL/?nntce Ann(ug;stl)Dal d
Begi nni ng 100 $34, 500 $7,000 $27, 500
| nventory
B. 2. -0- $ 500 $ 500 $- 0-
B. 3. 10 $ 3,500 $ 500 $ 3,000
B. 4. 3 $ 1,050 $ 1,050 $-0-
B. 5. 3 $ 1,050 $ 450 $ 600

SALE OF | NVENTORY W THOUT AN EXCHANGE

Dr 1311 Accounts Receivabl e-Governnent - Current $14,000 1/

Cr 5101 Revenue from Goods Sold - DBOF $14, 000 1/
Dr 6500 Cost of Goods Sol d $14,000 2/
Cr 1521 Inventory Held for Sale $14,000 2/

Entry to record sale of inventory and the associated cost of the

goods sold. (Although the revenue and the cost of goods sold are,

under the standard price method, initially recorded at the sanme

value, a nonth-end adjusting entry adjusts the balance recorded as

Cost of Coods Sold to the actual cost.)

1/ 40 itens are sold for $350 per itemfor a total of $14, 000.

2/ The standard price is $350 per itemfor a total inventory
reduction of $14,000 (40 items x $350 = $14,000). [See nonth-
end adjusting entry for adjustment of the "Cost of Goods Sol d”

account . |
Inventory Held For Sale
Transaction Quantity Sth;lrnidger d AIA#D\/\L/?the Am)(u&t)StI)Dai d
Begi nni ng 100 $34, 500 $7, 000 $27, 500
| nventory
B. 2. -0- $ 500 $ 500 $ -0
B. 3. 10 $ 3,500 $ 500 $ 3,000
B. 4. 3 $ 1,050 $ 1,050 $ -0-
B. 5. 3 $ 1,050 $ 450 $ 600
B. 6. (40) ($14,000) N A
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7. SALE OF | NVENTORY WTH AN EXCHANGE

Dr 1523.1 Exchange (DLR) Inventory in Transit $5, 250 1/
D 1311 Accounts Receivabl e- Government - Curr ent $2,700 2/
Cr 5101  Revenue from Goods Sold - DBOF $5, 250 3/
Cr 1529.3A Estimted Repair Costs $1,650 4/
Cr 1529.3B Al lowance for Surcharge $1,050 5/
Dr 6500 Cost of Goods Sold $5, 250 6/
Cr 1521 Inventory Held for Sale $5, 250 6/

Entry to record sale of inventory and the associated cost of the
goods sold when a reparable itemis exchanged for a ready for issue
item Fifteen carcasses are exchanged for ready for issue itens.
1/ 15 carcasses needing repair are to be sent, but have not
yet been sent, in partial exchange for the itens sold.
The in-transit carcasses are recorded in Account 1523.1,
“Exchange (DLR) Inventory in Transit,” at their standard Price
of $5,250 [$350 Standard Price x 15 carcasses = $5,250. An
estimated repair cost is established -- see note 4/ below)
2/ The $2,700 anount billed is the difference between the $5,250
standard price of the items less the $2550 val ue of the
exchanged carcasses.

3 15 items sold for $350 per item = $5,250
4/ 15 carcasses x $110 estimated cost to repair a carcass = $1,650
5/  Approximate surcharge included in ready for issue inventory
items. In this case, about 20% [20% x $5250 = $1050
6/ The standard price is $350 per itemfor a Inventory Held for
Sal e reduction of $5,250 (15 items x $350 = $5, 250).
[See nonth-end adjusting entry for adjustment of the
“Cost of Goods Sold” account. ]
Inventory Held For Sale
Transaction Quantity Stgrr}dcaerd AlAln%V\lﬁ]Tce Am)??ést?a' d
Begi nni ng 100 $34, 500 $7, 000 $27, 500
| nventory
B. 2. -0- $ 500 $ 500 $ -0-
B. 3. 10 $ 3,500 $ 500 $ 3,000
B. 4. 3 $ 1,050 $ 1,050 $ -0-
B. 5. 3 $ 1,050 $ 450 $ 600
B. 6. (40) ($14, 000) N A
B.7. (15) ($ 5,250 N A
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Exchange (DLR)

Inventory in Transit

- - St andard Al | owance Anpunt Paid
Transaction Quantity Price for Repair (Cost)
B.7. 15 $ 5,250 $ 2,700 $ 2,550
8. RECEIPT OF EXCHANGE (DLR) | NVENTORY
Dr 1523 Inventory Held for Repair $5, 250

Cr 1523.1 Exchange (DLR) Inventory in Transit $5, 250
Entry to record receipt of exchange (DLR) inventory. The exchange
itemis recorded at its standard price. (A standard all owance for
repair was established at the time the exchange transaction occurred

- see #7 above.)

I nventory Held for Repair
- . St andard. Al | owance Amount  Pai d
Transaction Quanti ty Price for Repair (Cost)
B. 8. 15 $ 5,250 $ 2,700 $ 2,550
Exchange (DLR) Inventory in Transit
- : St andard Al | owance Amount Paid
Transacti on Quantity Price for Repair (cost)
B.7. 15 $ 5,250 $ 2,700 $ 2,550
B. 8. (15) ($ 5,250) 27706 27550
Tot al -0- -0- -0- -0-

9. REVALUATI ON OF EXCESS OR BEYOND REPAIR | NVENTORY

Inventory is revalued to its net realizable value (approximtely,
2 percent of standard price) when (1) it is stratified as potential
reutilization/disposal [i.

stratification |evel

Recl amation,” or “S -

not able to be repaired].
be recognized in the period in which the witedown

not include unrealized gains associated with

uP_

repair [i.e.,
writedown shall
The loss shal

occurs.

e., potentia
carries a condition code of “H -
Scrap,"” or (3) determined to be beyond

55-2-9
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that inventory. The illustration below is to recognize the loss
associated with itens stratified as potential excess.

D 1524 Inventory - Excess, Cbsolete,

and Beyond Repair $ 70 1.
Dr 1529.1A Realization of Holding Gains/Losses $ 819 2/
D 7291.2 Excess/ Qbsol escence/ Spoil age Loss $2,611 3/

Cr 1521  Inventory Held for Sale $3,500 1/
Entry to reclassify inventory itens when those items are stratified
as potential excess. In this illustration, 10 itenms with a carrying
value of $350 per item = $3,500 were declared potential excess
[NOTE:  In this illustration, these potential excess itens are to be

subsequently transferred to reutilization. See “Mnth 2,”
transaction 3 on pages 85-86.]

1/ 10 items with a Standard Price of $350 per item = $3,500 were
determned potentially excess. Itens declared potentially
excess should be valued at net realizable value (currently,
approxi mately 2 percent of standard price).

2/ \Wen items nove between inventory categories, the allowance
accounts in the respective inventory categories are decreased/
increased respectively. In this case, items are noving from the
“I'nventory Held for Sale” category to the “Inventory - Excess
(bsol ete, and Beyond Repair” category. The amount of the
al l owance is determned through use of the percentage anmount
determined in the nonth-end adjustnent of cost of goods (see
item 10 below). The percentage amount, in this illustration, is
76.60 percent. 76.60 percent x $3,500 = $2,681 - $3,500 = $819.

3/ The $3500 carrying value of the inventory less the $70 sal vage
value and less the $819 allowance equals the $2,611 |oss.

Inventory Held For Sale
Transaction Quantity Sth)irr}dCaer d Ng\%\/\fnntce Arm(ucrgstliai d
Begi nni ng 100 $34 ,500 $7, 000 $27, 500
| nventory
B. 2. - 0- $ 500 $ 500 $ -0-
B. 3. 10 $ 3,500 $ 500 $ 3,000
B. 4. 3 $ 1,050 $ 1,050 $ -0-
B. 5. 3 $ 1,050 $ 450 $ 600
B. 6. (40) ($14,000) N A
B.7. (15) ($ 5,250) N A
B.9. (10) ($ 3,500) ($ 819 N A
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Inventory - Excess, Cbsolete, and Beyond Repair
2% of -
, , Al | owance Anmount Paid
Transaction Quantity Stsrr;dcaer d Anount ( Cost)
B.9. 10 $ 70 NA N A

10. MONTH END ADJUSTMENT OF | NVENTORY VALUES TO LATEST ACQUI SI TI ON COST

a. The preceding processes are designed for those DBOF supply
managenent business areas maintaining inventory values at standard [selling]
price. For financial statement presentation, the inventory values at
standard [selling] price nust be adjusted to |atest acquisition cost. DOD
Conponents that value inventory at the standard (selling) price of that
inventory shall revalue that inventory to its latest acquisition cost for
financial reporting purposes.

b. The procedure to revalue inventory to its latest acquisition cost
Is to deduct the cost recovery (surcharge) anount and, if applicable, the
prior year inflation amount from both the inventory at standard price value
and the allowance for holding gain and [oss account. For exanple, assume
that the surcharge factor is 15 percent. Then, inventory at standard price
woul d be reduced in valuation by 15 percent with an equal reduction (by
dol lar amount, not percentage anmount) made to the allowance for holding gain
|l oss account. If the potential excess and beyond repair (i.e., not repair-
able) inventory has been previously recorded in the financial inventory
category, “lnventory - Excess, Cbsolete, and Beyond Repair,” should be
recorded at its net realizable value and does not have an allowance account
associated with it. If the entry to adjust the value of potential excess
inventory has not been previously made, as indicated in transaction B.9
above, then the entry should be made at this tinme. The end-of-nonth entries
to adjust inventory recorded at, standard [selling] price to its |atest
acquisition cost are:

| N\VENTORY HELD FOR SALE

The purpose of the following entry is to remove, for financial
reporting purposes, surcharges [and, if applicable, prior year
inflation] from both the inventory at its standard price and
unrealized holding gains. After this adjustment, the inventory wll
be at Latest Acquisition Cost. Immediately after financial report
preparation, the entry shall be reversed.

Dr 1529.1Q Latest Acquisition Cost Adjustnent $2,675
Cr 1521 Inventory Held for Sale $2,675
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| N\VENTORY HELD FOR REPAIR

The purpose of the following entry is to remove, for financial
reporting purposes, surcharges [and, if applicable, prior year
inflation] from both the inventory at its standard price and
unrealized holding gains. After this adjustment, the inventory wll
be at Latest Acquisition Cost. |Inmmediately after financial report
preparation, the entry shall be reversed

Dr 1529.3B Estinmated Exchange Costs $1, 050
Cr 1523 Inventory Held for Repair $1, 050

The follow ng inventory accounts are not used in this illustration
However, the nonth-end adjusting entry for them when they are
applicable are as foll ows:

I NVENTORY | N TRANSIT FROM PROCUREMENT

Generally, inventory in transit from comercial sources is at
acquisition cost and no nonth-end adjustment is necessary. However
I f inventory in transit from commercial sources is valued at
standard price, then the following is necessary to renove,for
financial reporting purposes, surcharges [and, if applicable, prior
year inflation] from both the inventory at its standard price and
unreal i zed holding gains. After this adjustment, the inventory will
be at Latest Acquisition Cost. |Immediately after financial report
preparation, the entry shall be reversed

Dr 1529.1Q Latest Acquisition Cost Adjustnent
Cr 1521.1 Inventory in Transit from Procurenent

| NVENTORY I N TRANSIT FROM DoD ENTI TI ES

The purpse of the following entry is to remve, for financia
reporting purposes, surcharges [and, if applicable, prior year
inflation] from both the inventory at its standard price and
unrealized holding gains. After this adjustnment, the inventory will
be at Latest Acquisition Cost. Immediately after financial report
preparation, the entry shall be reversed.

Dr 1529.1Q Latest Acquisition Cost Adjustment
Cr 1521.2 Inventory in Transit from DoD Entities

| N\VENTORY HELD FOR FUTURE SALE

The purpose of the following entry is to renove, for financia
reporting purposes, surcharges [and, if applicable, prior year
inflation] fromboth the inventory at its standard price and
unrealized holding gains. After this adjustnent, the inventory wll
be at Latest Acquisition Cost. Imediately after financial report
preparation, the entry shall be reversed
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Dr  1529.2 Allowance for Hol ding Gain/Loss -
Inventory Held for Future Sale
Cr 1522 Inventory Held for Future Sale

c. The result of applying the adjustment shall result in an equal,
but opposite, adjustnent for financial statement presentation purposes to the
ending inventory value and that inventory's unrealized holding gain as shown
bel ow.

Lat est
St andar d Adj ust ment  Acqui sition
| nventory Category Price Amount Cost
Inventory Held For Sale $1 7, 850 $2, 675 $15, 175
Inventory Held for Repair $ 5,250 %1 050 $ 4,200
TOTAL $23, 100 . )
Pre- Post -
Adj ustment  Adj ust ment  Adj ust ment
Al | owance Category Val ue Amount Val ue
Latest Acquisition Cost Adjustnent $4, 177 $2, 675 $1, 502
Al owance for Repair $2. 700 $1, 050 $1. 650
TOTAL $6, 877 $3, 725 $3, 152

d. The end of nonth adjustnents shown above shall be reversed inmmed-
lately after financial statement preparation. The reversing entries are:

| N\VENTORY HELD FOR SALE

Dr 1521 Inventory Held for Sale $2,675
Cr 1529.1Q Latest Acquisition Cost Adjustnent $2,675

| N\VENTORY HELD FOR REPAIR

Dr 1523 Inventory Held for Repair $1, 050
Cr 1529. 3B Estimated Exchange Costs $1, 050
NOTE: The follow ng inventory accounts are not used in this illustration.

However, the nonth-end adjusting entry for them when they are
applicable, are as follows:

I NVENTORY I N TRANSI T FROM PROCUREMENT

Dr 1521.1 Inventory in Transit from Procurenent
Cr 1529.1Q Latest Acquisition Cost Adjustnent

I NVENTORY IN TRANSI T FROM DoD ENTI TI ES

Dr 1521.2 Inventory in Transit from DoD Entities
Cr 1529.1Q Latest Acquisition Cost Adjustnent

| N\VENTORY HELD FOR FUTURE SALE
Dr 1522 Inventory Held for Future Sale

Cr 1529.2 Al owance for Holding Gain/Loss -
Inventory Held for Future Sale

55-2-13 Addendum 2



11, MONTH END ADJUSTMENT OF COST OF GOODS SOLD

Dr 1529. 1A Real i zation of Holding Gains/Losses $4,504 1/
Cr 6500 Cost of Goods Sold $4,504 1/

In the preceding entries (transactions B.6. and B.7.), account 6500,
“Cost of Goods Sold,” was debited for the standard price of
inventory sold. The purpose of this entry is to adjust account 6500
to the cost (vice standard price) of inventory sold. The standard
price (i.e., sales price) will generally be nore than the cost due
to the inclusion of cost recovery elenents in the selling price.

1/ | NVENTORY HELD FOR SALE
Unrealized Standard
Cost Gin Price
Begi nning Inventory $27, 500 $7, 000 $34, 500
Price Change $ 500 $ 500
Pur chases $ 3,600 $2. 000 $ 5.600
TOTAL $31. 100 $9, 500 $40, 600
Excess Inventory ($ 2,681) ($ 819)* ($ 3, 500{
Cost of Goods Sold ($14. 746) ($4,504)* ($19, 250
Ending Inventory (at Standard) $13, 673 $4, 177 $17, 850
LAC Adjustnment (see B.10.) ($2.675) ($ 2 675)
Ending Inventory (at LAC

1,502 $15, 175

* Cost of Goods Sold Conputation
$9,500 Unrealized Gain + $40,600 Standard Price = .234
.234 x $3,500 Excess lInventory at Standard Price = $819 gain reduction
234 x $19,250 CGoods Sold at Standard Price = $4,504 realized gain
$19, 250 Goods Sol d at Standard Price - $4, 504 realized gain = $14, 746
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Inventory Held For Sale
Transaction Quantity St&qdcir d Alpl\n%vxfnr}ce Ano(ugctJStI;’ai d
Begi nni ng 100 $34, 500 $7, 000 $27, 500
| nventory
B. 2. -0- $ 500 $ 500 $ -0-
B. 3. 10 $ 3,500 $ 500 $ 3,000
B. 4. 3 $ 1,050 $1, 050 $ -0-
B. 5. 3 $ 1,050 $ 450 $ 600
B. 6. (40) ($14, 000) N A
B.7. (15) ($ 5,250) N A
B.9. (10) ($ 3,500) ($ 819) N A
B. 11. -0- ($4,504) ($14, 746)
Tot al 51 $17, 850 $4, 177 $13,673
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C.  MONTH TWO
1. PURCHASE OF | NVENTORY |TEMS

Dr 1521 Inventory Held for Sale $8,750 1/

Cr 1529.10 Purchases at Standard Price $8,750 1/
Dr  1529.1C Purchases at Cost $7,750 2/

Cr 2110 Applicable Accounts Payable Series $7,750 2/
1/ The standard price of each itemis $350 (25x $350 = $8, 750)
2/ The purchase cost of each itemis $310 (25x $310 = $7, 750)

The unrealized gain per itemis  $8 750 - $7,7500 = $1, 000

Entry to record $310 per item purchase of 25 inventory items with a
standard price of $350 per item

Inventory Held For Sale
Transaction Quantity StF?rr}dCag d N'loﬁnv\ﬁ?ﬁe Ann(u(r:léstl)Dm d
Begi nni ng 51 $17, 850 $4, 177 $13, 673
| nventory
C 1. 25 $ 8,750 $1, 000 $ 7,750

2. REPAIR OF EXCHANGED | NVENTORY

Dr 1521 Inventory Held for Sale $4,550 1/
Dr 1524  Inventory - Excess, Ohbsolete,

and Beyond Repair $ 14 20
Dr 7291.2 Excess/ Cbsol escence/ Spoil age Loss $ 686 3
Cr 1523 Inventory Held for Repair $5,250 4/
Dr 1529.1X Actual Repair Costs $1,500 5/
Cr 2111 Accounts Payabl e- Gover nment - Cur r ent $1,500 5/
Dr 1529. 3A Estimated Repair Costs $1, 650 6l
Dr 1529.3B Estimated Exchange Costs $1,050 6/
Cr 1529. 1M Conpl eted Inventory Repairs $2,700 6/

1/ $4,550 = the $350 Standard Price x 13 repaired itens. [Note
that this amount does not equal the $5,250 anmount recorded in
account 1523, "lInventory Held for Repair.” In this
illustration, the reason for this is because although 15 itens
were sent for repair, the repair facility determned that 2 of
the 15 exchanged items could not be repaired. [$350 Standard
Price per itemx 2 itenms = $700. $5,250 - $700 = $4,550].

2/ Two of the carcasses could not be repaired. The standard price
of the itens was $350 x 2 items = $700. The net realizable
value is approxinmately 2 percent. $700 x 2% = $14.
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3/ The loss is equal to the $700 standard price of the two itens
|l ess the $14 net realizable value = $686.

4/ Upon,

Repair,
established for the repaired itens.

receipt of repaired items, GLA 1523,

“I'nventory Held for

is always reduced (credited) in the amunt that was

5/ 13 of the exchanged carcasses could be repaired. $1,500 was the
amount charged by the repair facility for 13 repaired carcasses.

6/ Upon receipt of repaired items, GA 1529.3A and GLA 1529.3B are
al ways reduced (debited) in the amount that was established for
the repaired itens.

Inventory Held For Sale
Transacti on Quantity Stgrr}dgéd Alplng\l/]vr?tnce AnDEJ&Sth)ﬂ d
Begi nni ng 51 $17, 850 $4, 177 $13, 673
| nventory
C L 25 $ 8,750 $1, 000 $ 7,750
C.2. 13 $ 4,550 $1, 200 $ 3,350
I nventory Held For Repair
- , St andard Al'l owance Amount  Pai d
Transaction Quantity Price for Repair (Cost)
B. 8. 15 $ 5,250 $ 2,700 $ 2,550
C 2. (15) ($ 5,250) ($ 2,700) ($ 2,550)
Tot al -0- - 0- - 0- N A
Inventory - Excess, Cbsolete, and Beyond Repair
2% of :
Transaction Quantity St andard AIAI\n%\Al/Janr}ce Am)(u&t)stl)Dal d
Price
B.9. 10 $ 70 N A N A
C2. 2 $ 14 N A N A
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3. TRANSFER OR EXCESS, OBSOLETE, OR BEYOND REPAIR | NVENTORY

a. Excess, (bsolete, and Beyond Repair Inventory Transferred by
Stock Point to Defense Reutilization and Marketing Service
( DRVD)
D 7291.2 Excess/ osol escence/ Spoi | age Loss $ 84
Cr 1524 Inventory - Excess, bsolete,
and Beyond Repair $ 84
Entry recorded by stock point to transfer excess, obsolete, or
beyond repair items to the DRVS.
Inventory - Excess, bsolete, and Beyond Repair
- - Sal vage Al | owance Amount Pai d
Transaction Quantity Val ue Amount (Cost)
B.9. 10 $ 70 N A N A
C2. 2 $ 14 N A N A
C3.a (12) ($ 84) N A N A
Tot al -0- -0- N A N A
b. Excess, (nsolete. and Beyond Repair Inventory Received by

Def ense Reutilization and Marketing Service (DRVS)

Dr 1765 Property Awaiting Disposal

Cr

7193 O her

M scel | aneous Gai ns

$ 84
$ 84

Entry recorded by DRVS for the transferred value of itens declared
or beyond repair.

€XCess,

4. PHYSI CAL

obsol et e,

| NVENTORY ADJUSTMENTS

Dr 1521 Inventory Held for Sale

Cr 1529. 1K Physi cal,

Differences between physical
affect the balance of unrealized holding gains or |osses.
adj ustnment to unrealized gains or |osses shall

I nventory Adjustments-Gain

$2,100 1L
$2, 100

inventory counts and inventory records

The

be recorded at the

current carrying value of the itens (an increase to inventory for
gains and a decrease to inventory for |osses).

1/ Physi cal
show.

55-2-20
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Inventory Held For Sale
Transact i on Quantity Stsrnidcaerd Al,l«?nmfr?tce AnoLErétostF;al d
Begi nni ng 51 $17, 850 $4, 177 $13, 673
| nventory
C 1 25 $ 8,750 $1, 000 $ 7,750
C 2. 13 $ 4,550 $1, 200 $ 3,350
C 4. 6 $ 2,100 $ 2,100 N A
5. SALE OF I NVENTORY W THOUT AN EXCHANGE
Dr 1311 Accounts Receivable-Covernnent - Current  $22,750 1/
Cr 5101 Revenue from Goods Sol d - DBOF $22,750 1/
Dr 6500 Cost of Goods Sold $22,750 2/
Cr 1521 Inventory Held for Sale $22, 750 2/

Entry to record sale of inventory and the associated cost of the
The sales price will
acquisition cost due to the inclusion of cost recovery elenments in
the selling price.
1/ 65 itens are sold for $350 per itemfor a total of $22,750.

goods sol d.

2/ The standard price is $350 per itemfor a tota
reduction of $22,750 (65 items x $350 = $22,750).

generally be nore than the |atest

i nventory

[ See nont h-

end adjusting entry for adjustment of the “Cost of Goods Sold"

account . ]
Inventory Held For Sale
- . St andard Al | onance Amount  Paid
Transaction Quantity Price Amount (Cost)
Begi nni ng 51 $17, 850 $4, 177 $13,673
| nventory
C 1 25 $ 8,750 $1, 000 $ 7,750
C2. 13 $4, 550 $1, 200 $ 3,350
C 4. 6 $ 2,100 $2, 100 N A
C.5. (65) ($22, 750)
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6. MONTH END ADJUSTMENT OF | NVENTORY VALUES TO LATEST ACQUI SI TI ON COST

a. The procedure to revalue inventory to its latest acquisition cost
is to deduct the cost recovery (surcharge) amount and, if applicable, the
prior year inflation anount from both the inventory at standard price value
and the allowance for holding gain and |oss account. For exanple, assune
that the surcharge factor is 15 percent. Then, inventory at standard price
woul d be reduced in valuation by 15 percent with an equal reduction (by
dol I 'ar amount, not percentage anount) made to the allowance for holding gain
loss account. |f the potential excess and beyond repair (i.e., not repair-
able) inventory has been previously recorded in the financial inventory
category, “Inventory - Excess, Cbsolete, and Beyond Repair,” should be
recorded at its net realizable value and does not have an allowance account
associated with it. If an entry to adjust the value of potential excess
inventory has not been previously made, then the entry should be made at this
time. The end-of-nonth entries to adjust inventory recorded at standard
[selling] price to its latest acquisition cost are:

| N\VENTCRY HELD FOR SALE

The purpose of the followng entry is to remove, for financia
reporting purposes, surcharges [and, if applicable, prior year
inflation] fromboth the inventory at its standard price and
unrealized holding, gains. After this adjustment, the inventory will
be at Latest Acquisition Cost. |Immediately after financial report
preparation, the entry shall be reversed

D 1529.1Q Latest Acquisition Cost Adjustnent $1,575
Cr 1521 Inventory Held for Sale $1, 575
NOTE: The followi ng inventory accounts are not used in this illustration.

However, the nonth-end adjusting entry for them when they are
applicable, are as follows:

| NVENTORY HELD FOR REPAIR

The purpose of the following entry is to remove, for financia
reporting purposes, surcharges [and, if applicable, prior year
inflation] from both the inventory at its standard price and
unreal i zed holding gains. After this adjustment, the inventory will
be at Latest Acquisition Cost. Immediately after financial report
preparation, the entry shall be reversed

Dr  1529.3B Estimated Exchange Costs
Cr 1523 Inventory Held for Repair

| NVENTORY |N TRANSI T FROM PROCUREMENT

General ly, inventory in transit from comercial sources is at

acqui sition cost and no nonth-end adjustment is necessary. However,
if inventory in transit fromconmercial sources is valued at
standard price, then the following is necessary to renove, for
financial reporting purposes, surcharges [and, if applicable, prior
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year inflation] from both the inventory at its standard price and
unrealized holding gains. After this adjustnent, the inventory will
be at Latest Acquisition Cost. Inmmediately after financial report
preparation, the entry shall be reversed.

D 1529.1Q Latest Acquisition Cost Adjustnent
Cr 1521.1 Inventory in Transit from Procurenent

| NVENTORY | N TRANSI T FROM DoD ENTI TI ES

The purpose of the following entry is to renove, for financial
reporting purposes, surcharges [and, if applicable, prior year
inflation] from both the inventory at its standard price and
unrealized holding gains. After this adjustment, the inventory wll
be at Latest Acquisition Cost. |mediately after financial report
preparation, the entry shall be reversed.

D 1529.1Q Latest Acquisition Cost Adjustnent
Cr 1521.2 Inventory in Transit from DoD Entities

| N\VENTCORY HELD FOR FUTURE SALE

The purpose of the following entry is to remove, for financial
reporting purposes, surcharges [and, if applicable, prior year
inflation] fromboth the inventory at its standard price and
unrealized holding gains. After this adjustment, the inventory will
be at Latest Acquisition Cost. Immediately after financial report
preparation, the entry shall be reversed.

D 1529.2 Allowance for Hol ding Gain/Loss -
Inventory Held for Future Sale
Cr 1522 Inventory Held for Future Sale

b. The result of applying the adjustment factor shall result in an
equal, but opposite, adjustment for financial statement presentation purposes
to the ending inventory value and that inventory's unrealized holding gain
as shown bel ow

Lat est

St andard Adj ustment Acquisition
| nventory Category Price Anmount Cost
I nventory Held For Sale $10, 500 $1, 575 $8, 925
Pre- Post -

Adj ust nent  Adj ust nent  Adj ust nent
Al l owance Category Val ue Amount Val ue
Latest Acquisition Cost  Adjustnent $2,677 $1, 575 $1, 102
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c. The end of nonth adjustments shown above shall be reversed inmred-
iately after financial statenment preparation. The reversing entries are:

| N\VENTORY HELD FOR SALE

Dr 1521 Inventory Held for Sale $1, 575
Cr 1529.1Q Latest Acquisition Cost Adjustment $1, 575
NOTE: The followi ng inventory accounts are not used in this illustration.

However, the nonth-end adjusting entry for them when they are
applicable, are as follows:

| N\VENTORY HELD FOR REPAIR

Dr 1523 Inventory Held for Repair
Cr 1529.3 Allowance for Repairs

I NVENTORY | N TRANSIT FROM PROCUREMENT

Dr  1521.1 Inventory in Transit from Procurenent
Cr 1529.1Q Latest Acquisition Cost Adjustnent

I NVENTORY I N TRANSI T FROM DoD ENTI TI ES

Dr  1521.2 Inventory in Transit from DoD Entities
Cr 1529.1Q Latest Acquisition Cost Adjustnent

| NVENTORY HELD FOR FUTURE SALE
Dr 1522 Inventory Held for Future Sale
Cr 1529.2 Alowance for Hol ding Gain/Loss -
Inventory Held for Future Sale

7. MONTH END ADJUSTMENT OF COST OF GOODS SOLD

Dr  1529. 1A Realization of Holding Gains/Losses $5, 800 1/
Cr 6500 Cost of Goods Sol d $5,800 1/

In the preceding entry (transaction C5.), account 6500, “Cost of
Goods Sold," was debited for the standard price of inventory sold.
The purpose of this entry is to adjust account 6500 to the cost
(vice standard price) of inventory sold. The standard price (i.e.,
sales price) will generally be more than the cost due to the
inclusion of cost recovery elenments in the selling price.

1/ (See Fol | owi ng Page)

55-2-24 Addendum 2



I NVENTORY HELD FOR SALE

Unreal i zed Standard

Cost Gain Price
Begi nning Inventory $13,673 $4, 177 $17, 850
Repai red DLR Transfer $ 3,350 $1, 200 $ 4,550
Gains on Inventory $2, 100 $ 2,100
Pur chases $ 7.750 $1. 000 $8. 750
TOTAL $24, 773 $8, 477 $33, 250

Cost of Goods Sold ($16,950) * ($5,800)* (22, 750)
Ending Inventory (at Standard) $ 7,823 $2,677 $10, 500
LAC Adj ustnent (see C.6.) ($1.575) ($ 1,575)
Ending Inventory (at LAC) $1. 102 $8. 925

* Cost of Goods Sold Commutation
$8,477 Unrealized Gain + $33,250 Standard Price = .2549
.2549 x $22,750 Goods Sold at Standard Price = $5,800 realized gain
$22, 750 Goods Sold at Standard Price - $5,800 realized gain = $16, 950

Inventory Held For Sale
Transaction Quantity Sth)irnidCaer d AIAIJ;)DV\L/?nntce Arm(u(r:l(t)stl;’ai d
Begi nni ng 51 $17, 850 $4, 177 $13,673
| nvent ory
C 1l 25 $ 8,750 $1, 000 $ 7,750
C 2. 13 $ 4,550 $1, 200 $ 3,350
C 4. 6 $ 2,100 $2, 100
C.5. (65) ($22, 750)
C1. (%22, 750) ($5, 800) ($16, 950)
Tot al $10, 500 $2,677 $7,823
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ACCQOUNTI NG | LLUSTRATI ON
ACCOUNTI NG FOR | NVENTORI ES WHEN LATEST ACQUI STI TIO N COST PRACTI CES
A CGENERAL

1. The Defense Logistics Agency records inventory at its |atest
acquisition cost. That value may change with each acquisition made during a
fiscal year. The difference between the actual cost of itenms held in
inventory and the value of those same items if they were acquired at the
| atest acquisition cost is an unrealized gain which will not become realized
until that itemis sold or otherwi se |eaves the supply managenent stocking
point. Holding gain and |oss accounts have been established to accunul ate
the value of holding gains and |osses during the fiscal year. Wen inventory
is classified as potential excess, sold or otherw se |eaves the stocking
point, the previously unrealized holding gain or loss is realized and
recorded in account 1529.1A “Realization of Holding Gains/Losses.” The
hol ding gains and accounts are:

1529. 1A Realization of Holding Gains/Losses
1529. 1B Purchases at Standard Price

1529.1C Purchases at Cost

1529.1D Materiel Returns at Standard Price
1529.1E Materiel Returns - Credit Gven
1529.1F Materiel Returns Wthout Credit Gven
1529.1G Standard Price Changes-Gin

1529. 1H Accounting Adjustnents-Gain
1529.1) Assenbl y/ Di sassenbl y- Gai n

1529. 1K Physical Inventory Adjustnents-Gain
1529. 1L Inconing Shi pments-Gin

1529. 1M Conpleted Inventory Repairs

1529. IN Receipts of Materiel Wthout Charge
1529. 1P CQther-Gin

1529.1Q Latest Acquisition Cost Adjustnent
1529. 1R Standard Price Changes-Loss

1529.1S Accounting Adjustnents-Loss

1529. 1T Assenbl y/ Di sassenbl y- Loss

1529.1U Physical Inventory Adjustments-Loss
1529. 1V Incomi ng Shi pments-Loss

1529. 1W Shrinkage and O her Adjustnents-Loss
1529.1X Actual Repair Costs

1529. 1Y Issues Wthout Rei nmbursement
1529.1Z O her-Loss

NOTE: Every event that results in a change in the quantity of inventory,
the value of existing inventory, or both should be reflected in one
of the holding gain or loss accounts specified above. |If one of the

above accounts is not descriptive of a recurring and significant
inventory event, then an additional holding gain/loss account(s) may
be established for that purpose.

2. For financial statement presentation, inventory is shown at its

Iatest'acquisition cost. The cost of inventory items sold is shown, in
accordance with Statement of Federal Financial Accounting Standards No. 3

55-3-1 Addendum 3



“Accounting for Inventory and Related Property,” at an approxi mation of its
historical (actual) cost.

3. The followng sinplified illustration provides an explanation, in
accounting terms, of the accounting necessary to properly record the DBOF
supply management inventory for those supply managenment business areas which
maintain inventory values at the latest invoice price. The illustration
denonstrates the affect on unrealized holding gains due to purchases, |atest
acqui sition cost adjustnments, inventory returns, and other transactions. The
iIlustration also denonstrates conputation necessary to properly adjust cost
of goods sold to the actual cost of the itenms sold.

B. MONTH ONE

1. ESTABLISH INITIAL I NVENTORY ALLOMNCE AMOUNT. As of Cctober 1, 1994
general |edger account 1529.1, “Allowance for Hol ding Gain/Loss -
Inventory Held for Sale," general |edger account 1529.2, “Alowance for
Hol ding Gain/Loss - Inventory Held in Reserve for Future Sale,” and
general |edger account 1529.3, “Allowance for Repairs,” should be
established to identify cost recovery factors (i.e., surcharges), prior
year inflation, repair costs, and wite-down of potential excess at the
same amount of the last adjustment contained in the FY 1994 Chi ef
Financial O ficer Act financial report submssion. This is a one-tine
step to initially establish the allowance account at the same value as
reported on the prior year CFO submssion. For following years, the
inventory allowance account will be continued at its then current anount.
For illustration purposes, assume the initial allowance anount for
“I'nventory Held For Sale” is $2,000. The following tables are included
to assist in the understanding of the inventory accounting process. The
table to illustrate the beginning inventory position for “lnventory Held
for Sale,” is:

Inventory Held For Sale

Lat est -
: . AR Al'l owance Amount  Pai d
Transaction Quantity Acq%5§|t|on Arount (Cost)
st
Begi nni ng 100 $29, 500 $2, 000 $27, 500
| nventory

2. PURCHASE OF |NVENTORY |TEMS

Dr 1521 Inventory Held for Sale $3, 000
Cr 2110 Applicable Accounts Payable Series $3, 000

Entry to record purchase of 10 inventory itens at $300 per item

(I'f the purchase quantity and price is a representative purchase
then that price shall be the "Latest Acquisition Cost.")
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Inventory Held For Sale
Lat est :
: . o Al | onance Amount  Pai d
Transaction Quantity Acqu&;;tu on Amount ( Cost)
Begi nni ng 100 $29, 500 $2, 000 $27, 500
| nventory
B.2. 10 $ 3,000 $ -0 $ 3,000
3. ADJUSTMENT OF | NVENTORY TO LATEST ACQUI SITI ON COST.
Dr 1521 Inventory Held for Sale $ 500
Cr 1529.1Q Latest Acquisition Cost Adjustment $ 500 1/

Entry to adjust value of other inventory items in stock to the

| atest acquisition cost when the recorded value of those items is
LESS than the latest acquisition cost. [Assune that 100 itens are
in inventory and the previous |atest acquisition cost was $295 per
item Those items require revaluation to the current |atest
acquisition cost of $300. The revaluation will then require
recognition of a $500 unrealized gain -- 100 items @ $5 adj ustnent
per item = $500. ]

1/ Gains or |osses associated with the valuation of inventory,
Real i zation of the gain or

al t hough recogni zed,

are not

realized.

|l oss occurs only when an item of inventory is sold or otherw se

di sposed.
Inventory Held For Sale
Lat est :
; - - S Al | owance Amount  Pai d
Transaction Quantity Acqlgoilttl on Amount (Cost)
Begi nni ng 100 $29, 500 $2, 000 $27, 500
| nventory
B. 2. 10 $ 3,000 $ -0- $ 3,000
B.3. N A $ 500 $ 500 N A
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4. CUSTOVER RETURNS OF MATERIAL WTHOUT CREDIT

Dr 1521 Inventory Held for Sale

C 1529. 1F Materi el

Returns Wthout Credit G ven

$900
$900

Entry to record a return of 3 inventory items from custoners for

which a credit is not granted.

itemis $300 (3 x $300 = $900).

The Latest Acquisition Cost of each

I nventory Held For Sale
Lat est .
Transaction Quantity Acqui sition AIAIJ?D\AL/?nr}ce Am)(u&t)st )Pa' d
Cost
Begi nni ng 100 $29, 500 $2, 000, $27, 500
| nventory
B. 2. 10 $ 3,000 $ -0- $ 3,000
B. 3. N A $ 500 $ 500 N A
B. 4. 3 $ 900 $ 900 $- 0-
5. CUSTOVER RETURNS OF MATERIAL WTH CREDI T
Dr 1521 Inventory Held for Sale $900 1/
Cr 1529.1D Materiel Returns at Standard $900 1/
Dr 1529.1E Materiel Returns - Credit Gven $600 2
G 1311  Accounts Receivabl e- Gover nnent - Cur r ent $600 2/

Entry to record a return of 3 inventory itens from customers for
which a credit of $200 per itemis granted.

1/ The LAC of each itemis $300 (3 x $300 = $900).

2/ $200 credit per itemx 3 itenms = $600

I nventory Held For Sale
Lat est .
- : L Al l owance Amount  Pai d
Transaction Quantity ACunI)oss:t“ on Amount (Cost)
Begi nni ng 100 $29, 500 $2, 000 $27, 500
| nventory
B. 2. 10 $ 3,000 $ -0- $ 3,000
B. 3. N A $ 500 $ 500 N A
B. 4. 3 $ 900 $ 900 $- 0-
B.5. 3 $ 900 $ 300 $600
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SALE OF | NVENTORY

Dr 1311 Accounts Receivabl e-Government - Current  $19,250 1/

Cr 5101 Revenue from Goods Sold - DBCF $19,250 1/
Dr 6500 Cost of Goods Sol d $16,500 2/
Cr 1521 Inventory Held for Sale $16,500 2/

Entry to record sale of inventory and the associated cost of the

goods sold

1/ 55 items are sold for $350 per itemfor a total of $19,250.

2 The latest acquisition cost is $300 per itemfor a tota
inventory reduction of $16,500 (55 itens x $300 = $16, 500).
[See nonth-end adjusting entry for adjustment of the “Cost of
Goods Sol d" account. ]

Inventory Held For Sale
Lat est Al | owance
, : e Amount  Pai d
Transaction Quantity Acqui sition
Cost Amount (Cost)
Begi nni ng 100 $29, 500 $2, 000 $27, 500
| nventory
B. 2. 10 $ 3,000 $ -0- $ 3,000
B.3. N A $ 500 $ 500 N A
B. 4. 3 $ 900 $ 900 $-0-
B. 5. 3 $ 900 $ 300 $ 600
B. 6. (55) ($16, 500)
REVALUATI ON OF EXCESS | NVENTORY
Dr 1524  Inventory - Excess, bsolete
and Beyond Repair $ 70 1L
Dr 1529.1A Realization of Holding Gains/Losses $ 39 2
Dr 7291.2 Excess/ Qbsol escence/ Spoi | age Loss $2,611 3/
Cr 1521 Inventory Held for Sale $3,000 1/

Entry to reclassify inventory itenms when those itens are stratified
as potential excess. [NOTE: In this illustration, these potentia

excess itens are transferred to reutilization and marketing in the

follow ng nmonth. See “Mnth 2,” transaction 3 on page 101.]

1/ 10 items with a carrying value of $300 per item = $3,000 were
determned potentially excess. Items declared potentially
excess should be valued at net realizable value (currently,
approxi mately 2 percent of standard [sales] price -- in this
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2/ \Wen itens nove between inventory categories,

illustration, the sales price is $350 per itemx 10 items =
$3500 x 2 percent = $70).

the al |l owance
account in the respective inventory categories are decreased/
increased respectively. In this case itens are nmoving from the
“Inventory Held for Sale” category to the “Inventory Held for
Future Sale" category. The ampunt of the allowance is

determ ned by adding the net value of the allowance account from
which the inventory is to be transferred and then dividing that
net total by the number of items in inventory. In this case
the net total of the allowance account is $3,700 [ $2,000

begi nni ng bal ance + $500 price change gain + $1,200 gain on
custonmer returns = $3,700]. $3,700 + 116 items = $31.90 per
itemx 10 itens = $319. An alternative conputation is to use
the percentage anount determned in the nonth-end adjustnent of
cost of goods. That percentage amount, in this illustration is
89. 37 percent. 89.37 percent x $3,000 = $2,681 - $3,000 = $319.

3/ The $3000 carrying value of the inventory less the $70 sal vage
value and | ess the $319 all owance equals the $2,611 | oss.

Inventory Held For Sale
Lat est :
Transaction Quantity Acqui sition /“A;gﬁﬁfe Nm¥%58t$a|d
Cost
Begi nni ng 100 $29, 500 $2, 000 $27, 500
| nventory
B.2. 10 $ 3,000 $ -0 $ 3,000
B.3. N A $ 500 $ 500 N A
B. 4. 3 $ 900 $ 900 $-0-
B. 5. 3 $ 900 $ 300 $600
B. 6. (55) $16, 500)
B.7. (10) ($ 3,000 ($ 319) N A
Inventory - Excess, Chsolete, and Beyond Repair
2% of .
Transaction Quantity St andar d Abhgﬁﬁﬂce Annggést$a|d
Price
B.7. 10 $ 70 N A N A
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MONTH END ADJUSTMENT OF COST OF GOODS SOALD

Dr 1529.1A Realization of Holding Gains/Losses $1,754 1
Cr 6500 Cost of Goods Sold $1,754 1/

Entry to record sale of inventory and the associated cost of the
goods sold. The sales price will generally be nore than the |atest
acquisition cost due to the inclusion of cost recovery elenents in

the selling price.

Begi nning Inventory
Price Change
Pur chases

TOTAL

Excess Inventory Transfer

Cost of Goods Sold
Ending Inventory

| N\VENTORY HELD FOR SALE

Unreal i zed
Cost Gain LAC

$27, 500 $2, 000 $29, 500

$ 500 $ 500
$ 3,600 $1. 200 $ 4,800
$31, 100 3. 700 $34, 800

($ 2,681) ($ 319) = ($ 3,000)
(314, 746) ($ 1,754) » ($16.500)

$13, 673 $ 1,627 $15, 300

» Cost of Goods Sold Conputation

$3,700 Unrealized Gain + $34,800 LAC = .1063
.1063 x $3,000 Excess Inventory at LAC = $319 realized gain
.1063 x $16,500 Cost of Coods Sold at LAC = $1,754 realized gain
$16,500 Cost of Goods Sold at LAC - $1,754 realized gain = $14, 746
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Inventory Held For Sale
Transaction Quantity Acqé?zei:tti on NAIJ?D\AL/?nntce Ano(uggstliai d
Begi nni ng 100 $29, 500 $2, 000 $27, 500

| nventory
B. 1. 10 $ 3,000 $ -0- $ 3,000
B. 2. N A $ 500 $ 500 N A
B. 3. 3 $ 900 $ 900 $ -0-
B. 4. 3 $ 900 $ 300 $ 600
B. 5. (10) ($ 3,000 ($ 319 N A
B. 6. (55) ($16, 500)
B.7. N A ($1, 754) ($17, 427)
Tot al 51 $15, 300 $1, 627 $13,673
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C. MONTH TWO
1.  PURCHASE OF [ NVENTORY |TEMS

Dr 1521 Inventory Held for Sale $7,750
Cr 2110 Applicable Accounts Payable Series $7,750

Entry to record purchase of 25 inventory items at $310 per item
(If the purchase quantity and price is a representative purchase,
then that price shall be the “Latest Acquisition Cost.”)

Inventory Held For Sale
Lat est :
: , > Al | owance Amount  Pai d
Transaction Quantity Acqui sition

Cost Anmount (Cost)

Begi nni ng 51 $15, 300 $1, 627 $13, 673

| nvent ory

C 1. 25 $7, 750 N A $7, 750

2. ADJUSTMENT OF |NVENTORY TO LATEST ACQUISITION COST

Dr 1521 Inventory Held for Sale $ 510
Cr 1529.1Q Latest Acquisition Cost Adjustnent $ 510 1/

Entry to adjust value of the 51 inventory items in stock to the
| atest acquisition cost. [The latest acquisition cost of the 51
items in stock was $300 per item Those items require revaluation
to the current latest acquisition cost of $310. The reval uation
will then require recognition of a $510 unrealized gain -- 51 itens
@ $10 adj ustnent per item = $510.]
1/ Note that under the latest acquisition cost nmethod, gains or
| osses associated with the valuation of inventory, although
recogni zed, are not realized. Realization of the holding gain
or loss occurs only when an item of inventory is sold.

I nventory Held For Sale
Lat est .
: , R Al | owance Amount pai d
Transaction Quantity Acqu(llosslttl on Ampunt (Oostg
Begi nni ng 51 $15, 300 $1, 627 $13,673
[ nventory
C L 25 $7,750 N A $7, 750
C 2. $ 510 $ 510 N A
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3. TRANSFER OF EXCESS, OBSOLETE, OR BEYOND REPAIR | NVENTORY

a. Excess,

(bsol et e,

and Beyond Repair

Inventory Transferred by

Stock Point to Defense Reutilization and Marketing Service

( DRVE)

Dr  7291.2 Excess/ Cbsol escence/ Spoil age Loss $ 70
Cr 1524 Inventory - Excess, bsolete,
and Beyond Repair $ 70

Entry recorded by stock point to transfer excess,
beyond repair items to the DRVS.

obsol ete, or

Inventory - Excess, Cbsolete, and Beyond Repair
Transaction Quantity Ssgrﬁge AIAr;)D\/\fnr}ce Arm(u&t)stl):’m d
B. 6. 10 $ 70 N A N A
C3a (10) ($ 70) N A N A
Tot al -0- -0- N A N A
h. Excess, hsolete, and Beyond Repair lnventory Received by
Defense Reutilization and Marketing Service (DRMS)

Dr 1765 Property Awaiting Disposal $ 70

Cr 7193 O her M scellaneous Gai ns $ 70

Entry recorded by DRMS for the transferred value of itens declared
excess, obsolete, or beyond repair.

PHYSI CAL | NVENTORY ADJUSTMENTS

$1,860 1L
$1,860 1/

Dr 1521 Inventory Held for Sale
Cr 1529. 1K Physical Inventory Adjustnents-Gain

Entry to record gains or |osses due to differences between physical
inventory counts and inventory records in inventory quantities. The
gain or loss shall be recorded at the current carrying value of the
items (an increase to inventory for gains and a decrease to
inventory for |osses).

1/ Physical inventory shows that 6 nore itens exist than records

show. (6 itenms x $310 LAC = $1,860 gain)
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Inventory Held For Sale
. L"’.It est Al | owance Amount Paid
Transaction Quantity Acqui sition Ampunt (Cost)
Cost
Begi nni ng 51 $15, 300 $1, 627 $13,673
| nventory
C 1. 25 $7, 750 N A $7, 750
C 2. $ 510 $ 510 N A
C. 4. 6 $1, 860 $1, 860 $- 0-
5. SALE COF | NVENTORY
Dr 1311 Accounts Receivabl e-Gvernnent - Current $22, 750 1/
Cr 5101 Revenue from Goods Sold - DBCF $22,750 1/
Dr 6500 Cost of Goods Sold $20,150 2/
Cr 1521 Inventory Held for Sale $20,150 2/

Entry to record sale of inventory and the associated cost of the

goods sol d.

The sales price wll
acquisition cost due to the inclusion of cost

the selling price.

1/ 65 itens are sold for $350 per itemfor a total of $22,750.

2/ The latest acquisition cost is $310 per itemfor a total
inventory reduction of $20,150 (65 items x $310 = $20, 150).
[See nonth-end adjusting entry for adjustment of the “Cost of

generally be nore than the [|atest
recovery elenents in

Goods Sol d” account. ]
Inventory Held For Sale
Lat est .

. : Dt Al | owance Amount  Pai d
Transaction Quantity Acqu(|:058|tt| on Arount (Cost)
Begi nni ng 51 $15, 300 $1, 627 $13,673
| nventory

C 1. 25 $7, 750 N A $7, 750
C 2. $ 510 $ 510 N A
C. 4. 6 $ 1,860 $1, 860 $-0-
C.5. (65) (%20, 150)
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6. MONTH END ADJUSTMENT OF COST OF GOODS SOLD

$2,721 1

Dr  1529. 1A Realization of Holding Gains/Losses
$2,721 1

Cr 6500 Cost of Goods Sold

In the preceding entry (transaction C5.), account 6500, “Cost of
Goods Sold," was debited for the |atest acquisition cost of
inventory sold. The purpose of this entry is to adjust account 6500
to the historical cost (vice latest acquisition cost) of inventory

sol d.
1/
| N\VENTORY HELD FOR SALE
Unreal i zed
Cost Gin LAC
Begi nning Inventory $13,673 $1, 627 $15, 300
Pur chases $ 7,750 $ 7,750
Price Change $ 510 $ 510
Physical Inventory Gain $ 1 860 $ 1.860
TOTAL $21. 423 $3.997 $25. 420
Cost of Goods Sold ($17. 429) ($2,721) ($20, 150)
Ending Inventory $ 3,994  $1,276  $ 5,270
* (Cost of Goods Sold Conputation
$3,977 Unrealized Gain + $29,450 LAC = . 1350
.1350 x $20, 150 Goods Sold at LAC = $2,721 realized gain
$20, 150 Goods Sold at LAC - $2,721 realized gain = $17,429
Inventory Held For Sale
: : Lat est Al'l owance Amount  Pai d
Transaction Quantity Acqué;,l tion Anount (Cost)
st
Begi nni ng 51 $15, 300 $1, 627 $13,673
| nventory
C 1. 25 $ 7,750 N A $ 7,750
C 2. $ 510 $ 510 N A
C 4. 6 $ 1,860 $1, 860 $ -0-
C.5. (65) ($20, 150)
C. 6. ($ 2,721) ($ 17,429)
Tot al 17 $ 5,270 $ 1,276 $ 3,994
55-3-13 Addendum 3
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