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I. Introduction

Inventory is defined in the Statement of Federal Financial Accounting Standards (SFFAS) 3, 
paragraph 17 as: 

"Tangible personal property that is (1) held for sale, (2) in the process of production for sale, or (3) to 
be used in the provision of services for a fee." 

Inventory in-transit is inventory that was shipped and is in route from commercial and government 
suppliers to a Department of Defense (DoD) entity (includes from one DoD entity to another DoD 
entity). This includes inventory that has not been received and accepted at the final designated 
destination, but for which title has passed. It also includes inventory in-transit between storage 
locations. Accounting policy for the sales of inventory, and recognition of in-transit inventory assets 
will be updated in accordance with the guidance herein. In order to properly account for Inventory in a 
manner that is both aligned with current DoD supply policy and generally accepted accounting 
principles (GAAP), revenue recognition must occur at the point of acceptance of the inventory by the 
customer. 

II. Scope

This document provides new policy and suggested USSGL accounting entries to account for Inventory 
and revenue recognition in a GAAP-compliant manner given current DoD Accountability and Billing 
regulations for both the Working Capital Fund (WCF) organizations and their customers. This 
document discusses accounting entries for two separate WCF scenarios that include a Reimbursable 
Authority and a Contract Authority where the WCF activity charges their customer prior the customer 
receiving the inventory assets. 

This policy does not affect how inventory in-transit is accounted for when there is not a sale 
transaction (e.g., movement of inventory held for sale between two WCF warehouses). 

III. The Issue: Relationships Between Inventory Accountability, Billing,

Collection, and Revenue Recognition

DoD Manual 4140.01 establishes that Materiel Managers have ownership/accountability of Inventory 
until the materiel is received by another Materiel Manager who assumes ownership (Vol. 11) and that 
using (i.e., customer) organizations should receive either a financial credit or free replacement of any 
defective materiel (Vol. 6). Current DoD billing guidance (DLM 4000.25) instructs WCF 
organizations to bill their customers upon shipment. This billing action also results in accounting 
entries for revenue and cost of goods sold, to include the reduction of the WCF Inventory Held for Sale 
balance. However, because title does not transfer until receipt by the customer, current revenue 
recognition practices are not consistent with GAAP. As such, as long as the WCF activities continue 
the current practice of billing before receipt of the materiel by the customer, the accounting must 
reflect that title remains with the WCF activity until receipt. 
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