Federal Accounting Standards Advisory Board

June 2, 2006
Memorandum
To: Chief Financial Officers and Inspectors General

From: Wendy M. Comes
Executive Director

Subject: Questionnaire Pertaining to the Full Implementation of Inter-Entity Costing

Statement of Federal Financial Accounting Standards (SFFAS) 30, Inter-Entity Cost
Implementation Amending SFFAS 4, Managerial Cost Accounting Standards and
Concepts, requires full implementation of the inter-entity cost provision in SFFAS 4 for
reporting periods beginning after September 30, 2008. By fully implementing the
provisions in SFFAS 4 this standard will require the following for inter-entity cost:

Each entity’s full cost should incorporate the full cost of goods and services that it
receives from other entities. The entity providing the goods or services has the
responsibility to provide the receiving entity with information on the full cost of such
goods or services either through billing or other advice.

Recognition of inter-entity costs that are not fully reimbursed is limited to material items
that (1) are significant to the receiving entity, (2) form an integral or necessary part of
the receiving entity's output, and (3) can be identified or matched to the receiving entity
with reasonable precision. Broad and general support services provided by an entity to
all or most other entities should not be recognized unless such services form a vital and
integral part of the operations or output of the receiving entity (Text preceding
paragraph 105 of SFFAS 4).

During its deliberations on the standard, the Federal Accounting Standards Advisory Board
(FASAB or the Board) determined that there was a need for additional detailed, practical
guidance on various issues related to the full implementation of inter-entity costing.
Therefore, the Board requested the Accounting and Auditing Policy Committee (AAPC)
inter-Entity Task Force to continue its work in this area by developing one or more
Technical Releases (TR) that will address implementation issues raised by respondents.
The guidance plan from FASAB staff included four issue areas that should be addressed.
These are: Broad and General Costs, directness of relationship to the entity's operation,
identifiability, and individual inter-entity costs identified by preparers or auditors.
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Therefore, the Inter-Entity Task Force has developed the attached questionnaire to obtain
information about these four issue areas. We are requesting your responses be forwarded
by June 30, 2006. _

Please feel free to contact Monica Valentine on 202-512-7362 to discuss any questions
you may have. Responses may be emailed to valentinem @fasab.gov or faxed to 202-
512-7366. Thank you for your time and assistance.

Attachment
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Attachment 1

QUESTIONS ON BROAD AND GENERAL SUPPORT COSTS

The following questions pertain to issue area no. 1, extensive evaluation of costs to
determine which ones may be considered “broad and general” for all entities. If possible, a
list of the costs that should be considered broad and general for all entities will be
developed. -

Per SFFAS 4, broad and general support services provided by an entity to all or most other
entities should not be recognized uniess such services form a vital and integral part of the
operations or output of the receiving entity.

Paragraph 112 of SFFAS 4 describes this category as follows:

Broad, general support -- Some entities provide broad, general support to
many, if not all, reporting entities in the federal government. Most often this
type of support involves the establishment of policies and/or the provision of
general guidance. The costs of such broad services should not be
recognized as an expense (or asset) by the receiving entities when there is
no reimbursement of costs. Thus the standard does not apply when support
is of a general nature provided to all or most entities of the federal
government.

An example of this situation can be found in the Office of Management and
Budget which establishes policy and provides general guidance to all parts of
the executive branch of government. The costs of OMB should not be spread
over all reporting entities because the services provided are (1) general and
broad in scope, (2) provided to almost all reporting entities in the executive
branch, and (3) not specifically or directly tied to the receiving entity's
outputs. '

On the other hand, some services provided, under certain circumstances,
should still be recognized even though they may be considered broad and
general in nature if such services are integral to the operations of the
receiving entity. Such services include check writing by the Department of
Treasury or legal activities performed by the Department of Justice. For
example, when the issuance of checks is integral to the operations of an
entity (e.g., the Internal Revenue Service and the Social Security
Administration), the receiving entity should include the full cost of issuing
checks in the full cost of its outputs. However, if the issuance of checks is
insignificant and incidental to the operations of an entity, the entity should not
normally recognize that cost.






