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Treatment of capital assets in governmental accounting sys-
tems poses something of a theoretical dilemma. Recording all ex-

penditures in the period of receipt, instead of the period of con-

sumption, may sacrifice efficient management of assets with
multi-period lives in favor of better cash control.

The Bureau of Land Management’s (BLM) Working Capital
Fund (WCF) seems to offer the best of both worlds. The WCF is a
revolving fund dedicated to the purchase, maintenance and re-
placement of capital assets. BLM’s operating entities pay the
WCF for capital assets over the periods of the asset life in a man-
ner similar to a lease.

The problem of efficient capital asset management in the fed-
eral government is significant as capital assets exceed $1 trillion.
This large investment has attracted the attention of the Federal
Accounting Standards Advisory Board (FASAB), which has de-
fined plant, property and equipment as tangible assets that: have
an estimated useful life of two or more years; are not intended
for sale in the ordinary course of business; and are intended to be
used or available for use by the entity.!

Accounting theorists have suggested using depreciation as a
method of allocating the costs of long-lived assets to the shorter
time periods for which financial statements are typically pre-
pared. However, debate continues as to whether a historical val-
uation misstates the balance sheet or whether a current cost valu-
ation misstates the profit and loss statement. These discussions,
while useful to businesses, may have less relevance to govern-
ment organizations. New Zealand, considered an innovator in
governmental accounting, had trouble applying traditional de-
preciation methodology to “social” assets, particularly those
viewed as infrastructure.?

Significantly, FASAB recognized that the federal government
was unique and that there was “no need to be constrained by the
boundaries of traditional financial statements and reporting for-
mats” if other reporting techniques “help users assess perfor-
mance and accountability.” The purpose of this article is to ex-
tend discussion of governmental asset accounting toward better
achievement, rather than just assessment, of performance and ac-
By: Dale R. Geiger, Ph.D., CGFM, CMA countability.

A short case study will document a capital replacement and
maintenance accounting process that seems to affect favorably
the management of capital assets. Discussion will focus on the ef-
fects of the asset cost measurement process on management be-
havior. The Working Capital Fund'’s apparent success in improv-
ing the management of capital assets may broaden thinking
concerning the role of capital asset accounting in government.
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A SHORT CASE STUDY:
BLM’'S WORKING CAPITAL FUND

The Department of Interior’s Bureau of Land
Management (BLM) owns some 272 million
acres of land, approximately one-eighth of the
United States. The size of its domain and the
2,000 laws for which it is responsible have led
the bureau to a highly decentralized organiza-
tion. Budget formulation and budget manage-
ment exist at the lowest level of an organiza-
tional hierarchy that goes from national to state
to district and on down to functional offices.

Capital equipment represents roughly 20 per-
cent of BLM’s budget and is second only to per-
sonnel cost. The Working Capital Fund (WCF),
a national-level function, supports all BLM or-
ganizations that require extensive capital for
equipment. For example, vehicles represent
large capital expenditures at BLM, and the WCF
handles roughly 90 classes comprised of 2,000
tire engines, bulldozers, graders and trucks.

The WCF receives no direct appropriations
and operates as a revolving fund that must
cover expenses with revenue. The fund uses two
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revenue sources: maintenance fees and fixed
ownership fees. Both fees are charged monthly
to each district functional operation’s appropri-
ated budget authority. The maintenance fee cov-
ers all operating expenses for vehicles. Each ve-
hicle is given a “credit card” to pay for fuel, oil,
maintenance and repair. The WCF pools total
costs for each vehicle class and charges indi-
vidual vehicles on the basis of miles used. The
fixed ownership fee charges each decentralized
operation’s appropriated budget for a monthly
amount calculated to accumulate the cash funds
needed for equipment replacement at the end
of the asset’s useful life. Fees are kept in reserve
for vehicle replacement. No appropriation is
sought at the end of each vehicle’s useful life to
pay for a replacement since the WCF has accu-
mulated the required capital through previous
charges against the appropriated operating bud-
gets.

In summary, operating entities at BLM pay
two ongoing monthly costs associated with
their use of capital assets. Operating managers
now know the true and full costs of capital
equipment maintenance and replacement and
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can make rational tradeoffs with other, com-
peting needs.

DISCUSSION

BLM's capital asset process provides a
measurement focus and behavioral incen-
tives that seem to improve the management
of the BLM's capital assets. The system’s im-
pact will be discussed by reviewing criti-
cism of capital asset management in gov-
ernment.

Mixing Capital and Operating Expenditures
Distorts Budgets and Performance

Fund accounting, as currently practiced,
does not differentiate between capital and
non-capital spending. Fund accounting rec-
ognizes all purchases, regardless of value or
useful life, as current period expenditures.
While perhaps useful for cash control of
total budget authorizations, the method
may distort evaluation of period budgets
by aggregating day-to-day expenditures,
such as salaries, with infrequent expendi-
tures for long-lived capital assets.

Although government managers and
legislative organizations are not interested
in determining period profit, they might be
interested in knowing period cost. Period
cost, for example, would be useful to com-
pare to period output for the purpose of
measuring performance (soon to be impor-
tant due to the Government Performance
and Results Act). Period cost would also be
useful to trend operating expenditures and
measure continuous improvement. Figure 1
shows how the timing of capital asset ac-
quisition can distort spending trends. De-
preciation techniques report costs in time
periods that approximate the purchase’s
useful life. Theoretical justifications of this
measurement technique cite the goal of
matching revenue and expense by time pe-
riod.* The capital asset is deemed to be con-
sumed in the process of generating prod-
ucts or services for revenue. The difference
between purchase price and depreciation is
recognized as an asset on the corporation’s
balance sheet.

It is less clear how depreciation would
mesh with fund accounting and budgeting
practice in government. Would budget ap-
propriations cover the period cost of de-
preciation or the inijtial cash outlay? If ap-
propriations cover depreciation, what
budgeting mechanisms will provide bud-
get authorization for acquisition? If the ap-
propriations process continues to cover ac-
quisitions, then financial statements will
become disconnected from budget state-
ments by the timing differences between ac-
quisition expenditures and depreciation ex-
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penses.
The BLM's capital asset replacement cost
system seems to bridge the accounting gap
between the financial accounting technique
of depreciation and fund accounting’s cash-
based budget methods. It does
this by charging operating en-
tities” appropriated budgets
for amortized replacement
costs and then accumulating
the cash within the WCF until
needed. The operating entities’
period statements (after the
initial purchase) then reflect a
measure of expenditure relat-
ed to replacing and maintain-
ing the existing asset base.

Political Environment May Im-
pact Efficient Replacement

Budget crises in other de-
partments, election timing and
unrelated political issues
might hamper the ability to re-
place assets when necessary
for continued efficient opera-
tion or to take advantage of
upgraded technology. Unfa-
vorable political environments
may result in retention of as-
sets that work poorly, are un-
safe or are expensive to main-
tain. As one federal manager
stated, “Too often we spend
more money than it's worth to
fix something because we
don’t have or can’t get timely
spending authority to re-
place.”

Favorable political environ-
ments, although perhaps rare
these days, can also result in inefficiencies.
Assets may be replaced early or over-spec-
ified because the political window for re-
placement is favorable.

It has also been suggested that the polit-
ical difficulty of seeking large appropria-
tions for capital acquisition during times of
tightbudgets creates perverse effects. Leas-
ing a building, for example, requires a small
fraction of the budget appropriation re-
quired for construction.” Unfortunately,
leasing, while politically expedient due to
lower current period cash needs, often costs
considerably more than ownership in the
long run.®

The BLM approach entirely avoids the
need for capital appropriations to replace
an existing asset base. The fixed ownership
fee assures management that equipment re-
placement will occur when needed rather
than when the political environment is fa-
vorable for appropriations in excess of nor-
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productivity increased 114 percent be-
tween January and November 1993°
The new business approach eliminat-
ed program specialization among work-
ers, eliminated all but two pages of the
clients” application form, eliminated re-

Example 2:
REDESIGNED INTAKE MODEL
Visit One

Service  Application

Staffing  Receipt/System

casework for a family from 14 minutes to
six minutes. Merced County’s main-
frame was upgraded for the first time in
late 1995, five years after the initial main-
frame upgrade required to support the
new welfare system and growing coun-

Two

Integrated Intake -
Benefit Determination for ALL

Programs (including Emergency
Food Stamps, Immediate Need,
Homeless, Benefit Delivery)*

Worker/System

* Emergency food stamps and immediate need cash benefit delivery
requires issuance clerk support services to distribute benefits.

dundant program screening steps at the
point of application, eliminated special-
ized intake personnel and required de-
termination of eligibility within 24 to 72
hours. Over 400 case management forms
were eliminated. Training time for new
workers was reduced from months to
weeks. Employee turnover dropped
from 35 percent to eight percent. Clients
were permitted to choose appointments
to accommodate work, child care and
transportation needs.

The technology solution eliminated
multiple program cases within a house-
hold, provided for error prone profiling
of all cases before granting, automated
the monthly reporting and noticing
processes, provided worker alerts and
ticklers, automated referrals for other
services and supported direct interfaces
with coordinating agencies. Example 2
depicts one aspect of a radical departure
from the old business model in the ap-
plication and eligibility determination
(intake) process today and is provided
for comparison with Example 1. In an
emergency, visits one and two are com-
bined into a single step.

Over 70 percent of the most intensive
mainframe processing, which tradition-
ally forces annual mainframe upgrades
in most state data centers, was distrib-
uted to PCs. In 1993, an upgrade of PCs
and communications infrastructure was
carried out with in-house staff. The
$260,000 upgrade resulted in reducing
the time it took to process the monthly
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ty-wide demands. While most states
with any level of program integration
and automated eligibility determination
experience hours to days of downtime
following end of month processing,
Merced’s data center routinely com-
pletes end of month processing within a
few hours of initiating the process.

In 1996 there is virtually no mainte-
nance backlog as new program policy is
easily added to the expert system. Train-
ing in new welfare policy is carried out
as the expert system is updated.

LESSONS LEARNED

In the process of managing almost 13
years of sometimes routine and some-
times radical change, Merced learned a
number of lessons that will benefit other
jurisdictions that are committed to
changing the way welfare is managed,
that are committed to reducing the costs
inherent in today’s welfare business
processes and that are certain there is a
better way to build welfare information
systems.

*Long-term business planning is pos-
sible in government. The business plan
must be independent of current techno-
logical and constantly changing politi-
cal programmatic initiatives.

*Business needs and long term fi-
nancial objectives must drive technology
decisions. When technology is the dri-
ver it is usually because necessary busi-
ness outcomes were never defined.

*Changed business methods capable

of producing today’s needed pay backs
are possible only if a wide range of tech-
nology tools are used effectively to en-
able the long-term business plan.

eTechnology overlaid upon ineffi-
cient business methods increases the
overall administrative cost of govern-
ment, and creates a barrier to responding
to changing social and technical envi-
ronments.

*Hard business choices are difficult
for government managers to make
amidst political program and technolo-
gy debates. To meet the expectations of
the government customer— the taxpay-
er—government managers must be will-
ing to accept risk inherent in this politi-
cal arena.

*Organizations that reward risk-tak-
ing and stop rewarding the status quo
will see the earliest and most long-term
results. Time is money...for government,
for taxpayers and for clients.

*Collaborative innovation must be
demanded of the government organiza-
tion’s business, program and technology
managers. New roles must be defined.
Business managers must become as
knowledgeable about how to apply
technology solutions as they are today
about managing personnel and physi-
cal resources.

*Organizational structures and oper-
ational processes must be designed for
speed and flexibility. Every employ-
ee/manager must understand organi-
zational objectives, and must be expect-
ed to deliver against expected business
results.

*The 80/20 rule should be used to
govern the ratio of effort to cost to results.
Then the last 20 percent should be
reevaluated for value. The pseudo-per-
fection of bureaucracy...whether it results
in hanging on to the last 20 percent of a
process or the last 20 percent of a pro-
ject...escalates the cost of government
services beyond their commensurate
value to taxpavers and beneficiaries
alike.

*A predetermined pathway for
change should set an expectation for
adding technological advancements as
they evolve, thereby elevating business
practices to successively higher levels of
effectiveness. The job is never done.

TECHNOLOGY V.S.
BUSINESS CASE DEBATE

While the county received wide-
spread recognition for its achievements®,
its approach was not universally accept-
ed. Business objectives and measurable
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nance takes current budget dollars while a
decrease in asset life has no current budget
impact.”

The BLM process changes these incen-
tives since operating managers pay for asset
replacement from their appropriated oper-
ating budgets. If operating managers can
extend asset life, then more funds are avail-
able for other operating needs, while short-
ened life or asset loss reduces funding avail-
able for other purposes.

Furthermore, the maintenance fee en-
courages the full use and preservation of
capital assets by pooling costs for mainte-
nance and repair. In one sense the WCF acts
like an insurance policy by pooling the cost
risks of repairing equipment damaged in
use. Imagine the consequences of a BLM
district fire manager who worried exces-
sively about bring his vehicles too close to
the fire because damaged equipment might
result in a large budget loss or anti-defi-
ciency violation. By pooling repair costs and
charging via the maintenance fee, the WCF
insures operating managers against large
losses.

The pooling mechanism in the mainte-
nance fee also provides incentives to fully
participate in preventive maintenance pro-
grams, since the fee is essentially fixed
whether or not maintenance is performed.
Moreover, anything that shortens useful life
results in increased fixed ownership fees
that detract from budget resources. Man-
agers have no incentive to skip preventive
maintenance and significant incentives to
fully participate.

CONCLUSIONS

Replacement cost accounting, as prac-
ticed at BLM, appears to answer many of
the criticisms of public sector capital man-
agement. The methodology also seems to
offer many incentives for better manage-
ment of public assets, particularly those of
an infrastructure nature where efficient
maintenance and replacement is important.
The system provides management incen-
tives to perform preventive maintenance;
frequent cost data to sensitize management
to capital costs and spending alternatives;
and the means to avoid dependence on
large, and perhaps untimely, capital re-
placement appropriation requests. Fur-
thermore, budgeters and legislators receive
a better understanding of the ongoing costs
of operation since accounting figures in-
clude amortized capital replacement costs.

While depreciation methodologies offer
some of these benefits, depreciation contra-
dicts the cash-based nature of fund ac-
counting. Depreciation, rooted in the con-
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sumption of historical costs, has proven
most useful in the determination of period
profits. This capability is essential for au-
thorities seeking equity in taxation and for
investors comparing investment opportu-
nities. The value of depreciation measure-
ment in government may be too
abstract. Determination of period
profit is unnecessary and com-
parison of the federal government
to other government entities is
problematic due to differences in
size and scope. How, and to what,
will depreciation measurement
add value?

On the other hand, an enlight-
ened accounting standard for
property, plant and equipment
may offer an opportunity for bet-
ter management of public assets
and infrastructure. The Bureau of
Land Management’s Working
Capital Fund provides an exam-
ple of how an accounting method-
ology can aid in the effective man-
agement, maintenance and
replacement of the public sector
capital asset base.

By pooling
repair costs
and charging
via the
maintenance
fee, the WCF
msures
operating
managers
against large
losses.
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