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1. PURPOSE AND SCOPE. To establish procedures for identifying,
reporting, witing off, and disposing of excess and obsol ete
inventory and evaluating alternative uses for this inventory.

| nventory val ues may becone inflated when excess and obsol ete
itens are allowed to accunulate to such an extent that the
utility of that inventory is no longer as great as its cost.

When this situation exists, this Program Statenment provides a
met hod for establishing an allowance to adjust for that inflated
value. 1In addition, various |levels of approval authority are
established for witing off excess and obsol ete inventory.

2. SUMVARY COF CHANGES. This Program Statenent incorporates
changes required due to the inplenentation of the integrated
managenent information system M| ennium

3. PROGRAM CBJECTI VES. The expected results of this program
ar e:

a. Managenent will be nore effective in identifying and
di sposi ng of excess and obsol ete i nventory.

b. Warehouse space will be better utilized as a result of
reduced anounts of excess and obsol ete inventory.

c. The value of inventories will be fairly stated on the
financial statenments of Federal Prison Industries (FPI).
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4. DI RECTI VES AFFECTED
a. Directives Rescinded
PS 8561. 01 Excess and (bsolete Inventory - FPI (7/9/99)

OM 005-02 (8561) Excess and (bsol ete Inventory - FP
(3/5/02)

b. Directive Referenced

PS 8000. 01 UNI COR Cor porate Policies and Procedures
(5/13/81)

5. STANDARDS REFERENCED. None

6. EXCESS AND OBSOLETE | NVENTORY | TEMS. Excess and obsol ete
items may be found in Raw Materials and Supplies (RM&S), Work In
Process (WP) or Finished Goods (FG inventories.

a. Excess Inventory. Excess inventory itens are those itens
on hand in far greater volunme than needed to neet known
production schedul es or anticipated needs for the next 12 nonths.

0 Excess inventory itens may include itens that have had
either very little or no production usage at all in the
past 12 nont hs.

b. Obsolete Inventory. Obsolete itens are those itens that
relate to:

products no | onger produced,

t hose that have becone unusabl e because of changes in
custoner specifications, or

those for which a nore desirable substitute has been
f ound.

o\ O

7. | DENTI FYI NG AND DI SPOSI NG OF EXCESS AND OBSOLETE | NVENTCORY
The Associ ate Warden (1 &E)/ Superi ntendent of Industries
(AWI&E)/SA) is responsible for ensuring that all inventory,
including raw materials, finished goods and work in process, is
revi ewed periodically throughout the year.

o) Whenever excess and obsolete inventory is identified,
that inventory is to be reclassified as Operating
Mat erials and Supplies - Excess, Unserviceabl e,
Def ective and (bsol ete (account 151300) for Raw
Materials inventory or,
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O

Fi ni shed Goods I nventory - Excess, bsol ete and

Unservi ceabl e (account 152400) for Finished Goods
i nventory.

Wite off and di sposal procedures are to begin imedi ately.

a. Board of Survey. \Wenever there is sufficient evidence
that any raw material, work in process or finished goods itemis

excess or obsolete, the AWI&E)/ SO nust appoint a Board of
Survey to

physically inspect the itens,
det erm ne actual value (if any), and
recomend di sposal acti on.

OO On

b. Work In Process Inventory. Cenerally, excess and obsol ete
items are not found in work in process inventory because of the
constant flow of inventory in and out of the production process.

o} However, any job that remains in work in process for
nore than 120 days nust be inventoried and any excess
and obsolete itens identified nust be witten off and
di sposed of imedi ately.

c. Transfer of Excess and Obsolete Inventory. Before witing
of f excess and obsol ete inventory, the AWI&E)/ SO nust first
determine if the inventory can be used at another FPI operation.

Upon request, the factory s General Manager mnust provide
assistance in identifying |locations that may need the inventory.

I nventory transferred to other locations will be shipped at
book value. |If the actual value of such inventory is |less than

book val ue, the sending and receiving | ocations nmust negotiate an
accept abl e val uati on.

The sending location is to bear shipping charges incurred
resulting fromthe transfer.

d. Wite-Of of Excess and (bsolete Inventory. Wen witing
of f excess and obsol ete inventory, a Report of Survey nust be
conpl eted and submtted for approval to the foll ow ng:

AW I &), $5,000 and | ess;
Seni or Program Manager, $5,001 thru $10, 000;
Deputy Assistant Director, $10,000 and hi gher.

OO On
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Procedures for obtaining approval to wite off excess and
obsol ete inventory resulting fromthe annual review are contained
in Section 8.

e. Disposal of Excess and Obsolete Inventory. Once excess and
obsol ete inventory has been identified and approval has been
obtained to wite it off, disposal procedures nmust begin
i mredi atel y.

If it is determned that there is no commercial value to the
itens, Business Managers nust take the necessary steps either to
sell the itens as scrap or abandon or destroy the itens in
accordance wth the Federal Property Managenent Regul ati ons.

o} Once the itens are disposed, the appropriate expense is
charged and the inventory reduced on the general
| edger.

8. ESTABLI SHI NG ALLOMNCES. Apart from any authorized Centra
O fice allowance resulting froman annual review of inventory,
the AWI &)/ SO must establish an all owance for excess and
obsol ete inventory for each factory at his or her |ocation and
adjust it quarterly as necessary.

0 The al |l owance nmust be established for raw materi al s,
subassenblies, and fini shed goods as necessary.

o Al t hough subassenblies may be carried in work in
process inventory, it is not perceived that the anount
of excess or obsol ete subassenblies found wll be
significant enough to warrant a separate all owance
account for them

Any al |l owances established for these itens are to be carried in
the Al owance for (bsolete Inventory - Raw Materials account.

a. Estimating Excess and (bsol ete Inventory Allowances. The
Busi ness Manager nust estinmate the excess and obsolete inventory
al l omance in the foll om ng manner:

Potenti al excess and obsolete inventory is to be identified as
the value of un-utilized inventory taken fromthe Dead Stock
Report (MC50) at the end of the quarter.

0 This report is can be generated via MIlennium The
report nust be conpiled for the period beginning with
the start of the fiscal year and through the end of the
quarter.
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o The report nust be produced separately for each
mat eri al type

The estinmate is to be determ ned by multiplying the Dead Stock
inventory value at the end of the quarter by the applicable
Program s percentage rate as established by an annual operations
menor andum publ i shed by the Financial Mnagenent Branch (FMB).
The excess and obsol ete inventory val ue nust i ncl ude:

o} Actual inventory that has been previously identified as
excess and obsol ete awaiting di sposal and for which an
al |l omance was previously established nust be deducted
fromthe excess and obsol ete inventory val ue before
mul ti plying that value by the all owance percentage
rate.

b. Adjusting the Al lowance Account. The appropriate all owance
for excess and obsolete inventory account nust be adjusted to
agree with the estimted excess and obsol ete inventory anount
cal cul ated by follow ng the procedures in Section 7. a.

0 The al l owance nust include any previously identified
excess and obsolete inventory isolated and awaiting
di sposal

The accountant nust record the allowance by crediting (or
debiting) the appropriate all owance account (151900 for raw
mat eri al s and 153000 for finished goods). The offsetting account
must be the applicabl e Danmaged/ Gbsol et e expense (613600 for raw
mat erials and 613700 for finished goods).

Exanple: A cable factory has an existing bal ance of $25, 000
inits allowance for excess and obsolete inventory
account. O this anmount, $10,000 worth of
i nventory had been previously isolated and is
awai ting disposal. G ven the additiona
i nformation provi ded bel ow, the allowance wll be
conputed as foll ows:

Begi nni ng al | owance account bal ance $25, 000. 00
Un-al |l ocated I nventory val ue 100, 000. 00
Less inventory isolated and awaiti ng di sposal 10, 000. 00
Adj usted Un-al l ocated I nventory val ue 90, 000. 00
El ectroni cs Program Percentage rate 20%
Esti mat ed excess and obsol ete inventory 18, 000. 00
I nventory isolated and awai ti ng di sposal 10, 000. 00
Endi ng Al l owance account Bal ance 28, 000. 00

Adj ustnent to al |l owance account (28,000 - 25,000) $ 3,000.00

Journal Entry
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613600 Damaged/ Qbsol et e Property $3, 000. 00
Raw Materials

151900 Al'l owance for Cbsolete  $3,000.00
| nventory Raw Materia

To adjust allowance for excess and obsolete inventory to
reflect quarterly estimate.

c. D sposal O Excess/(bsolete Inventory. As excess and
obsol ete inventory is disposed, it is to be witten off against
the appropriate inventory allowance account. The excess and
obsolete inventory is to be estimted again at the end of the
quarter using the procedures above and the all owance account nust
be adj usted accordingly.

Exanple: Using the information in the previous exanple,
$15, 000 of excess/obsol ete inventory has been
di sposed, including the $10,000 worth of inventory
t hat had been previously isolated and awaiting
di sposal

Journal Entry

151900 Al |l owance for (bsolete |Inventory $15, 000. 00
Raw Materials
151100 Raw Mat eri al s $ 5, 000. 00
151300 OQperating Materials and Supplies- 10, 000. 00
Excess and Obsol ete

To record di sposal of excess/obsolete inventory.

Not e: Factories are not required to establish all owances
for amobunts | ess than $1, 000.

9. ANNUAL REVI EW OF EXCESS/ OBSOLETE | NVENTORY. In July of each
year, the AWI&E)/ SO at each field | ocation nmust conduct a

t horough review of all Raw Materials, Wrk in Process
subassenbl i es, and Fi ni shed Goods i nventories to determne itens
t hat are excess and/ or obsol ete.

o} This review nmust be conducted using the Dead Stock and
Sl ow Moving (MC46) Report generated in M1 ennium
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a. ldentifying Excess and Obsolete Inventory. Reports used to
determ ne excess and obsolete inventory as a result of the annual
review nust be conpiled as of June 30.

Al'l unused and/or slow noving inventory materials identified on
the required reports nust be considered excess and/or obsol ete.

b. Reporting Requirenments. The AWI&E)/ SO nust review the
Dead Stock and Sl ow Movi ng Reports and recomrend di sposition of
each item by annotating the report wth one of the foll ow ng
codes:

o) Code 1 - Retain for future use. (Use of this
recommendati on nmust include a witten justification
attached and referenced to the itemin question. The
quantity to be retained is limted to no nore than five
years of expected usage.)

O

Code 2 - Transfer to another FPI |ocation. (Use of
this recommendati on nust include the |location to which
the itens are to be transferred and that |ocation’s job
or custoner order nunber. The transferring |ocation
must contact the receiving |ocation to obtain that

i nformation.)

O

Code 3 - Trade-in, re-stock, sell to another
gover nnment agency, or sell to the public.

O

Code 4 - Sell for scrap. (Use of this recomrendation
must include a witten justification, i.e., shelf life
of itemexpired, certificate of conformance no | onger
avail abl e, etc.)

o) Code 5 - Wite off the value only and retain itens.

After approving and signing the report, the AWI &)/ SO nust
submt the report along with any justifications to the applicable
Programi s Field Financial Admnistrator in FVMB between July 1 and
July 20.

o) Subm ssion of negative reports are required.

c. Program Managenent Review. After ensuring that al
| ocati ons have reported, the Field Financial Adm nistrators in
FMB nust submt the inventory reviews to the applicable General
Manager no |ater than July 31.
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The General Manager nust conplete the review by signing and
routing the inventory reports back to FMB, with any additional
di sposition instructions, no later than August 10.

d. Financial Managenment Branch Review. Upon receiving the
inventory reports fromthe General Manager, the respective FMB,
Field Financial Adm nistrator will instruct each field |ocation
concerni ng dollar anobunts and procedures for setting up
al l omances and witing off excess and obsolete inventory. Any
al | ownances aut horized by FMB as a result of the annual review are
in addition to the quarterly all owances previously set up.

/sl
Kat hl een Hawk Sawyer
Director



