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1.  References:

     a. DoD 7000.14-R, Volumes 2 A & B, "Financial Management Regulation Budget Presentation and Formulation", June 2000.

     b.  ASA(FM) memorandum, May 25, 1990, Subject:  Policy for Application of the Expense/Investment Criteria for the Purchase/Modification of Information Technology Software and Hardware; and ASA(FM) memorandum, December 13, 1991, same subject.

     c. AR 25-1, "Army Information Management ".

     d. 10 USC §2245a.  Effective January 6, 2006.  Use of operation and maintenance funds for purchase of investment items: limitation:  Funds appropriated to the Department of Defense for operation and maintenance may not be used to purchase any item (including any item to be acquired as a replacement for an item) that has an investment item unit cost that is greater than $250,000.

    e. OUSD(C) Memorandum of March 11, 2003, Subject:  Expense-Investment Threshold.  “For the remainder of FY 2003, Operation and Maintenance funds (operating expense for the Defense Working Capital Funds (DWCF)) may be used to purchase items with a unit cost of not more than $250,000.  However, the Department should continue to use procurement funds to purchase items that were budgeted in the Procurement appropriations.”

    f. OUSD(C) Memorandum, September 20, 2013, Subject: Capitalization Threshold.  "Elimination of Military Equipment Definition and Increase to Capitalization Thresholds for General Property, Plant, and Equipment”.  Effective October 1, 2013, the capitalization threshold for all working capital fund investment projects increases to $250,000, investments should be executed using guidance in effect at the time of initial obligation.
    g. Deputy Secretary of Defense Memorandum dated February 12, 2016, Subject:  Expense/Investment Threshold for Contingency Support.  In response to Commander, U.S. Central Command request and as authorized by Division C-Department of Defense Appropriations Act, 2016, Section 9010 of the Consolidated Appropriations Act, 2016, the Deputy Secretary of Defense has “determined that it is necessary to meet the operational requirements of the Commander, U.S. Central Command, to use operation and maintenance funds appropriated in Title IX of the Act to purchase items with an investment unit cost not exceeding $500,000, provided such items are necessary to meet contingency operations requirements in the U.S. Central Command area of responsibility.  Normally, operation and maintenance funds may be used only for items having a unit cost of not more than $250,000.  Items purchased with operation and maintenance funds pursuant to this authority with an investment item unit cost exceeding $250,000 must be recorded and safeguarded in accordance with asset recognition and accountability requirements documented in existing DoD financial management regulations regardless of the funding source of the acquisition.  All other funding policies, guidelines, and regulations related to expense and investment costs will continue to apply.
2.  Summary:  This appendix provides guidance on the current expense/investment criteria used for budgetary purposes to determine how specific costs are financed in DoD appropriations.  The guidance was derived from the above references.  General guidance covering expense/investment criteria was obtained from DoD sources.  Specific guidance covering Information Technology (IT) was obtained from Army sources and updated based on the current dollar threshold.  This guidance is applicable to all Army components purchasing and/or modifying of a hardware and software for systems governed by AR 25-1, "Army Information Management" including the Army Model Improvement Program.

     Changes to guidance issued by the Army Budget Office may supersede the guidance contained in this appendix, at any time.
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4.  Point of Contact:  Questions regarding the policy of this area may be directed to the Budget Execution, Policy, and Funds Control Division, Army Budget Office, SAFM-BUC-E, RM D344, Pentagon, Washington DC, 20310, DSN 222-7868 or Commercial

 703-692-7868.

A.  Basic Distinctions Between Expense and Investment Costs

All costs may be classified as either an expense or an investment.  Expenses are the costs incurred to operate and maintain the organization, such as personal services, supplies and utilities.  Costs that result in the acquisition of or addition to end-items are investments.  These costs benefit future periods and generally are of a long-term character such as real property and personal property.

The criteria for cost definitions consider the intrinsic or innate qualities of the item, such as durability in the case of an investment cost of consumability in the case of an operating cost, and the conditional circumstances under which an item is used or the way it is managed.

In all cases where the definitions appear to conflict, the conditional circumstances will prevail.

B.  Policy for Expense and Investment Costs

     1.  DoD policy requires cost definition criteria that can be used in determining the content of the programs and activities that comprise the Defense budget.  The primary reasons for these distinctions are to allow for more informed resource allocation decisions and to establish criteria for determining which costs are appropriate to the various defense appropriations.

     2.  The cost definition criteria contained in this policy are only applicable to the determination of the appropriation to be used for budgeting and execution.  Cost definitions for accounting purposes are contained in separate accounting guidance and regulation including the DoD Financial Management Regulation (7000.14R) and DFAS-IN Regulation 37-1. 

     3.  Costs budgeted in Operation and Maintenance and Military Personnel appropriations are considered expenses.  Costs budgeted in the Procurement, Research, Development, Test and Evaluation and Military Construction appropriations are considered investments.  Costs budgeted in Family Housing appropriations include both expenses and investments.  The procurement of material by the stock funds is not classified as either an expense or an investment.

     4.  Items procured from a Defense Working Capital Fund (DWCF) (includes DLA, Army, Navy, and Air Force Funds) will be treated as expenses in all cases.  The only exception is when the intended use is for weapon system outfitting, government furnished material (GFM) on new procurement contracts, or for installation as part of a weapon system modification, major reactivation or service life extension.

C.  Procedures for Determining Expenses Versus Investments

The following criteria will be used to distinguish those types of costs to be classified as expenses from those to be classified as investments for budgeting purposes:

     1.  EXPENSES.  Expenses are costs of resources consumed in operating and maintaining the Department of Defense.  An exception is when costs generally considered as expenses are included in the production or construction of an investment item, they shall be classified as investment costs.  Military personnel costs are an exception to this rule.  The following guidelines shall be used to determine expense costs in all other cases: 

         a. Labor of civilian, military, or contractor personnel.

         b. Rental charges for equipment and facilities.

         c. Food, clothing, and fuel.

         d. Supplies, materials, assemblies, spares and repair parts, and other items of equipment designated for DWCF management are expenses, regardless of whether or not the items are designated in the supply systems for centralized item management and asset control.  The only exceptions are those items procured as part of the initial outfitting of a weapon system; government-furnished material on new procurement contracts; or for installation as part of a weapon system modification, major reactivation or service life extension; which are considered investment.

         e. Maintenance, repair, overhaul, and rework of equipment.

         f.  Assemblies, spares and repair parts, and other items of equipment that are not DWCF funded (1d above) and are not designated for centralized item management and asset control and which have a system unit cost less than the currently approved dollar threshold of $250,000 for expense/investment determinations.  This criterion is applied on the basis of the unit cost of a complete system rather than on individual items of equipment or components that, when aggregated, become a system.  The concept of a system must be considered in evaluating the procurement of an end item.  A system is comprised of a number of components that are part of and function within the context of a whole to satisfy a documented requirement.  In this case, system unit cost applies to the aggregate cost of all equipment items being acquired as a new system.

         g. Cost of incidental material and items that are not known until the end item is being modified are conditional requirements and are considered expenses because the material is needed to sustain or repair the end item.

         h. Engineering efforts to determine what a modification will ultimately be or to determine how to satisfy a deficiency are expenses.

          i. Real property maintenance, including facility maintenance and repair and O&M funded minor construction projects.

     2.  INVESTMENTS.  Investments are costs to acquire capital assets such as real property and equipment.  The following criteria shall be used to determine those costs to be classified as investments:

         a. All items of equipment, including assembles, spares and repair parts, ammunition and explosives, modification kits, (the components of which are known at the outset of the modification), not managed by the DWCF (1d above), and that are subject to centralized item management and asset control.

         b.  All equipment items that are not DWCF funded (1d above) and are not subject to centralized item management and asset control and that have a system unit cost equal to or greater than the currently approved expense/investment dollar threshold of $250,000.  The validated requirement may not be fragmented or acquired in a piecemeal fashion in order to circumvent the expense and investment criteria policy.

         c. Construction, including the cost of land and rights therein (other than leasehold).  Construction includes real property equipment installed and made an integral part of such facilities, related site preparation, and other land improvements.  (See paragraph F below for special guidance concerning real property facilities.)

         d. The costs of modification kits, assemblies, equipment, and material for modernization programs, ship conversions, major reactivations, and major remanufacture programs, major service life extension programs, and the labor associated with incorporating these efforts into or as part of the end item is considered investments.  All items included in the modification are considered investment even though some of the individual items may otherwise be considered as an expense.  Components that are not part of the modification content at the outset and which are subsequently needed for repair are expenses.  The cost of labor for the installation of modification kits and assemblies is an investment. 

         e. Supply management items of the DWCF designated for weapon system outfitting, government-furnished material on new procurement contracts, or for installation as part of a weapon system modification or modernizations, major reactivation or service life extension.

f. Also considered as investments are support elements such as data, factory training, support equipment and interim contractor support (ICS), which are required to support the procurement of a new weapons system or modification.

     3.  CONDITIONAL CASES.  The following are conditional cases which take precedence over the criteria contained in paragraphs one and two above:

a.   A major service-life extension program, financed in procurement, extends the life of a weapon system beyond its designed service life through large-scale redesign or other alteration of the weapon system.

b. Depot and field level maintenance is the routine, recurring effort conducted to sustain the operational availability of an end item. Depot and field level maintenance includes refurbishment and overhaul of end items, removal and replacement of secondary items and components, as well as repair and remanufacturing of reparable components. The maintenance effort may be performed by a depot maintenance activity in the Defense Working Capital Fund, by a direct funded DoD activity, by another government agency, or by a con tractor.

c. Maintenance, repair, overhaul, and rework of equipment are funded in the operation and maintenance appropriations. However, maintenance of equipment used exclusively for research, development, test, and evaluation efforts will be funded by the RDT&E appropriations.

d. Continuous technology refreshment is the intentional, incremental insertion of newer technology to improve reliability, improve maintainability, reduce cost, and/or add minor performance enhancement, typically in conjunction with depot or field level maintenance. The insertion of such technology into end items as part of maintenance is funded by the operation and maintenance appropriations. However, technology refreshment that significantly changes the performance envelope of the end item is considered a modification and, therefore, an investment (See section on “Product Improvement” 010212 C. 7.). This definition applies equally to technology insertion by commercial firms as part of contractor logistics support, prime vendor, and similar arrangements and to technology insertion that is performed internally by the Department.

e. Initial outfitting of an end item of investment equipment, such as a ship or aircraft, with the furnishings, fixtures, and equipment necessary to make it complete and ready to operate is a part of the initial investment cost.    Material procured through the DWCF for initial outfitting will be financed by procurement appropriations when drawn from the supply system. This concept includes changes to the allowance lists of ships, vehicles, and other equipment. Changes to allowance lists will be budgeted as investment costs.

f. Initial outfitting of a facility construction project financed by a Military Construction appropriation is financed as either expense or investment based on the general criteria.  Collateral equipment and furnishings are not considered a construction cost since these items are movable and are not installed as an integral part of the facility.

g.   When family housing is initially outfitted with kitchen equipment to include refrigerator, shades, carpeting, etc., these items are considered part of the construction costs.

h. Construction program costs, associated with construction management in general, as distinguished from supervision of specific construction projects, are expenses.  Costs incident to the acquisition (e.g., design, direct engineering, and technical specifications) and construction of a specific project are investments.  The cost of administering the real property maintenance program is an expense at all levels.

i. Cost of minor construction projects, not financed by Military Construction appropriations, meeting the current criterion for funding from appropriations available for operation and maintenance are considered expenses.  However, this definition does not abrogate the prohibition against the planned acquisition of, or improvements to, a real property facility through a series of minor construction projects (i.e., incremental construction).

j. The cost of civilian personnel compensation and other direct expenses (e.g., travel, office equipment leasing, maintenance, printing and reproduction) incurred in support of procurement and/or productions programs by departmental headquarters staff, contracting offices, contract audit offices, system project offices, and acquisition managers are expenses.  Procurement and/or production direct support costs such as production testing, quality assurance, production engineering, and equipment assembly, whether performed under contract or by in-house personnel funded on a reimbursable basis are investments.

k. When investment equipment is to be installed in a real property facility, the costs of both the equipment and its installation are considered investments.

D.  Appropriation Usage for Information Technology (IT) – General Funding Guidance

1. Additional References  

a. DoD FMR 7000.14.R, Vol. 2A, Chapter 1, paragraph 010201 – Criteria for Determining Expense & Investment Costs

b. DoD FMR 7000.14.R, Vol. 2B, Chapter 18 –  Information Technology

c. DA PAM 25-1-1, Information Technology Support and Services

2. Applicability & Scope

a. This guidance applies to all Army organizations.  It applies to the Planning, Programming, Budgeting, and Execution (PPBE) of IT assets, equipment, or systems (including hardware, software, applications, commercial off-the-shelf [COTS], and local area networks [LAN]).  This section provides general guidance for determining the correct appropriation for development, procurement, and sustainment of IT systems and equipment.  

b. This is general guidance only and is not intended to cover all unique circumstances regarding decisions to obtain IT.  It was specifically developed to assist and guide resource managers and IT personnel in making decisions to plan, program, budget, and obligate funds for IT using the correct appropriation. By planning, programming, budgeting, and executing in the correct appropriation, an Anti-Deficiency Act (ADA) violation may be avoided.  If in doubt on which appropriation to use for a circumstance not covered in this guidance, legal counsel knowledgeable in Fiscal Law should be consulted.

c. There are several appropriations that can be used to procure IT.  This guidance will address only the three most commonly used Army appropriations (Operation and Maintenance, Army [O&M], Other Procurement Army [OPA] and Research, Development, Test and Evaluation [RDT&E]) that are used to plan, program, budget, and execute IT.  For all other appropriations, consult the references above.

3. General Rules

a. Depending on the IT requirement/purchase, funding may be required from more than one appropriation. The intended purpose of an IT project or requirement and the dollar amount generally determines the correct appropriation for budgeting and execution purposes.

b. Generally, requests for IT in excess of $250K may require use of OPA and should be requested through the Program Objective Memorandum (POM) process.   All requests for IT using non-programmed funds to buy IT exceeding $25K will be reviewed by CIO/G6 for compliance and approval through the Goal 1 Waiver process (National Intelligence Program & Military Intelligence Program [NIP/MIP] are exempt from the Goal 1 Waiver process).

c. Expense/Investment Threshold:  As a general rule, the O&M appropriation is used for expense items (sustainment – repair and maintenance; and items or systems under the threshold of $250K) to include infrastructure.  OPA appropriation is used for investment items/systems that exceed the $250K threshold.  RDT&E appropriation is used for both expenses and investment items that involve research and development (R&D) type activities (no threshold).  Congress specifically prohibits the use of O&M for any item or system with an investment cost greater than $250K.  The expense/investment cost threshold is applied based on the total cost of a complete system or the modification/upgrade rather than on the cost basis of the individual items of equipment or components that, when aggregated, become a system.  Thus, when evaluating the procurement of components (or individual end items) consider the concept of a system.

(1)  Lifecycle replacement is not an exception to the Expense/Investment Threshold ($250K rule).  It used to be regarded as such, but that approach is prohibited under current law.  The law changed in January 2006 to make it very clear that replacements are subject to the threshold. Furthermore, it is incorrect to state that all IT requests in excess of $250K will require OPA.  The threshold applies to items and systems, but it does not apply to mass buys of items or systems that exceed an aggregate total of $250K on the contract but do not exceed $250K per item or system.

d. Studies and analyses are generally funded with O&M.  Any research and development costs that result in a prototype should be funded with RDT&E.  The RDT&E appropriation does not have a threshold; therefore, research and development in any amount should be funded with RDT&E.

e. Split Orders.  Do not use split purchases or fragment requirements to satisfy IT procurements in order to circumvent the expense/investment threshold.  Splitting IT procurements to stay under the threshold can be obvious and may create an ADA violation resulting in administrative actions pursuant to the reference listed above.

f. Military Interdepartmental Purchase Requests (MIPR) and Reimbursable Orders (RO).  Using a MIPR or RO to acquire IT hardware and/or software from another Army activity or Federal agency is proper and legal, provided the appropriate color of money is cited.  Neither the MIPR nor the RO can be used to circumvent the expense/investment criteria or to change the color of money.  It is illegal for one activity to MIPR Operation and Maintenance funds to another Federal Agency to purchase IT equipment and software which should be financed with procurement funds.

4. Determining Which Appropriation to Use for Expense and Investment Costs

a. Use this section and the Appropriation Usage Matrix (Figure 2) to select the correct appropriation for budgeting and funding development, acquisition, and maintenance of IT solutions.  Acquisition of IT may involve actions ranging from enterprise wide/functional IT infrastructure to ancillary equipment (e.g. personal computers, printers, etc., and software that operate independently of an IT system).  The following guidelines address budgeting and funding of IT resources:  

b. An IT system acquisition consists of validated requirements for material solutions like equipment and software that is integral to the operation of the system to include file servers, cable, personal computer (PCs) and other support components (e.g. routers, printers, etc.)  An IT system can also have sub-systems.  In general, these acquisitions must follow Investment/Expense threshold rules (i.e. O&M at or below $250K and OPA for over $250K).  Any research or development efforts must be funded with RDT&E.  When in doubt about funding, contact the Command Resource Management Office or seek a legal review.

c. Centrally Managed IT equipment.  Use OPA appropriation for IT equipment subject to central management and asset control regardless of the cost of the IT system or unit cost of the equipment.

d.  IT systems and equipment used exclusively for RDT&E activities. Notwithstanding any other guidance contained herein, use RDT&E for acquisition, operation, and sustainment of IT systems and equipment used exclusively to support RDT&E activities.  This includes costs that could otherwise be funded with O&M.

e. Development efforts of IT systems.  Use RDT&E for research, development, test, and evaluation including designing prototypes and processes for development of IT systems.  The procurement of engineering, design, integration, test and evaluation services to enhance a Commercial Off The Shelf (COTS) IT item to meet the government IT system’s objective performance is funded with RDT&E.  In other words, if modifying COTS for Army unique functionality, use RDT&E.

f. Initial procurement of an IT Investment.  Use the expense/investment threshold to determine the funding for the initial procurement of COTS IT to satisfy the emerging requirements of a new IT system (including ERPs, LANs, etc.).  Include any additional IT installation costs (e.g. system engineering, equipment installation, testing, etc.) required to make the IT system operable:

(1) Apply the expense/investment threshold to the aggregate cost of the entire new system.  Thus, if the cumulative cost of the purchased system is $250K or less, use O&M funds, otherwise use OPA funds. The expense/investment threshold is applied to the system’s complete cost (cumulative cost of all system items).

(2) Use O&M funds to finance the installation if other than the prime contractor or direct subcontractor installs the system and only if the costs pertain to services (not acquisition of hardware and/or software).

(3) Use OPA to finance all turn-key acquisitions that exceed the investment threshold of $250K.

5. Modification, upgrades, replacement of end items  

a. Cost each modification, upgrade, or replacement of IT end items separately from the original purchase of the existing equipment or IT system, but only if these costs are separate from the original purchase and not split from the original purchase to avoid funding thresholds

b. For modification, upgrades, and replacement of components or component parts, apply the expense/investment threshold against the cumulative cost of all new items during a system modification or upgrade, and when an existing system is replaced in its entirety.  For example, if the cumulative cost of all equipment comprising the modification, upgrade, or replacement is $250K or less, use O&M; if over $250K, use OPA. 

6. Ancillary IT equipment acquisition

a. Ancillary IT equipment consists of stand-alone personal computers (PC), printers, etc., whose primary purpose is to operate independently from the IT system, as well as network, spares and stand-alone upgrades and standalone PC upgrades.  For example, individual employee PCs and printers connected to the Internet is considered ancillary IT equipment.  PCs used primarily for systems administration of the Intranet is not considered ancillary IT equipment.  For ancillary IT equipment, apply the Expense/Investment threshold to each item or system to be purchased.  Use O&M funds for requirements if each item, necessary combination of items, or system purchased is less than $250K; otherwise use OPA funds for those items, necessary combination of items, or systems over $250K.  The overriding rule is that stand-alone operational integrity of ancillary IT equipment must be maintained if using O&M funds.  Ancillary IT equipment does not include servers, switches, routers, and similar network equipment.

(1) Ancillary IT equipment (Network components) can be considered separate from the larger IT system, but this does not avoid all the rules and allow everything to be priced on a “cost per component” basis regardless of what the components are and how they are used.  If particular ancillary IT equipment items work together, they may have to be costed together.

7. Replacing or repairing component parts during routine maintenance or repair may generally be funded with O&M.

a. This paragraph applies only to cost of component parts replaced or repaired during routine maintenance and repair of an IT end item.  It does not apply to any efforts that result in an improvement in the original purpose or operational capacity of the end item with regard to its effectiveness, reliability, or safety.  

b. This paragraph does not apply to the replacement of the end item itself.  For example, if an entire IT server is being replaced with a new IT server, or a PC is being replaced with a new PC, then apply the guidance above.

c. If replacement of components costs more than $250K per system, OPA will be required.

8. Software.

a. Internal Use Software (IUS) includes application and operation of system programs, procedures, rules, and any associated documentation pertaining to the operation of a computer system or a program used for operational or other internal use.

b. Proprietary software carries a copyright from the vendor that prohibits duplication or modification.  Essentially, the purchaser is buying a license from the vendor to use the software on a particular system.  IAW Defense Federal Acquisition Regulation (DFARS) Subsection 208.7402, departments and agencies shall fulfill requirements for commercial software and related services, such as software maintenance, in accordance with the DOD Enterprise Software Initiative (ESI).  The Army's Computer Hardware, Enterprise Software and Solutions (CHESS) office is the designated Software Product Manager for implementing the ESI. See the following websites for ESI policy and guidance: 

https://chess.army.mil/ascp/commerce/scp/downloads/standardspolicy_files/Use_of_CHESS_memo.pdf  

https://chess.army.mil/ascp/commerce/scp/downloads/standardspolicy_files/ARMY_IT_Guide_2006.pdf

c. Proprietary software is an investment subject to the expense/investment threshold, unless financed on an “annual fee” basis.  If it is on an annual fee basis then it is an expense item properly financed with O&M or RDT&E funds, as applicable.

d. Software releases categorized as versions of the basic release and not involving significant improvements or extensive testing are maintenance efforts.  Minor improvements in software functionality accomplished during routine maintenance may also be O&M funded.  For example, the creation/ purchase of small a plug-and-play application or script that fine tunes or optimizes the existing application service provider capability are financed with O&M.

e. Use RDT&E funds to obtain software via a software development contract (i.e. the acquiring activity pays a contractor for the software development services).

9. Definitions

a. Compliance – A system that meets, or is implementing an approved plan to meet, all applicable Technical Architecture (TA) mandates. (DA PAM 25-1-1)

b. Information Technology (IT) – Any equipment or interconnected system or subsystem of equipment, that is used in the automatic acquisition, storage, manipulation, management, movement, control, display, switching, interchange, transmission, or reception of data or information by the Army or DOD. This includes equipment that is used directly or is used by a contractor under a contract with the Army or DOD which requires either the use of such equipment or the use, to a significant extent, of such equipment in the performance of a service or the furnishing of a product. The term ‘information technology’ also includes computers, ancillary equipment, software, firmware and similar procedures, services (including support services), and related resources. Notwithstanding subparagraphs (A) and (B), the term ‘information technology’ does not include any equipment that is acquired by a Federal contractor incidental to a Federal contract (40 USC 11101). (DA PAM 25-1-1)

c. Infrastructure – Most generally relates to and has a hardware orientation, but it is frequently more comprehensive and includes software and communications. Collectively, the structure must meet the performance requirements of and capacity for data and application requirements. It includes processors, operating systems, service software, and standards profiles that include network diagrams showing communication links with bandwidth, processor locations, and capacities to include hardware builds versus schedule and costs. (DA PAM 25-1-1)

d. IT Architecture – An integrated framework for evolving or maintaining existing information technology and acquiring new information technology to achieve the agency’s strategic goals and information resources management goals.(DA PAM 25-1-1)

e. Local Area Network (LAN) – A data communications system that (a) lies within a limited spatial area, (b) has a specific user group, (c) has a specific topology, and (d) is not a public switched telecommunications network, but may be connected to one. Note 1: LANs are usually restricted to relatively small areas, such as rooms, building, ships, and aircraft. Note 2: An interconnection of LANs within a limited geographical area, such as a military base, is commonly referred to as a campus area network. An interconnection of LANs over a citywide geographical area is commonly called a metropolitan area network. An interconnection of LANs over large geographical areas, such as nationwide, is commonly called a wide area network. Note 3: LANs are not subject to public telecommunications regulations. (DA PAM 25-1-1)
E.  Special Guidance Concerning Real Property Facilities

     1.  Construction includes real property equipment (often called installed equipment) which is affixed and built into a facility as an integral part of a facility.  The cost of this equipment and its installation is part of the construction cost.

     2.  Items of equipment that are movable in nature and not affixed as an integral part of a facility are not normally considered construction costs, except for initial outfitting of family housing as detailed in para C3g above.  This equipment includes all types of production, processing, technical, ADPE, communications, training, servicing and RDT&E equipment.  The cost of this equipment is an expense or an investment according to the policy criteria above.  In addition, modifications to an existing facility required supporting the installation of movable equipment, such as the installation of false floors or platforms, prefabricated clean rooms, or utilities, will be considered an integral part of the equipment costs.  As such, the costs are either expense or investment, as long as the modifications do not include structural changes to the building.  If the modifications include structural changes, they will be considered investment costs and budgeted as construction.

F.  Definitions Used in Determining Expense and Investment Costs

     1.  System.  There are two considerations for the definition of a system.  The first consists of an automation capability which is centrally managed and must be considered by a Major Automated Information Systems Review Committee (MAISRC).  The second is generic and could be any combination of components/items which work together to perform a function or to satisfy an approved requirement as defined above.

         2.  Centralized Item Management and Asset Control.  The management in the central supply system or a DoD-wide/Service-wide acquisition and control system in which the manager has the authority for management and procurement of items of equipment.  This includes such functions as requirements determination, distribution management, procurement direction, configuration control, and disposal direction.  Asset control includes the authority to monitor equipment availability and take such actions as necessary to restock to approved stockage levels.

         3.  Modification.  The alteration, conversion, or modernization of an end item of investment equipment which changes or improves the original purpose or operational capacity in relation to effectiveness, efficiency, reliability or safety of that item.

         4.  Maintenance.  The routine, recurring effort conducted to maintain an end item of investment equipment at its intended capability or designed performance level.

         5.  Construction.  The erection, installation, or assembly of a new facility; the addition, expansion, extension, alteration, conversion, or replacement of an existing facility; or the relocation of a facility from one installation to another.

         6.  Real Property Maintenance.  The various functions for the maintenance and repair of facilities and the accomplishment of minor construction financed by an operations appropriation.

         7.  Facility Maintenance.  The recurrent, day-to-day, periodic or scheduled work required to preserve real property in such condition that it may be used for its designated purpose.

         8.  Facility Repair.  The restoration of real property to such condition that it may be used for its designated purpose.

         9.  System.  The combination of a number of components that are functioning with the context of a whole to satisfy a documented requirement.

      10.  Requirement.  This is the basic determining factor for all expense/investment criteria decisions.  A requirement consists of the set of capabilities which are necessary to perform the mission.  This set of capabilities directs the decision as to what is or is not part of a system, or what is an independent upgrade.  Neither the capability nor the requirement will be fragmented to circumvent application of the expense/investment criteria.  
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	Appropriation

	
	Development of a New System
	Yes
	N/A
	N/A
	RDT&E

	
	New system purchase following development
	Yes
	Yes
	No
	O&M

	
	
	Yes
	No
	Yes
	OPA

	
	Equipment being purchased at time of the initial purchase of new larger IT system
	Yes
	Yes
	No
	O&M

	
	
	Yes
	No
	Yes
	OPA

	II.
	Add-on or Replacement of End Items of Existing IT System
	 
	 
	 

	
	 
	Part of an IT System
	Total Cost of all New Equipment is Less Than or Equal to $250K
	Total Cost of all New Equipment is Greater than $250K
	Appropriation

	
	Modification or Upgrade of IT End Item
	Yes
	Yes
	No
	O&M

	
	
	Yes
	No
	Yes
	OPA

	
	Replacement of IT End Item
	Yes
	Yes
	No
	O&M

	
	
	Yes
	No
	Yes
	OPA

	
	Replacement of Component Parts that Enhance Performance of an IT End Item
	Yes
	Yes
	No
	O&M

	
	
	Yes
	No
	Yes
	OPA

	
	
	
	
	
	

	III.
	Ancillary Equipment (Network Components)
	 
	 
	 

	
	 
	Part of an IT System
	Unit Cost of Individual Item is Less Than or Equal to $250K
	Unit Cost of Individual Item is Greater Than $250K
	Appropriation

	
	Initial Purchase of Standalone Ancillary Items (PCs, Printers, etc.)
	No
	Yes
	No
	O&M

	
	
	No
	No
	Yes
	OPA

	
	Replacement of standalone Ancillary Equipment
	No
	Yes
	No
	O&M

	
	
	No
	No
	Yes
	OPA

	
	Upgrade of Standalone Ancillary Equipment
	No
	Yes
	No
	O&M

	
	
	No
	No
	Yes
	OPA

	
	Network Spares
	No
	Yes
	No
	O&M

	
	
	No
	No
	Yes
	OPA
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	IV
	Replacing/Repairing Component Parts of End Items During Routine Maintenance
	 

	
	 
	Part of an IT System
	Total Cost of all New Parts is Less Than or Equal to $250K
	Total Cost of all New Parts is Greater than $250K
	Appropriation

	
	Replacement of Component Parts Per System
	N/A
	Yes
	No
	O&M

	
	
	N/A
	No
	Yes
	OPA

	
	
	
	
	
	

	V.
	Acquisition of Software
	 
	 
	 
	 

	
	Note.  All software must be purchased through the CHESS program at PEO-EIS.
	Part of an IT System
	Software Fee is Less Than or Equal to $250K
	Software Fee is Greater than $250K
	Appropriation

	 
	COTS Release that improves performance or capabilities
	N/A
	Yes
	No
	OMA

	 
	
	N/A
	No
	Yes
	OPA

	
	RDT&E Activities:
	 
	 
	 
	 

	
	Development effort (including any significant modification of COTS software that is not a version of the basic release)
	N/A
	N/A
	N/A
	RDT&E

	
	Software to be used in RDT&E system
	N/A
	N/A
	N/A
	RDT&E

	
	Non-RDT&E Activities:
	 
	 
	 
	 

	
	COTS - part of initial (new) system purchase
	Yes
	N/A
	N/A
	Include software costs in equipment purchase cost and apply rules in above tables for IT equipment

	
	COTS - part of modification or upgrade of existing system 
	Yes
	N/A
	N/A
	Include software costs in equipment purchase cost and apply rules in above tables for IT equipment

	
	COTS support maintenance (annually funded)
	N/A
	N/A
	N/A
	O&M

	
	 
	 
	 
	 
	 

	
	Software Licensing Fees:
	 
	 
	 
	 

	
	Perpetual License (one-time fee)
	N/A
	Yes
	No
	O&M

	
	Perpetual License (one-time fee)

Annual Licensing Fee (funded annually)
	N/A
	No
	Yes
	OPA

	
	
	N/A
	N/A
	N/A
	O&M
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	VI.
	Related Services
	 
	 
	 
	 

	
	 
	 
	 
	 
	Appropriation

	
	 Contracted
	Performed by a vendor (or subcontractor of vendor) of purchased equipment
	 
	 
	Include installation costs in equipment purchase cost and apply rules in above tables

	
	 
	Performed by other than a vendor (or subcontractor of vendor) of purchased equipment
	 
	 
	O&M


Figure 3

Appropriation Guide / IT References

	Appropriation
	Treasury Code
	Length
	Threshold
	Use
	Buys

	Operations and Maintenance, Army  (OMA); (OMAR); (OMNG)
	2020; 2080; 2065
	Annual Appropriation = funds can only be obligated in that the specific fiscal year it was issued.
	Under $250K threshold
	The operation and maintenance of all Army organizational equipment & facilities.  
	Purchasing equipment & supplies; production of audiovisual instructional materials & training aids; operation of service-wide & establishment-wide activities; operation of depots, schools, training (including cost of training civilian employees in the program from which the salaries are payable), recruiting, and programs related to OMA; welfare & morale, information, education, & religious activities; and expenses of courts, boards, and commissions.

	Other Procurement, Army (OPA)
	2035
	Three (3)  year = funds investments can be obligated up to 3 years from the fiscal year the appropriation was issued.
	Over $250K investment threshold
	Investments greater than $250K; not eligible for RDT&E
	Base Level Commercial Equipment Procurement, production, modification, engineering, and acceptance testing during production period of other major end items of equipment.  The BCE program allows Army Agencies primarily funded with OMA to obtain certain investment end items.

	Research, Development, Test & Evaluation (RDT&E)
	2040
	Two (2) year = funds can be obligated up to 2 years from the fiscal year the appropriation was issued.
	No threshold
	Any research and development of an intended product.
	Broadly includes work performed by a government agency or by private individuals or organizations under a contractual or grant agreement with the government.  It includes research & development in fields, including the physical sciences, and engineering.  Research is systematic study directed toward fuller scientific knowledge or understanding of the subject studied.  Development is systematic use of the knowledge and understanding gained from research for the production of useful materials, devices, systems (including IT), or methods, including the design and development of prototypes and processes.

	Army Working Capital Fund (AWCF) - Operating Costs
	4930
	Annual Appropriation = funds can only be obligated in the specific fiscal year it was issued.
	Under $250K investment threshold 
	Investments less than $250K
	Non-ADPE Equipment, Automated Data Processing Equipment (ADPE), Software (internally or externally developed) and Minor Construction.

	Army Working Capital Fund (AWCF) - Capital Investment Projects (CIP)
	4930
	Annual Appropriation = funds can only be obligated in the specific fiscal year it was issued.
	Over $250K investment threshold 
	Investments greater than $250K
	Non-ADPE Equipment, Automated Data Processing Equipment (ADPE), Software (internally or externally developed) and Minor Construction.
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	IT REGULATIONS/ RESOURCES/GUIDANCE
	Proponent
	 
	IT REGULATIONS/ RESOURCES/ GUIDANCE
	Proponent

	Army Regulation 25-1
	CIO/G6
	 
	DoD Financial Management Regulation
	OUSD / DFAS

	CIO/G6 IT Investment Certification & Annual Review SOP
	CIO/G6
	 
	DoD Financial Management Regulation Vol. 2B, Chapter 9 for AWCF
	OUSD / DFAS

	DFAS 37-100-XX, Appendix A (Expense/Investment Criteria)
	ASA (FM&C)
	 
	DoD IT Defense Business Systems Investment Review Process
	Business Transformation Agency

	
	
	
	
	

	U.S. Code, TITLE 10, Subtitle A, PART IV, CHAPTER 131, § 2222; 
	

	Conditions for Obligation of Funds for Defense Business System Modernization
	

	Web address:    http://www.law.cornell.edu/uscode/10/usc_sec_10_00002222----000-.html


FIGURE 4

IDENTIFICATION OF FUND SOURCES USING THE FEDLOG

The following provides a key to how the various armed services identify the proper funds to be used to acquire their equipment.  However, if the Army is a registered user of another service item, the Army Item Manager responsible for the NIIN should assign a MATCAT to it, that will be displayed in the Management Control field of the FEDLOG display.


1.  US Army:  The Army uses a service specific FEDLOG code, the Material Category (MATCAT) code.  The second position of this code provides the key to the proper funds to be used to acquire the item.  If the code is numeric, the proper funding is the consumer’s appropriated operating funds, (e.g. 2020-OMA, 2065-OMANG, 2040-RDT&E).  If the code is alphabetic, the proper funding is an Army Procurement Appropriation, (i.e. 203*).  


Example:  Using the FEDLOG “Context Help” button, click on the second position of the MATCAT code displayed on the FEDLOG detail NIIN/NSN display (example 1A).  The FEDLOG will respond with the Army appropriation funding the item (example 1C) 


2.  Defense Logistics Agency:  By arrangement with DLA, a standard Army MATCAT code is usually provided.  Normally the second position of the MATCAT, the Appropriation, and Budget Activity (ABA) code is 2, identifying the Defense Working Capital Fund as the provider.  The proper funding is the consumer’s appropriated operating funds, (e.g. 2020-OMA, 2065-OMANG, 2040-RDT&E).  


Example:  Using the FEDLOG “Context Help” button, click on the second position of the MATCAT code displayed on the FEDLOG detail NIIN/NSN display.  The FEDLOG will respond with the appropriation funding the item.  If the response is other that ABA = numeric, then the customer must use appropriate procurement funds.


3.  US Air Force:  The USAF uses the FEDLOG Management Control (MGMT_CTRL) field much as the Army uses the MATCAT.  The third position is the Budget code.  If third position is numeric, use the consumer’s appropriated operating funds, (e.g. 2020-OMA, 2065-OMANG, 2040-RDT&E).  If it is Alpha use consumers’ Army procurement funds.  


Example: Using the FEDLOG “Context Help” button, click on the third position of the MGMT_CTRL code displayed on the FEDLOG detail NIIN/NSN display (example 2A).  The FEDLOG will respond with the USAF appropriation funding the item (example 2C).


4.  US Marine Corps:  The USMC also uses the FEDLOG Management Control (MGMT_CTRL) field much as the Army MATCAT.  The first position is the Stores Account Code.  If the first position is 1 or 2, use the consumer’s appropriated operating funds, (e.g. 2020-OMA, 2065-OMANG, 2040-RDT&E), if it is 3 use Army procurement funds.  


5.  US Navy:  The USN also uses the FEDLOG Management Control (MGMT_CTRL) field in a similar manner as the Army MATCAT.  The first position is the Stores Account, in which the following generally applies; 1, 3, 5, 7, and 9 are consumer funded using appropriated operating funds, (e.g. 2020-OMA, 2065-OMANG, 2040-RDT&E); 2, 4, 6, and 8 use Army procurement funds.  

DWCF MANAGED ITEM?





CLASSIFY AS EXPENSE





CENTRALLY MANAGED/


ASSET CONTROLLED ITEM?
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CLASSIFY AS INVESTMENT





YES





NO





YES





NO





YES





NO








	FY 2016 – CHANGE 30
	X1-EXINV‑1 
	 



