
1

TAB 2



1
q r

I
P O

oj
t I J

POINT PAPER
r

oj

Capitaliz tion Policy
For discussionohly

Problern During the FYO7 audit CPA Assciates recomniended that the city
should review its capitalization policy ahd increase the threshpld Currently the

thresholdissetat 500 and the auditQrsfeelitistoolo for an organization of
oursize The auditcorTlrl1Emfwas repeated with the FYQ8audit

l3ackground Currently th city scapitalization threshpldisset at 500 per unit

of asset regardless oJ type Thedtycurrently h s total assets in excess of 60

million The auditors feel that this 500 thresholclis much too Iow for a city of our

size

f

Staffisrpa ing the following tecOrnmendatiorls
1 Increasethethr sholdforequipmentand V hiclesto 2 000 per unit and

20 000 for 1I other categories sJJCh as land bUildings improvements
infrastructure and i nt ngibIElassets

2 Do not revalue the c urrentassets sinc rnostassets under 2 000 are

alrt9adydepreCiating rare fully depreciated but implement this change
011 a Ugoh gforward baSIS

3 Continue totrack and inventorY assets between 500 and 2 000 but not

includethem on thEdinanbia lstateIT1Emts 0

I

Alternatives
1 Do nothing
2 Discuss arid give taffdirection on the val ation of the city s fixed

assets

eC mlrnEmdation Staff recornrnendsQommission sdiscllssionand consensus

of the 2 000 anci 20 Othresholds
I

Budget Irnpact Th budgetwilLinotbeimpactt9d Anybudgt9tnow categorized
as capita l assets letween 500 and 2 000 Will need to be moved to a non

capital line
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CITY OF P LM TIOFLORIDA
ASSET CAPITA IZATIONPOLlCY

I
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1 Scope of Policy

This Asset Capitalization Policy applies to the capitalization ofcapital assets in all funds of the City of
Palmetto Florida

3 Ca ital Asse s

By definition any asset tangible or intangible that benefits the City more than one fiscal period
potentially could be classified asa capital asset As apractical matter however governments capitalize
only their higher cost assets Capitalization thresholds are established to determine which assets ar

capitalized and which assetsareexpensed when purchased

The City mllstmaintain adequate control overall assets including lower cost capital assets

Capitalization is designed to focus on the City s financial r porting needs and is not designed for or
particularly suited for the purposes of ensuring control overlower costassets Capitalizing numerous

small cost items will actually overburden the overall capital sset management system Capitalization
tbresholds are established based or ffinanciai reporting needs

4 Capital AssetTypes

Capital assets are divided betweerl assets thatare not subject to depreciation and assets that are subject
to depreciation

Assets thata eriot subject to depreciatipn include

Land The amount that should be capitalized for land should inc udethe cost of the land itself

professional fees used to acquire thelandjlegal engineering appraisal survey fees costs for

excavation fill grading or drainage demglitionof any existing buildings or other improvements
and any other coststhatare incurr d to acquire the land and makethelandsuitablefor use by
the Town The value of easements should also becapitalized larid is characterized as having
an unlimited life arid isthereforenotdepreciated
Construction in progres The costs of assets thatthe Cityjs cohstructing where expenses are

incurred over morethan one fiscal year are accumulated s construction in progress Lintil the

asset is placed in service At that time the total costs are then transferred to the appropriate
asset type and depreciated

Assetsthat are subject to depreciation include

1
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Buildings and buildingimprovements BuilCli gs are permanent structures that are intended for

sheltetof persons materials or equipment Building improvements are capital events that extend

the useful life ofa building or increase the value ofabuilding or qoth Repairs that simply
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maintain the existing life or restore a building to its original condition do not constitute an

improvement
u

Improyements Other Than Buildings Ifnproveme nts Other Them Buildings are those

improiJements other than Qrdinary and regular site preparation which ready the landfor its

intended use Such improvements can include parking lots athletic fields fencing paths and

trails emdlan scaping
Infrastructure lnfrastructure Ci sets relong I dcapitaLassetsthat are stationary in nature and

can be preserved for asignificantly greaternumberofyears thanrnost capital assets Such
assets can include streetsahd roadways bridges sidewalks water mainsahd distribution lines

sewer mains andcoJlection lines and treatment plants
Equipm nt Equipmentis arritelTloftangible nonexp ridab lepersnal property with a useful life

ofmore than one year andincludesniachinery and vehicles

o Leased assets areaUassetsacquiredby a capital lease arid shall be treated as a City
oWned asset and capitalized accordingtothe appropriateOcapitaliiation threshold Assets

acquired through an operating lease arereturned to the lessor at the end of the tease

term and are not aeemed to be owned by the City
lntangibleorOther Capital Assets lntangible assets cah beidentifiedbydetermining if the asset

can be se paratedor dividedfrom the government by sale transfer license rental or exchange or

if it arisesfromconfra9tual orothelgalrights
o Software Softwsreis an intangible item that is used ana computerized piece of

equipment SoftWare is papitali edonly when it is an integrated system that entails
several modules such asan accollntingsoftwareused city wide or the historical cost of

the system exceeds 20 000

0 Other intangibleassetscouldinclude wat rrig ts p teQts

5 Acquisition and Valuation 6fAssets

All capital assets are acquired in ccordance withinthe City s budgefand accotding to purchasing policy
Capital assets should be reported attheirhistorical cost In the absence of historical costinformation the

assets estimated historical cost may beu ed If capital assets are rnqvedCfrom one fund or activity to

another the recipient fun90racthiity shouid continue to report those assets at their historical cost as of

tfle datethey were originally acquired

P

The historical cost of acapitalas et should include andllarycharge nec ssary to place the asset in its

intended location freight harges for example ancillary charges n ecessarto place theass tin its
intended condition for use installationCrsitepreparation charges foreCample arid capitalized interest

only for those assets that are utilizedin nterprisefunds that are r portedas a part ofbusiness type
activities

Estimating the historical cost of capital assetsfowhichinvoicesor sililif lI documentation of historical

costafenotavailable can usee itheLstandardcstingornormalcosting Starjdard costing involves using
historicallourc s such as old v ndor catalogs to establish the aversge costof obtaining the same ora

shTlilar asset at the tirTleofacquisition NormaHcosting involvesesfablishihgfhecurrent cost of the same

orsimilar assetanddeflatingthatcostusin an apjlropriate priceindex

Donated capital assets are recgrdedat fairmarket value at thetimeotacquisltion Assets estimated to

hewe a value in excess of 5 OOOmusf be appraised by a person knowledgeable and qualified with

respect to that type of asset

All land or building acquisitions withah stiiTIated value in exbess of 20 000 must be appraised by a

licensed real estate appraiser

Assets acquired through capital leases leeting thecapitalizatioh requirements should be recorded atthe
historical costofthe asset not ingIUdingClrY leaseintere tpayments
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Assets acquired by the exercise 6f eminent dornain powers shall be capitalized in the General Fixed

AssetAccountGroup in the arnountfcompensationawarded the property owner plus legal service costs

incidentalto the acquisition

6 Expenditure Types

Controllable assets are defined asass ts exCludirigsoftware havingvalues of 500 to 2 000 and a

useful life of greater than one fiscal period These iassets are required to be expensed but are to be

controlledforinsurahece and invehtorY ieporting purposes arid will be1assigned an asset nurn ber

How everithesec6ntrollabl assets will not b capitalized and win notbereported as capital assets in the

City s CAFR Sample controllable assets are comput requipinent and software tools

Repairand Maintenance costs are expenditures necessary forJhe upkeep ofthe property that neither add

to theperman nt value of the propertynor ClPpreciably prolong its intended life but keep it in an efficient

operating condition AlI fepair and maintenance costs to capital assets are to be treated as an annual

operating expense and charged to the appropriat Cost Center or Fund

6 Capitalization Thresholds

The City establishes the folloWihgCapitalization Thresholdsfo thefollowinggroups of assets

Land andeaseinents
Buildings and biJildingimprovemehts
Equipment ahd vehicles
Infrastructure
Improvements Not Buildings
Software

20 000

20 000

2 000

20 000

20 000
20 000

Buildings and building improvements
Furniture fixtures equipmentarid vehicles
Infrastructure LJtility systems roadsand sidewalks

Intangibles excliJqing landJelateda sets

30 years
7 years

50 years
7 years
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