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Revisions to Capital Expenditures and Depreciable Fixed Assets Policy
DISTRICT CONTROLLER’'SRECOMMENDATION %

Approve the proposed revisions to the Capital Expenditures and Depreciable Fixed Assets Board
Policy.

SUMMARY

This report outlines proposed revisions to the District’s Capital Expenditures and Depreciable
Fixed Assets Policy to increase capitalization thresholds, streamline the calculation of
depreciation, and reduce the accounting entries for asset disposals and retirements.

DISCUSSION

As the District has grown in size over the years, the complexity of its financial operations has
also increased, and the recent passage of Measure AA will add to the complexity. The District
Controller recommends the Board of Directors approve revisions to the Capital Expenditures and
Depreciable Fixed Assets Policy to strengthen the District’s financial management practices.

The District’s auditor, Chavan & Associates, has recommended that the District re-evaluate its
capitalization threshold, which is currently at $10,000, given the value of the District’s assets and
its annual budget. Similar agencies typically have a capitalization threshold of $25,000 or more.
The proposed policy revisions (Attachment 1) would change the District’s capitalization
threshold to $25,000 for vehicles and equipment and $50,000 for structures and infrastructure.
Attachment 2 provides a summary of the proposed Board policy changes and Attachment 3
provides capital asset definitions.

FISCAL IMPACT
The policy changes discussed in this report would have no fiscal impact.
BOARD COMMITTEE REVIEW

The Action Plan and Budget Committee reviewed and expressed support for the policy changes
on November 18, 2014.
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PUBLIC NOTICE

Notice was provided pursuant to the Brown Act. No additional notice is necessary.
CEQA COMPLIANCE

No compliance is required as this action is not a project under CEQA.

NEXT STEPS

Following Board approval of the recommended policy changes, the General Manager will
implement the two policies.

Attachment:
1. Proposed Revisions to the Capital Expenditures and Depreciable Fixed Assets Policy
2. Summary of Proposed Capitalization Policy Changes
3. Capital Assets Definitions

Prepared by:

Michael Foster, Controller

Andrew Taylor, Accountant

Kate Drayson, Administrative Services Manager

Contact persons:
Michael Foster, Controller
Andrew Taylor, Accountant
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Board Policy Manual

Capital Expenditure and
Depreciable Fixed Assets Policy 3.05

(-Ga-pEx-)—Gu-idel-i-ne—and Chapter 3 - Fiscal Management
Ceolaniaddesn

Effective Date: 3/27/02 Revised Date: 41/13/1312/10/14

Prior Versions: 3/27/02,3/23/05, 12/8/10, 11/13/13

. PART-CAPITAL EXRPENDHUREAND FIXED ASSETS:

AcCapital expenditure-assetsis are defined as a-majorronrecurring-expenditurefixed assets

such as land, buildings, and equipment with a useful life of greater than one year and are
classified as follows: :

1. Land - Land and permanent easements, either purchased or donated, with a value greater
than S1 are non-depreciable capital assets.

2. Structures and Structure Improvements - Land improvements, infrastructure, buildings,
other structures, and leasehold , which are purchased, constructed, or received as a
donation, with an estimated total cost or fair market value greater than $50,000, are
depreciable assets.

3. Infrastructure - Infrastructure assets are long-lived fixed assets with a value greater than
$50,000 that are normally stationary in nature and can be preserved for a number of years
significantly greater than most fixed assets. Infrastructure assets are capitalized and
depreciated over the remaining useful life of the asset. Examples of infrastructure assets
include roads, bridges, trail systems, tunnels, drainage systems, water and sewer systems,
dams, and parking lots.

4. Equipment - Machinery, equipment, and fixtures, either purchased or received as a
donation with a cost or fair market value greater than $25,000, are depreciable assets.

5. Vehicles - Vehicles, either purchased or received as a donation with a cost or fair market
value greater than $25,000, and include the basic vehicle itself and any added components
that are permanently affixed—such-asatruck bedy{used forstorage andaddedtothecab
and-frame) oremersency-vehicleeguipment- to which-eustemize-the vehicle prior to the in-

service date.

6. Projects which extend the useful life or materially increase the capacity of an existing capital
asset with a value greater than $25,000 for machinery, equipment, fixtures and vehicles, or
$50,000 for land, improvements, infrastructure and buildings, are capitalized and
depreciated over the remaining useful life of the asset.
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The foregoing represents a general framework and is not intended to be exhaustive. The final

determination for capitalization issues shall be made in consultation with the District Controller
and external auditor.

1. DEPRECIATION AND AMORTIZATION

For the purposes of presentation in the District’s financial statements, capital assets will be
depreciated/amortized over their useful lives based on the following categories:

Vehicles 5 years
Software 5to 10 years
Equipment/Fixtures 5 to 20 years
Public Access Infrastructure 20 to 50 years
Structures/Improvements 50 years
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ATTACHMENT 2
The current policy document in force (Capital Expenditure and Depreciable Fixed Asset /CapEx
Guideline and Cal culation) needs to be updated in light of the passage of Measure AA.
The essence is not to define what isa* capital project,” but rather to establish thresholds for

which the District will include an expenditure on its balance sheet as a depreciable fixed asset for
purposes of its government-wide financial statements.

Capitalization/Depreciable Fixed Assets

Category Current Policy Proposed
Land (non-depreciable) $5,000 $1
Equipment $5,000 $25,000

(machinery, furniture, fixtures, etc)

Vehicles $5,000 $25,000
(patrol, maintenance and administrative office)

Structures & Improvements $5,000 $50,000
('buildings, garages, storage areas and related
HVAC, heating and other systems)

Infrastructure $5,000 $50,000
(trails, bridges, drainage, parking areas, roads,
etc)

The proposed changes are based on input from the external auditors, as well as areview of peer
agencies, including East Bay Regional Park District. In particular, the District’s external auditor
has endorsed these levels as being more consistent with similar agencies given the overall size of
the District’s balance sheet (in excess of $400 million).

The primary effect of this change will be to reduce the number of assets that the District tracks for
accounting purposes, however, physical tracking of the assets will be maintained. It will
streamline the calculation of depreciation and reduce the accounting entries for asset disposals and
retirements.



Summary Statement

Capital Assets
Definition

Capitalized Costs

ATTACHMENT 3

Up to present, the District has been guided by the Capital
Expenditure and Depreciable (CapEx) document first approved
by the Board on March 27, 2002 and subsequently amended in
March 2005 and December 2010.

Generally accepted accounting principles (GAAP) dictate that
the District capitalize certain expenditures on its balance sheet
(land, equipment, buildings, etc) as an asset. Under the same
principles, a portion of the value of those assets is recorded as
a depreciation expense over the estimated useful life of the
particular asset (land being the exception and not subject to
depreciation).

With the passage of Measure AA, the District needs to define a
more formal policy regarding Capital Assets of the District.
The purpose of this update is to establish capitalization
thresholds which are more consistent with the scale of the
District’s balance sheet and moreover, to ensure proper and
accurate accounting treatment under GAAP as it relates to
recording capital (fixed) assets in the District’s accounts.

Assets with the following threshold values, and a useful life of
greater than one year will be capitalized:

¢ Land and permanent easements, either purchased or
received as a donation with a value of greater than $1
are non-depreciable capital assets.

¢ Land improvements, infrastructure, buildings, other
structures and leasehold improvements which are
either purchased, constructed or received as a donation,
with an estimated total cost or fair market value,
greater than $50,000 are depreciable assets.

e Machinery, equipment, fixtures and vehicles, either
purchased or received as a donation with a cost or fair
market value greater than $25,000 are depreciable
assets.

e Projects which extend the useful life or materially
increase the capacity of an existing capital asset, with a
value greater than $25,000 for machinery, equipment,
fixtures and vehicles, or $50,000 for land,
improvements, infrastructure and buildings, are
capitalized and depreciated over the remaining useful
life of the asset.

Capitalized costs shall include those costs for placing the asset
into service as prescribed by GAAP:



Depreciation &
Amortization

Disposal of
Capital Assets

Annual Inventory

ATTACHMENT 3

¢ In the case of purchased assets, this shall included
purchase costs, taxes, installation, and delivery/freight
charges

e For constructed assets, costs include design,
engineering (geotechnical, soils, structural, etc),
permits, construction and other related costs.

The overriding determination for capitalization of costs shall
be conformity with US GAAP and made in consultation with the
District Controller and external auditor.

For the purposes of presentation in the District’s financial
statements, capital assets will be depreciated/amortized over
their useful lives based on the following categories:

e Vehicles 5 years

e Software 5to 10 years
e Equipment/Fixtures 5to 20 years
e Public Access Infrastructure 20 to 50 years
e Structures/improvements 50 years

Once an asset is either disposed of or no longer in service, it should no
longer be maintained in the District’s accounting system.

The procedure and methods for disposing those assets deemed to be
obsolete or no longer needed shall be subject to a separate policy as
approved by the General Manager and/or Board.

Departments are required to report changes (disposals, damages,
impairments, casualty loss, etc) for assets under their control to the
District Controller and Accounting.

The Administrative Services Department performs an annual
inventory as part of procedures to safeguard the District’s assets.
Irrespective of cost, items such as laptops, cameras, printers, tools and
other highly portable devices will be tracked as inventory.
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