
MD, of Opportunity No 17
FINANCE POLICY

TlTLF Tangible Capital Assets Policy

LF (JVr HAIL MAY 11,2011

POLICY NUMBER : F.3

Purpose of Policy :

This policy is niended to set out the action to be taken by the municipality in dootinq with tangible
sipitol oss uts

Asset Classification/Useful Life and Thresholds

11 General

The objectives of capitalizing tangible capital assets are :

• to maintain appropriate accountability for MD's tangible capital assets ;

• to ensure accounting consistency across the public sector, regardless of the legal form of the entity
concerned ;

• to measure and report the full cost of MD operations ; and

• to ensure efficient and effective use of assets .

See Appendix A for detail on the reported asset classes and the proposed timetable for the addition of future
classes .
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Policy

Tangible capital assets are reported in the MD's financial statements when :

• a reasonable estimate can be made of the cost involved ; and

• future economic benefits associated with the asset are likely to be received .

Asset Tranweon Flow

kcIJtilic4l 1 I AcquiiIior Betterment tM01th1 Ftoc
ht(*!1Cct I MOiC(tI i I ?

Tangible capital assets are reported on the Statement of Tangible Capital Assets in the following major
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1u uiountof any write-downs in the period ;

tH nnnunl amortization ;

tieiiiIaIicJ amortization ;

net book value; and

comparatIve for the prior year end .

The cost of a tanqll)I2 capital asset must be capitalized at the time of acquisition or construction and amortized
over its useful tie .

Tangible criptat asset cost and amortization information should be generated and maintained at the major
program, responsibility centre and activity levels .

Tangible capittil assets must be reported on a historical cost basis .

Land must always be separately identified, recorded and reported .

Work-in-progress and related carrying costs must be capitalized .

Works of art and historical treasures are not recognized as tangible capital assets, as a reasonable estimate of
the future benefits cannot be made. Nevertheless, their existence and nature must be disclosed .

12 Acquisition of New Assets

The cost of a tangible capital asset includes direct construction or development costs (such as materials and
labor) and overhead costs directly attributed to the acquisition, construction or development of the asset . These
costs may include, but are not limited to :

• amounts paid to vendors ;

• transportation/freight charges to the point of initial use ;

• handling and storage charges ;

• direct production costs (for assets produced or constructed), such as labor (non-MD employee costs),
materials, supplies, etc . ;

• engineering, architectural and other outside services for designs, plans, specifications and surveys ;

• acquisition and preparation costs of buildings and other facilities ;

• an appropriate share of the costs of the equipment and facilities used in construction work and tenant
improvement costs ;
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• utility cum'ta :

• site prc)a ration costs ;

• transportation insurance costs ;

• customs and duty charges :

• interest char es during acquisition, construction or development (uL to substantial completion of 97%),

Working pipers are to be prepared to verify that tho MD's financkit stat annals forly prosent the tangible
capital assets owned by the municipality . Municipal ramords must he reconciled to the control accounts
balances, errors and omissions corrected and all capital asset working popc a must posscs auditable backup
documentation .

Effective January 1, 2009 the municipality will capitalize employee salary and employee travel for large projects
when these are capitalized under Generally Accepted Accounting Principles (GAAP) and the municipality's
thresholds .

For roadway construction/rehabilitation projects (asset threshold $50,000+), salaries and benefits during
construction may be capitalized .

Calculation Principles :

• For employees who work 100% of their time on such projects, 100% of their salaries and benefits will
be charged to the capital project .

• For employees who work a portion of their time on such projects, the calculation for salaries and
benefits would be # of project hours x rate per hour x 1 .4 (includes impact of statutory holidays and
vacation time to reflect the all-in-cost of salaries to be capitalized . Time sheets or a similar tracking
method must support these salary costs . The amount charged to a capital project for salaries and
benefits cannot exceed 100% of the salary and benefit for an employee .

The costs of risk and controls reviews are not capitalized ; however, there is one exception . If the risk and
controls review forms an integral part of a contract external to MD for the development of major systems
software and this review relates to the implementation phase, it may be included in the capitalization of the
system .

Costs of a general nature such as expenditures for feasibility studies, post implementation reviews, training,
training materials, etc . are never capitalized . If in doubt whether a cost should be capitalized, please contact
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The acquisition if" cue earliest of :

. the dat I received by the municipality ; or

the dote fogol ownership of the ac I pucocs from the seller to the purchaser .

Items not meeting the capitalization threshold shall be expensed in the appropriate function .

Recording Assets Purchased in a Prior Year

Assets that should have been booked but were overlooked in a prior year should be recorded as a current year
acquisition . It is not anticipated that any adjustment to equity will be permitted .

13 Betterments

A betterment is a material cost incurred to enhance the service potential (useful life or capacity) of a tangible
capital asset. A betterment will :

• increase the previously assessed physical output or service capacity ;

• significantly lower associated operating costs (efficiency) ;

• extend the life of the property ; or

• improve the quality of the output .

Maintenance and expenditures for repairs that do not prolong an assets economic life or improve its efficiency
are not betterments . These costs are charged to the accounting period in which they are incurred . They would
include such things as :

• repairs to restore assets damaged by fire, flood or similar events, to the condition just prior to the
event ;
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Work- n Pr qre-e- for assets under development or construction (ns described ahovc) must be recorded on the
[alanci kHect for fbi accounting period . All costs including curryurq cli ages asoojafeil with holding assets
(land) H it ire currently in the construction phase ate to be capitali'c it .

If an incotiiplctc project is terminated or put on hold indefinitely, any costs currently recorded as Work-In-
Progress must be written off .

Where tu project has distinct, multiple, completely self-contained phase that will be brought into production or
use at dtfsrent points of time, the municipality should use professional judgment and consult with the senior
administrition to determine the appropriate timing for transfers from Work-In-Progress to Assets .

Work-In-Progress s not amortized . Work-In-Progress balances must be reconciled and the appropriate
transfers made to completed assets or written off to insure that only active, but incomplete Work-In-Progress is
carried forward to the next period . This reconciliation should be done quarterly .

1 .5 Amortization

Unless otherwise stated, the acquisition cost (historical cost) less the residual value of capital assets must be
amortized over estimated useful life, on a straight-line basis . The amortization period for a tangible capital
asset shall be limited to 75 years unless it can be clearly demonstrated that the useful life of the asset is
expected to exceed 75 years .

Land normally has an unlimited life and is not amortized .

Useful Life and Thresholds

See Appendix A

Recording Amortization

Annual Rule

For all tangible capital assets (including large server systems, heavy equipment, buildings, roadways, bridges,
etc.) that are acquired or constructed with a completion date of the last day of the year, amortization will not be
taken for the current year . If assets are acquired or construction completed on December 31 of the year,
amortization will not start until the following year .
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L6 Disposals

In the coso of tcgay pooled c c-etc Ilequired prior to January 1, 2008, (such as personal computers, office
furniture and cquipmont ond opcritirl equipment), when a pool of cenets ecquired in a given fiscal year has
been fully amortized that pool rTlust tic' written out of the books . This is referred to as deemed disposition and
applies only to eqacy pooled csoet I lie dewed disposition takes place the yi'-lr frillowing the final year in
which amorhzation ic posted Toi tI e ascet pool .

No tangible capital asset may be disposed of without the authorization of the designated officer or Manager . .

On disposal of a tangible capital asset, the historical cost and accumulated amortization must be removed from
the books. The difference between the net proceeds on disposal and the net book value must be recorded in
the Statement of Operations as a gain or a loss for the accounting period .

Gains and losses on the disposal of capital assets are included as part of the funding and are recorded in the
appropriate gain or loss expenditure of the function . Proceeds from the sale of the asset should be debited to
cash and credited to the expenditure gain or loss proceeds of disposal of capital asset .

If the disposal and sale transaction occur in the same fiscal year, the difference between the net book value
and the proceeds will be recognized as a gain/loss on disposal of capital assets . If the two events occur in
different fiscal years, the municipality will experience a loss on disposal in one year and a gain on disposal in a
subsequent year .

Disposal Costs

Loss anticipated on disposal:

If there is an estimated loss on disposal of a MD asset, the loss would be recognized as an expense, at the
date on which management adopts a formal plan of disposal . Disposition costs are all expensed .

Gain anticipated on disposal:
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eXpel/cc them in another I ('II year unless there has been an abandonment of the disposal plan or them has
been a revision of the eXpIated yam on disposal such that the anticipated gain is insufficient to cover the full
costa of disposal .

Any gain arising from net pmaceeda on disposition should be recognized only when realized .

Incremental salaries and benefits directly related to the disposition of an asset may be deferred until the sale
proceeds are received where they meet CICA Handbook Guidelines 3060 .56 or 3475 .09, and the municipality's
materiality thresholds . The historical cost or market value of the asset is in excess of $1 million and the salary
costs associated with the disposal are equal to or greater than $25,000 . These salary costs must be supported
by an audit trail (e .g ., time sheets or a similar tracking method) for those employees not dedicated 100% to the
project .

Calculation Principles :

The calculation for salaries and benefits for staff that allocate a portion of their time to a project would be # of
project hours x rate per hour x 1 .4 (includes impact of statutory holidays and vacation time to reflect the all-in-
cost of salaries to be capitalized) . The total amount of salary and benefits deferred cannot exceed 100% of the
salary and benefit for an employee .

Trade-ins occur when an asset is disposed of and replaced with a new asset through the same supplier in the
same. This transaction should be accounted for as two separate entries . The trade-in value should be treated
as proceeds of disposal and is used in calculating the gain or loss on the disposal of the assets being traded in .
The new asset acquired is recorded at its full cost it is not reduced by the trade-in value of the old asset .

Insurance Proceeds Asset Loss

Proceeds from insurance claims are to be recorded as proceeds of disposal and form part of the gain/loss on
disposal of the original asset. The proceeds cannot be used to purchase a new asset .
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17 Asset Write-downs & Write-otis
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Corrci tiorro which may indroot a write-down is nc us-airy, include :

• a change in the manner or oxtcrrt to which the tangible cap' I s used ;

• removal of the tangible capitol a' out from service ;

• physical damage;

• significant technological developments ;

• a decline in, or cossaton of, the need for the service provided by thu a

• a decision to halt construction of the asset before it is complete or in usable or saleable condition ; or

• a change in the law or environment affecting the extent to which thu ussu- t ian be used .

18 Sales and Transfers of Tangible Capital Assets

Land transfers related to aboriginal land claims are recorded at net book value .

Sales or transfers between the Crown or external bodies should be recorded at the exchange price (usually
market value) .

Exchanges of assets between the Crown and external entities : If the market value of the assets exchanged is
materially the same, only a memo notation is required . If the consideration given up is greater than the value
acquired, the difference is recorded as an expense . lithe value received is greater than the value given up, the
difference is recorded as revenue, gain on disposition of assets .

Sales/Transfers Between the MD and the Crown

In order to record these transfers at fair market there must be :

• an independent appraisal of the value of the assets to be transferred ;

• a genuine business reason for the transfer ; and
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Exchange of Similar Assets with External Parties

Where similar asni In with similar fair market values are exchanged, the details of the old asset must be
removed from the taiiqibbn a ot rio arcs and the details of the new asoc I added . There would be no change in
net book value of reported asnets (Le, there is no write-up to fair market value for the old asset or the new
asset) .

If the fair market value of the ascot given up exceeds the fair market value of the similar asset acquired, the
difference is recorded as an expense . There would be no change in net book value of reported assets unless
the fair market value of the acset received is less than the book value of the asset given up .

If the fair market value of the asset given up is less than the fair market value of the similar asset acquired, the
difference is treated as revenue . The net book value of the reported assets would also have to be written up by
that same difference .

If the assets are not similar, the transaction is recorded separately as a sale and purchase .

19 Capital Leases

A capital lease is accounted for as though the asset had actually been purchased . From the view-point of the
lessee, a lease would normally transfer substantially all the benefits and risks of ownership from the lessor to
the lessee when, at the inception of the lease, one or more of the following conditions are present :

• There is reasonable assurance that the lessee will obtain ownership of the leased property by the end
of the lease term or when the lease provides for bargain purchase option . A bargain purchase option is
a provision allowing the lessee an option to purchase the leased property for a price that is sufficiently
lower than the expected fair value of the property at the date the option becomes exercisable that, at
the inception of the lease, exercise of the option appears to be reasonably assured .

• The lease term is of such duration that the lessee will receive substantially all the economic benefits
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At the inception of a capital lease, an oss 0 and a liability must be recorded at the 11W or of :

• the prc not 'ntio' of the minimum rayment" . and

• the pr 11)1 rty' f1Hr value at the hepirining of thr 0 . icc

The capItntI7cod vilue of an oscc"t under a capital lease must be amortized c,onsistent with the following :

• it th ic'a'o h"i n bnrgi'iin buy out option or allows owner&tlip to pass to the lesson pnui'iicipolity), the
OsSet must be amuorti7ed on a straight-line basis over the useful life of the aseociotc'd oscet deco .

• in all other circumstances the asset should be amortized on a straight-line basis over the lesser of the
lease term and the useful life of the associated asset class .

Assets leased under a capital lease must be disclosed separately to distinguish between assets that the MD
owns and those that it only has the right to use .

All other Icnce ire to be accounted for as operating leases, where rental payments are expensed as incurred .

Procedures

To record the capital lease expenditure and its related liability, the present value of the minimum lease
payments must be calculated at the beginning of the lease term . The discount rate to use for the present value
calculation would be the lower of the MD's borrowing rate and the interest rate implicit in the lease (if known) .

For subsequent lease payments (principal and interest), the principal portion is to be charged against the
liability . The interest portion of these payments will be expensed to interest expense in the function or
department . The interest is calculated on the outstanding balance of the lease liability for the period since the
last payment at the same interest rate as used in the original present value calculation .

The capitalized value of an amortizable asset under a capital lease is amortized on a basis that is consistent
with the amortization policy for similar capital assets .

1.10 Contributions and Donations

Contributions received from outside the municipal budget for the acquisition of an asset fall into two categories :

• External coming from an entity outside the municipality

• Assets that are donated or contributed to the municipality, which meet the requirements for
capitalization and the asset class thresholds are treated in the same manner as cash contributions and
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Ii 0)0 ii )rtI/Itiu'r) (hutch to tcrnlj .

External Contributions $10,000 and Greater

If t sot or contribution sinjly or in o rnhU otion ;xcocd' t 0,000, then th I to be capitalized at
cc liotc)n cost and tho ontrit)uith'i I to F' rHfr rn d cod cc non t /1,11 ( same basis as the

amoi tizetioo of the related ccii uutil usc( t . J F or ortizit on of tI ic d forrei I r (VO ia and the amortization
expense otteet ucich other . Contributiore ci uuld not be oplit up into crnaller amonts for the sole purpose of
avoiding the requirement to dot r cud amartuze,

APPROVED: April 9, 2008

AMENDED : May 11, 2011 Part 1 5
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