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Issue Statement
With the new Public Sector Accounting Board (PSAB) Tangible Capital Asset (TCA) regulations taking effect on January 1, 2009, all local governments will have to record a depreciation expense on their financial statements for all new and existing TCA’s. 

The purpose of this paper is to highlight key issues municipalities could consider with regard to setting asset capitalization thresholds. This threshold will assist local governments in determining which asset purchases to capitalize and depreciate and which to treat as current year expenses. 
As this paper is only a guide, all municipalities should consider adopting asset capitalization policies. While the threshold amount might change depending on a local government’s size, adopting similar capitalization policies will provide for consistency and comparability throughout the province. 

Definition of a Tangible Capital Asset :
Tangible capital assets are non-financial assets having physical substance that:

(i) are held for use in the production or supply of goods and services, for rental to others, for administrative purposes or for the development, construction, maintenance or repair of other tangible capital assets;

(ii) have useful economic lives extending beyond an accounting period; 

(iii) are to be used on a continuing basis; and
(iv) are not for sale in the ordinary course of operations. 
In its strictest interpretation, the new PSAB requirements would necessitate that municipalities capitalize all assets meeting the above definition (regardless of value); however, in order to add a degree of practically to the requirements, it will typically be necessary for municipalities to set capitalization threshold limits. 

Topics for Consideration 
· The higher the thresholds, the less tracking that will be involved (i.e. smaller threshold means more assets to report on and track). 
Additionally: 
· If the threshold is set too low, the effort required to set up and maintain the capital asset accounting system could be too costly

· The right threshold level is a balance between the accurate presentation of asset information, and the cost to acquire and maintain that information.
· The size of a municipality is also a determining factor in setting the capitalization threshold levels. What is relevant for one might be immaterial for another.  
To aid in comparability, municipalities of similar sizes could choose to adopt threshold levels based on annual revenues (which is consistent with the GASB 34 model in the US, as well as the private sector), as follows: 
· Under $10M – $5,000 capitalization threshold 

· $10M to $75M – $10,000 capitalization threshold

· $75M+ – $25,000 (or higher based on auditor’s recommendation).
The OMBI guide also includes suggestions in this regard.

Discussing the level of threshold that is appropriate for your Municipality with your auditor before you begin inventory collection work is important.  

· Grouping/pooling of assets
· Local governments should also be aware of the impact that pooling of assets might have. For example, when the value of an individual item is less than the threshold level, but when several are acquired in a single purchase or when the costs are aggregated, they make up a significant group that exceeds the threshold level, the municipality could capitalize the asset. An example of the latter might be the purchase of office furnishings. Individually, the items may be below the threshold level, but in aggregate, they could be treated as a capital asset. 
· Most importantly, make sure to discuss with your auditors if grouping or pooling of assets to determine if is appropriate. 
Implementation
· Review the municipality’s existing capitalization threshold policies (if they exist) and determine whether they are appropriate or need to be modified.
· Review existing data systems and business processes to determine how your municipality will address the threshold requirements. 

· Draft operational guidelines/policies and test them in order to consider the operational impact the threshold levels will have on each service area’s operating budget. 
· Refer to the Ontario Municipal Benchmarking Initiative website (www.ombi.ca) and the Governmental Accounting Standards Board (statement 34) in the US (www.gasb.org) for further background information.

· Post your decision on the GFOA discussion forum so that GFOA members can compare with their own decisions.

Disclaimer  

The concepts, models, suggestions and comments made in this document are for discussion purposes only.  No representation is made by GFOA or its members as to the adequacy or compliance with any current or proposed accounting standards.  Readers are encouraged to consult professional advice on these issues. 
