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Overview of Capital Assets

• Capital Assets are assets that used in operations with a useful 
life in excess of one year.



Major Classes of Capital Assets
Construction in Progress (CIP) Costs of projects under construction, not yet in use.

Land Always capitalized separately, even if associated with another asset like 
a building.

Buildings Structures used in operations, typically depreciated over time.

Improvements Other Than 
Buildings

Permanent enhancements not part of the main building.

Furnishing and Equipment Movable items with shorter useful lives than buildings. Also referred to 
as Machinery and Equipment or Vehicles and Equipment.

Infrastructure Long-lasting assets like roads and bridges that form the backbone of 
government services.

Other Capital Assets Miscellaneous assets not included in the above categories.



Capitalization Policies

• Cost Threshold Tangible or Intangible Asset exceeds the capitalization 

threshold.

• Generally, applies to individual items, but can apply to groups of assets.

• Useful Life: Tangible or Intangible Asset has a useful life extending beyond 

one year and establishes minimum useful life for different capital asset 

types. 



Polling Question #1

What is your cost threshold for capitalization?

A. $1,000

B. $5,000 

C. Higher threshold only for infrastructure

D. Varies depending on the capital asset



Capitalization Audit Notes
• Consider the disposal process when capitalizing groups of assets

• Capitalizing ineligible expenditures/expenses

• Omitting capital outlay expenditure items in comparison to total additions listing

o Compare total capital outlay per GL to total asset additions prior to audit and scan 
repairs & maintenance accounts

• Including items unreceived by 6/30 as additions

• Informal policy recommendations

o Add language/thresholds for GASB 87 and 96 right-to-use assets

o Incorrectly applying thresholds in other areas

o Updating verbiage and thresholds to mirror financial statements



Steps in the Acquisition Process

Initial 
Request

Budget and 
Approval

Purchase 
Requisition/

Order

Recording 
the Asset

Setting up 
Depreciation

Review for 
Improvements

Asset 
Disposal



Recording Acquisition Costs

What Costs Should be Capitalized?

Direct Costs: Ancillary Costs:

• Purchase Price
• Legal Fees
• Closing Costs
• Land Preparation

• Transportation
• Installation and Setup
• Insurance during transit or installation

Costs Not to Be Capitalized:

• Feasibility Studies
• Training Costs
• Interest Costs



Example: Purchase of Equipment

The City’s Public Works Department needs new 
equipment to help with street maintenance tasks 
and personnel will need training on how to use it. 

• The City purchases the equipment for $50,000

• Delivery and Handling: $1,500

• Installing a toolbox and safety lights: $3,500

• Registration and Licensing Fees: $500

• Initial Training: $1,000

Total historical cost is $55,500.

Journal Entries:

Modified Accrual:

Dr. Capital Outlay $56,500

 Cr. Cash  $56,500

Full Accrual:

Dr. Equipment $55,500

 Cr. Capital Outlay $55,500

(or cash/liability for Enterprise Fund)



Donated Infrastructure

• Acquisition Value: Donated infrastructure should be recorded 
at its acquisition value as of the date of donation.

Capitalization:

• Donated infrastructure is capitalized just like purchased 
infrastructure.

• Include it in the capital asset records and apply appropriate 
depreciation over its useful life.



Example: Donated Infrastructure

A developer completed a new 
residential subdivision and donates 
the infrastructure to the City. The 
infrastructure is valued at $500,000, 
based on construction costs 
documented provided by the 
developer. 

Estimated value is $500,000.

Journal Entries:

Modified Accrual:

No Entry

Full Accrual:

Dr. Infrastructure $500,000

 Cr. Contribution $500,000



Capital Asset Additions – 
Audit Process

• Depreciable and non-depreciable typically sampled separately.
oStatement of Net Position ACFR line items.

• Ensure copies of checks, invoices, and receiving documentation 
are available by request.
oCompiling supporting documentation on a network drive throughout the 

year (quarterly) may ease the burden to pull support come fieldwork.

• Ensure accurate expense listing of capitalized Enterprise Fund 
CIP is available to sample.



“Best Practices” for Additions

1. Regular Reviews and Updates

2. Cross-Department Collaboration

3. Accurate and Timely Recording

4. Managing Large-Scale Projects



“Last Minute” Practices 
for Additions

1. Prioritize and Categorize

2. Gather Essential Documentation

3. Focus on Audit and Compliance Readiness



Polling Question #2

What frequency do you work on Capital Assets?

A. Monthly

B. Quarterly

C. Periodically (for completed capital projects)

D. End of the year



Overview of Depreciation

• Depreciation is the process of allocating the cost of a capital 
asset over its useful life.

• Key Considerations: Useful Life, Salvage Value, and 
depreciation Start Date.

• Straight-line method is the most common depreciation method.



Depreciation – Audit Notes

• Auditors will perform varying tests over depreciation.
oRatios, recalculations, assessment of reasonableness.

• Ensure listing of itemized assets with individual annual 
depreciation expense calculations are available.

• Review fully depreciated assets as of YE date to have available 
by request.

• Perform cursory reviews of useful lives to ensure ranges are in 
line with policy.



Depreciation Best Practices

1. Regular Reviews

2. Reconciliation

3. Maintain Records



Disposal Process Overview

Identify the Asset for 
Disposal

Authorization Disposal Methods Execution of Disposal



Disposal Process – Audit Notes

• Retain notice of completion approvals for CIP transfers from 
CIP into depreciable asset category (commonly infrastructure).

• Ensure supporting documentation is maintained:
oOversight approval of surplus equipment designation

oAuction sale approval

oCopies of checks, receipt remittance, deposit detail

• Gain/loss support maintained for depreciation to date less sale 
proceeds.



Example: Disposal

Journal Entries:

Modified Accrual:

(record cash on sale)

Dr. Cash       $1,000

 Cr. Proceeds from Sale $1,000

Full Accrual:

Dr. Vehicle – A/D       $25,000

 Cr. Vehicle  $25,000

A City vehicle purchased for 

$25,000 reaches the end of its 

useful life after 10 years of service. 

The vehicle is identified for disposal, 

approved by the relevant 

department, and sold at auction. 

Proceeds of $1,000 are recorded 

from the sale.



Polling Question #3

How often do you perform a review of capital asset 
records to identify end of life or disposed assets?

A. Every Year 

B. About every 3 years

C. About every 5 years

D. Only if it seems necessary



Capital Asset Rollforward



Rollforward Example (Cont.)



CIP Rollforward Example



Polling Question #4

What do you find to be the hardest part of managing 
capital assets?

A. Recording asset additions

B. Identifying asset disposals

C. Calculating depreciation

D. Managing everything at once



Financial Statements (Display)

Comprise 61% and 

76% of total assets 

for Governmental 

Activities & 

Business-type 

Activities!

Comprise 66% 

of total assets!



Notes (Disclosure)

Tangible Asset; used 

in operations, but 

not depreciated

Tangible Asset; used 

in operations, being 

depreciated

Intangible Asset; 

used in operations, 

being amortized



Final Tips and Resources

• GFOA: Capitalization Thresholds for Capital Assets 
https://www.gfoa.org/materials/capitalization-thresholds-capital-assets

• GFOA: Accounting for Capital Assets: A Guide for State and Local 
Governments (available for purchase)

• GFOA: Estimated Useful Lives of Capital Assets
https://www.gfoa.org/materials/estimated-useful-lives-capital-assets

• GFOA: Inventories of Tangible Capital Assets
https://www.gfoa.org/materials/inventories-tangible-capital-assets

https://www.gfoa.org/materials/capitalization-thresholds-capital-assets
https://www.gfoa.org/materials/estimated-useful-lives-capital-assets
https://www.gfoa.org/materials/inventories-tangible-capital-assets


Questions
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