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Presenter
Presentation Notes
Accounting for Capital Assets includes three sessions.  
In this, the first session, we will cover the basics of capital assets including terminology, 
suggestions for a capital asset policy or threshold, 
the major classes of capital assets 
and the BARS Chart of Accounts fund and account numbers that pertain to capital assets. 
The second session will assist with the accounting entries for capital asset additions and deletions.
The annual year-end closing process for capital assets including the allowance for depreciation adjustments 
will be covered in the third session.

http://sfsd.mt.gov/LGSB


 
Session #1 - Capital Asset Basics 
 Capital assets are assets that:  

1. Are used in operations 
2. Have an initial useful life in                            

excess of one year 
 

• Assets that are acquired for the purpose of sale or investment do not 
qualify as capital assets, regardless of their form, because they aren’t 
used in operations 

• There are exceptions – please contact the LGSB Accountant for your area if you think a capital 
asset may qualify 

 

• Immaterial items aren’t capitalized if they don’t meet a predetermined 
capitalization threshold. 
• The Government Finance Officers Association (GFOA) suggests a 

minimum capitalization threshold of $5,000 or more 
• In most cases the threshold is for individual items rather than a 

group of items 
 

Presenter
Presentation Notes
Narrative:  Capital assets are defined as assets the government uses in its operations and have an initial useful life in excess of one year.
Assets that are acquired solely for the purpose of sale or investment should not be considered a capital asset regardless of their form. 
These assets don’t meet the definition of a capital asset – they will not be used in the operations. If you have questions please refer to GASB Statement Number 72.
Immaterial items should not be capitalized if they don’t meet the pre-determined capitalization threshold.  
This doesn’t mean you shouldn’t track the item for your internal records. 
Your equipment listing for tracking purposes will differ from your capital asset listing.
The Governmental Finance Officers Association suggests a minimum capitalization threshold of $5,000 for individual items rather than a group of items in most cases.  
There will be exceptions – an example would be library books.



Tangible  

Intangible 

• Land 
• Buildings 
• Improvements other 

than Buildings 
• Machinery & Equipment 
• Infrastructure 
• Construction In Progress 

• Easement 
• Patents 
• Water Rights 
• Software 

Capital Assets can be: 
 
 

Presenter
Presentation Notes
Narrative: Capital Assets can be tangible – or have a physical form such as land, buildings, machinery & equipment and so on.
Capital Assets can also be intangible – or not have a true physical form.  
Examples of intangible capital assets are easements, patents, water rights, trademarks or software.




Capital Assets -  Major Classes: 
Individual major asset classes: 

• Land 
• Buildings 
• Improvements other than buildings 
• Machinery & Equipment 
• Infrastructure – (includes Utility Plant) 
• Construction in progress 
• Other capital assets – not properly included in one of 

the other classes  
• it may include both depreciable and non-depreciable items – divide 

into separate major class for each 
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Presentation Notes
Narrative: Capital assets should be reported by major class.  The classes are – land, buildings, improvements other than buildings, machinery & equipment, infrastructure, construction in progress and other capital assets that are not properly included in one of the other classes.  
Capital assets should be divided by those that will be depreciated or amortized and those that will not be.



BARS Chart of Accounts for Capital Assets: 
• Account numbers for capital assets should be assigned per the 

BARS Chart of Accounts  
• Chart of Accounts is located on the LGSB website: 

http://sfsd.mt.gov/LGSB 
• Click on Accounting & Financial Reporting Forms & Documents 

• Click on BARS Chart of Accounts: 
• Click on Balance Sheet Accounts – then Capital Assets: 

 
 

 
 

Presenter
Presentation Notes
Narrative:  Account numbers have been assigned by Capital Asset Class in the BARS Chart of Accounts.
The Chart of Accounts is available on the Local Government Service Bureau website.
Once you are on the website, click on Accounting & Financial Reporting Forms and Documents, then click on BARS Chart of Accounts.  Then you will click on Balance Sheet Accounts.  The Capital Assets numbers are located in the asset section of the Chart of Accounts.

http://sfsd.mt.gov/LGSB


BARS Chart of Accounts for Capital Assets: 
• Capital Assets Account 

numbers start with 18xxxx  
• Account numbers are 

assigned by Major Class – 
land, buildings, etc. 

• Capital Assets have a debit 
balance 

 
• A Contra-Asset Account for                                  

Allowance for Depreciation                     
corresponds to each                      
Capital Asset Account Number 
• Except those not depreciated or amortized 

 
• The Allowance for Depreciation 

Accounts have a Normal Credit 
balance                                          
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Presentation Notes
Narrative: The capital asset account numbers begin with 18xxxx. The accounts are assigned by the major classes.  
Capital assets are an asset and have a normal debit balance.
Under each asset account you will see a contra-asset account that has been assigned for those classes that are depreciated.
The contra-asset account number will correspond to the asset number.  An example is 186000 is machinery & equipment; 186100 is the allowance for depreciation – machinery & equipment contra account.
The contra-asset accounts have a credit balance.



BARS Chart of Accounts for Capital Assets:  
 

 
 

 

Presenter
Presentation Notes
Narrative:  The screen is showing the BARS Chart of Account Numbers assigned by Major Class.
To determine what class an item will be classified in you can see the detailed descriptions in the BARS Chart of Accounts.
You will notice there is not a contra-asset account for land or construction in progress.  These classes are not depreciated.




189XXX – UTILITY PLANT:  

• 189110 – Allowance for Depreciation – Source of Supply 

189100 – Source of Supply 

• 189210 – Allowance for Depreciation – Pumping Plant 

189200 – Pumping Plant 

• 189310 – Allowance for Depreciation  -  Treatment Plant 

189300 – Treatment Plant 

• 189410 – Allowance for Depreciation -  Transmission & Distribution 

189400 – Transmission & Distribution 

• 189510 – Allowance for Depreciation – General Plant 

189500 – General Plant 

BARS Chart of Accounts for Capital Assets – cont.:  
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Presentation Notes
Narrative:  A breakdown of infrastructure within the BARS Chart of Accounts is available for Utility Plant capital assets.  
The BARS Chart of Accounts has detailed descriptions for each sub-class within infrastructure.
Some entities may report all classes while other local governments only report a few classes.  

In the depreciation schedule - within each major class, each capital asset should be listed individually. It should specify the year the item was purchased, the useful life that has been assigned and a tag or inventory number if applicable for tracking purposes. 



Costs to Capitalize: 
• Capitalize the cost of the asset plus ancillary charges necessary to 

place the asset into its intended location and condition for use 
(GASB34 P18) 

• Acquisition Costs 
• Legal and title fees 
• Closing costs 
• Appraisal negotiation fees 
• Surveying fees 
• Land preparation costs 
• Demolition costs 
• Audit & accounting fees 
• Transportation charges 
• Interest incurred during acquisition 

 
• Costs not capitalized include: 

• Preliminary study or engineering costs 
• Training employees to use the capital asset 
• General or administrative costs aren’t capitalized 

 

Presenter
Presentation Notes
Narrative:  When assigning the cost of a capital asset the original cost may include the acquisition cost plus other costs to put the capital asset into operation.  For more detail please see GASB 34 Paragraph 18.
Some costs that may be added include transportation costs, land preparation fees, closing costs and legal fees.
Costs that should not be added to the cost of the capital asset include the preliminary engineering costs, training of employees to use the capital asset and general administrative costs.



Capital Asset Threshold Policy: 
• Recommendations from GFOA when establishing 

a Capital Asset Threshold Policy: 
• Useful life of at least two years 
• Apply the capitalization threshold to individual items rather than to 

groups of similar items unless the effect of doing so would be to 
eliminate a significate portion of total capital assets (ex: books at a 
library) 

• The threshold should not be less than $5,000 for any individual 
item 

• Can establish a threshold for all capital assets or different 
capitalization thresholds for different classes of capital assets 
 
 
 

Presenter
Presentation Notes
Narrative: Each local government should have a Capital Asset Threshold Policy.  This policy should contain basic information such as the cost at which an item will be capitalized and the useful life by major class. 
The cost at which an item will be capitalized can be the same for all classes or can differ by class.  
Useful life can be a span of years per asset type. For example a vehicle’s useful life could be listed as 5 – 10 years depending on factors we will cover in session two.
The local government’s own history will provide the best information when establishing a policy. 
GFOA recommends a cost of $5,000 and a useful life of at least two years.



Capital Asset Reporting on the Annual Financial Report: 

• Items to include in the Annual Financial Report Capital Asset 
Note Disclosures that pertain to your local government: 
• Capitalization threshold(s) 
• Methodology for estimating historical cost (if estimates are used) 
• Methodology for calculating depreciation (straight-line method) 
• Estimated useful lives used for depreciating or amortizing capital 

assets 
 

• Please Note: The Note Disclosures within                                         
the blank Annual Report are a template only 

• You should update the notes for your     
information  

Presenter
Presentation Notes
Narrative:  The capital asset threshold policy should also contain the methodology for estimating the historical costs if estimates were used and the method for determining depreciation.  Straight-line depreciation is the most used method.
The Note Disclosure within the blank annual financial report are a template and each local government should update the template with their specific information.



AFR Notes:  
Example of the Capital Asset Threshold Policy: 
 

Presenter
Presentation Notes
Narrative: The example on screen is of the capital asset threshold policy that should be updated within the blank annual financial report.  It serves as a guideline only.



Notes to the Financial Statements: 
 

Example of the 
Capital Asset Listing 
by Fund Type. 
 
The Governmental 
Capital Asset 
information feeds by 
formula from the 
GCAAG page of AFR 
(Governmental Capital Assets 
Account Group – formerly the 
GFAAG) 

 
The Business-Type 
Activity must be 
completed manually 
and should reconcile 
in total to the 
Statement of Net 
Position for Business-
Type Funds 

Presenter
Presentation Notes
Narrative:  One more required disclosure in the notes to the financial statements of the annual financial report is a capital asset listing by fund type. The governmental fund information will auto-calculate from the GCAAG  if the blank annual report is completed. GCAAG – stands for Governmental Capital Assets Account Group, it was formerly known as the GFAAG.
The Business-type fund information must be manually input into the format in total for the business-type funds reported. 
The total ending balance should tie to the Statement of Net Position for Business-type Funds.  



Notes to the Financial Statements: 
Depreciation Expense 

 
 
Example of the Note 
Disclosure for the 
Current Allowance for 
Depreciation Expense: 
 
Reported by Major 
Function for 
Governmental Funds 
(feeds from the 
GCAAG) 
 
Reported by the 
Individual Business-
Type Funds – (requires 
the manual input for 
the current year’s  
allowance for 
depreciation expense) 

Presenter
Presentation Notes
Narrative:  The final disclosure for capital assets within the annual financial report pertains to the annual depreciation expense by fund.  The governmental fund information will auto-calculate from the Governmental Capital Assets Account Group Worksheet or GCAAG.

The business-type fund information should be manually input and tie to the amounts reported on the Statement of Revenues, Expenses and Changes in Fund Net Position for Proprietary Funds (page 19 of the blank annual report).




Capital Assets – the next step 
 

 
 

• This session served as an overview of the basic information 
pertaining to capital assets 
 

• The next step in the capital asset process will be to 
determine any additions and/or deletions of capital assets 
that occurred throughout the year   
 

• Session 2 will review the accounting entries for additions and 
deletions of capital assets as well as assigning a true cost and 
useful life as well as capital asset deletions, retirements, 
sales and trade-in allowances 
 

• Session 3 in this series has examples of depreciation 
schedules and the annual closing adjustments necessary for 
capital assets and depreciation expense. 

Presenter
Presentation Notes
Narrative: This session of the capital assets series was an overview of the basics of capital asset accounting.
The next two sessions go into more detail on assigning a cost and useful life for the addition of capital assets. 
The necessary adjustments to remove or delete capital assets will be shown.
The final session in the series covers the process of depreciation and year-end closing for capital assets.
Thank you for attending this session. 
If you have questions after reviewing these sessions please contact the Local Government Services Bureau Accountant that covers your area. 
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