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Presenter
Presentation Notes
Narrative: This is the second of a three-part series on Accounting for Capital Assets. 

The first session in the series covered the Basics of Capital Assets and the third session in the series will cover the annual allowance for depreciation adjustments and expense. 

In this session we will cover how to make the appropriate accounting entries for additions and deletions of capital assets, determining the useful life of the newly acquired capital asset and cover some of the changes made by GASB 72.


http://sfsd.mt.gov/LGSB


Session #2: Accounting For Acquisition,                               
Disposal and Impairment  
 
Session #3: Depreciation,  Accounting Entries &  Information                                                 
to assist with the Annual Financial Report 
 
 

 
 
 
 

• Acquisition costs -  The cost of the capital asset should include not only the cost of 
the asset itself, but the “ancillary charges necessary to place the asset into its 
intended location and condition for use.” 
 

• Impairment is a significant and unexpected decrease in the service utility of a 
capital asset that will continue to be used in operations 
 

• Disposal of a capital asset can be through the sale, trade or complete  retirement. 
 

• Fully Depreciated Capital Assets still in use – Although capital assets should be 
depreciated over their useful life, sometimes capital assets are still in operation 
when fully depreciated.  Consider this when assigning a useful life when the asset 
is replaced.  
 

Presenter
Presentation Notes
The acquisition cost of a newly acquired capital asset can include costs in addition to the purchase price. These additional “costs” are needed to put the capital asset into its intended location or condition for use.
Impairment to a capital asset is significant and decrease the asset’s operation.
Disposal of capital assets can occur in many forms – capital assets can be sold, traded-in on other capital assets, retired and trashed or sold for scrap. 
You may notice you have capital assets that are fully depreciated and still in use. This could be a sign the useful life assigned was not adequate.  When the capital asset is replaced you should consider increasing the estimated useful life of the replacement.



Capital Assets acquired as an investment 
• GASB 72 defines an investment as a security or other asset that: 

• A government holds primarily for the purpose of income or profit 
• Has a present service capacity based solely on its ability to generate 

cash or to be sold to generate cash 
 

• Capital Assets are defined as  assets the government uses in its 
operations and have an initial useful life in excess of one year 
 

• Investment or capital asset? 
• An item that appears to be a “capital asset” in theory could actually 

be an investment and should not be reported as part of the capital 
assets 

• Going forward the designation of investment or capital asset should 
be made at the time of acquisition and retained for financial 
reporting 

• Local Governments that hold  assets for profit or income that       
were previously classified as capital assets should reclassify           
them in this fiscal year when  implementing GASB 72 
 
 

Presenter
Presentation Notes
Narrative:  In addition to financial investments, GASB 72 applies to non-financial assets that are not used in operations, but that are held primarily for profit or income.
A item that may have been classified as a capital asset prior to GASB 72, may now be considered an investment if the Local Government is holding or acquiring the capital asset for income or profit. 
An item that appears to be a “capital asset” in theory could actually be an investment. In this case – the capital asset should not be reported with other capital assets.  It will be reported as an investment.
This designation of investment or capital asset should be made at the time the asset is acquired or constructed. Once a determination is made, the classification should be retained throughout the life of the asset, even if the government’s usage of the asset changes over time.  
Local Governments should review items they are currently reporting as capital assets that may actually be an investment.



Capital Assets acquired as an investment 
• Investment or capital asset – cont.? 

• Examples of a multi-use or mixed-use asset: 
• Building houses government offices on the second floor – the first floor is 

rented for retail business 
• Considerations: 

• Will the building be considered one asset?  Or will each floor of the building be 
considered a separate asset, with the upper floor accounted for as a capital 
asset and the lower floor accounted for as an investment?  

• Once classified (as an investment or a capital asset) – the original classification 
shouldn’t change 

• Items currently classified as a capital asset that should be classified as an 
investment should be reclassified during GASB 72 implementation 

 
• GASB 72 also changes the measurement at acquisition for 

donated capital assets, donated works of art, historical treasures 
and similar capital assets. 

• These were previously required to be measured at fair value 
• New measurement is acquisition or entry price 

 

Presenter
Presentation Notes
Narrative:  An asset may be classified as a capital asset or as an investment, or it could be determined to be a mixed use asset. 
For example, the Local Government owns a building in their downtown area.  
The first floor of the building is rented as retail spaces and the second floor of the building houses Local Government offices.  
The concept of “unit of account” should first be applied – do you have one asset or two assets?
If the building is considered to be two separate assets, the lower level could be considered an investment while the second floor could be considered a capital asset.
If the building is considered to be one asset then you must consider the primary purpose of the asset in order to determine if it should be classified as an investment or capital asset.  Once the classification is made the item will retain that classification.
During the year of implementation items classified as capital assets that meet the new definition of investments should be re-classified.
GASB 72 also changes the valuation of donated capital assets.  Donations prior to GASB 72 were measured at fair value and now they will be measured at the price that would be paid to acquire an asset with equivalent service potential in an orderly market transaction at the acquisition date – which is the definition of acquisition value. 



Valuation of Capital Assets: 
• Most acquired through purchase or construction 

• According to GFOA: Reporting capital assets in financial statements is really 
a means to an end – rather than an end itself. Capitalization is not to show 
how much an asset is worth but rather to defer recognizing an expense of 
the current period at a cost incurred for the benefit of future periods. 
Consequently, the amount at which a capital asset is reported is the amount 
of the actual (historical) cost thus deferred.  

• Historical cost 
• Direct costing – when local government tries to determine the historical cost 

of a capital asset acquired in an earlier period.  
• Estimated historical cost –  

• Standard costing – estimating the going price at the time it was acquired 
• Normal costing – determine the cost to reproduce the same asset new today and 

then restating that amount in acquisition year dollars 
• Assigning bundled costs to individual assets – when purchased or constructed in a 

bundle. An appropriate cost is assigned to each (i.e. building & land) 
• Valuing assets obtained through trade-ins – the book value of the asset 

surrendered in the trade plus any monetary considerations provided to the 
seller 

• Capital Assets acquired through donation – Should be reported at their 
estimated value to acquire at the time of acquisition plus ancillary charges if 
any.  
• Buy & sell prices are different (sell price only if the asset is acquired for resale;  

value determined by what it would cost to acquire the asset (buy price); not the 
amount the donated asset could be sold for. 

Presenter
Presentation Notes
Narrative: The majority of your capital assets will be purchased or constructed. Valuing these assets will be at their cost plus the additional costs to put them into operation.  GFOA states that reporting capital assets in financial statements is really a means to an end – rather than the end itself.  Capitalization is not to show how much an asset is worth – but rather to defer recognizing an expense of the current period a cost incurred for the benefit of future periods.  Consequently, the amount at which a capital asset is reported is the amount of the actual or historical cost thus deferred.
There are methods to go back and determine the historical cost if necessary – they include things such as estimating the going price at the time the asset was acquired or what the cost is to replace the asset and then restate that amount back to the time period it was acquired.
When valuing capital assets that are obtained with a trade-in you will need to know the carrying value of the trade-in plus the monetary consideration paid for the capital asset as well. 
As we covered earlier – donated capital assets will be valued at the cost to acquire them at the time they are donated plus any extra costs to place the capital asset into operation.  This is considered a buy price – not the price the capital asset could be sold for.



Estimated Life Considerations: 
• Considerations: 

• Materials and construction 
• Specific use of the capital asset 
• Physical environment 
• Maintenance policy 
• Technological advances 

 
 
 

• Local Governments should regularly review the reasonableness of 
the estimated useful lives selected for capital assets 
 

• If assets remain on your depreciation schedule that are fully 
depreciated consider extending the estimated useful life when 
replacing the capital asset 
 
 

Presenter
Presentation Notes
Narrative: Once the capital asset value has been determined, you will need to apply an estimated life to the capital asset.  Some of the considerations when determining the useful life is the quality of the materials and construction, the specific use and location of the capital asset, the physical environment the capital asset will be placed in, the maintenance policy of the capital asset and any technological advances that could affect the capital asset.
Each Local Government should review the estimated useful lives they have assigned to their capital assets.  If the schedule consists of many items that are fully depreciated – their estimated useful life may have been too short.  If you are removing items with remaining useful life you may be assigning too long of a life.



Estimating Useful Life: 
• Estimating useful life of a capital asset 

depends on the use of the item: 
• Based on units of service provided over a period of time 

• Example: vehicle – transport mini-van for travel to training: $20,000 
– determine the amount of miles driven per year to determine the 
useful life:  If 100,000 miles is the life and you expect to drive the 
vehicle 10,000 miles per year – useful life would be 100,000/10,000 
or 10 years 

• Useful life of similar items can vary depending upon the 
specific circumstances of its use 

• Example: vehicle – used on construction projects to haul materials: 
$20,000;  Useful life 60,000 miles and driven daily on construction 
jobs, 15,000 miles per year anticipated – useful life would be 
60,000/15,000 or 4 years  

Presenter
Presentation Notes
Narrative: When estimating the life of a capital asset consider the use of the item.  Two exact items may have different useful lives depending on their location and the physical environment they will be used in.
An example is a vehicle that will be used to transport the local government workers to training.  The vehicle cost $20,000 and will be driven approximately 10,000 per year.  The Local Government maintenance policy says they will replace the vehicle when it has 100,000 miles.  100,000 miles divided by 10,000 miles per year is a useful life of 10 years.
Another example is a vehicle used on the construction job site to haul materials.  The vehicle cost $20,000 and will be replaced after 60,000 miles. The vehicle is driven approximately 15,000 miles per year.  The useful life would be 60,000 miles divided by 15,000 miles per year or 4 years.
The difference is the use of the vehicles – the construction site vehicle will see hard use while the transport van will be on paved roads and streets.



Acquisition by Purchase: 
• Purchase of a Capital Asset:  Cost would be the amount paid for the Capital Asset 

plus the costs to put the asset into service.  
The purchase of a $45,000 Dump Truck: 

 
• In a Governmental Fund:    Debit Credit 
 1000 – 430200 – 940 – Capital Outlay                    $45,000 
 1000 – 101000                Cash (per claim process)           $45,000 

 
 

• In the Water Fund: 
• Option 1 - GAAP compliant option: 
 5210 – 186000                Machinery & Equipment   $45,000 
 5210 – 101000 Cash     $45,000 

 
 or 
 

• Option 2 - Not GAAP Compliant – will require the reversal at year-end 
 5210 – 430500 – 940 –  Capital Outlay   $45,000 
 5210 – 101000 Cash (per claim process)   $45,000 
  *see session 3 for further information 

 

Presenter
Presentation Notes
Narrative: When you are purchasing a capital asset the accounting entries in your software may be made through the claims process. Both governmental funds and business-type funds may show capital outlay.  In the example shown on screen the local government purchased a dump truck – the expenditure and expense account number will correspond to the purchasing department. 
A 900 object code should be used when purchasing capital assets.  Small governments may only use one capital outlay object code and larger governments may use multiple object codes to distinguish the type of capital asset purchased.  Object code 940 is for Machinery & Equipment purchases. Refer to the BARS Chart of Accounts for the list of object codes.
In the water fund the first entry is the GAAP compliant option, it did not use a capital outlay expense account or object.  This entry would not have to be reversed at year-end.  One drawback of using this type of entry is when comparing budget to actual numbers this entry would not show up as an expense.  For this reason, some local governments opt to use Option 2 and reverse the entry at year-end as part of their closing adjustments.  We will discuss this further in session #3.  



Acquisition by Purchase: 
• Year-end Adjustment for the Purchase of a Capital Asset:    

The original entry for the purchase of a $45,000 Dump Truck: 
 
• In a Governmental Fund:    Debit Credit 
1000 – 430200 – 940 – Capital Outlay                  $45,000 
1000 – 101000                Cash (per claim process)  $45,000 

 
The year-end adjustment: 
• The Governmental Fund Financial Statements  do not report Capital 

Assets – Measurement focus: modified accrual 
• Capital outlay would remain  in the General Fund 
• Add the Dump Truck to Fund 9000 – Governmental Capital Assets 

Account Group (GCAAG) if fund is updated: 
 

9000 – 186000 Machinery & Equipment  $45,000 
9000 -  280000 Investment in Capital Assets  $45,000 

Presenter
Presentation Notes
Narrative:  The Governmental Fund Financial Statements do not report capital assets or depreciation expense – the measurement focus is on the modified accrual basis of accounting.  
At year-end capital outlay will be reported on the fund level statements of Governmental Funds.  The capital outlay would be shown on the annual financial report within the fund that purchased the item.  Fund 9000 or the Governmental Capital Assets Account Group (GCAAG) or formerly known as (GFAAG) is an option for some local governments. 
If your government annually updates Fund 9000 to record capital assets and depreciation,  you would add the capital asset by debiting Fund 9000 Account Number 186000 for the purchase price and the credit to offset would be made to Account Number 280000 -  Investment in Capital Assets.
This information is beneficial when following the GASB 34-conversion steps to produce the Government-wide Statements of the Annual Financial Report.  The GASB 34 conversion process at year-end changes the modified accrual basis of accounting to the full-accrual basis by adding the capital assets and long-term debt into the governmental fund financial statements.  



Acquisition by Purchase: 
• Year-end Adjustment for the Purchase of a Capital Asset:    

The original purchase of a $45,000 Dump Truck: 
• In the Water Fund:     Debit Credit 
5210 – 430500 – 940     Capital Outlay   $45,000 
5210 – 101000       Cash (per claim process)  $45,000 
 Or 
5210 – 186000                Machinery & Equipment  $45,000 
5210 – 101000       Cash     $45,000 

 
• The year-end adjustment for entry #1: 
5210 – 186000       Machinery & Equipment  $45,000 
5210 – 430500 – 940     Capital outlay    $45,000 

 
• There is no adjustment necessary for entry #2 

1 

2 

Presenter
Presentation Notes
Narrative: 
The year-end adjustment in a business-type fund differs from Governmental Funds. 
 The expense to capital outlay is reversed and the capital asset is added.  

Example 1 above was made to Fund 5210 Account 430500 Object 940 for $45,000. 
 To reverse this entry you would debit Fund 5210 Account 186000 – Machinery & Equipment for $45,000 to increase machinery & equipment. 
 The credit would be to reverse the expense – or credit Fund 5210 Account 430500 Object 940 for $45,000.
Example number 2 would not have to be adjusted at year end.



Acquisition by Transfer: 
• Transferring an asset from one fund to another: 

• Basic rule:  The value of a capital asset cannot change so long as it 
remains within the same financial reporting entity 

• This includes discretely presented component units 
 

• If an asset is moved from governmental activities to business-type activities: 
On Government-Wide Statements  Debit Credit 

• From Governmental activities  
• Transfer out      $10,000 
• Capital Asset      $10,000 

• To Business Type Activities 
• Capital Asset     $10,000 
• Transfer In     $10,000 

 

• Fund level statements:    
• General Fund or Other Governmental Funds: 

• No activity shown 

• Business-Type Fund 
• Capital  Asset    $10,000 
• Capital Contribution    $10,000 

 
 
 
 

Presenter
Presentation Notes
Narrative: When capital assets are acquired from another fund the basic rule is the value of the capital asset should not change as long as the capital asset stays within the same financial reporting entity. 
If a capital asset is transferred from a governmental fund – the fund level statements would not show a transfer because capital assets are not shown within the governmental funds.
The transfer would be shown on the Government-wide Statements – a debit to transfer out and a credit to the capital asset would be shown.
If a business-type fund was receiving the asset it would show a debit to capital assets and a credit to capital contributions.  Capital contributions would be changed to transfer in on the Government-wide Statements.



Acquisition by Donation: 
• Capital Assets acquired through Donation should be reported at the 

value it would cost to acquire at the time of acquisition 
 

• The assigned value should be the amount the local government 
would have to pay to acquire or “buy” the capital asset 
• The assigned value is not what the asset would “sell” for 
• Add the amount of ancillary charges to put the capital asset into 

operation 
 

• The City of Somewhere received a donated building – the value to 
purchase or acquire was determined to be $25,000 

 
• Governmental Funds would not show the donation – an adjustment 

would be made to produce the Government-wide Statements on the 
GASB 34 Balance Sheet and Operating Conversion Worksheets 

• Business-type Funds would show the addition of the capital asset and a 
revenue or capital contribution 
 
 

 
 

 
 
 

Presenter
Presentation Notes
Capital Assets that are acquired through donation will be reported at the cost to acquire the capital asset at the time the item is received.
The assigned value is what it would cost to “buy” the capital asset – not what the asset would “sell” for.  Charges to put the capital asset into use could also be added to the acquisition value.  
Session One covered costs that are not added – such as training of employees and preliminary studies.
In governmental funds the fund financial statements would not show the donation of a capital asset – it would only be shown when the Government-wide Statements are produced.
Business-type fund level statements would show the donation as contributed capital.



Making adjustments for governmental fund capital 
assets while preparing the Annual Financial Report: 

The City of Somewhere received a donated building to be used by the Parks 
& Recreation Department. The cost to purchase would have been $25,000. 
The land was valued at $5,000  
and the building was valued at $20,000 
Step 1: 
Below is the addition of the land and building on the GCAAG: 

Presenter
Presentation Notes
Narrative: The example on screen shows the City of Somewhere has received a donated building that will be used by their Parks and Recreation Department. The cost to purchase the building would have been $25,000 – of that amount $5,000 was assigned as the land value and $20,000 was assigned as the building value.
The first step of the adjustment on the annual financial report would be to add the capital asset amounts on the Governmental Capital Assets Account Group (and Fund 9000 in your accounting software if applicable).
The amount was split by land and buildings and added as a debit – or an increase to the capital asset account classes.



Making adjustments for governmental fund capital 
assets while preparing the Annual Financial Report: 
The City of Somewhere received a donated building to be used by the Parks & 
Recreation Department. The cost to purchase would have been $25,000 
The land was valued at $5,000  
and the building was valued at $20,000 
Step 2: 
Below is the addition of the land and building on the Operating Conversion 
Worksheet: 

Presenter
Presentation Notes
Narrative: The second step to update the annual financial report is to show the donation of the capital assets as a revenue on the Operating Conversion Worksheet.  



Making adjustments for governmental fund capital 
assets while preparing the Annual Financial Report: 
The City of Somewhere received a donated building to be used by the Parks & 
Recreation Department. The cost to purchase would have been $25,000 
The land was valued at $5,000  
and the building was valued at $20,000 
Step 3: 
Below is the Revenue Analysis Worksheet of the Annual Financial Report: 

Presenter
Presentation Notes
Narrative: The third step will be to re-classify the $25,000  capital asset donation as a revenue by the major purpose - Culture and Recreation on the Revenue Analysis Worksheet of the Annual Financial Report. 



Capital Asset Improvements: 
• Improvements or betterments to a capital asset 

• Improvements – Provides additional value by: 
• Lengthening a capital asset’s estimated useful life 
• Increasing a capital asset’s ability to provide service (greater 

effectiveness or efficiency) 
 

• Repairs and maintenance – only retain value rather than add value 
and should be shown as an expenditure or expense 
 

Presenter
Presentation Notes
Narrative:  Improvements to capital assets should be a betterment that will provide additional value to the capital asset by lengthening it’s estimated useful life or increasing the capital asset’s ability to provide service or a greater effectiveness or efficiency.
Items that only retain the value of the capital asset – rather than adding value should be classified as an expenditure or an expense. Typically those type of items are considered repairs or routine maintenance to the capital asset.



Disposal of an Asset: 
• Disposing of an asset may involve: 

• Sale for scrap  (not assigned as a salvage value) 
• Or sale for reuse  
• Retirement from service – the asset should be removed from capital 

asset schedule 
 

• To Determine the carrying value: 
• Take the original cost and subtract the total of  accumulated depreciation 
• Example: 
• $45,000 Truck with an estimated useful life of 9 years: 

• After 8 years the accumulated allowance for depreciation would be $40,000 
• $45,000/9 = $5,000 annual depreciation;  $5,000 x 8 years = $40,000 

• $45,000 (original cost) minus $40,000 (accumulated depreciation) = $5,000 carrying  value 

 
 
 

 
 

Presenter
Presentation Notes
Narrative:  Disposal of capital assets happen in different forms – some assets are sold as scrap or retired and sent to the landfill or recycling where no cash is received.  Other capital assets are sold for re-use or traded-in on the purchase of a new capital asset. 
When a capital asset is no longer in use it should be removed from your schedule of capital assets and from your accounting software. 
First determine if the asset is fully depreciated or has remaining carrying-value.
If a truck originally cost $45,000 and was assigned a useful life of 9 years the capital asset at the end of 8 years would have a remaining or carrying-value of $5,000.  $45,000 divided by 9 years would be $5,000 per year.  The item is 8 years old.  8 multiplied by $5,000 would be $40,000.  $45,000 less the accumulated depreciation of $40,000 leaves a carrying-value of $5,000.



Capital Asset Impairments: 
• Retirement from service:  

• An asset no longer in service should be “written down” to its fair value or 
removed 
 

• An impairment is a significant and unexpected decrease in the service 
utility of the capital asset that will continue to be used in operations 
• Result from: 
• Physical damage 
• Changes in law, regulations or environmental factors 
• Technological developments 
• Change in the manner or duration of use 
• Stoppage of construction or development 

• A temporary decline does not constitute an impairment 
• Must be both significant & unexpected 

• Amount of impairment should equal a portion of book value proportionate to the 
asset’s lost service utility 

• If an impairment is insured, the loss is netted against the insurance recovery 
 

• Impairment – the cost of restoring lost service capacity resulting from an 
impairment should be capitalized as part of the cost of the asset 
 
 

 
 
 
 

Presenter
Presentation Notes
Narrative: An impairment to a capital asset would be a significant or unexpected decrease in the service capacity of the capital asset that will continue to be used in operations.  Impairments can occur from physical damage, changes in laws or regulations, technological developments, a change in the manner of use or a stoppage of construction or development. 
The cost to restore the capital asset to use should be capitalized as part of the cost of the capital asset.



Disposal of a Capital Asset: 
 

• Year-end Adjustment for the Disposal of a Capital Asset:    
 
The original purchase of a $45,000 Dump Truck that was fully depreciated 
and retired: 
• In the GCAAG – if applicable     Debit Credit 
9000 – 186100  Allowance for Depreciation $45,000 
9000 – 186000  Machinery & Equipment   $45,000 

 
 

• In the Water Fund:      Debit Credit 
5210 – 186100       Allowance for Depreciation  $45,000 
5210 – 186000 Machinery & Equipment   $45,000 
  

Presenter
Presentation Notes
Narrative: When capital assets are disposed of – they will be removed from your accounting software and depreciation schedule.  
To remove a capital asset in  the GCAAG , or General Capital Assets Account Group the adjustment will be made to Fund 9000 if applicable.  The capital asset and the allowance for depreciation will be removed. You would also show the disposal on the GCAAG of the annual financial report.

For business-type funds the capital asset and allowance for depreciation will be removed within the fund. The example on screen shows a $45,000 dump truck that is fully depreciated.  A debit is made to Allowance for depreciation and the capital asset is credited.



Disposal of a Capital Asset: 
• Year-end Adjustment for the Disposal of a Capital Asset:    

 
The original purchase of a $45,000 Dump Truck that wasn’t fully depreciated 
when retired, no cash was received as part of retirement: 

 
• In the Governmental Funds:     Debit Credit 
9000 -  280000 Investment in Cap Assets     $ 5,000 
9000 – 186100  Allowance for Depreciation  $40,000 
9000 – 186000  Machinery & Equipment   $45,000 
•  The $5,000 book value for which no cash is received represents a loss on 

the disposal of an asset, and will be shown on the Government-wide 
Statements – adjust during the GASB34 conversion  
 
 

• In the Water Fund:      Debit Credit 
5210 – 186100       Allowance for Depreciation  $40,000 
5210 – 510360-810 Loss on Sale/Disposal of  

  Capital Asset       $5,000 
5210 – 186000 Machinery & Equipment   $45,000 

Presenter
Presentation Notes
Narrative:  If the dump truck was not fully depreciated when it was retired and no cash was received as part of the retirement a loss would be shown on the Government-wide Statements for both Governmental and business-type funds.
The Governmental Funds Statements would not show the loss.
The loss would be recorded in the Business-type funds.



Capital Assets – the next step 
 

• Once the required adjustments are made for newly acquired 
capital assets and/or the disposal of capital assets the next 
step will be the annual allowance for depreciation adjustments 

 
 
 
The Third Session in the                                                                               
Capital Assets Training                                                                                                        
Video Series will cover the                                                                                 
annual depreciation                                                                    
adjustments 

 
 

 

 

Presenter
Presentation Notes
Narrative:  Once the newly acquired capital assets have been added and the disposed of items have been removed from your accounting software you should move on to the annual allowance for depreciation.
The third session in the series will cover this.
Thank you for attending this session.  If you still have questions on capital assets and haven’t viewed the first session in the series covering some of the basics of capital assets I would encourage you to do so.
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