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Finance


POLICY 
It is the policy of the organization to maintain accurate and complete records of property, plant, and equipment held and to capitalize and depreciate them according to appropriate accounting, tax, and regulatory requirements. Once an asset's cost is capitalized, it will be written off periodically, or depreciated, in a systematic manner over the useful life of the asset. This policy:

· Establishes uniform guidelines for the collection of information necessary to properly capitalize the cost of assets. 

· Provides for consistent and accurate capitalization of all assets held by the organization as required for internal, external (GAAP), and regulatory reporting requirements. 

PROCEDURE
Requirements for Capitalization
To be considered for capitalization, and thus subject to depreciation, an asset must fulfill three characteristics: 

· The asset must be acquired for use in operations, and not for investment or sale. 

· The asset must have a useful life of at least two years. 

· The asset must meet the cost thresholds defined below. 

To properly capitalize the costs associated with an asset, it is necessary to maintain accurate and complete records pertaining to the cost of each asset. 

Definition and Classification of Capital Costs
The basis for accounting for property, plant, and equipment is cost. All normal expenditures of readying an asset for its extended use are capitalized. The information below identifies specific capitalizable costs for individual categories of assets. 


Land 

The following costs related to the acquisition of land should be capitalized: 

· Purchase price 

· Appraisals 

· Professional services 

· Title insurance 

· Title searches 

· Broker's fees 

· Closing costs 

 

Buildings 

The following costs related to the acquisition, construction, or improvement of a building should be capitalized in the fiscal year incurred. See below for definition of building improvements. 

Acquisition costs include: 

· Purchase price 

· Professional services 

· Appraisals 

· Title insurance 

Construction costs include: 

· Professional services 

· Appraisals 

· Test borings 

· Site preparation 

· Materials 

· Labor 

· Overhead 


Tangible Personal Property and Software 

Capitalized costs of tangible personal property are those costs associated with the acquisition or construction of tangible personal property. The property must have a useful life of two years or more and cost in excess of $1,000 per individual unit. Tangible personal property includes equipment, furniture, fixtures, and vehicles. 

The acquisition costs include: 

· New invoice price 

· Transportation 

· Installation 

· Duty 

· In-transit insurance 


In addition to the costs listed above, all costs associated with modifications, attachments, accessories, or auxiliary apparatus necessary to make the property usable for its intended purpose may also be capitalized. 
Software
All costs related to the external purchase of software applications in excess of $1,000 with a useful life of two years or more may be capitalized. Fees paid for training, conversion costs and software maintenance may not be capitalized and must be expensed. The external costs of upgrades and enhancements that enable the software to perform tasks that it was previously incapable of performing may be capitalized; otherwise such costs are not capitalizable and must be expensed. 

Asset Depreciation Methods
With the exception of land, all capitalized assets should be depreciated using the straight-line method over the useful life of the asset class. An asset's life is the period of time over which services are expected to be rendered by the asset. The calculation of depreciation should be based on historical cost (capitalized costs). 
Salvage value should generally not be utilized in calculating depreciation, unless the salvage value is specifically known. 

Depreciation Expense 

Depreciation of capitalized assets will commence in the year the item is placed into service or use. Full year's depreciation will be recorded in the year of acquisition. The annual depreciation expense will be charged in the general ledger to the appropriate operating unit. 

	Asset Category 
	Depreciation Method
	Useful Life 
	Yearly Rate 

	Buildings 
	Straight Line
	35 yr.* 
	2.9% 

	Building Improvements 
	Straight Line
	35 yr.* 
	2.9% 

	Leasehold Improvements 
	Straight Line
	35 yr. (or the term of the lease, whichever is shorter) 
	2.9% 

	Land Improvements
	Straight Line
	35 yr.
	2.9% 

	Equipment 
	Straight Line
	7 yr. 
	14.2% 

	Computer Equipment 
	Straight Line
	4 yr. 
	25.0% 

	Office 
	Straight Line
	7 yr. 
	14.2% 

	Vehicles 
	Straight Line
	4 yr. 
	25.0% 

	Software 
	Straight Line
	4 yr. 
	25.0% 
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