CITY PROCEDURE
Managing Tangible Capital Assets
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1. Purpose

Last Reviewed 2024/12/19
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Signature Date 2024/12/20

The purpose of this procedure is to:

11. Manage Tangible Capital Assets (TCA) at the City of Grande Prairie (City).

1.2.  Establish a structured and systematic approach to the acquisition, accounting, reporting,
maintenance, and retirement of TCA throughout their lifecycle.

1.3. Be a comprehensive guideline for effectively managing and maintaining the City's physical assets
while adhering to the relevant accounting standards, regulations and best practices.

2. Definitions

2.1. The Definitions in Council Policy 351 Tangible Capital Assets apply to this procedure.

3. Valuation of Capital Assets

3.1. TCAs are to be recorded at their cost plus all ancillary charges necessary to place the asset in its
intended location and condition for use. The cost is the gross amount paid to acquire, construct,

develop or better a TCA and includes direct construction or development costs (such as materials

and labour) and overhead costs directly attributable to the acquisition, construction or

development of the asset. These costs may include but are not limited to:

3.1.1.
3.1.2.
3.1.3.
3.1.4.

3.1.5.

Amounts paid to vendors;
Duties/delivery/freight charges to the point of initial use;
Handling and storage charges;

Extended maintenance/warranty contracts if the contract is purchased at the same time
as the capital asset. Expense if not purchased at the same time;

Direct design/production costs such as labour, equipment rentals, materials and supplies;
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3.2.
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3.1.6. Engineering, architectural and other outside services for designs, plans, specifications and
surveys;

3.1.7. Acquisition and preparation costs of buildings and other facilities;

3.1.8. Fixed equipment and related installation costs required for activities in a building or
facility;

3.1.9. Direct costs of inspection, supervision and administration of construction contracts and
work;

3.1.10. Legal and recording fees and damage claims;

3.1.11. Fair values of land, facilities and equipment donated;

3.1.12.  Appraisal costs, advertising costs, application fees and supervisory fees;
3.1.13.  Utility costs and site preparation costs.

Procedure 351-2 provides further guidance on asset classification and types of costs to capitalize.

4. Acquired, Constructed or Developed Assets

4.1.

4.2,

4.3.

4.4.
4.5.

Cost includes all costs directly attributable (e.g. construction, architectural and other professional
fees) to the acquisition, construction or development of the asset. Carrying costs such as internal
design, inspection, administrative and technical work and other similar costs prior to the
commencement of and during construction may be capitalized. Capitalization of general
administrative overheads is not allowed. Costs of a general nature such as expenditures for
feasibility studies, post implementation reviews, training, training materials, etc. are never
capitalized.

When two or more assets are acquired for a single purchase price, it is necessary to allocate the
purchase price to the various assets acquired. Allocation should be based on the fair value of each
asset at the time of acquisition or some other reasonable basis if fair value is not readily
determinable.

Capitalization of carrying costs ceases when no construction or development is taking place or
when the TCA is ready for use. If the construction or development of a capital asset is not
completed to a useable state, the costs that would otherwise be capitalized should be expensed.

The City will not capitalize interest costs on TCAs.

Once the asset has entered service, the asset must be reported to Financial Management via
assets@cityofap.com with its attached location of service (if that asset has a fixed location for year
end reconciliation.
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5. Donated or Contributed Assets
5.1. A TCA may be gifted or contributed by an external third party with no cash outlay.

5.1.1. For example, land may be contributed by another level of government at zero or nominal
consideration to facilitate the construction of a roadway or structure.

5.1.2. Another example is a developer may install services such as storm systems mains or roads
within a subdivision at its own cost and then turn them over to the municipality to
operate, maintain and replace.

5.1.3. Where an asset is acquired through a third party contribution, the amount to record the
asset is at the cost provided by the contributor. If the cost cannot be provided, a fair value
may be estimated using either market or appraised values or cost may be determined by
an estimate of replacement cost. When an estimate of fair value cannot be reasonably
estimated, the asset will be recognized at a nominal value.

5.1.4. Donated or contributed assets are capitalized over their useful lives.

5.2.  When funds are received from a third party, such as the provincial government, to assist with the
construction or purchase of a capital asset, the full cost of the asset should be recorded. Capital
grants are not netted against the cost of the related TCA. The funds received are to be recognized
as revenue and recorded under separate cover.

6. Work/Construction in Progress
6.1.  Work in progress is the construction or development of a capital asset that extends over several
years.

6.2. Work in progress is not capitalized or amortized until the asset is in use. The capital costs for such
an asset should be accumulated until the asset is ready for use. A work in progress account should
be established to allow capital costs to be tracked separately for easy identification in reporting.
Amortization is calculated and begins the first fiscal year that the asset is in use.

6.3. Examples of work in progress are the construction of a new road or building or the development of
an asset which occurs over several years. Work in progress would also include the down payments
and deposits which are applied to the cost of a capital asset.

7. Amortization

7.1. Unless otherwise stated, the acquisition cost (historical cost) will be amortized over its estimated
useful life, on a straight-line basis.

7.2. Amortization normally begins when an asset is purchased or completed and accepted.
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7.3.

74.

7.5.
7.6.

1.7.
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A full year's amortization is recorded in the year the asset is acquired, constructed or developed
and put into use, regardless of when this event occurs in the fiscal year. No amortization is recorded
in the year an asset is disposed of.

The estimated useful life is the period over which a capital asset is expected to provide services. All
capital asset classifications have predetermined estimated useful lives as outlined in Procedure
351-3.

The economic or physical life of an asset may be extended beyond the useful life of an asset.

The estimate of the remaining unamortized portion of a TCA should be reviewed on a regular basis
and revised when a change is clearly appropriate. Factors such as obsolescence, excessive wear

and tear or other events may require a need to revise the amortization estimate of the remaining
useful life of a TCA.

Land has an unlimited useful life and should not be amortized.

8. Componentization

8.1.

8.2

8.3.

TCAs may be accounted for using either the single asset or component approach. Whether the
component approach is to be used will be determined by the usefulness of the information versus
the cost of collecting and maintaining information at the component level.

Factors to consider when determining whether to use a component approach include:

8.2.1. Major components have significantly different useful lives and consumption patterns than
the related TCA;

8.2.2. Value of components in relation to the related TCA.

Civil infrastructure systems should use the component approach. Major components should be
grouped when the assets have similar characteristics and estimated useful lives or consumption
rates.

9. Betterments

9.1.

Betterment is a material cost incurred to enhance the service potential (useful life or capacity) of a
TCA. A betterment typically includes:

9.1.1. Increase the previously assessed physical output or service capacity;
9.1.2. Significantly lower associated operating costs (efficiency);

9.1.3. Extend the useful life of the asset; or

9.1.4. Improve the quality of the output.
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9.2. Betterments which meet the threshold of the applicable capital asset classification are capitalized.
Otherwise, they are expensed. Where a cost cannot easily be differentiated between a repair and a
betterment, the cost should be expensed in respecting the accounting principle of conservatism.
Betterments, which extend the useful life or improve the efficiency of the asset, must be added to
the historical cost and amortized.

9.3. Where a betterment enhances the service potential of a capital asset without increasing its
estimated useful life, the amortization period should remain the same. If, however, the betterment
increases the estimated useful life of a capital asset, its useful life should be changed. The revised
amortization period should not exceed the estimated useful life of the applicable capital asset
classification as outlined in Procedure 351-2.

9.4. Maintenance and expenditures for repairs that do not prolong an asset’s economic life or improve
its efficiency are not betterments. These expenditures are usually incurred on a more or less
continuous basis to keep the condition of an asset at its expected operating standard. These costs
are charged to the accounting period in which they are incurred. They would include such things

as:

9.4.1. Repairs to restore assets damaged by fire, flood or similar events, to the condition just
prior to the event;

9.4.2. Routine maintenance and expenditures necessary to realize the benefits originally

projected.

10. Write-downs

10.1. When conditions indicate that a TCA no longer contributes to a government's ability to provide
goods and services, or that the value of future economic benefits associated with the TCA is less
than its net book value, the cost of the TCA should be reduced to reflect the decline in the asset's
value. The net write-downs of TCAs should be accounted for as expenses in the statement of
operations.

10.2. A write-down should not be reversed. Write-downs of capital assets should be accounted for as an
expense of the current period. A government would write down the cost of a TCA when it can
demonstrate that the reduction in future economic benefits is expected to be permanent.
Conditions that may indicate that the future economic benefits associated with a TCA have been
reduced and a write-down is appropriate include:

10.2.1. A change to the extent or manner in which the TCA is used;
10.2.2. Removal of the TCA from service for an extended period of time;
10.2.3. Physical damage;

10.2.4. Significant technological developments;

10.2.5. Removal of the TCA from service;
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10.2.6. A decline in, or cessation of, the need for the services provided by the TCA,;

10.2.7. A decision to halt construction of the TCA before it is complete or in usable or saleable
condition; and

10.2.8. A change in the law or environment affecting the extent to which the TCA can be used.

11. Disposals

1.1.  When TCAs are taken out of service as a result of being sold, destroyed or replaced due to
obsolescence, scrapping or dismantling, the department head or designate must notify the Finance
department of the asset description and effective date. The Finance department is responsible for
adjusting the asset registers and accounting records recording a loss/gain on disposal. No
amortization should be recorded in the year the capital asset is removed from service.

11.2. On disposal of a TCA, the historical cost and accumulated amortization must be removed from the
books. The difference between the net proceeds on disposal and the net book value must be
recorded as a gain or a loss for the accounting period.

11.3. A Trade-in occurs when an asset is disposed of and replaced with a new asset through the same
supplier in the same transaction. This transaction should be accounted for as two separate entries.
The trade-in value should be treated as proceeds of disposal and is used in calculating the gain or
loss on the disposal of the assets being traded in. The new asset acquired is recorded at its full
cost; it is not reduced by the trade-in value of the old asset.

12. Capital Leases

12.1. A capital lease is accounted for as though the asset had actually been purchased. From the
viewpoint of the lessee, a lease would normally transfer substantially all the benefits and risks of
ownership from the lessor to the lessee when, at the inception of the lease, one or more of the
following conditions are present:

12.1.1.  There is reasonable assurance that the lessee will obtain ownership of the leased property
by the end of the lease term or when the lease provides for bargain purchase option. A
bargain purchase option is a provision allowing the lessee an option to purchase the
leased property for a price that is sufficiently lower than the expected fair value of the
property at the date the option becomes exercisable that, at the inception of the lease,
exercise of the option appears to be reasonably assured;

12.1.2. The lease term is of such duration that the lease will receive substantially all the economic
benefits expected to be derived from the use of the leased property over its life span. This
condition is considered to be met if the lease is for a term equal to or greater than 75% of
the economic life of the leased property;
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12.1.3. The lessor would be assured of recovering the investment in the leased property and of
edarning a return on the investment as a result of the lease agreement. This condition
would exist if the present value at the beginning of the lease term, of the minimum lease
payments, excluding any portion relating to executory costs, is equal to 90% or more of
the fair value of the leased property. In calculating the present value of the stream of
lease payments, at the inception of the lease, the discount rate used by the lessee would
be the lower of the lessee's rate for incremental borrowing for a term equal to the initial
lease term and the interest rate implicit in the lease, if known.

12.2. Even if the lease does not meet any of the three (3) tests, if it transfers substantially all of the
benefits and risks of ownership to the lessee, the transaction should be accounted for as an
acquisition of an asset and an incurrence of an obligation by the lessee.

12.3. At the inception of a capital lease, an asset and a liability must be recorded at the lesser of:
12.3.1.  The present value of the minimum lease payment; and
12.3.2. The property's fair value at the beginning of the lease.

12.4. The capitalized value of an asset under a capital lease must be amortized consistent with the
following:

12.4.1.  If the lease has a bargain buy out option or allows ownership to pass to the lessee, the
asset must be amortized on a straight-line basis over the useful life of the associated
asset class;

12.4.2. In all other circumstances the asset should be amortized on a straight-line basis over the
lesser of the lease term and the useful life of the associated asset class.

12.5. Assets leased under a capital lease must be disclosed separately to distinguish between assets the
government owns and those that it only has the right to use.

12.6. All other leases are to be accounted for as operating leases, where rental payments are expensed
as incurred.

13. Asset Retirement Obligations

13.1. Identification: Asset Retirement Obligations are a PSAB Reporting requirement that the City must
provide for financial statements. AROs are also a worthwhile tool to help predict the total lifecycle
cost of assets. Identifying which assets are in scope is the first step:

13.11.  Costs in Scope

a. Closure and post-closure obligations associated with landfills or waste management
facilities

b. Buildings with Asbestos and all City Facilities

c. End of lease provisions (from the perspective of the lessee)
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d. Decommissioning of fuel storage tanks, fire water holding tanks, septic beds
e. Removal of radiologically contaminated medical equipment
f. Sewage or Wastewater Facilities
13.1.2. Costs out of Scope
Routine Replacement / Maintenance

a
b. Improper Use of TCA

o

Remediation of contaminated sites related to unexpected events

o

Waste and by-products produced by TCAs, such as radioactive waste of a nuclear
facility

e. Preparing a TCA for alternate use
f. Selling or disposal

13.2. See Schedule "A" for more information.

14. Remaining Life / Physical Verification and Asset Condition

14.1. All departments with TCAs under their control are required to complete a physical inventory of
assets and verify inventory listings of assets at least once per year. Discrepancies shall be
investigated by the department in question with Financial Management.

14.2. Each department is accountable for conducting condition assessments on assets to determine
whether they require replacement before reaching their maximum useful life. These assessments
should be performed by competent staff or contracted professionals with the expertise to evaluate
asset conditions.

15. Attachments
15.1. See Schedule "A", Asset Retirement Obligations
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16. Version History

Action Date Description

New Procedure | 2012/05/28

New template applied. Added Purpose and Definitions section.
Revision 2024/12/19 Definition updates (acronym use and capitalization) throughout.
Added subsection 4.5, sections 13 and 14, and Schedule "A".
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Is there a present obligation associated with
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the asset retirement or remediation?

Does an environmental
Does the obligation result

g standard exist?
come from the acquisition,

construction, development or

normal use of tangible

capital asset?

Does contamination exceed
an environmental standard?

Is there a legal obligation to
incur asset retirement costs

associated with a controlled

Is the public sector entity
TCA?

directly responsible or
accepts responsibility?

Refer to Section PS 3260,
Liability for Contaminated
Sites

Refer to Section PS 3280,
Asset Retirement Obligations
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Do Nothing

Refer to Section PS 3260,

Liabilities
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