2016-09-24

Capital Assets in a
Municipal Environment
1.

Workshop
September 8 & 9, 2016




2016-09-24




2016-09-24

What is a Capital Asset ? It Varies
What's2+2?

ENGINEER: “Itlies between 3.98 and 4.02."

MATHEMATICIAN: ““In 2 hours | can demonstrate it
equals 4 with the following proof.”

PHYSICIST:  “It'sin the magnitude of 110",

LOGICIAN: “This problem is solvable.”

SOCIAL WORKER: *“Idon't know the answer, but I'm glad
we discussed this important question.”

ATTORNEY: “In the case of Smith vs State, 2+ 2
was declared to be 4.”

TRADER: “Are you buying or selling?”
ACCOUNTANT: “What would you like it to be2”




Assets

PSAB PS 1000
“Assefs are economic resources controlled by a
governmentds a result of aipast transaction or event
from which'a future economic benefit may be

obtained”

“Non Finanecial assets aze;
® used to delivern services
® consumed as part of the operation
¢ nof for salein the normal course of operations
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Tangible Capital Asset

e @A

Non Finaneral Asset

Theyresult from past transactions or events

Flave duseful economie life beyond cuirent accounting
penod

- Used on a continuing basis
Not forsale
Economie resonrce under the control of the Municipality




Concept of Control

» Control
Key toidetermining i Assetisecorded

Ownershipis not the sameas control (Eapital Eease)
Bargain Pur¢hase 0ption
Usedfor=wsa ofitheestimated economie life ofthe’Asset
+ PViofiliease payments are = goYathe favalue ofithe propenty

Is'the Leased Asseta specialized asset i.e. Road on WP

@therfactors including, financing, control durmg idle time,
operating nisk for repamrs and ebsolescence upgrades
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Capitalization Threshold

* Municipality shiould establish

s Threshold (%, minimum amounts)
» Items not meeting threshold are expensed

» Once confirmed however all costs included




Measurement of Value

* HistoricaliC€ost - Requined by PSAB 3150.09

¢ Purchase Price

¢ Other costs of Acquisition
Professional fees, engineers, architects, lawyern
Sunvey '
Site prep
Ereight / transportation
[nstrance
Interest on Kinancimng

¢ Grants are NOT netted against the cost of the asset

PSAB (3150.05)
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Single Asset vs. Component Approach
* Capital Assets

€an be commplex

Constrtiction caniinclide a numben of Component Paxts
« Road @onstrtiction
S Stiborade
Base
* “lravelediRoadwaySurface
* @thendramageliphtinglsignage
Water & Sewer Systems _ . AN AN
« WP ~ Basic Components of a Concrete
& Sewageilreatment facilities PRSI
* Mains
Sbistributionlines
¢ PUmping stations
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Single Asset vs. Component Appioach

& Smgle Assef Approach

* Enfire Systeminecorded as ome asset

¢ Bstimates of expected life and amortization are an
average for the entire system
Simpler, faster and less expensive

* Doesn't provide as much mformation as Component
appioach

' As components are replaced they are expensed
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Single Asset vs. Component Approach

Comp onent Approach

+ Complex Systems broken dowi (1to major COmPONEnts

¢ Each component is identified and accounted for
separately

+ Components can'be comprised of assetsof similair
useful lives, e.g. pipes, values, base of road, surface ofa
Hoad

¢« More complex recording requining greater resources and
thiis cost

* Does provide more information than the Single Assef
Approach

1



2016-09-24

Single Asset vs. Component Approach

* PS 3150
« Allows foraccounting of complex assets eithier as a single
dssetor by IS components

¢ The Municipality must decide on the cost/benefit of the
approach selected

¢ Consistency 1S 1Important in your approach
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Temporary Account

s Assets Under Construction

* Use ofan AUC account allows you io identify cost per
project

« Allows for allocation over numerous periods

No amortization of AUC balances
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General AUC

Enter data in yellow shaded areas
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Additions

sets Under Construction

Date of

Transfer Disposal

139,067.64

211.425.08

T4

87,421.08

124,004.00

Dec 31115
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Upgrades and Betterments

* Costincurred tolenhance the eapital asset
* Increase physical outpuit
Improve efficiency and reduce operating costs
- Extend the useful life
Improve the quality of the outptit
¢ betterments and Upgrades should be €apitalized
¢ All other repairs should be expensed

* Single Assetvs. Component Approach can have an
tmpact
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Contnbuted Assets

¢ TCA can be received by a municipality at no cost
- Transters from Senioin Levels of Government:

Developers provide roads; sidewalks and street lighting
» These assets are a TCA by definition

Future economic benefit

Results from a past fransaction

Not fully consumed in the current period

Under the control of the Munieipality
¢ Recording of Contributed Assets erticial to obtaining

full costing of Services
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Contributed Assets

s Value for recording purposes
¢ Fair Value on date of contribution

s Fair Value

Consideration provided in an arm's length fransaction
PS 3150 provides for the use of
Market value
Appraisal value
Replacement Cost
If no ability to'determine Fain Value recorded at Nominal -
Valire

* For Bundled assefs —remove value of land

2016-09-24
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Meastrement of Value

» Capital Lease
Record netliability for lease payments
[nferest and execuifory costs recorded separately
Asset amortized over the life of the lease

« Assef amortized over the estimated life of the asset if
thereis a BPO orif is a specialized asset
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Exerncises

(@]

AL lihelMunicipalitylhas ai$350,000iGrader thatitihas leased sinee 20:4:
iihelleaselisiiorbears andthereis a BP@atthe endiof the lease. This
pastdineraiGPSisystemiplacediinitin for$10,0008 Fhe Municipalityis
minmumithresholdis 40000

IS'this antexpenseorcapital purchase?

Why2

- IfiessameiGraderas in/Alhas ainew setofitires putenin July costing
$121000

ISithis\an expense or capital purchase?

Why?
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Exereises

@2

A TiheTown hasrepavedistreet thatiitbuiltin 2004 at alcost $1:000/000. The
streethasibeenirecordedasiasingle assetandamontizedlover 85 years I
2016inesticetvasiresuriacedwithisupportitenithe ProvincialMunicipal
Roadilmprovement Rrogram at'a'tetalicostiof$350:000
Isithisianiexpense ar capital prchase?

Why?

. Wetldithave'made aidiffetence inAvif the street hadibeenrecorded on a
componentbasis

HoW and\A\hy 2

Whatisitfieldiiierencelin'the valte of the expenseliecognized in 2016
CompenentyVs. Single Asset?

20
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| W&ELH EVERYTHING | BALEHEES IH ALL YDUB ElNﬂHEIAl'
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TCA Acquisition

¢ Long Term Impact
* Bemefits
Rediiced costs
Inereased efficieney
Increased Capacity,
Costs

Bonirowing

. Increased operating ¢osts

~ Iraining ef'employees
Upgrading other Infiastricttne

2016-09-24
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TCA Acquisition

& Consider the costs for the entire life time of the asset
in making your decisiomn.

Typical areas of expenditure which are immeluded in
calculating the whele-life cost incltide:
planning and design
¢ construction and acquisition
* operations, maintenance
* renewal and rehabilitation
depreciation and cost of fimance
* Teplacement o disposal.

2016-09-24
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TCA Acquisition

* Requires Planming

Page1qiofi Emancial Plan — Mimimitim
' 1010 50 year planning time horizon on many assets
- Involvement of Council and Seniorn Statt
. Acdess to Grants = Shovel Ready” Projects

Need te complete prelimimary wonk

Planrequiresattention and annualupdates

24
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Pageiq
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Funding TCA Acquisition

» Use of Resernves
* Including Transfer from General Reserve and Sunplus
* Reduced Mill Rate linpact on an annual basis
Allows of decisions early in the yean
* Improves flexibility
- Limits Opportunity based on Reserve Balance
+ May be viewed as tinfain
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Funding TCA Acquisition

¢ Use of Debt
* Spreads Cost of Asset overits life
* [heory is that those who benefitwill pay for Asset

Reduces Hinancial Elexibility of Municipality in the
future

Legislative restrictions on Borrowing Limits

27
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Debt Linits

s Total Debt Restriction
7. % of At Large Portioned Assessment

¢ Debt Servicing Capacity:

20% of previous years Municipal Reventies

* Maximum Transter fiom Surplus on General Reserve
 AS +GRF - T >20% of Previous Year Expenditures

28



Nominal Surplus

MUNICIPALITY OF RUSSELL BINSCARTH
MOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the yoar ended Decamber 31, 2015

17. ACCULULATED SUNPLLIG

Teiowng:
Buneral Opswaim Furd - Homined Surstes
iléy Operating - Hesme. ol Sarpio.
-.u?-—mu—dbm

Pazsrve Funds.

o
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Debt vs. Reserves

* Prosand Comns for both
s Currentlong term borrowing rates VeRy attractive
» Borrow In times of low interest rates

* Use reservesin times of medium and high interest
rates

2016-09-24
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Recording TCA

* Once a purchase has been deemed to be a'lCA it
needs to be recorded

¢ Depending on' Appreach TCA recognition will change

¢ Acerual Basis (Asset)
¢ (Cash Basis (Expense)

¢ The creation of Intemnal F/S must address the
difference between how Municipality’s budget(€ash
Basis) and how Financial Statements are to be created
for the public & €ouncil (Accrual Basis)
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Recording TCA

* PDr Asset Accoumnt
Cr Bank

* Thus TCA is recorded as an asset in'the current year

notan expense — Contribution te Capital
* Grants provided forthe TE€A are recorded as Revenue

* PUB requires a different standard with regard to
Capital Grants
Grantstobeamortized over the life of theassetit stippornted

32
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Recording TCA

Schedule ¢ for PUB

33
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Amortization

¢ PSAB 3150 requiresithat
¢« The cost less residual valtie of a TEA with a limited life
be amoitized over its useful life

The amortization be in d rational and systematic
nanner

* Amorfization costs of a TCA should be expensed

The amortization method and estimated tseful life
should be reviewed regularly

34



Useful Life

* Expected Useful Life is the shortest of
| Physical
Technologieal
Commerecial
[legal
Based on ifis use by the Municipality

* Factors to considen
| Expected future use
Susceptibility fo obsolescence
* Maintenance programs and wear and tear
s Pastexpenences -

2016-09-24
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Types of Amortization

¢ Straight-line
* Asset provides consistent benefit throughout its life
Based en'expiration of time
E.g. 3 year lite for a computer, 50 year life for a water
niain
s Activity Based
- Benefit achieved from asset based on its use
Need fo determine number of units in useful life of asset

E.g. 10,000 hr estimated lite of a wheel loader, 200,000
kms for avehicle
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Determining TCA Annual Cost

MRB TCA Recap
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Determining TCA Annual Cost

¢ Russell Vehicle Spreadsheet

38
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Recording Amortization

* The punpoese of amorntization is to charge o expense a
portion of an assef that relates to the revente
generated by that asset.

¢ This principle is called the Matehing Principle, where
reventues and expenses both appearin the income
statement in the same reporting pertod, which gives
the bestview of how well'an entity has performed inia
given accounting period

39
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Recording Amortization

* Dr Amortization Exp
@ Asset's Accumulated Amortization

* Provides for'compliance with Matehing Principle
* Original asset balanee as recorded remains intact

* Important for the entry needed to remove an asset
upon its disposal

40
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Gain or ILoss on Sale

« Under PSAB Asset sales including trade-ins could
triggera gain'or loss om sale

* When an asset is sold the net book value of the asset
must be compared to the price forwhich it was sold to
determine gain or loss

¢ Gam/(lloss) = Sale price of Asset - Asset’s Unamortized Book Valiie

41
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PSAB vs. CASH

¢ Recording Capital Transactions willlimprove E/S
information

* Does create aninformation gap between Budget and
E/S

s Solution provide monthly reconciliation of PSAB to
Cash transactions
+ Schedule 10 & 17 of the Audited Statement
liess -
» TECA acquisitions
« Add

* ATHOTEIZAtion expense

42
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PSAB vs. CASH

MUNICIPALITY OF RUSSELL BINSCARTH
SCHEDULE 17 - RECONCILIATION OF ANNUAL SURPLUS (DEFICIT)
For tha year ended Decembar 31, 2015

[UNIC PAL SURPLLS (OEFICIT) UNDER THE MUMICIPAL ACT

Incrzass (decrease) reestue - pas (loea) o sk of tacilo caciz 0oats
EIMINg!® rve we - procects &n nes | dati

e e X
Elminzio openss » porisierm of leglie capial 43sets
NET BURPLUS PER STATENMENT OF OPERATIONS

sl
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PSAB to Cash Basis August 31716
Senerpl Fund
PSAB Based Net Opernting Surphus/{Dafiit)
[P

Totat Capital

Teotal Value of Land Zale Proceeds
Amortiration

2016-09-24
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Exereises

Qi3

A Attheendiof2015ithe Municipalityiplitchases 22045 tandem dumptrtick
107 580,000 plisitaxes netiofitheirtiadesinan 8'year old 8 tonitruck, hihe
MSRRPortheilandem wasiil05 0008 Fhe 3 tontiickiwas eriginally
recorded onithe books for $75i000 With an expectedlife of 10 years andithe
straightlinemettiod'of amoriization'was tUsed:

Flewssholldihe CA@irecord tiicinitialiiransaction forthe purchase of the
landem anditheitradeliniofithc iton:

2 \Whatarelthe entiies each yeapthere after assume a {0'year'life for the
[andem

45
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Exercises

- @

ineiMunieipalityshasientered intolatiease for Graden €oniran/iothe
advicetofithe CA@Whahiad recentlyiattended ai@apital/Asset seminar
identifvingithelimited ibenefitseflleasesitormunicipalities,; the Cotnciliwent
afeadandiappreved aicontractwith the followingierms:

2500008 gtalValue ot alleaselover 5 \ears for'a piece af equipment
BR@oiSi0a0
B\eofithe ltease Paymentsis 225,000

Flow'shoeuldthe CA® record the imitialitransaciion
2. Whatarethe entiies each year there affer

46
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Public - Private Partnership

P3siuise of funds fromithe private sector in long-term
approach to'procuring publie infrastriictire .

Projects aretisuallylargerin scope and cost o provide
the maximum opportunity forefficiency gains and
return for private sector

Average Cost of a Project Funded under P3 Canada
approximately $60,000,000
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Public — Private Partnership

Private Sectorassunies a major share of fhe nislks
finanamng
CONSIEUCEION.
¢ ensuringieftective performance of the mfrastructure, fromidesion
andplanning, tolong=teinl maintenance,

Publie Sector
Gaimaceess to expertise and efficiencies of private sector
Can avoidimeurning any capital debt — User pay systems
Toll' Roads
Waterilzeatment Blants

Publicly funded projeets provide deferred cash flows

48
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Public — Private Partnership

* Examples
Chief Pegtiis Trail Expansion

Completed m 2011
$60 Million
Completed 1yeanahead of schediile

2. Southwest Rapid TFransit (Stage 2)
Approved for P3funding m 2015
Estimated cost $600 million

49
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Public — Private Partnership

* Future of P3

* Priorto 2015 the Federal government requited a P3
option on Projects over $100,000,000

* Current Liberal Government has backed away from
requirement

'\ Issues around private ownership of public and essential
service mfrastrticture
P3 projects have not always been cost efficient
Public opposition

50



Muniecipal Purchases

¢ Municipal Policy on Purehases

Procurement Guidelines
$ thresholds
Abilitytorattract bids
Agreement on Inteinalifrade MASH Annex 502.4

¢ Controlvs. Flexibility

¢ Legal Requirements

2016-09-24
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Procurement & Capital Purchasing

» Sole Source
* Small'contracts, projects or purchases
 When only one supplier is available
* In times of emergency

¢ REI /EOI
Municipality looking for more imformation
Not necessarily committed to buying
¢ Likely to include a further step before a decision
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Capital Purchasing

* REP (Request for Proposals)

* Municipalityislookingasolution'based submissions
* Probably ne clear specification ox best soltition

* Provides flexibility to Municipality

* Qualifications of suppliera key, may override price

Often used to acquire professional services(Engineering,
Auditoer , Architect)
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Capital Purchasing

| Requests For Quote (REQ)
a lot like a Tender
typicallyused for smaller projects in size and scope.
seeking pricing information
* Municipality committed to moving forward

* Request For Tender
Mumniecipality has clearly defined critenia
Responses judged on $ and qualitative factors
Municipality is very committed to buying

54
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[nformation vs. Commitment

Knowledge
Level

==MiunicipalCommitment
to Proceed

O = NE s O OV ST 00 \D

REP " RE@' Tender

Pocument Released
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TCA Acquisition

» MASH Annex
- Agreementon Internal Trade enacted on July 1, 1999
Municipalities included i Agreement on Internal Trade

s MASEI Annex Appliesito
Goods and Senvices over $100K
+ Construction Projeets over $250K

* All Procurement Covered by MASE
* Must be advertised on MERX
- Use of Municipal Website
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Capital Asset Management Plan

* Asset Management

* Process for managing a Municipality’s ASsets in a cost:
effective manmner by

Andlyzing thelife.cycle of all assets

Develo.p INfoImatieon abeutL current status and future
maintenance and developmients

Determine fiitiire resources needed
« Critical to effective planning
Projects Life Cycle Costs
Determines levels of service and rislk

2016-09-24
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Capital Asset Management Plan

* Process to establish Plan
* Determine state oflocal infrastiueture and capital assets
Wihat
Wihere
What Condition
Usetul life

" Understand your financial cincuimstances
Valteoff Current Assets
Costtoreplace today
Costto @perate and Maintain
Euiture Capital €ost

58
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Capital Asset Management Plan

+ Make informed decisions
Bvaltate cumrentdecision making process, how s it done;
wha is invelved
Petermine theideal process
 Close the decision making gap

Manage the Asset Life Cycle
Analyze cunrent rates of detenioration of assets
Petermine Priority areas and assets
Assessit Operations and Maintenance policy should change

Set, review and respond
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Capital Asset Management Plan

* Asset Management Plans
* Bxcellent tool toidentity priorities
+ Excellent tool toassess future mvestment

* Senior Levels of Gov't Use them
* Many Provinces Require them of Municipalities (AB)

» Will be the normwhen'applying for Federal Funding
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What is a Y/E Audit

¢ A finanecial statement audit is the examination of an
municipality’s financial statements and accompanying
disclosures by aniindependent atditor.

* The result of this examination is a report by the

auditor, attesting to the fairness of presentation of the
financial statements and related disclosures.
¢ The auditer's report must accompany the finanecial

statements when they are issued to the intended
recipients.
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Why is Audit Important

¢ Legal'requirement
Municipal Act Section 1277 (2)
Municipal Act Section 183 (1)

* Impacts on Finaneial position of Municipality
» Gas Tax funds linked to Audited E/S

» Impacts on'the confidence of the ratepayers on the
piofessionalism of administration

» Impacts on Council confidence in staff
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Preparing for the Audit

¢ Schedule time when'yottand or your staff are available
O answer questions and meet if necessany

* Make sure records are neat, orderly and easily
referenced

¢ Bnsure the F/S being used by the Auditor has been
approved by Council both interim and Y/E

* Auditor testing recordsand your control systems, the
greater the confidence the better
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Preparing for the Audit

¢ Prepare Documentation - Provide stipport forevery
Balance Sheet Account

Cash - provide evidence of year end! cash count

Bank / Investments — provide latest Statements,
balanced bank reconciliation and interest aceiual

A/R - Provide a listing of all accounts receivable that
matches the total in the individual receivable G/L.
dCCOUNES
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Preparing for the Audit

Taxes on'Roll - Complete the schedule requested by the
auditor that details transactions through the account

+ Ensuze all dite to/due from accounts balance

Complete inventorny cotnts with documentation and
caleulation of value. Adjust the balance from the
PLEVIOUS Vear
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Prepaning for the Audit

¢ Provide copies of all inveices for TCA expenditures in
the current year

¢« Complete TCA listings spreadsheets meluding mpuiting
additionsand dispesals

* Provide Jourmal entries if not completed for all
AIOLEIZAtION eXPEnSses

66



2016-09-24

Preparing for the Audit

Calculate pre-paid aceounts based on previous year
e.g. Insurance

' Provide evidence of School Payable amount

A/P = Provide alisting of all accounts payable that
matehes the total in the individual payable G/I. aceotints

Complete vacation, banked fime and sick time
caleulation: to establish Acerued Salaries
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Preparing for the Audit

+ Complete Calculation of aceried imterest on Debentires
Complefe Tax Levy reconciliation

Review all reventies and expenditures and provide
reasons for significant variances

' Be patient, remain cheery
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reconclleihatace

69
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Questions
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