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Figures 

Figure 1 – Fixed Asset Policy 

Effective October 1, 2009 it is the policy of Montgomery County, Texas that capital assets are 

defined as real, intangible or personal property with values and useful lives as follows: 

 

1. All assets except infrastructure and buildings and buildings improvements: Capitalization 
threshold of $1,000, and a useful life of at least five years. 

 

2. Buildings and building improvements: Capitalization threshold of $5,000, and a useful life of at 
least five years. 
 

3. Infrastructure assets: Capitalization threshold of $10,000, and a useful life of at least five 
years. 

 

Each elected or appointed official, or department head is responsible for ensuring accountability, 

maintenance and proper use of county assets assigned to their custody.  The County Auditor is 

responsible for recording and reporting the capital assets of the county in compliance with the 

requirements of applicable laws and accounting standards. 

 

Montgomery County’s capital assets are grouped into the following classes: 

   Land and land improvements 
   Intangible 
   Buildings and building improvements 
   Improvements other than buildings 

Machinery and equipment 
   Infrastructure and infrastructure improvements 
   Construction in progress 
 

The County Auditor is responsible for assigning each capital asset of the county to an appropriate 

class, as determined by guidelines promulgated by appropriate accounting standards boards.  

Depreciation of capital assets will be reported by the County Auditor using the straight-line 

method as recommended by appropriate accounting standards boards.  Useful lives for asset 

groupings within the above listed categories will be determined by the county auditor, by following 

the most current guidance provided by appropriate accounting standards.  The attached schedule 

of depreciable lives is established in accordance with those standards. 
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Capitalization thresholds for capital assets: 

 

Class Cost Life 

Land and land improvements $1,000 5 years 

Intangible  $1,000     5 years 

Buildings and building improvements $5,000     5 years 

Improvements other than buildings $1,000 5 years 

Machinery and equipment $1,000 5 years 

Infrastructure and infrastructure improvements $10,000 5 years 
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Figure 2 – Fixed Asset Estimated Useful Lives in Years 

 

 

Land and land improvements 
  Land and land improvements                       Indefinite 

  

 Intangible Assets  
    Easements                                                          Indefinite 

  Trademark                                                          Indefinite                     
 

Buildings and building improvements 
   Permanent structures 50 
   Special purpose structures 40 
   Portable structures 25 
   Cabling and fiber optics 10 
   Carpeting   5 
   Ceiling finish 10 
   Computer flooring 10 
   Electrical 20 
   Elevators 20 
   Excavation 50 
   Exterior walls 50 
   Fire systems 25 
   Floor covering 15 
   Floor structure 50 
   Foundation 50 
   Frame 20 
   HVAC 20 
   Interior construction 15 
   Plumbing 20 
   Roof cover 10 

 

 Improvements other than buildings 
   Fencing, gates 10 
   Flagpole 15 
   Landscaping 10 
   Outside freestanding security lights 10 
   Outside sprinkler systems 10 
   Pavilions 30 
   Parking lot/driveway/parking barrier 20 
   Paths and trails 15 
   Recreation areas, athletic fields, bleachers 15 
   Retaining Walls 20 
   Retention Ponds 15 
   Septic systems 15 
   Signs, monuments and marquees 15 
   Tennis courts, basketball courts 15 
 

 

 

Infrastructure and infrastructure improvements 
Roads networks 
      Asphaltic concrete   7 
     Concrete 20 
     Road mix   5 
Bridges network 
     Corrugated steel multiple pipe culvert 20 
     Concrete multiple box culvert 50 
     Concrete bridge (all types) 40 
     Culverts 20 
     Steel Bridge (all types) 40 
     Steel railroad flat car 30 
     Steel railroad tank car multiple culverts 20 
     Timber bridge 20 
Fiber optic and telephone distribution systems 50 
Lighting system network 
     Streetlights 15 
     Traffic signals 20 
Radio tower 35 
Runways 10 
Signage 10 
Waterway improvements network 
Docks 10 
Bulkheads 10 
Drainage systems 25 
 

Machinery and equipment 
 Athletic equipment   7 

Appliances/food service equipment   7 
Audiovisual equipment   7 
Books, multi-media material 10 
Business machines   7 
Communications equipment   5 
Computer equipment   5 
Computer software   5 
Construction equipment 15 
Custodial equipment   7 
Fueling systems 10 
Furniture 10 
Grounds agricultural equipment   7 
Lab, medical and scientific equipment 10 
Law enforcement equipment   7 
Licensed vehicles   6 
Machinery and tools   7 
Patents                                                  20 
Photocopiers   5 
Stage and auditorium equipment 10 
Watercraft 10 
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Figure 3 – Fixed Asset Guide 

Montgomery County Auditor’s Office Guide to Capital Assets 
Capital Asset Categories and Capitalization Guide for Departments 

This guide objective is to give each department a brief insight as to how the capital asset policy created by The 

County Auditor’s office is used to create the County’s Comprehensive Annual Financial Report (CAFR) in 

conformity with Generally Accepted Accounting Principles (GAAP), and Governmental Accounting Standards 

Board (GASB) Statement 34.  When unsure this document can used as a guide to determine if the  purchased 

item  should be considered a capital asset,  maintenance or a supply. 

 Land and Land Improvements 

1. Any cost associated with acquiring the parcel or parcels of land (Examples of 

capitalizable cost for land purchases) 

o Unpaid taxes 

o Professional fees (title searches, legal, appraisal, surveying, environmental 

assessments) 

 Construction in Progress 

1. Any construction construction project expected to be paid out of more than one 

fiscal year’s budget  

o Original purchase price 

o Remodeling expenses 

o Environmental compliance (Asbestos abatement, etc) 

o All cost associated with purchasing then remodeling the building in order to 

make the building usable by the County for day-to-day operations 

o If the project is going to be started and completed in the same fiscal year it 

will have to be categorized in one of the other capital asset categories 

 Intangible 

1. Easement 

The county might not own the land but have the right to use the land for a 

predetermined usage. 

2. Trademarks 

3. Software-If it was purchased and is a capializable cost, include data migration and 

consultant cost 

o Is the software going to be maintained internally by a county employee in 

order to keep it relevant along with a lifetime licensing? 

o What type of licensing is used for the software?  If the software has an annual 

license renewal, it will be expensed rather than capitalized. 

o Software maintenance agreements are to be expensed. 
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Figure 4 – Additions and Deletions Workbook 
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Figure 5 – Adjustment-Out Schedule 
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Figure 6 – Purchases Reconciliation: Header 
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Figure 7 – Purchases Reconciliation: Body of Document 
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Figure 8 – Additions Deletions Summary Schedule 
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Figure 9 – Depreciation Reconciliation Workbook 
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Figure 10 – Fixed Asset Database 
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Figure 11 – Summary Page for CAFR Table 
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Figure 12 – Detail Listing for CAFR Table 
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Figure 13 – CAFR Reports 
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GFOA Recommended Practices 

Recommended Practice 1:  Establishing Appropriate Capitalization Thresholds  

Type: Best Practice 

Approved by GFOA's Executive Board: February 2006 

Background:  

The term capital assets is used to describe assets that are used in operations and that have initial lives extending 

beyond a single reporting period. Capital assets may be either intangible (e.g., easements, water (rights)) or tangible 

(e.g., land, buildings, building improvements, vehicles, machinery, equipment and infrastructure). It is incumbent 

upon public-sector managers to maintain adequate control over all of a government’s resources, including capital 

assets, to minimize the risk of loss or misuse. 

 

As a practical application of the materiality principle, not all tangible capital-type items with useful lives extending 

beyond a single reporting period are required to be reported in a government’s statement of position. Items with 

extremely short useful lives (e.g., less than 2 years) or of small monetary value are properly reported as an "expense" 

or "expenditure" in the period in which they are acquired. 

 

When outlays for capital-type items are, in fact, reported on the statement of position, they are said to be capitalized. 

The monetary criterion used to determine whether a given capital asset should be reported on the balance sheet is 

known as the capitalization threshold. A government may establish a single capitalization threshold for all of its capital 

assets, or it may establish different capitalization thresholds for different classes of capital assets. 

Capitalization is, of its nature, primarily a financial reporting issue. That is, a government’s principal concern in 

establishing specific capitalization thresholds ought to be the anticipated information needs of the users of the 

government’s external financial reports. While it is essential to maintain control over all potentially capitalizable 

items, there exist much more efficient means than capitalization for accomplishing this objective in the case of a 

government’s smaller tangible capital-type items.1 Furthermore, practice has demonstrated that capital asset 

http://www.gfoa.org/establishing-capitalization-thresholds-capital-assets#anchor1
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management systems that attempt to incorporate data on numerous smaller items are often costly and difficult to 

maintain and operate. 

Recommendation:  

GFOA recommends that state and local governments consider the following guidelines in establishing capitalization 

thresholds: 

 Potentially capitalizable items should only be capitalized  if they have an estimated useful life of at least two years 

following the date of acquisition; 

 Capitalization thresholds are best applied to individual items rather than to groups of similar items (e.g., desks and 

tables), unless the effect of doing so would be to eliminate a significant portion of total capital assets (e.g., books of a 

library district); 

 In no case should a government establish a capitalization threshold of less than $5,000 for any individual item; 

 In establishing capitalization thresholds, governments that are recipients of federal awards should be aware of federal 

requirements that prevent the use of capitalization thresholds in excess of certain specified maximum amounts (i.e., 

currently $5,000) for purposes of federal reimbursement; and 

 Governments should exercise control over potentially capitalizable items that fall under the operative capitalization 

threshold.2 

Committee:  

Accounting, Auditing, and Financial Reporting 

References:  

1 See GFOA’s best practice on “Maintaining Control over Items that Are Not Capitalized” (2006). 

2 See GFOA’s best practice on “Maintaining Control over Items that Are Not Capitalized” (2006). 

http://www.gfoa.org/establishing-capitalization-thresholds-capital-assets#anchor2
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Recommended Practice 2:  Ensuring Control over Noncapitalized Items 

 

Type: Best Practice 

Approved by GFOA's Executive Board: October 2005 

Background:  

Accountants use the term capital assets to describe “tangible or intangible assets that are used in operations 

and that have initial useful lives extending beyond a single reporting period.”1 As a practical matter, not all 

items that technically meet this definition should be capitalized for financial reporting purposes.2 When 

potentially capitalizable items are not, in fact, capitalized, care must be taken to ensure that adequate control 

is maintained over any such items that fall within the following categories: 

 Items that require special attention to ensure legal compliance. Legal or contractual provisions may require a 

higher than ordinary level of accountability over certain capital-type items (e.g., items acquired through 

grant contracts); 

 Items that require special attention to protect public safety and avoid potential liability. Some capital-type items 

by their very nature pose a risk to public safety and could be the source of potential liability (e.g., police 

weapons); 

 Items that require special attention to compensate for a heightened risk of theft (“walk away” items). Some 

capital-type items are both easily transportable and readily marketable or easily diverted to personal use 

(e.g., sound equipment). 

Noncapitalized items that require special attention because they are sensitive for one or more of these reasons 

might be described as controlled capital-type items. 

 

 

http://www.gfoa.org/maintaining-control-over-items-are-not-capitalized#anchor1
http://www.gfoa.org/maintaining-control-over-items-are-not-capitalized#anchor2
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Recommendation:  

GFOA recommends that every government undertake a systematic effort to identify all of its controlled 

capital-type items. 

Control normally should occur at the departmental level. Departments typically would be expected to concern 

themselves with controlled capital-type items as an integral part of the process they use to achieve their 

operational goals. Therefore, individual departments, rather than a centralized finance function (or other 

designated finance function), normally should be the focus of control efforts. 

Control responsibility should be assigned within each department. Control cannot be divorced from 

accountability. Consequently, departments should assign responsibility for different groups of controlled 

capital-type items to one or more specific individuals. That assignment should be documented within the 

department and communicated to the centralized accounting function (or other designated finance function). 

Likewise, changes in assignments should be documented and communicated. 

Individuals responsible for controlled capital-type items should prepare and maintain a complete list of those 

items each year within the department. At the close of each fiscal year, every individual assigned responsibility 

for controlled capital-type items should prepare a report (to be maintained within the department) that 

provides a complete list of those items, along with an explanation of changes from the previous year. 

Departments should certify each year to the central accounting function (or other designated finance function) 

that updated lists of controlled capital-type items are on file and available for inspection. Each department 

should designate an individual to be responsible for verifying that lists of all controlled capital-type items 

have been filed each year, as required. The responsible manager in the department should then certify to the 

central accounting function (or other designated finance function) that those lists are 1) on file and available 

for inspection and 2) reliable and complete, A sound framework of internal control is necessary to afford a 

reasonable basis for this certification.3 

http://www.gfoa.org/maintaining-control-over-items-are-not-capitalized#anchor3
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The central accounting function (or other designated finance function) should periodically verify the data on 

controlled capital-type items on file in each department. No less than once every five years on a rotating basis 

(more frequently for particularly sensitive items), the central accounting function (or other designated 

finance function) should ensure that procedures are performed to verify the reliability and completeness of 

the data on file in each department concerning controlled capital-type items. 

Committee:  

Accounting, Auditing, and Financial Reporting 

Notes:  

1 See GASB Statement No. 34, Basic Financial Statements—and Management's Discussion and Analysis—for     

      State and Local Governments, paragraph 19.  

2 See GFOA’s best practice on “Establishing Capitalization Thresholds for Capital Assets” (2001). 

3 See GFOA’s best practice on “Getting Management Involved with Internal Control” (2004). 
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Recommended Practice 3:  The Need for Periodic Inventories of Tangible Capital 

Assets   
 

 

Type: Best Practice 

Approved by GFOA's Executive Board: February 2006 

Background:  

The term capital assets is used to describe assets that are used in operations and that have initial useful lives 

extending beyond a single reporting period. Tangible capital assets include land, buildings, building 

improvements, vehicles, machinery, equipment, and infrastructure. It is essential that governments establish 

and maintain appropriate inventory systems for their tangible capital assets. Such systems are needed to 

protect tangible capital assets from the danger of loss or misuse. 

Many governments have installed "perpetual" inventory systems to maintain effective control over their 

tangible capital assets. Perpetual inventory systems are constantly updated to reflect additions and deletions 

of tangible capital assets, thus providing managers with direct access throughout the year to reliable 

information on current balances in tangible capital asset accounts. 

One advantage of establishing and maintaining a sound perpetual inventory system for tangible capital assets 

is that such a system can relieve a government of the burden of performing an annual inventory of its 

tangible capital assets. Such a system, however, still requires periodic verification to ensure that it is 

continuing to function properly as designed. 

Recommendation:  

GFOA recommends that every state and local government periodically inventory its tangible capital assets so 

that all such assets are accounted for, at least on a test basis, no less often than once every five years. While 

well-designed and properly maintained perpetual inventory systems can eliminate the need for an annual 
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inventory of a government’s tangible capital assets, no inventory system is so reliable as to eliminate 

completely the need for a periodic physical inventory. 

Committee:  

Accounting, Auditing, and Financial Reporting 
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Recommended Practice 4:  Documenting Accounting Policies and Procedures 
   

Type: Best Practice 

Approved by GFOA's Executive Board: March 2007 

Background:  

Communication is an essential component of a comprehensive framework of internal controls. One method of 

communication that is particularly effective for controls over accounting and financial reporting is the formal 

documentation of accounting policies and procedures. A well-designed and properly maintained system of 

documenting accounting policies and procedures enhances both accountability and consistency. The resulting 

documentation can also serve as a useful training tool for staff. 

Recommendation:  

Every government should document its accounting policies and procedures. Traditionally, such 

documentation has taken the form of an accounting policies and procedures manual. Thanks to advances in 

technology, even more effective methods are now also available for this purpose. 

 

An appropriate level of management to emphasize their importance and authority should promulgate 

accounting policies and procedures. The documentation of accounting policies and procedures should be 

evaluated annually and updated periodically, no less than once every three years, according to a 

predetermined schedule. Changes in policies and procedures that occur between these periodic reviews 

should be updated in the documentation promptly as they occur. A specific employee should be assigned the 

duty of overseeing this process. Management is responsible for ensuring that this duty is performed 

consistently. 

 

The documentation of accounting policies and procedures should be readily available to all employees who 
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need it. It should delineate the authority and responsibility of all employees, especially the authority to 

authorize transactions and the responsibility for the safekeeping of assets and records. Likewise, the 

documentation of accounting policies and procedures should indicate which employees are to perform which 

procedures. Procedures should be described as they are actually intended to be performed rather than in 

some idealized form. Also, the documentation of accounting policies and procedures should explain the design 

and purpose of control-related procedures to increase employee understanding of and support for controls. 

Committee:  

Accounting, Auditing, and Financial Reporting 
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Recommended Practice 5:  Getting Management Involved with Internal Control 
 

Type: Best Practice 

Approved by GFOA's Executive Board: October 2008 

Background:  

GFOA’s Code of Professional Ethics requires finance officers, as part of their responsibility as public officials, 

to “exercise prudence and integrity in the management of funds in their custody and in all financial 

transactions.” GFOA’s Code of Professional Ethics also requires of finance officers in connection with the 

issuance and management of information that they “not knowingly sign, subscribe to, or permit the issuance 

of any statement or report which contains any misstatement or which omits any material fact.” Both 

provisions presume the existence of a sound framework of internal control: 

 Prudence in the management of public funds requires that there be adequate control procedures in place to 

protect those funds. 

 A sound framework of internal control is necessary to afford a reasonable basis for finance officers to assert 

that the information they provide can be relied upon. 

 While a government’s independent auditors and similar outside parties often can provide valuable assistance 

to management in meeting its internal-control-related responsibilities, their contribution can never be a 

substitute for management’s direct and informed involvement with internal control. 

Ultimately, it is the responsibility of appropriate elected officials to ensure that the managers who report to 

them fulfill their responsibilities in implementing and maintaining a sound and comprehensive framework of 

internal control. 
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Recommendation:  

GFOA recommends that financial managers obtain the information and training needed to meaningfully take 

responsibility for internal control. In particular, they should obtain a sound understanding of the essential 

components of a comprehensive framework of internal control as set forth by the Council of Sponsoring 

Organizations (COSO) of the Treadway Commission on Fraudulent Financial Reporting in the publication 

Internal Controls—Integrated Framework.1 They also should ensure that all employees responsible in any way 

for internal control receive the information and training they need to fulfill their particular responsibilities. 

GFOA also recommends that internal control procedures over financial management be documented.2 

Documented internal control procedures should include some practical means for lower level employees to 

report instances of management override of controls that could be indicative of fraud.3 

GFOA further recommends that financial managers, with the assistance of internal auditors4 or equivalent 

personnel as needed, periodically evaluate relevant internal control procedures to satisfy themselves that 

those procedures 1) are adequately designed to achieve their intended purpose, 2) have actually been 

implemented, and 3) continue to function as designed. 

Evaluations should also encompass the effectiveness and timeliness of the government’s response to 

indications of potential control weaknesses generated by internal control procedures(e.g., resolution of items 

in exception reports).5 

The determination of whether controls have been implemented necessarily involves establishing their initial 

effectiveness as a baseline for future monitoring. Effectiveness then needs to be reassessed periodically. 

Moreover, there should be a process in place to 1) identify changes, either in what is being controlled or in the 

controls themselves and 2) make appropriate modifications. Following each periodic reassessment or 

modification a new baseline of effectiveness needs to be established as a basis for subsequent monitoring. 

http://www.gfoa.org/getting-management-involved-internal-control#anchor1
http://www.gfoa.org/getting-management-involved-internal-control#anchor2
http://www.gfoa.org/getting-management-involved-internal-control#anchor3
http://www.gfoa.org/getting-management-involved-internal-control#anchor4
http://www.gfoa.org/getting-management-involved-internal-control#anchor5


 
28 

In addition, GFOA recommends that upon completion of any evaluation of internal control procedures 

financial managers determine what specific actions are necessary to remedy the root case of any disclosed 

weaknesses. A corrective action plan with an appropriate timetable should be adopted. There should be 

follow-up on the corrective action plan to ensure that it has been fully implemented on a timely basis. 

Committee:  

Accounting, Auditing, and Financial Reporting 

Notes:  

1This information is specifically adapted to the needs of state and local governments in GFOA’s publication 

Evaluating Internal Controls: A Local Government Manager’s Guide. 

2See GFOA’s recommended practice on Documenting Accounting Policies and Procedures (2002). 

3See GFOA’s recommended practice on Encouraging and Facilitating the Reporting of Fraud and Questionable 

Accounting and Auditing Practices (2007). 

4See GFOA’s recommended practice on Establishing an Internal Audit Function (1997) government’s 

response to indications of potential control weaknesses generated by internal control procedures. 

5It normally would not be practical for financial managers to attempt to undertake a thorough evaluation of 

all of their internal control procedures in a single year. Therefore, it is appropriate that financial managers 

evaluate their various control cycles on a cyclical basis. 
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Recommended Practice 6:  Conforming to Governmental Accounting, Auditing, and 

Financial Reporting Standards 

 

Type: Best Practice 

Approved by GFOA's Executive Board: February 2006 

Background:  

Since its inception early in the last century, the Government Finance Officers Association (GFOA) has been 

committed to the transparency and reliability of public-sector financial reports. As a result, GFOA has long 

been at the forefront of efforts to promote the highest standards of accounting, auditing, and financial 

reporting as represented by generally accepted accounting principles (GAAP), generally accepted auditing 

standards (GAAS), and Government Auditing Standards (GAS). GFOA also believes that state and local 

governments should not be satisfied with issuing only the basic financial statements required by GAAP, but 

should instead publish a comprehensive annual financial report (CAFR). 

Recommendation:  

GFOA urges individual state and local governments to fulfill their financial reporting responsibilities by: 

1. Maintaining an accounting system adequate to provide all of the data needed to allow for the timely 

preparation of financial statements for the entire financial reporting entity in conformity with GAAP; 

2. Issuing timely financial statements for the entire financial reporting entity in conformity with GAAP as 

part of a CAFR; and 

3. Having those financial statements independently audited in accordance with either GAAS or GAS, as 

appropriate. 
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For some small governments, the preparation of GAAP financial statements may not be feasible. The GFOA 

urges that such governments, at a minimum, issue timely financial statements prepared on a modified cash 

basis and independently audited in accordance with either GAAS or GAS, as appropriate. 

Furthermore, GFOA recommends that state governments enact legislation requiring local governments to 

maintain an accounting system adequate to provide all of the data needed to prepare timely financial 

statements in conformity with GAAP (or the modified cash basis of accounting, for small governments for 

which the preparation of GAAP financial statements is not feasible) and to have those financial statements 

independently audited in accordance with GAAS or GAGAS. 

Committee:  

Accounting, Auditing, and Financial Reporting 

References:  

GFOA’s Certificate of Achievement for Excellence in Financial Reporting Program 
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Capital Confusion:  12 Misunderstandings about Accounting for Capital Assets

 



 
32 

 



 
33 

 



 
34 

 



 
35 



 
iii 

References 
 

Gauthier, S. J. (2009, April). Capital Confusion: 12 Misunderstandings about Accounting for 

Capital Assets. Government Finance Review, 25(2), 28-32.  

 

Government Finance Officers Association. (n.d.). Retrieved from http://www.gfoa.org/best-

practices 

 


