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MSU Extension’s Mission

Michigan State University Extension helps people improve their
lives by bringing the vast knowledge resources of MSU directly
to individuals, communities and businesses.
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Government and Community Vitality

" Good Governance

= Leadership and Community Engagement
" Land Use

= Tourism

" Entrepreneurship

= www.canr.msu.edu/community
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Roadmap for Today

What does the law require?

Best Practices
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Where are you joining from today? (Touch the county where
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Where are you joining from today? (Touch the county where

you live and serve)




Which role best describes you?

. Board/Council Member A . Other Elected or Appointed Off... B Administrator/Manager C . Staff D
External Partner/Other E

External Partner/Other Board/Council Member

Staff Other Elected or Appointed Official

Administrator/Manager

Start the presentation to see live content. For screen share software, share the entire screen. Get help at pollev.com/app
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Which role best describes you?

Board/Council Member A . Other Elected or Appointed Off... B
External Partner/Other E

Staff

39%

Administrator/Manager C . Staff D

Board/Council Member

Other Elected or Appointed Official

Administrator/Manager
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What comes to mind when you hear "capital expense"?
(Single word or hyphenated answer)
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Why write a plan for capital expenditures?

Projects are large and expensive

Debt financing is often used and extends for years
Spending varies from year to year

Decisions have impact for years

Implementation takes time and happens in stages
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- Capital
The Basics Improvements

« Roads
 Parks

= Question often arises when budgets are tight (or \?Vzvt\':rr

when there is extra money): - Buildings

* Vehicles
. . * And other
" ... spend on capital improvements or operations? such things




What do you prioritize when budgeting?

. General Operations A . Capital Improvements B Need More Information C

Need More Information General Operations

Capital Improvements

Start the presentation to see live content. For screen share software, share the entire screen. Get help at pollev.com/app ..
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What do you prioritize when budgeting?

General Operations A Capital Improvements B Need More Information C

Need More Information

28%

72%

General Operations



The Basics

Goal should be Long Term Fiscal Stability
Find appropriate balance between operational expenses

And purchase, repair, and replacement of necessary things

MICHIGAN STATE

UNIVERSITY

Extension
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The Basics

Annual budget pays for the day-to-day operation
=  Employee salaries
=  Benefits
= Office supplies
=  Phone
" |nternet
= Other operation costs
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Basics of a Capital Improvements Program

CIP focus on expenditures that are:
= Major one-time expense (large cost)
= Many year life expectancy
= To buy things (not operations)
= Construction, replacement, major repair
= Largein size

= Fixed in nature
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The Basics

Capital assets (buildings, equipment, vehicles) come with anticipated breakdowns and
lifespan, and unanticipated problems.

=  Often can’t afford the latest and greatest

=  Butdon’t want the fiscal crisis of unanticipated repair with no funds set aside to
handle it.
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The Basics 6-Year Capitay

UWDL@[F@W@[@@BEE Program

Prudent: plan for these expenses
v' Set aside funds
v" Bonding
v’ Lease-Purchase

For the Six (6) Fi
8 Fiscal Y, .
June 30, 2027 . ZEZSZE""'"g

Capital Improvements Program (CIP)
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The Basics

" Create long term fiscal stability

= Actions, Investments

Build growing tax base -

source of income for future
years

" This means we should target CIP
to stimulate and create growth
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What does the law require?

= Michigan Planning Enabling Act
www.legislature.mi.gov
MCL 125.3865
MCL 125.3867

= GASB 34
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Michigan Planning Enabling Act

= City, village, and county: shall have Capital Improvements Program
(CIP)

= Township: CIP is optional

= Township, alone/jointly with another government, own/operate water
supply or sewage disposal system: shall have CIP
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Michigan Planning Enabling Act

" Planning Commission is responsible for the CIP process

* Memberships shall represent important segments of the
community

" |f the planning commission is exempted from this requirement, the
legislative body shall prepare and adopt a CIP

= Responsibility can be assigned to another department, agency, or office
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Law: What to include?

CITY OF

LUDINGTON

Departments Of [ | I
s CIP based on requirements of local

l Building Dept
government

ﬁg:“;:‘j; = All public structures, improvements

Community
Development

. Fire Department
= Motor Pool

= Each agency/department shall:

= Furnish lists, plans, estimates for public
structures and improvements

Treatment Plant

\Water Treatment Plant -

Extension
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Law: CIP Additional Details

v’ CIP completed and reviewed annually

v’ Do CIP after adopted master plan

v' CIP shows projects in priority order

v’ CIP can be separate from, or part of annual budget

v’ CIP outlook: minimum of six-years
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GASB 34 Requirements

= Must inventory government owned assets for accounting and audit
statements

= Report all capital assets, including infrastructure assets in the statement of net
assets

= Report depreciation expense in the statement of activities
= |nventory meets GASB requirement, AND becomes the basis for CIP work

Extension
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Do requirements of law go far enough?

* Michigan Planning Enabling Act

= GASB 34



m

What are some benefits of a Capital Improvements
Program?

Start the presentation to see live content. For screen share software, share the entire screen. Get help at pollev.com/app



MICHIGAN STATE

Extension

Additional Benefits of a CIP

= More effective evaluation of
alternatives and solutions than a
crisis decision-process.
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Additional Benefits of a CIP

= Creates orderly and systematic
planning for the acquisition,
financing, and use of capital
assets

= Sharing CIP with neighboring
governments can improve
planning, coordination and
financing

= Shared costs, reduced
duplication
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Additional Benefits of a CIP

= Allows for more in-depth
consideration of hidden or ongoing
costs which affect operating budgets

" Provides funding for projects on a
priority basis and keeps governments
within financial bounds

= Encourages stability if expenses are
equalized year-to-year
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Additional Benefits of a CIP

* Transparency and public engagement

 Having a plan that you can show the public eases pressure on existing
demands and builds trust in government
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Benefits Do Not Come Automatically

Requires:
= Strong council/board commitment
= Executive leadership in carrying it out

Best chance of success if CIP is a mandatory part of the budget
process (or done prior to the budget)

“If it is not in the CIP, there is no way it gets funded.”
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Adopting a CIP: Process and Best Practices
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Process: Advisory Committee

" Create a CIP advisory committee
" Chief executive
= All departments
" Finance officer

" Planning Commission or
department staff

= General public



Extension

Best Practices: Inventor

CITY OF CADy LLAC

Capita] Improvement Program

i projects that have been requested in each of the six fiscal years
ummary lists the department ghyy is making the request, the name of

ect, the “0st, and the page number that the Praject details can be found on within this
document. The first year of the Program will be ysed iy the development of the Annyg] Operating Budger,
I I d e S - 2 process which wif) begin shartly afier final approva) and adoption of the program,
nciu .

FY2121
Municipal Complex ang Administratigy

J}uukup Generanor

Staff Car 27,000 n
r Palice Department Police Patrs) Vehjele 40,000 18
/ l II I l FPatwol Rifles 15,000 19

Parks Riding Lawn Moy or 7,300 29

Shoreline Stabilization 7,500 o

Lakefiont Lighting 10000 3

Major Streer Chesthut Stpeg; (Linden 1o Leeson) 700,000 40

. Local Sereer Evant Sirect (Codyy o Legter) 179,000 48

/ I Z e Stimson Streer 109,000 49
Street Sjgy Replacemem 1.500 in

Maple Hill Cemetery Cemetery Roag Paving 40,000 &9

Riding Lawn Mower 7300 7

Water and Wastewaier Water Supply Iy MVements S.000,000 9

LiMSwims Software

G Evart Stecet (Cedae 1y Lester} 150,000 .11

( I t Stimson Streey 3,500 1]

a Chestiut Steget 160000 E2
2

BOD lneubators &4
o . 314 Tan, 434 Service Truck &5
Aqua Disk Clogh &6

t C O n d I t I O n Autoclave Replacement &7
/ C u r re n Revolution Blower &9
Rotary Screw Compressor a0

.‘Spu‘uuphum::cm a

Storage Bary 35,000 92

Ultravialet Bulls 0,000 93

S e d u e Mankiole Relibilitation 25000 g

/ R a I r S C Water Well Inspection 5000 o4
e Inducsiy ly Coupled Plagpgs - Masg

Spectroneter 130,000

Department of Pulbilic Wt 1-Ton Trumg Truck 30,000

Four Pose Column Lify 35,000

v Replacement schedule e ——




Best Practices: Inventory

City of Cadillac, Michigan
Relatively sophisticated
Done well, attractive
Easy to read and understand

http://www.cadillac-
mi.net/ArchiveCenter/ViewFile/Ite
m/1233

MICHIGAN STATE

6-Year Capital
Improvement Program

For the Six (6) Fiscal Years Ending
June 30, 2021 - 2026

Extension
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Best Practices: Inventory

Entire page for each project
Repeating the table information
Anticipated year to be done
Detailed description

Impact and benefit for community

NN N

Project impact on operation and maintenance costs
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CITY OF CADILLAC B e St P ra Ct i C e S :

Capatal Improvement Program
For the fiscal years ending June 30, 2021-2026

Program Fiscal Year: YEAR 2 — FY2022 I n Ve n to ry

Project Title: MUNICIPAL COMPLEX ENTRY DOORS
continued

First Year in CIP: 2018
Project Category:  Building Construction

Department:  Municipal Complex Page exam,DIEfI’Om
Total Project Cost:  $15.000 - Clty Of Cadi//aC CIP

Project Description: Replace entry doors in three (3) locations. Install
electronic access at two main complex entrances on North and East side of
building.

Project Justification and/or Need: Current doors are aging and are not
insulated well. Additionally, installing electronic access devices will enhance
security by reducing the number of keys that will be issued for building access.

Project Impact/Benefit: Enhanced heating and cooling efficiency; enhanced
security access control.

Operating Fund Impact: Reduce utility costs by approximately 3500 per yvear.

Funding Source(s) for this Project:

Funding Source Amount
General Governmental Fevenues 513,000

Total £15.000
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Process: Project Scoring and Ranking

" Once inventory of projects is Ranking projects in CIP is
complete, rank projects in order important & essential

of priority. There is a tendency to avoid




Best Practice: Project Scoring and Ranking

Develop formal criteria to rank projects.
Consider:

Description, location, and purpose

Justification and relationship to other
projects

Cost

Estimation of annual income and
operation costs

Timing
Importance within the department

Environmental, health, and safety
impacts

MICHIGAN STATE
UNIVERSITY

Extension



Best Practice: Financing a CIP

= CIP is part of the budget process
or done prior to the budget.

= Think of CIP like it is a
“department”

= CIPis a mandatory task for
everyone

" |f a projectis not in the CIP, it
is not funded

= No circumventing CIP process

MICHIGAN STATE

Extension
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Best Practice: Financing a CIP

= Predictable, scheduled repairs
= Built into annual process of CIP
* Set funds aside to pay for them

* Set user fees to generate funds to
set aside

* Do not count on grants
e Strings attached

* Generally not a consistent
funding source



Adopting a CIP

Assigned to Planning Commission or legislative body
1. Create CIP advisory committee
2. Inventory projects

3. Score and rank projects

4. Review projects to determine conformance with comprehensive plan,
development policies, and objectives and goals of the community.

MICHIGAN STATE
UNIVERSITY

Extension



MICHIGAN STATE
UNIVERSITY

Extension

Adopting a CIP

5. Provide opportunities for departmental and public feedback
6. Planning Commission adopts CIP and forwards to legislative body
7. Legislative body reviews and adopts, amends, or rejects CIP

8. Planning commission reviews and updates CIP annually (repeat process)
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Summary
Best Practices
=  Schedule expenditures
= Sequence projects
= Prioritize/rank
" Look at different finance methods

= |Legislative body adopts as part of the budget
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Contact Information

Eric Walcott

Extension Specialist

MSU Extension, Community Food, and Environment Institute
Government and Community Vitality Team
walcott3@msu.edu

www.msue.msu.edu
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Topics and Goals of
Today’s Training

lllustrate the importance of capital asset planning
and preplanning

Discuss the necessity of active capital asset
management

Implement policies and procedures to ensure your
local government is proactive

Resources

Next steps

54



Preplanning

55



e Preplanning is the process of thinking and
documenting the activities required to
achieve a desired goal. This includes the
creation and implementation of a plan,
prior to any actions being taken

What is e A process that you should do annually
Preplanning? e Itis proactive!

o Helps local governments make
decisions before there are financial

and public pressures

o Assists with operational stability and
consistency




e Documented polices and procedures are a
management tool, but you must actively
use them!

* Having policies and procedures help to

The ImPOrtance reduce the risk of inefficiencies and fraud.
of Preplanning They provide local governments with:

o Documentation of how to use
resources and why

o Helps each department act uniformly,
permitting evaluation




How does
preplanning
connect!

e Goals...You Need Them!
o Everything is based off your goals

e Goals should align with your
responsibilities

e Goals need to be implemented and
reviewed regularly

58



How does everything connect!?

[ Other
Plans
Capital
Improvement
Program
Budget
[ Master
- ﬁﬁx
Strategic Plan ‘
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Accounting Fun!
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Accounting

Capital
Improvements
Program (CIP)

Accounting and Real Life

* How does financial/fiscal preplanning,
CIP, and accounting tie together?

o Work in tandem because the finances,
accounting and CIP are intertwined

o You need costs and knowledge to preplan

oAccounting influences preplanning
because it helps you identify what to focus
on

* Revenue generation, maintenance, purchasing,
etc.

* Preplanning helps dictate what you implement
which influences your accounting, your
processes, purchases, and maintenance

62



Capital Assets

63



What is a capital asset!?

* |tis a purchase over a specific monetary threshold that has a
lifespan over more than one year that provides operational value
to your local government

o Any item above a certain monetary threshold (S ) is a capital assets
(e.g. fleet vehicles, buildings, heavy equipment, lift stations)

* This threshold is set by the governing body of your local
government

o Any items below S or that only have one-year life is not a capital
asset for purposes of depreciation (e.g. pallet of paper)



.. L3 When poll is active, respond at pollev.com/msue446
=l Text MSUE446 to 37607 once to join

Does your local unit of government have a capital asset

policy?

No

| have noidea

Yes, but | don't know the threshold

Yes, with a threshold under $1,000

Yes, with a threshold between $1,001-$5,000

Yes, with a threshold of $5,000 or more

Start the presentation to see live content. For screen share software, share the entire screen. Get help at pollev.com/app




* Each local government shall have a written
capital assets policy that addresses asset
capitalization and retirement.

* The purchase, addition, disposal, and sale

Capita| Assets of an asset must have prior approval from
the appropriate local officials.

* The local government shall adopt a policy
to inventory and assess the condition of all
major capital assets.




Capital Assets Policy

* The policy needs to include the following:
o The purpose: You need to establish the goals, the threshold that will

O

be used, and where you will document/track your assets
Capital Asset definition: You need to define a “Capital Asset”

* For example: property that: has an economic useful life that
extends beyond 12 months; and was acquired or produced for a
cost of S or more

Capitalization thresholds: establishes a threshold amount for
minimum capitalization.

* Purchases costing below the threshold amount or with a useful
life of under 12 months are recorded as an expense in your
annual financial statements

Capitalization method and procedure: All Capital Assets are
recorded at historical cost as of the date acquired

Recordkeeping: Invoices shall be kept for a minimum of four years



Capital Assets
Accounting
Categories

How to classify your capital assets:
olLand and Improvements
oConstruction in Progress
oBuildings and Improvements
oMachinery and Equipment
olnfrastructure

68



Capital Assets Accounting Categories in an Audit

Primary Government

Governmental activities

Capital assets, not being depreciated:

Land
Construction in progress

Capital assets, being depreciated:
Land improvements
Buildings and improvements
Machinery and equipment
Vehicles
Office furniture and equipment
Infrastructure

Transfers (net)

Beginning and
Balance Additions Adjustments Disposals Ending Balance
539,410,084 S 995,000 § -5 (9,153,486) S 531,251,598
25,699,896 63,858,685 (25,867,617) (20,000,000) 73,690,964
595,109,980 64,853,685 (25,867,617) (29,153,486) 604,942,562
17,164,012 - 2,532,402 (1,098,456) 18,597,958
386,244,737 12,030 285,000 (81,917,740) 304,624,027
156,835,764 6,128,640 958,381 - 163,922,785
20,122,156 2,283,383 (1,386,633) (960,408) 20,058,498
32,288,056 370,176 89,660 (3,299) 32,742,593
1,701,169,750 109,863 23,619,484 - 1,724,899 097
2,313,824,475 8,904,002 26,098,294 (83,981,903) 2,264,844 958

continued...



Capital Asset Schedule Example

Capital Asset Schedule
Fiscal Year End

12/31/20261
Depreciation Type - Straight-line

Entered Current Year
Asset Asset Gov-Wide Useful Service Purchase  Depreciation Accumulated Net

Description Category  Designation Life Date Price Expense  Depreciation Book Value
Car Vehicles PS 7 10/12/2021 $ 35,000.00 $ 5,000.00 S 26,109.59 $ 8,890.41
Truck Vehicles PW 7 1/15/2021 45,000.00 6,428.57 38,324.85 6,675.15
Car Vehicles GG 7 9/29/2021 25,000.00 3,571.43 18,776.91 6,223.09
Vehicles Subtotal 105,000.00 15,000.00 83,211.35 21,788.65
Township Hall Buildings GG 40 5/23/1991 600,000.00 15,000.00 534,493.15 65,506.85
DPW Barn Buildings PW 40 7/31/2003 150,000.00 3,750.00 87,883.56 62,116.44
Buildings Subtotal 750,000.00 18,750.00 622,376.71 127,623.29
Total Assets $855,000.00 $ 33,750.00 $705,588.06 $149,411.94

70



* Itis an expenditure for governmental funds

o It documents what capital assets you
bought in that specific year

* You are expensing it all at once

What IS Capltal  Format to match the Uniform Chart of
OUtI&)” Accounts:

o For general fund expenditures, the
activity for capital outlay is 901-904

o For all governmental funds, the account
detail is 970-989

71



Capital outlay in
Governmental

Funds

Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds

For the Year Ended September 30, 2018

Juvenile
Justice and
General Roads Health Abuse / Neglect
Revenues
Taxes:
Property S 296,904,321 3,436,228
State sales 55,569,884 -
Excise -
Licenses and permits 919,001 - - -
Federal grants 26,829,830 1,098,733 10,394,523 447,497
State grants and contracts 25,538,147 115,226,220 3,858,857 62,017,611
Local grants and contracts 4,416,342 1,427,873 8,933,000 4,010,182
State sources 9,873,376 - - -
Charges for services 136,813,009 4,232,309 1,776,494 2,999,299
Interest revenue (loss) and rents 4,144,618 2,683,921 - -
Other 16,401,649 22,014
Total revenues 577,410,177 124,691,070 25,962,874 72,910,817
Expenditures
Current operations:
Legislative 7,473,961
Judicial 142,010,577
General government 153,265,147
Public safety 137,701,507
Public works 387,663 .
Highways, streets and bridges . 90,732,250 - -
Health and welfare 21,721,502 37,017,851 125,593,170
Recreational and cultural . . -
Community and economic develonment s .
Capital outlay 921,333 17,643,141
Debt service;
Principal -
Interest 100
Total expenditures 463,481,790 108,375,391 37,017,851 125,593,170
Revenues over (under) expenditures 113,928,387 16,315,679 (11,054,977) (52,682,353)




* For your proprietary funds this is an
addition to your balance sheet
What about oThis is for your enterprise funds and

capital purchases in internal service funds

proprietary funds? | ¢ The expense will be recorded through
future depreciation using the useful

life




Capital Assets in Proprietary Funds

Total assets

Deferred outflows of resources

Deferred pension amounts
Deferred OPEB amounts

Total deferred outflows of resources

" i

" ¥

Enterprise Funds
HNonmajor
Sewage Disposal Systems Delinquent Enterprise Internal
Downriver Rouge Valley Tax Revolving Funds Total Service Funds
Assets
Current assets:
Equity in pooled cash and investments S 2,418,452 5 § 27,333,114 5 1,599.263 5 31,361,029 5 30,409,868
Other cash and investments - - 45,439 45,439 3,050
Due from other funds . . . . .
Receivables:
Accounts - 13,134 - 2,913,927 2,927,061 -
Due from other governments - 11,412,224 - . 11,412,224 95,455
Less allowance for uncollectible accounts - - - - - -
Prepayments and deposits - - 74,477 74,477 1,517,410
Restricted assets:
Equity in pooled cash and investments - 36,789,920 36,789,920
Delinguent property taxes receivable - 13,075,040 13,075,040
Accounts receivable - . - . - -
Total current assets 2,428,452 11,425,358 77,198,274 5,633,106 96,685,190 32,025,783
Moncurrent assets:
Restricted assets:
Equity in pooled cash and investments - 186 20,662,777 2,796,088 13,459,051
Other cash and investments - 45,174,704 - 45,174,704
Delinquent property taxes receivable - 158,781,292 158,781,292
Accounts receivable - 1,145,991 1,145,991
Due from other governments - 148,589 148,589
Bond principal due from municipalities - 25,000 - 1,946,289 1,971,289 .
| Capital assets not being depreciated - 5,377,376 - 2,195,372 7,572,748 23,678
Capital assets being depreciated, net 79,750,026 102,135 79,852,161 1,116,576
5

2,428,452 96,577,946 303,413,762 12,570,855 414,991,015 33,166,037
102,941 102,941 1,137,989
43,000 43,000 2,000
145,941 145,941 1,139,989

continued...
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* Depreciation

o Each year your asset loses value, so this is
the way to track the current value that your
asset is losing

o The useful life of an asset needs to be
established before you calculate
depreciation

. o Does not occur on land or construction in
What is Pt
depreciation? o There is no depreciation expensed on

governmental funds, it is only when it is
converted to the governmentwide
statements it shown

o Different methods but the most common is
straight line

* This involves take the purchase price
and subtract the same amount of
depreciation each year/month/day




Depreciation

Operating revenues
Sewage disposal charges
Industrial surcharges
Other charges for senvices
Fines and forfeitures
Rentals and expense recoveries
Orther revenue

Total operating revenues

Operating expenses
Personnel
Fringe benefits
Pension and retirement benefits
Materials and supplies
Contractual services
Insurance benefits
Travel

Miscellaneous operating
Rentals

Total operating expenses

Operating income (loss)

Honoperating revenues (expenses)
Inwestment earnings (loss)
State grant revenue
Collections from participating wnits

Gain {loss) from disposal of capital assets

Interast expense

Total nonoperating revenses [expenses)

Income (loss) before transfers

Statements of Revenues, Expenses and Changes in Fund Net Position
Proprietary Funds
For the Year Ended September 30, 2018

Enterprise Funds
Honmajor

Sewage Disposal Systems Delinguent Enterprise Internal

Downriver Rouge Valley Tax Revolving Funds Total Service Funds
15,296,897 5 51,005,313 & - 5% MMSTT 5 92398033 S
390,165 - - - 390,165 -
6,070,148 33,000 - 4,050,166 10,153,314 89,332 895
- - 77,349,959 - 77,349,959 -
- - - 11,674
125 - 325 -
21,757,210 51,038,339 77,350, 284 30,145,943 180,291,796 89,344,569
2,294 240 1,649,750 598, 364 4,544,154 7,347,839
573,700 %4, 363 211,377 1,179 440 2 655,133
49,832 022 - 428 Ta3 &, B0, 551 57.042,336 4,736,021
2,533.3 5,600 1,440,770 112,750 4,092 441 1,224,995
5,509,039 55,996,242 14,108, 209 24,611,576 100,225,066 G993, 357
- - - - - 56,267,752
3,402 - 8 842 115 12,369 55,610
4,045 958 &7.929 1,850,890 621,499 6,656,276 4,043,645
60, 847 2,954 129 532

TE213

13,937,584 7419

405,588
i 2
17,151,502

1,4%4, 671

¥

78,842,113 58,914,216 20,485,295 34,109,031 192,350,655 91,720,412
(57,084,903) (7.875,877) 56,864,989 (3,963 ,068) {12,058 859) (2,375,843)
521,718 116,448 1,024,759 189,828 1,852,753 83,578)
52,884 - - - 52,884 .
1,952,211 Bad - 85,169 2,038,224
) . - (155,467) {155, 467)
12,358,279) {274,808) (5,754,330} (113,672) {8.501,089)
168,534 {157 516) (4,729,571} 5,858 {4.712,695) (B3,578)
i56,916,369) (8,033,393) 52,135,418 (3,957,210) (16,771,554 (2,459,421)
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Depreciation

 What if you take an item out of use prior to its useful

life?
o You need to account for the difference

* (Cost of asset-(years of uses times yearly
depreciation)-salvage amount) = your gain or
loss

o Per the Uniform Chart of Accounts: you
would use 673 for Gain/Loss of Sale of
Assets (Proprietary funds) and 693 Sale of
Capital Assets (Governmental funds)

o For example: a 3-year-old vehicle is totaled
in an accident. If the vehicle cost is $40,000
and has an estimated useful life of five
years, there would have been $8,000 of
depreciation expense each year. If, in year
three, it has to be scrapped for, say, $5,000,
there would be a loss of $11,000 (40,000
cost — (3 years * 8,000 of depreciation)-
5,000 salvage amount)



Areas of Confusion

 What happens if you borrow money to purchase
a capital asset? (debt and budgeting)

o Purchase Example Answer: If you want to buy a new
firetruck you need to budget in that year for the
capital outlay (expenditure) and the loan proceeds
(revenue) coming in if you borrow money. You also
need to track your future debt payments — this is
included in the notes section of your audit

* Who is responsible for maintaining the asset
listing? Who should double check/review the list?

o It can be decided by your local government, but we
recommend giving it to the person who is the keeper
of the records (this could be your clerk or finance
director depending on your size)

o You should follow your segregation of duties; you

need at least two people — one maintaining the listing
and one reviewing it



Areas of Confusion

 What useful lives are allowed? What if |
believe my asset should be depreciated over a
shorter or longer period than your
“recommended” useful lives?

o A reasonable schedule based on past experience
with similar assets

* You can update this as circumstances change

* Are there any statutory requirements for
maintaining the asset list?

o No, this in an internal controls procedures and
should follow general accounting principles

o You need this list for your audit to be completed



Decision Making
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Decision
Making Process

WHAT IS YOUR WHO MAKES
CURRENT THE
PROCESS? DECISIONS?

HOW ARE
THEY MADE?



Please rank the following criteria

Public safety and health

Maintain existing service or
infrastructure

Impact on operating cost or revenue

Timing/Location

Economic Development, growth,
and business retention

Useful life

Quality of Life 7th

Other categories 7th

Start the presentation to see live content. For screen share software, share the entire screen. Get help at pollev.com/app



How do you
determine what
projects you are

funding this year?

* While there is no right or wrong answer, your
ranking should reflect the strategic goals of your
community

* Are you using a consistent process to make these
decisions?

 What criteria is missing?
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Capital Improvements
Program (CIP)
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.. L3 When poll is active, respond at pollev.com/msue446
=l Text MSUE446 to 37607 once to join

Does your local unit of government have a capital

improvements program?

Yes
No

Unsure

Start the presentation to see live content. For screen share software, share the entire screen. Get help at pollev.com/app



* Do you have a consistent process to evaluate
projects?
o What criteria do you use? How do you weight
them?

Determining what * Maintain existing service or infrastructure

afEE i s * Public safety and health
Pro] * Impact on operating cost or revenue

this year * Timing/Location
e Quality of life

* Economic development, growth, and business
retention

e Useful life




How do you track
long term purchases!?

* Do you have a consistent process
to track future projects?

* How do you track projects that are
40 years out?
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 Commit to the preplanning processes

* Develop a consistent model that establishes
priorities by rankings
O Coordinate your priorities among all plans
O Review your inventory regularly

Takeaways O Maintain detailed records throughout the
process

o Have a funding plan

* Develop a timeline for preplanning activities

* Develop a plan/schedule to maintain,
replace, or dispose of all purchases



Next Steps

* Create an organizational habit to implement
changes

* Create your policy, processes, and
procedures

 Document and distribute policy, processes,
and procedures

* Review and update policy, processes, and
procedures

o Consider a “Policy Review” Policy: have a
timetable and follow it to review this (will review
every X years)

* Train everyone

O Have a training policy and consider allocating

funds
* Follow your processes
O Be proactive



e Set community goals and priorities

* Review your asset thresholds, do they make
sense for your local government?

* Are you tying in what you are adding and
removing into your maintenance and

But wait, there are
replacement schedules

|
LIRS S LG AT Create an annual process to update your CIP

olnclude your planning commission

* Creating a funding plan that includes
allocating money for new items and all of the
things that need maintenance



Resources
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LOCAL GOVERNMENT

Community
Engagement and
Finance

Local Retirement
Reporting

Revenue Sharing

State Tax
Commission

School Review and
Fiscal Accountability

Local Fiscal Health

Treasury’s website:

UNCLAIMED PROPERTY

TREASURY = LOCAL GOVERNMENT

‘_qu Michigan Department of Treasury

LOCAL GOVERNMENT

STATE AND AUTHORITY FINANCE

COMMUNITY ENGAGEMENT AND FINANCE

Community Engagement and Finance

REPORTS & LEGAL

File and Search Reports

Mission Statement

Local Retirement

Reporting

Financial Emergency
Information

The Community Engagement and Finance Division (CEFD) is a division within the Bureau
of Local Government, at the Michigan Department of Treasury. Qur mission is to partner
with Michigan municipalities, helping them to be fiscally resilient through financial,

operational, and regulatory support services.

Stay Informed: u Follow us @MiTreasu ﬁ Sign-Up for Email Alerts

MI Community Financial
Dashboard

Contact Information

Email: TreasLocalGov@michigan.gov
Phone: 517-335-7469

More Contact Information

News, Notices and Resources


http://www.michigan.gov/CEFD

Michigan
Infrastructure Council

(MIC)

* MIC is a great resource for local governments

* They work with the whole state to integrate
infrastructure asset management

* For more information go to their website:
www.michigan.gov/mic/
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https://www.michigan.gov/mic/

Fiscally Ready
Communities Best
Practice Guide

* The Fiscally Ready Communities program

was created to assist communities who want
to establish, measure, and maintain policies
to increase operational and financial
effectiveness and safeguards. The Fiscally
Ready Communities Best Practices guide was
created as a tool to discuss the
recommended process and provide
examples. Every community is unique, so the
process and documentation should reflect
the different needs and capacities of the
community.

e The Fiscally Ready Communities Best

Practice Guide



https://www.michigan.gov/documents/treasury/Treasury_FRC_Best_Practices_703048_7.pdf

Questions




www.michigan.gov/ICEFD @Ml Treasury <@ Michigan Department of
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MSU is an affirmative-action,
equal-opportunity employer.
Michigan State University
Extension programs and
materials are open to all
without regard to race, color,
national origin, sex, gender,
gender identity, religion, age,
height, weight, disability,
political beliefs, sexual
orientation, marital status,
family status or veteran status.

USD,

SEE United States Department of Agriculture

MICHIGAN STATE

UNIVERSITY

T T T S e

Agriculture (USDA) civil rights regulations and policies, this

institution is prohibited from discriminating on the basis of race,
color, national origin, sex, age, disability, and reprisal or retaliation
for prior civil rights activity. (Not all prohibited bases apply to all
programs.)

I n accordance with Federal law and U.S. Department of

Program information may be made available in languages other
than English. Persons with disabilities who require alternative
means of communication for program information (e.g., Braille,
large print, audiotape, and American Sign Language) should
contact the responsible State or local Agency that administers
the program or USDA's TARGET Center at (202) 720-2600 (voice
and TTY) or contact USDA through the Federal Relay Service at
(800) 877-8339.

To file a program discrimination complaint, a complainant should
complete a Form AD 3027, USDA Program Discrimination
Complaint Form, which can be obtained online, from any USDA
office, by calling (866) 632-9992, or by writing a letter addressed
to USDA. The letter must contain the complainant’s name,
address, telephone number, and a written description of the
alleged discriminatory action in sufficient detail to inform the
Assistant Secretary for Civil Rights (ASCR) about the nature and
date of an alleged civil rights violation. The completed AD-3027
form or letter must be submitted to USDA by:

mail:

U.S. Department of Agriculture

Office of the Assistant Secretary for Civil Rights

1400 Independence Avenue, SW

Washington, D.C. 20250-9410; or

fax:

(833) 256-1665 or (202) 690-7442;
email:

program.intake@usda.gov.

This institution is an equal opportunity provider.

onforme a la ley federal y las politicas y regulaciones de
derechos civiles del Departamento de Agricultura de los
Estados Unidos (USDA), esta institucion tiene prohibido
discriminar por motivos de raza, color, origen nacional, sexo, edad,
i venganza o repi ia por idad: i enel
pasado relacionadas con los derechos civiles (no todos los principios
de prohibicion aplican a todos los programas).

La informacién del programa puede estar disponible en otros idiomas
ademés del inglés. Las personas con discapacidades que requieran
medios de comunicacién alternativos para obtener informacion

sobre el programa (por ejemplo, Braille, letra agrandada, grabacion

de audio y lenguaje de sefias americano) deben comunicarse con

la agencia estatal o local responsable que administra el programa

o con el TARGET Center del USDA al (202) 720-2600 {vozy TTY) o
comunicarse con el USDA a través del Servicio Federal de Transmision
de Informacion al (800) 877-8339.

Para presentar una queja por discriminacion en el programa, el
reclamante debe completar un formulario AD 3027, Formulario de queja
por discriminacion del programa del USDA, que se puede obtener
en linea, en cualquier oficina del USDA, Ilamando al (866) 632-9992,
o escribiendo una carta dirigida al USDA. La carta debe contener el
nombre, la direccion y el nimero de teléfono del reclamante, y una
descripcion escrita de la supuesta accion discriminatoria con suficiente
detalle para informar al Subsecretario de Derechos Civiles (ASCR,
por sus siglas en inglés) sobre la naturaleza y la fecha de la presunta
violacion de los derechos civiles. La carta o el formulario AD-3027
completado debe enviarse al USDA por medio de:

correo postal:

U.S. Department of Agriculture

Office of the Assistant Secretary for Civil Rights

1400 Independence Avenue, SW

Washington, D.C. 20250-9410; o’

fax:

(833) 256-1666 0” (202) 690-7442;

correo electrénico:

program.intake@usda.gov.

Esta institucién ofrece igualdad de oportunidades.

Aiiche co

Extension
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