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STAFF REPORT

SUBJECT:  
Proposed Ordinance 2008-0158 would increase the threshold for capitalization of assets for inventory tracking and financial reporting purposes.
SUMMARY:
Proposed Ordinance 2008-0158 would amend Ordinance 12045, Section 21, and King County Code 4.56.030, changing the capitalization threshold for inventory tracking purposes from $1,000 to a threshold to be set by the Finance and Business Operations Division.  Capitalization is the recognition of capital outlays as capital assets in the balance sheet or statement of net assets.  Capital assets are assets that are used in operations and that have useful lives greater than one year.
The County currently has two capitalization thresholds:  

1) Assets with a value of at least $5,000 are capitalized for financial reporting purposes per administrative policy.

2) Fleet Administration Division is required to track all items in the county’s personal property inventory with a value greater than $1,000 per King County Code 4.56.030.
The proposed ordinance would amend existing policy to change the threshold for inventory tracking of capitalized assets from $1,000 to a threshold set by the Finance and Business Operations Division (FBOD).  This would allow FBOD to align Fleet Administration’s inventory tracking threshold with the county’s threshold for financial reporting on capital assets of $5,000.  The threshold was last increased in 1995 from $500 to $1,000, consistent with the former Metro agencies’ pre-merger capitalization threshold.
ANALYSIS:
The proposed ordinance would amend existing policy to change the threshold for inventory tracking of capitalized assets from $1,000, to a threshold set by the Finance and Business Operations Division.  The proposed legislation maintains the requirement for Fleet Administration to track all weapons, which should be controlled and tracked regardless of value.

According to Executive staff, the primary reason for changing the inventory tracking threshold is to align the personal property inventory tracking threshold with the county’s capitalization threshold for financial reporting, as well as capitalization requirements for federal grant reimbursement.
  The federal definition of equipment relies on the “lesser of the capitalization threshold established by the government unit… or $5,000.”  This means that by having a $1,000 threshold for tracking personal property, the county is held to a lower threshold for grant audits than the federal grant capitalization threshold of $5,000.
In addition, a $5,000 threshold is consistent with Government Finance Officers Association’s (GFOA) recommended capitalization practices for state and local governments.
  Seventy-three (73) percent of King County personal property items currently tracked are below the $5,000 threshold and represent a nominal amount (3 percent) of net book value to the county while still representing a significant amount of departmental effort to track and manage.
As written, the proposed legislation would give the division the authority to change the personal property capitalization threshold in the future without Council approval.  Finance staff indicated that the intent is to modify the threshold infrequently and that the Finance and Business Operations Division’s primary interest is to ensure that the county’s threshold is consistent with federal grant requirements.

OPTIONS:
The committee has several options for action:

1. Pass legislation out of committee as proposed;
· Pros:  
· Executive would have authority to update threshold to be consistent with the federal threshold for grants, as well as GFOA recommended practices and the County’s financial reporting requirements for capital assets
· Cons:  
· Would allow Executive to change threshold without Council approval in the future
2. Amend legislation to increase threshold specified in King County Code 4.56.030 from $1,000 to $5,000;
· Pros:  
· Council would specify the threshold in King County Code, so it could not be changed without Council approval
· Threshold would be consistent with the federal threshold for grants, as well as GFOA recommended practices and the County’s financial reporting requirements for capital assets
· Cons:  
· Council must deliberate each time the threshold needs to be updated
3. Amend legislation to specify that the threshold will be equal to the federal threshold.
· Pros:  
· Threshold would be consistent with the federal threshold for grants, as well as GFOA recommended practices and the County’s financial reporting requirements for capital assets
· Threshold could be updated concurrent to changes in the federal threshold
· Cons:
· None identified
Council staff has prepared striking amendments for Options 2 and 3, should the Committee choose to act on either of these options.

INVITED:
Ken Guy, Finance and Business Operations Division
Pete Anthony, Finance and Business Operations Division
ATTACHMENTS:


1. Proposed Ordinance 2008-0158
2. Transmittal Letter, dated March 14, 2008

� King County Executive Administrative Policy, FIN 12-1 (AEP) Capitalization Thresholds for Capital Assets


� Office of Management and Budget Circular No. A-87, Cost Principles for State, Local, and Indian Tribal Governments, May 10, 2004.








� GFOA, “Establishing Appropriate Capitalization Thresholds for Capital Assets,” approved by GFOA’s Executive Board, February 24, 2006.
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