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PLANT ACCOUNTI NG  CAPI TALI ZATI ON OF EXPENDI TURES
MADE FROM CURRENT FUNDS

"In every affair consider what precedes
and what follows, and then undertake
it."

Epictetus (Crca A D. 60)

| NTRODUCT| ON

Current Funds expenditures are defined as those expenditures
incurred for goods and services that are noncapital in

nat ure; however, under certain circunstances, as determ ned
by the accounting officer, sone such expenditures are truly
capi tal asset expenditures and, accordingly, nust be
capitalized. For exanple, sone of the funds included in the
St ate Budget as Current Funds for deferred nai ntenance
expenditures are true capital asset expenditures.

The purpose of this chapter is to establish policies and
procedures for the capitalization of expenditures for
capital additions paid fromCurrent Funds. Although simlar
considerations are involved, capitalization of capital
Qutlay projects is not governed by the policies and
procedures set forth below. Mjor and m nor capital

i nprovenent projects are included as part of the
University's Capital |nprovenment Program therefore, they
are not a topic covered in this chapter. (For the treatnent
of capital outlay projects, see Accounting Manual chapters
L-217-11, Accounting and Reporting for Leases and

I nstal | mrent Purchase Contracts; P-415-3, Plant Accounti ng:

| nvestnent in Plant; and P-415-8, Plant Accounti ng:
Unexpended Pl ant Funds.)

PCOLI Gl ES AND PROCEDURES

A GENERAL POLI CY STATEMENT

CGenerally, Current Funds designated for capital
additions are transferred to Unexpended Pl ant for
expenditure. The exception to this procedure is
General Funds appropriations (19900 funds), which may
not be transferred to Unexpended Pl ant. However, there
are occasi ons when Current Funds expenditures nust be
recogni zed as capital expenditures. The range of
expenditures that properly should be treated as capital
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A
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GENERAL POLI CY STATEMENT ( Cont . )

additions is so varied that it is inpossible to provide
explicit guidelines. Judgnent is required; and it
shoul d be recogni zed that where, on occasion, the

di stinction between noncapital and capital expenditures
is "hairline," the judgnent is bound to be arbitrary.
Accordingly, the follow ng requirenments should be

foll owed in deciding whether to capitalize
expenditures: (1) the decision to capitalize additions
must be consistent, (2) the additions nust be material,
and (3) the additions nust benefit future periods.

DEFI NI TI ONS AND PCLI Cl ES

The followi ng definitions and policies provide
gui delines for determning the capitalization of
expenditures paid from Current Funds:

1. | nprovenents or Betternents

| nprovenents or betternents, in the context of
this chapter, are significant alterations or
structural changes to plant assets which increase
t he useful ness, enhance the efficiency, or prolong
the life of property; they must be capitalized.

2. Repairs

Repairs refer to normal, regularly recurring

di sbursenents to keep property in an efficient
operating condition, neither adding to the val ue
of the property nor appreciably prolonging its
life. This type of expenditure should not be
capitalized.

3. Repl acenent s

Repl acenment s of conponent parts of buil dings or
structures that do not significantly |engthen the
life of the entire asset should not be
capitalized.

4. Recondi ti oning of a Newy Acquired Pl ant

The reconditioning of a newy acquired plant asset
is assuned to be for the purpose of inproving
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the purchase price of the asset reflected its
condition at the tinme of the purchase, before it
was reconditioned. Therefore, those

recondi tioni ng expenses designed to bring the
acquisition to a satisfactory operating condition
should be capitalized.

5. Expendi tures of $35.000 or Mre

Current Funds expenditures that are otherw se
determ ned to be of a capital nature should be
capitalized when the anount of each job equals or
exceeds $35,000. An exception to this policy
occurs with respect to a newy acquired buil ding
or structure requiring the establishnent of an
asset on the plant records for the first time. 1In
this case, the expenditure should be capitalized
wi t hout regard to the $35, 000 m ni nrum st at ed
above.

USE OF STATE OF CALI FORNI A SUPPORT FUNDS

No nore than $35,000 of the funds appropriated for
support purposes under Section 2.00 of the State Budget
Act may be encunbered for prelimnary plans, working
drawi ngs, or construction of any project for the
alteration of a state building unless the State of
California Director of Finance determ nes that the
proposed alteration is critical and that it is
necessary to proceed using funds appropriated for
support purposes. The maxi mnum cost of any such project
cannot exceed $250,000. In addition, any approved
critical project costing nore than $35, 000, but not
greater than $250, 000, nust be reported to the

Chai rperson of the Joint Legislative Budget Conmttee
or his or her designee, not |less than 30 days prior to
requesting bids for the project. The report nust
detail those factors that nmake the project so critica
that it nust proceed using support funds.

ACCOUNTI NG PROCEDURES

An analysis is nade at the tinme a requisition or
purchase order is issued to determ ne the nature of the
wor k being perfornmed. Wen the work is of a capital
nature, as defined above, object code 9700,
"Expenditures for Facilities to be Capitalized," is
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entered in the "Object” field of the purchase
requisition form At the end of each fiscal year, a
listing of object code 9700 expenditures wll be
prepared as one of the standard procedures in the

Cl osing Schedul e to provide the necessary information
for use in the capitalization of such expenditures.

The follow ng financial journal entry is nade at the
end of the fiscal year to capitalize Current Funds
expendi t ur es:

Dr. Individual Asset Acct X-1018XX-01990- 0- XXXX
Cr. | nvested in Plant X-10199X-01990-0

The journal should include adequate descriptive data to
support the entries, including information regarding
the origins of the expenses and the sources of funds.

I11. RESPONSIBILITY

It is the responsibility of the accounting officer to
determ ne which itens constitute capital additions. This
determ nation nust be nade based upon an anal ysis of
expendi tures and/or by consultation with the canpus
bui | di ngs and grounds departnent or the canpus physi cal

pl anni ng and construction office.

| V. REFERENCES

Associ ate Vice President and Director of the Budget

Her shman, Menorandum to Canpus Budget and Pl anning Oficers,
Seni or Vice President Kennedy, and Vice President Gones on
Increase in Lower Limt of Mnor Capital |nprovenent Program
from $20, 000 to $35, 000, Septenber 27, 1996.

Hi storical note: Mst of the materials in this chapter were
formerly contained in BFB A-44. Accounting Manual chapter first
publ i shed 9/1/76. Revised 12/1/85 and 6/30/97; anal yst--Ken

St rangf el d.
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