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Policy for Capitdization and Inventory Control

|. Generd

In order to ensure compliance with Generaly Accepted Accounting Principles and
prudent financid management, a capitaization and inventory control policy for Frostburg
State University has been developed.

Investment in property, plant and equipment comprises a substantia portion of the total
assts of the University. It isessentid for both financid statement and cost accounting
purposes that the Indtitution follow a policy regarding capitaization, vauation, and
control of plant and related assets.

Frostburg State University will capitalize and establish the necessary controls for the
elements and values as described in Section [ and 111.

Il. Redl Property

The dements of red property are land, buildings, land improvements (other than
buildings), and congtruction in process.

Land

Land acquired by purchaseis recorded at cost to include the amount paid for the land
itsdf and dl incidental costs.

Land acquired by gift or bequest is recorded at the fair market value at the date of
acquigtion.

When land is acquired with buildings erected thereon, total cost is alocated between the
two in reasonable proportion at the date of acquisition. If the transfer document does not
show the dlocation, other sources of the information may be used such as an expert
appraisa or the real estate tax assessment records.

Buildings

Thisincludes dl buildings and permanent structures and dl fixtures, machinery, and
other appurtenances that cannot be readily moved without disrupting the basic building
sructure or servicesto the building.

When buildings are purchased or acquired by gift or bequest, the basic of vauation is
smilar to that used for land. The cost or fair market vaue is dlocated between the
building and the rdated land.



When buildings are congtructed, al identifiable cogts are included such as contract codts,
insurance and interest costs during the period of congtruction.

Significant additions, dterations, renovations or structura changes that extend the useful
life or enhance the vadue of an exigting building and which exceed $250,000 in codt, are
added to the recorded vauation of the building at 100 percent of their identifiable cost.
An edimate of the origina cogt of that portion of the building which isremoved asa

result of an dteration or renovation, for which the cost exceeds the $250,000 threshold, is
deducted from the recorded valuation of the building.

Land Improvements (Other Than Buildings)

These include dreets, pavements, landscaping, utility distribution system, and parking
lots. The vauation method is the same as the one used for buildings.

Congtruction In Process

Thisincludes dl projects for buildings or land improvements congtruction that are not
completed at the end of the fiscal year and are the current fiscal responsibility of the
inditution.

[11. Persona Property

This includes those items identified below as movable equipment, library books,
museums and art collections, and merchandise inventories.

Equipment (Unit Vaue of $5,000 or More - Capita Equipment

Thisincludes dl equipment that is not permanently affixed to buildings, has auseful life
greater than one year, and has a unit cost of $5,000 or more except for items
predominately composed of glass, rubber, cloth and equipment held for resde.

1.) For equipment purchased, the vauation is the net amount paid through accounts
payable which isthe invoice price less dl discounts (except trade-in alowances). Trade-
in dlowanceisincluded in the asst value. Theitem traded in must be removed from the
inditution's records. Freight and ingdlation costs are dso included if they are shown on
the origind invoice, or if they are readily available on rlated freight bills. If actua costs
are not readily avallable, a cost is estimated using the most redistic vaue possible.

2.) Equipment acquired by gift is recorded at fair market vaue a the date of incluson in
the inditutiond inventory.

3.) Leasad equipment is capitalized if it meets the criteria outlined in the FASB Standard
No. 13, which essentidly providesthat:

A lesseisacapitd leaseif a inception it meets any one of the following criteria



a It transfers ownership of the property to the lessee by the end of the lease term;
b. It contains abargain purchase option;

c. Theleaseterm is 75 percent or more of the estimated economic life of the leased
property; or

d. At the beginning of the lease term, the present vaue of the minimum lease payments
(excluding executory costs), equals or exceeds 90 percent of the excess of thefair vaue
of the leased property.

The leased equipment is recorded at the total cost net of interest expense (the present
vaue at inception of the lease).

4.) The vauation of fabricated equipment includes al identifiable direct costs such as
drawings, blueprints, component parts, materials, and supplies consumed in fabrication,
labor, and ingdlation.

The Univerdty isresponsible for maintaining inventory records for dl moveble
equipment, performing or coordinating physica inventories, reconciling physica
inventoriesto the related records at least bi-annudly, and reconciling equipment
additions and deductions on the inventory to the genera accounting system.

Equipment inventory records should also include items of equipment that meet the above
specifications except that the Indtitution is the custodian rather than the owner. These
items should not be reported in the financid statements.

Egquipment (Unit VVaue of Less Than $5,000 - Non-Capital)

Movable equipment that does not meet capital equipment specifications because its total
cogt isless than $5,000 or becauseit is predominately glass, rubber, or cloth is not
reported for financia reporting purposes.

A higher leve of control should be exercised over noncapitd itemsthat are easily

converted to persona use or must be controlled to meet externa reporting requirements,
such asfirearms, and persona computers.

Control of non-capita equipment must, at a minimum, be congstent with guiddines
issued by the Vice Presdent for Adminigtration and Finance.

Library Books

Purchases of books, bound periodicals, microfilm, or other library items are capitdized if
they are part of the forma Univergity catadogued library.



Library items acquired by gift are vaued at fair market value. Deletions are vaued a
annudly adjusted average cost per volume except where vaue is known to be above the
adjusted average and deletion is necessitated by loss, theft or damege in which case, fair
market vaue is used for the deletion.

The Property Control Officer will provide information to the ingtitution controller for
annud entries to the records underlying the financid statements. The Director of the
Library shdl provide information to such information.

Musaum and Art Collections

Frostburg State Universty maintains an inventory of University-owned collections of art
or of scientific or historical objects and includes thisinformation in the financid
Satements.

Merchandise Inventories

Any functiond unit involved in resde, ether within the department or to other
departments, inditutions, or individuas, is required to maintain an inventory system
gppropriate to the value of items held for resde. The unitsinvolved in resde and the
gopropriate inventory system are determined by the Inditution. Additionaly, the unit
mugt take aphysical inventory of these items at year-end and report it on the university's
financid Satements.

V. Inventory Adjusments

Any adjustments to the equipment inventory records that are aresult of the physica
inventory and require changes to the financid records are Approved by the Vice
Presdent for Adminigtration and Finance prior to adjusting the property and financia
records.

(Internd)



