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RECOMMENDATION
The Finance and Technology Department recommends that Finance Committee receive this
report as information.
INTENT
This report provides information on the status of work towards the implementation of changes to
the information contained in the City’s financial statements, which are scheduled to come into
effect January 1st, 2009. It also provides a summary of the results of a third party review that
was conducted on the City’s Vehicles and Equipment Replacement Reserve Fund.
BACKGROUND
In late 2002 the Public Sector Accounting Board (PSAB), a body that has the authority to set
standards for financial accounting and reporting in the government sector, released a report
called “Accounting for Infrastructure in the Public Sector”. A key recommendation of this report
was that municipalities should record and report their capital assets in their financial statements
and include information in the financial statements about the condition of their capital assets.
Since that time, PSAB has introduced new standards for capital asset accounting and reporting
for all municipalities in Canada, which are to take effect on January 1st, 2009. The other orders
of government (Provincial and Federal) are already reporting their capital assets based on these
standards.
The City’s audited financial statements currently acknowledge that the City’s capital assets are
not amortized or depreciated over their useful life, the costs of the ‘Capital Assets’ are not
removed upon disposal and the value of infrastructure constructed by developers and transferred
to the City at no cost is not included in the statements. Effectively, all capital assets are
expensed in the year that they are purchased, regardless of how long that asset will last.

For the year ending December 31, 2006 the City’s capital assets were categorized in the audited
financial statements as follows:
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Land
Buildings
Infrastructure
Machinery & Equipment
Total

$ 339,133,000
258,965,000
1,321,522,000
125,198,000
$2,044,818,000

Although the City of Surrey does not currently depreciate any of its assets in its financial
statements, the Financial Plan includes annual amounts for the replacement of city vehicles and
equipment, information technology hardware and software and some recreation equipment.
These amounts are deposited into reserve funds that earn interest. There are also reserves set up
in Water, Sewer and Drainage Utilities for infrastructure replacement.
The new PSAB reporting requirements will come into effect January 2009. Staff has prepared a
work plan that includes the development of an inventory of all capital assets of the City, the year
of acquisition of each capital asset and the original and replacement cost of each capital asset and
the remaining useful life of each capital asset.
A Project Steering Committee has been established that includes the following:
•
•
•
•

General Manager, Finance & Technology;
General Manager, Parks, Recreation & Culture;
General Manager, Engineering, and
Fire Chief.

The Committee has been meeting on a regular basis.
A Project Working Group with representatives from all City departments has also been
established for the purpose of providing expertise in the evaluation of each asset category.
Selected members of both the City’s Steering Committee and the Project Working Group also sit
on the Lower Mainland Inter-City Focus Group, which includes representatives from Lower
Mainland municipalities, the GVRD and KPMG, the City’s external auditors. The Group shares
ideas and discusses issues that arise each local government in the lower mainland works through
the process of implementing the PSAB reporting requirements. The Group develops common
approaches where feasible, in an effort to streamline the overall process. The Group also
presents a unified and coordinated response to broader issues such as the current Provincial
initiative related to prescribing the ‘Useful life values for Tangible Capital Assets”.
There is also an informal national network of larger Canadian cities. Surrey staff confers with
these other larger cities on a regular basis. Those cities, which are at more advance stages in the
process, provide useful information to others.

DISCUSSION
The Steering Committee has decided that the assets will be evaluated in categories, beginning
with ‘Vehicles and Equipment’, followed by ‘Land’, then ‘Buildings’ and finally ‘Infrastructure’.
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Upon the conclusion of the evaluation of each category, the Committee has determined that it
would be prudent to engage an independent consultant to conduct a third party review of that
asset category including an analysis of the reserve funds that the City has set aside for the
replacement of the category of assets.
In order to simplify the process the following guidelines will be used to evaluate each category
of assets:
1. Use of the straight-line method for the depreciation of all assets (i.e., each asset is
depreciated by the same amount for each year of its useful life);
2. Salvage value of each asset at the end of its useful life is zero;
3. Depreciation will be zero in the year of acquisition of the asset;
4. Depreciation will be calculated no less than annually;
5. The City will use the Provincial guidelines for establishing the useful life of each asset;
6. Capitalization thresholds of:
a. $10,000 for vehicles and equipment;
b. $100,000 for buildings and improvements;
c. $100,000 for infrastructure, and
d. $50,000 for pooled assets.
Any assets aquired by the City at a cost less than the above capitalization threasholds,
will be expensed in the year of acquisition.
As the project progresses, there may be a need to refine some of the above guidelines. Upon
completion of the project, all of the assumptions/guidelines that have been made by the Steering
Committee will be compiled and will be used as the basis for a policy on the on-going
maintenance of the asset inventories and related depreciation. This policy will be forwarded to
Council for consideration and approval.
Vehicle and Equipment Replacement Reserve Fund
An evaluation of the Vehicles and Equipment asset category was completed earlier this year.
Subsequently, the services of MMK Consulting, an independent accounting firm, was engaged to
conduct a third party review of the Vehicle and Equipment Replacement Reserve Fund, currently
valued at $28.6 Million. The consultant’s final report on their review is attached as Appendix A.
The report outlines the scope of the review, the methodology used for estimating the reserve
requirements and finally, the adequacy of the Vehicle and Equipment Replacement Reserve
Fund as it relates to both historical depreciation and future replacement costs. The appendices
contained in the report provide detailed information on 798 vehicles and pieces of equipment in
the City’s inventory, including for each piece the annual depreciation value, age and expected
life. The appendices are not included in this report but are available for review in the Finance
and Technology Department.

The assessment was based on the upcoming PSAB reporting requirements. The assessment also
compared the Fund balance with the amounts required to fully replace each piece of the
inventory at the end its expected life allowing for expected inflation in costs. The consultants
concluded the following:
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1. The Vehicle and Equipment Reserve Fund has tended to increase in most recent years,
with the exception of a special transfer out in 2004 ($3 Million was used to help fund
non-growth roads projects);
2. On a historical cost basis (and PSAB reporting requirements), the overall level of funding
contained in the reserve accounts is $2.2 Million greater than the accumulated
depreciation of equipment as inventoried, and
3. On a replacement cost basis, the current reserve levels are at approximately 74% of what
would be required under a fully-funded replacement cost model.
Based on the above, the consultants have recommended that the City carefully monitor the value
of the funding in this Reserve over time as well as the actual life of its vehicle and equipment
assets so that appropriations to the Fund allow for the timely replacement of vehicles and
equipment. At this time, staff is satisfied that the Fund can be managed so that vehicle and
equipment replacement occurs in a timely manner without creating an undue burden on any
future annual budget. Annual appropriations to the Vehicle and Equipment Replacement
Reserve Fund will be set to match the necessary replacement funding. Staff will monitor the
balance of the Reserve Fund to ensure that the levels increase over time to match the funding
required for a fully-funded replacement cost model.
The Working Group is refining the system used for inventorying new vehicles and equipment to
ensure that such new assets are properly recorded as and when the City acquires them.
Next Steps
Every five years, Risk Management engages a consultant to appraise all of the City buildings for
insurance purposes. The next appraisal is scheduled for 2008. The Steering Committee decided
that it would be prudent to engage a consultant that would provide information needed to support
the implementation of the PSAB requirements as well as the information needed by Risk
Management. A consultant has now been engaged and is scheduled to begin this work in the
next few weeks.
It is expected that the evaluation of both the City’s Building assets and Land assets will be
completed by year-end, at which time, a third party review of the requirements of those asset
categories in relation to the City’s Reserve Funds for these categories of assets will be
completed. A report on these categories of assets will then be forwarded to City Council.
Similar work associated with the asset categories of roads, water, sewer and drainage will be
completed during 2008. Once the work related to the roads, water, sewer and drainage
infrastructure has been completed in 2008; Staff will prepare a ‘Corporate Asset Replacement
Policy’ that will link the amortization/depreciation of each asset category to replacement values,
upon which a full third party actuarial review will be conducted on the related City reserves. A
report including conclusions and recommendations will then be forwarded to Council for
consideration in good time for ensuring compliance with the PSAB reporting requirements in
2009.
The new PSAB reporting requirements only relate to the City’s annual financial statements.
There is no requirement for the City to include any appropriations in its annual financial plan or
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budget for asset replacement. However, the PSAB requirements and the related analysis being
undertaken by the City will have the following benefits to the City:
•

It will allow the City to capture financial information related to its assets in a consistent
and standardized manner;

•

It will allow the City to manage its custodial and stewardship responsibilities more
effectively by instituting greater controls over its assets, and

•

It will provide the information necessary for the development of a comprehensive asset
replacement strategy based on asset life cycle planning and economic evaluation.

CONCLUSION
PSAB has introduced new standards for capital asset accounting and reporting for all
municipalities in Canada, effective January 1st, 2009. Staff has prepared a work plan and
commenced work in relation to that work plan to ensure compliance with the PSAB requirements
by 2009.
The evaluation of the Vehicles and Equipment category of assets has been completed including a
third party review of the Vehicle and Equipment Replacement Reserve Fund, currently valued at
$28.6 Million. The consultant’s final report is attached as Appendix A.
The Building asset and Land asset categories are currently being inventoried and evaluated. A
third party review of these asset categories in comparison to City’s Building Reserve Fund
should be completed early in 2008 after which a report will be forwarded to Council for
consideration.
The roads, water, sewer and drainage infrastructure assets will be completed during 2008 with a
similar third party review being undertaken on each of these types of assets. Once all of the
City’s assets have been evaluated, staff will prepare a ‘Corporate Asset Replacement Policy’ that
will link the amortization/depreciation of each category of City assets with the City’s financial
planning process. Staff will seek assistance from third parties, as necessary, in relation to the
development of this policy. Subsequently, the subject Policy will be forwarded to Council for
consideration.

Vivienne Wilke, CGA
General Manager,
Finance & Technology

Appendix A
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