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MPDC Asset Capitalisation Policy
Department: Assets, Policy and Strategy

Policy Type: Internal Policy
Adopted by Executive Team: [Date of Revision]

1. Introduction

This policy provides a comprehensive framework for the capitalisation of assets across all MPDC+
departments, including Community Facilities, Utilities, Roading, IT, Internal Software Development,
and [Cloud Computinwggs\ (Software as a Service)_arrangements. It aims to ensure consistency,
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C d [AK1]: Use of software over the internet.

accurate financial reporting, and effective planning for asset lifecycle management.
2. Objectives
e Establish a consistent approach to capitalising assets across all departments.

e Accurately capture capitalisation costs, including costs related to Internal Software<
Development and Saa$ projects.

e Provide clear guidelines for revaluation, depreciation, and Hisposal of assets‘.

e Align with accounting standards-_ section 15 of this policy k-l-AS%S,—l—FRS—l—é;

PBEIRSAS 3 NZIAS 8}

where software applications are delivered over the interr
on demand, usually via a subscription. The service provid
hosts an application and manages the associated
infrastructure.

Commented [AK2]: Saa$S arrangements are typically
[ Formatted: Justified

Commented [AK3]: Not sure if the disposal is adequate
addressed in this Policy?
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3. Capitalisation Criteria
n asset can be capitalised if:
1. It provides future economic benefits to MPDC
2. Costs can be reliably measured

It has a useful life of more than one year.

3.1 Internal Software Development
For ‘internal software projects‘ to be capitalised as an intangible asset: <
e The project has reached technical feasibility, and-

e It is probable the software will generate future economic benefits to MPDC and restrict the
access of others to those benefits, and-

e Direct costs, such as developer salaries and tools, are identifiable and attributable to the
project.

3.2 Saas (Software as a Service)

For SaaS projects to be capitalised_as intangible asset,
following definition and criteria:

expenditure must meet all of the<

accounting standards in section 15 — not repeat again her
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identifiable non-monetary asset without physical substance that generates access or

rights to future benefits beyond the current year, and

MPDC will own and have [control pver the asset — Saa$ arrangements with substantial

C d [AK7]: When MPDC inherits all risks

customisation to the “off the shelf” version or that are bespoke to MPDC and can only be used
by MPDC), and

It is probable the software will generate future economic benefits to MPDC and restrict the

access of others to those benefits, and

Costs related to configuration, integration, and implementation are directly attributable to
MPDC's use of the service, and-

-— <
The service agreement provides long-term benefits, typically extending beyond one Neaﬁ and«

Not an integral part of hardware, such as operating system, in which case it is classified as
property, plant and equipment and accounted for in accordance with PBE IPSAS 17, and-

e Computer software license Subseription-fees are capitalised during the implementation phase

Refer t

ean-be-capitalised-if they are acquired and necessary to bring the software to a_working
condition/use.

o _the decision tree to help understand whether the SaaS<

gives rise to a service or an asset.2

(maintenance costs) and rewards (income) of the owners
And MPDC receives substantive rights beyond a right of
access.
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A contract contains a lease if it conveys the right to contr
and the right to direct the use of an asset for a period of
time in exchange for a consideration. The right to direct"
use of an asset could be, for example, deciding how and
when to update the software, or on which hardware /
infrastructure the software will run.

Accordingly if we have the right to receive access to the
supplier’s application software, the contract does not
contain a software lease.
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2019 IFRIC agenda decision: Do fees paid in exchange for access to the supplier's application software in a Saa$ arrangement
give rise to an intangible asset, leased asset or a service contract?

Does the Saa5
contract contain a
software lease?

Does the entity receive rights beyond
aright of access, that could indicate the entity
obtains control of an intangible asset at the
contract commencement date?

Refer to PBE IPSAS 13 Leases

Finance Lease: Recognise the
leased asset and associated
lease obligation liability on the
balance sheet. Depreciate the
leased asset over the lease
term, and apportion lease
payments between interest
expense and reduction of the
outstanding liability.

Operating Lease: Recognise
lease payments as an expense
overthe lease term._

The SaaS contract only gives the
entity a right to receive accessto the
supplier's application software.

‘Operating Expense - base fees paid
to obtain access to the software are
payments for a service and should be
expensed when incurred (generally
over the term of the arrangement).

Capitalise intangible asset at cost if the
fees associated with the accessto the
software of a SaaS arrangement give rise
to an intangible asset (referto PBE IPSAS
31 Intangible Assets)

This will give rise to an asset and liability
(if not paid for upfront) for the
intangible asset component of the
payments.

Amortise intangible asset over its life
(expected life may extend beyond the
initial SaaS contract term)

4. Capitalisation Thresholds

e A standard threshold of $2,5002,099 applies across all asset categories, including Internal«
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Software Development and SaaS projects.
o Assets below this threshold are expensed unless they are part of a larger capital project.

o Individual items or projects must exceed the $2,500 threshold to be capitalised unless they
are part of a group of related components forming an asset with a total cost exceeding $2,500.

e —An exception te-this-rule-isferassetelassis that Library Books, IT equipment and mentand
deviees Library Beoks Office-Furniture and Fittings (excluding consumables) are capitalised

in total.-Furpishingswaera the items-are-purchased-asa-grous.
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5. Project Lifecycle Stages

Work in Progress (WIP)

xpenditure must be

record

Internal
. . Saa$ (Software
Stage Utilities Roading Software { )
as a Service)
Development
o Feasibility and Research and 'Vendor selection
Feasibility Problem . . .
1 - Opex . X L options initial and feasibility
studies identification . .
evaluation assessments studies
. Preliminan Initial
Concept design . Scheme . v ) .
2 - Opex Solution approval design and configuration
before approval assessment i . .
feasibility studies [and trials
Full
Detailed design . . . . . .
Design Design Coding, testing, |configuration,
3 - Capex |[for approved . X .

Foiects resource consent |preparation and deployment |integration, and
prol testing
Construction Construction . . Final

. Final testing and |, .
4 - Capex Construction o-live implementation
commissioning commissioning g and go-live

e Stages 1and 2: Operating expenditure (Opex).

e Stages 3 and 4: Capital expenditure (Capex).

6. Expenditure Included in

Asset’s Cost

Expenditure must be included in the cost of an asset if it:

e Creates a new asset.

e Extends the asset’s useful life (e.g., road widening).

e Is necessary for obtaining future economic benefits (e.g., resource consent).

o Directly contributes to bringing the asset to working condition.

integraltothefunctionorvalueof theasset—

suchasplanting, soil
preparation, irrigation systems, or structures forming part of a park or public facility—may be

considered part of land improvements and therefore capitalised.
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ntegral part of hardware, such as an operating system.

Capitalisable Costs:

Resource consent fees

Survey and site preparation costs

Land formation

Design and direct materials

Internal and external project management

Internal Software Development:

]

o

Developer salaries and software tools

Costs associated with coding, testing, and deployment

Saa$ (Software as a Service):

o]

o

Subscription fees during the implementation phase

Configuration, integration, and customisation costs

7. Expenditure That Must Be Expensed

The following costs must not be capitalised:

Feasibility studies and evaluation of multiple proposals.

Asset disposal or removal costs (unless related to land acquisition).

Maintenance, training, and promotional costs.

Internal Software Development:

o

o

o

Research and feasibility studies.
Maintenance and minor updates post-implementation.

Data migration and cleansing.

Saa$ (Software as a Service):

o

o

Ongoing subscription fees after implementation.

Regular maintenance and updates provided by the vendor.
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8. Depreciation and Amortisation

Depreciation reflects the asset’s consumption pattern and
begins when the asset is ready for use.

Depreciation Periods:

e Internal Software Development: Amortised Depreciated-over 3-5 years, depending on expected
technological advancements.

e SaaS (Software as a Service): Amortised Depreciated-over the contract term or the expected
useful life, whichever is shorter.

8.1. Revaluation Effect on Depreciation
Depreciation rates must be following asset revaluation.
9. Revaluation

Revaluation applies to major asset classes at least every 3-5 years or when significant
changes occur.

Asset Class Examples

Land Water reticulation Bridges

Buildings Stormwater system | Infrastructural buildings
Roads Wastewater system

Street Lighting Infrastructural assets

All assets must be revalued as a group within their class i.e., you can’t pick and choose individual assets+
to revalue.

Land under roads is not revalued.

lRevaIuations must be carried out in accordance with the requirements of PBE IPSAS 17.

Methedology
o Fairvalue or depreciated replacement cost methods are used. «
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gl C d [LR11]: | don’t think this needs to be
included. Could instead have a a statement such as
“revaluations must be carried out in compliance with the
requirements of PBE IPSAS 17”

Commented [AK12R11]: Done the changes.
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