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TI'?-9#5/T Report No: 

Meeting Date: 

Alameda-Contra Costa Transit District 

STAFF REPORT 
TO: Finance and Audit Committee 

AC Transit Board of Directors 

FROM: David J. Armijo, General Manager 

14-139 

July 23, 2014 

SUBJECT: BOARD POLICY 356 - Disposition Of Surplus Equipment, Supplies, And Other 

Tangible Personal Property Of The District 

ACTION ITEM 

RECOMMENDED ACTION(S): 

Consider approving amendments to Board Policy 356-Disposition Of Surplus Equipment, 
Supplies, And Other Tangible Personal Property Of The District 

EXECUTIVE SUMMARY: 

The intent of Board Policy 356 is to establish uniform guidelines for the disposal or transfer of 
surplus, or obsolete District equipment and supplies. As a recipient of grant funding, the District 
must comply with the requirements and general grant management procedures provided under 
Federal Transit Administration (FTA) Circular 5010.1D, under 49 U.S.C. Chapter 53, Office of 
Management and Budget (OMB) guidelines and Department of Transportation (DOT) policy and 
regulations which defines the threshold for Fixed Assets. In order to better control the District's 
resources and maximize the items eligible as grant funded capital assets, staff recommends that 
the District elect to use the maximum $5,000 threshold. 

BUDGETARY/FISCAL IMPACT: 

There is no budgetary or fiscal impact associated with this report. 

BACKGROUND/RATIONALE: 

Recommendations from the District's external auditors and GFOA consultants1 prompted the 
Finance Department to review and recommend amendments to Board Policy 356 - Disposition of 
Surplus Equipment, Supplies, and Other Tangible Personal Property of The District. The 
amendments will bring the policy into conformance with the recommendations from the District's 
external auditors and GFOA consultants. 

1 
REF: GFOA Best Practice Statement, "Establishing Appropriate Capitalization Thresholds for Capital Assets (1997, 

2001, and 2006). (See Attachment 2) 
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The consultant's recommendations take into consideration the impacts on the reporting of 
financial information and the need to maintain control over fixed assets at a reasonable cost. 

ADVANTAGES/DISADVANTAGES: 

Conformance with the proposed changes to the policy will bring the District current with GFOA 
Best Practices, external auditor recommendations, and FTA circular 5010.1D 

ALTERNATIVES ANALYSIS: 

While the District could opt to retain the outdated capitalization threshold, it would be out of 
conformance with current recommended best practice and FTA recommendations. 

PRIOR RELEVANT BOARD ACTIONS/POLICIES: 

Board Policy No. 356- Disposition of Surplus Equipment, Supplies, And Other Tangible Personal 
Property of The District- was approved by the Board of Directors in March 1991, and amended 
in April1992, December 1993, and May 2007. 

ATTACHMENTS: 

1: Revised Board Policy 356 

2: GFOA Best Practice Statement, "Establishing Appropriate Capitalization Thresholds for 
Capital Assets (1997, 2001, and 2006) 

3: Excerpt from FTA Circular 5010.1D 

Department Head Approval: James D. Pachan, Interim Chief Financial Officer 

Reviewed by: Denise C. Standridge, Interim General Counsel 

Prepared by: Ralph Martini, Controller 
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AC Transit Policy No. 356 

BOARD POLICY 

Category: Financial Matters 

DISPOSITION OF SURPLUS EQUIPMENT, SUPPLIES, AND OTHER TANGIBLE 
PERSONAL PROPERTY OF THE DISTRICT 

I. Purpose 

The intent of this policy is to establish uniform guidelines for the disposal or 
transfer of surplus, or obsolete District equipment and supplies. This policy shall 
apply to all tangible personal property, including rolling stock and technology 
equipment. This policy excludes the transfer, sale or other disposal of real 
property. 

II. Definitions 

"Equipment" shall mean all tangible personal property that has a useful life of 
more than one (1) year and an acquisition cost of $1,000 $5,000 or more per unit. 
This definition includes rolling stock and other tangible (movable) property used in 
the provision of public transit service. 

"Supplies" shall mean all tangible personal property of the District other than 
Equipment having a useful life of less than one (1) year and an acquisition cost 
under $1 ,000 $5,000. 

"Surplus or obsolete equipment" means tangible personal property which the 
District determines is no longer required for its needs or for the fulfillment its 
responsibilities. 

"Market Value" means the most probable price which equipment or supplies 
should bring in a competitive and open market. 

"Net proceeds from the sale of surplus or excess property" means the amount 
realized from the sale of property no longer needed for transit purposes less the 
expenses of any actual and reasonable selling and fixing-up expenses. 

"Service Life or Useful Life" of rolling stock begins on the date the vehicle is 

Page 1 of 3 Adopted: 3/91 
Amended: 4/92.12/93, 5/07 
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placed in revenue service and continues until it is removed from service. "Straight 
Line Depreciation" means the method by which the value of District equipment is 
depreciated (reduced) over its service or useful life as a 
percentage of its cost. 

Ill. Disposition Authorization 

The General Manager may authorize the disposal of any surplus or obsolete 
equipment or supplies having an original acquisition cost not exceeding $100,000, 
providing the useful life of said equipment or supplies have been met. 

The General Manager is authorized to sell or dispose of surplus or obsolete 
equipment or supplies, when it is judged to be in the best interest of the organization 
that the property concerned is an estimated market value of up to $25,000 per unit. 

The Board of Directors may authorize the disposal of any surplus or obsolete 
equipment or supplies having an original acquisition cost exceeding $100,000. The 
GM Memorandum to the Board recommending disposition shall include acquisition 
cost, source of funding, funding agency and reimbursement to the funding agency, if 
required. 

IV. Disposition of FTA Funded Tangible Personal Property 

Rolling Stock: With respect to rolling stock originally funded by Federal 
Transit Administration (FTA) funds, any disposition before the end of its service life 
requires prior FTA approval. In addition, if rolling stock is removed from service and 
disposed of before the end of its useful life, the return to FTA is the greater of the 
FTA share of the unamortized value of the remaining service life per unit, based on 
straight line depreciation of the original acquisition cost, or the Federal share of the 
sales price (even though the unamortized value is $5,000 or less). 

In order to maintain proper inventory valuation and management practices, when 
the last bus in a fleet is sold, or when otherwise warranted, an analysis of related 
bus parts in inventory needs to be completed by the Stores department. Bus parts 
that are specific to the disposed fleet, which cannot be used by another fleet, must 
be disposed. This will keep the parts inventory accurate, and immune to "obsolete 
inventory" audit findings. 

Equipment and Supplies over $5,000 value: After the service life of equipment is 
reached, equipment with a current market value exceeding $5,000 per unit, or 
unused supplies with a total aggregate fair market value of more than $5,000, may 
be retained or sold, with reimbursement to FTA of an amount calculated by 
multiplying the total aggregate fair market value at the time of disposition, or the net 
sale proceeds, by the percentage of FTA's participation in the original acquisition. 

Equipment and Supplies less than $5,000 value: Equipment with a unit 

Page 2 of 3 Adopted: 3/91 
Amended: 4/92,12/93,5/07 
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market value of $5,000 or less, or supplies with a total aggregate market 
value of $5,000 or less, may be retained, sold or otherwise disposed of with 
no obligation to reimburse FTA, providing the useful service life requirements have 
been met. Records of this action must be retained. 

V. Methods of Disposition of Tangible Personal Property 

Approved methods for the disposition of surplus or obsolete tangible personal 
property shall include: (1) trade-in as part of a new procurement; (2) transfer or sale 
to other public agencies; (3) transfer to non-profit agencies or organizations 
consistent with established legal parameters; (4) sale by auction open to the public; 
(5) solicitation of sealed bids or negotiated sale; whichever maximizes the disposal 
value to the District; or (6) disposal through scrapping. 

VI. Prohibited Sales 

Except in the case where surplus or obsolete District property is sold at public 
auction conducted by an independent third party auctioneer, members of the Board 
of Directors and/or employees of the District, or persons acting as agents of the 
foregoing, shall not be permitted to purchase at the sale. 

VII. Reports to the Board of Directors 

On a quarterly basis, the General Manager shall provide, as an information 
item to the Board, a report of the activities relating to the disposal of surplus 
or obsolete property describing the identification of property, type of items 
disposed of, original purchase price information and dates, the gross sales 
price, and the net proceeds to the District. 

----- ------

Page 3 of3 Adopted: 3/91 
Amended: 4/92,12/93, 5/07 
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BEST PRACTICE 

Establishing Aporopriate Capitalization Thresholds for Capital Assets (1997, 2001. and 2006\ 
CCAAFR\ 

Background. The tenn capital assets is used to describe assets that are used in operations and that have initial 
lives extending beyond a single reporting period. Capital assets may be either intangible (e.g., easements, water 
(rights) or tangible (e.g., land, buildings, building improvements, vehicles, machinery, equipment and 
infrastructure). It is incumbent upon public-sector managers to maintain adequate control over all of a 
government's resources, including capital assets, to minimize the risk ofloss or misuse. 

As a practical application of the materiality principle, not all tangible capital-type items with useful lives 
extending beyond a single reporting period are required to be reported in a government's statement of position. 
Items with extremely short useful lives (e.g., less than 2 years) or of small monetary value are properly reported 
as an "expense" or "expenditure" in the period in which they are acquired. 

When outlays for capital-type items are, in fact, reported on the statement of position, they are said to be 
capitalized. The monetary criterion used to detennine whether a given capital asset should be reported on the 
balance sheet is known as the capitalization threshold. A government may establish a single capitalization 
threshold for all of its capital assets, or it may establish different capitalization thresholds for different classes of· 
capital assets. 

Capitalization is, of its nature, primarily a financial reporting issue. That is, a government's principal concern in 
establishing specific capitalization thresholds ought to be the anticipated infonnation needs of the users of the 
government's external financial reports. While it is essential to maintain control over all potentially capitalizable 
items, there exist much more efficient means than capitalization for accomplishing this objective in the case of a 
government's smaller tangible capital-type items.' Furthermore, practice has demonstrated that capital asset 
management systems that attempt to incorporate data on numerous smaller items are often costly and difficult to 
maintain and operate. 

Recommendation. The Government Finance Officers Association (GFOA) recommends that state and local 
governments consider the following guidelines in establishing capitalization thresholds: 

• Potentially capitalizable items should only be capitalized only if they have an estimated useful life of at 
least two years following the date'Of acquisition; 

• Capitalization thresholds are best applied to individual items rather than to groups of similar items (e. 
desks an , · · · · rtion of total c tal 

ets (e.g., books of a library district); 

In no case should a government establish a capitalization threshold of less than $5,000 for any i'"'-!:.1>1_, 
item; 

1 See GFOA 's best practice on "Ensuring Control over Noncapitalized Items" (2006). 
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• In establishing capitalization thresholds, governments that are recipients of federal awards should be 
aware of federal requirements that prevent the use of capitalization thresholds in excess of certain 
specified maximum amounts (i.e., currently $5,000) for purposes of federal reimbursement; and 

• Governments should exercise control over potentially capitalizable items that fall under the operative 
capitalization threshold.2 

Approved by the GFOA 's Executive Board, February 24, 2006. 

2 See GFOA 's best practice on "Ensuring Control over Noncapitalized Items" (2006). 
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Rolling Stock Status Report), in which future needs (expansion and replacement) 
are discussed, must be available upon request by r:TA. 

(2) [])isposltion Before the 6nd of Useful Life. Any disposition of project property 
before the end of its useful life requires prior FTA approval. FTA is entitled to its 
share of the remaining Federal interest. The Federal interest is determined by 
calculating the lair market value of the project property immediately before the 
occurrence prompting the withdrawal of the project property li·om appropriate use. 
If project property is being removed from service belore the end of its useful life, 
the Federal interest and the return to FTA is the greater of FTA ' s share of the 
unamortized value of the remaining service life per unit, based on straight line 
depreciation of the original purchase price, or the r:cderal share of the sales price 
(even though the unnmortized value is $5.000 or less). The following example is 
provided to determine the straight-line depreciation of a vehicle: for a 12-yenr, 
500,000 mile minimum service life, the vehicle"s value decreases each year by 
one-twelllh of its original purchase price. Alternatively, the value decreases lor 
each mile driven 1/500,000 of its original purchase price. The unamortized value 
of the remaining service lile per unit is the greater value obtained by calculating 
the straight line depreciation based on either miles or ye~1rs, whichever is more 
advantageous to the grantee. 

(3) Retain and Use Elsewhere. A ncr the minimum useful li fc of project property is 
reached and is no longer needed for the original project or program, it may be used 
by the grantee fo r other transit projects or programs. FT 1\ prior approval of thi s 
alternative is not required. FTA retains its interest if the litir market value of the 
project property is over $5,000. 

(4) Fair Market Value of Over $5.000. Alter the service life of project property is 
reached, rolling stock and equipment with a current market value exceeding 
$5,000 per unit, or unused supplies with a total aggregate tair market value of 
more than $5,000, may be retained or so ld. Reimbursement to FT A shall be an 
amount calculated by multiplying the total aggregate tair market value at the time 
of disposition, or the net sale proceeds. by the percentage of FTA ' s participation in 
the original grant. The grantee's transmittal letter should state whether the 
equipment will be retained or sold . Use of sales proceeds are discussed elsewhere 
in Chapter IV of this circular. 

(5) Fair Market Value of Less than $5,000 Value. After the service life of project 
property is reached, rolling stock and equipment with a unit market value of 
$5,000 or less, or supplies with a total aggregate market value of $5.000 or less, 
may be retained, sold, or otherwise di sposed of with no obligation to reimburse 
FTA. Records of this action must be retained. 

(6) Like-Kind Exchange Policy. With prior FTA approval, a vehicle may be traded in 
or sold be lore the end of its minimum normal service I i fe. if a grantee so chooses. 
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In lieu of returning the Federal share to FTA, a grantee may elect to use the trade
in value or the sales proceeds from the vehicle to acquire a replacement vehicle of 
like kind. "Like-Kind" is defined as a bus for a bus with a similar service life and 
a rail vehicle for a rail vehicle. Under the Like-Kind Exchange Policy, proceeds 
from the vehicle sales are not returned to FTA; instead, all proceeds are re
invested in acquisition ofthe like-kind replacement vehicle. If sales proceeds are 
less than the amount of the Federal interest in the vehicle at the time it is being 
replaced, the grantee is responsible for providing the difference, along with the 
grantee's local share of the cost of the replacement vehicle. If sales proceeds are 
greater than the amount of the Federal interest of the vehicle traded in or sold, the 
investment of all proceeds in acquisition ofthe like-kind replacement vehicle 
results in reduction of the gross project cost. An example of like-kind exchange is: 

(a) A recipient purchased a new bus in 2002 for $220,000; 80 percent of the total 
price, or $176,000, was Federal funding while 20 percent, or $44,000, was local. 
Thus, there was an initial $176,000 "Federal interest" in the new vehicle. 

(b) Instead of keeping the bus in service for 12 years, the useful life under FTA 
guidelines, the recipient chose to sell the bus after six years and replace it with a 
new vehicle. 

(c) Since the bus had a minimum useful life of 12 years and its depreciation was 
determined on a "straight-line" basis, the depreciated value of the vehicle after 
six years was half the original price, or $110,000. The remaining Federal 
interest was 80 percent of that figure, $88,000. 

(d) Assume, for example, the recipient realized $80,000 from the sale of the six
year-old bus, or $30,000 less than the straight-line depreciated value of the 
original vehicle. The recipient then purchased a new bus in 2008 for $240,000. 
The transaction looked like this: 

Net project cost calculation: 

Gross project cost of new bus 
Less straight-line depreciated 
value of replaced bus. 
Net project cost 
Federal share 80% 
Local share 20% 

Sources of funds for new bus: 

Net sales proceeds from 
replaced bus 
New local cash 
Straight-line depreciated value 
shortfall 
Local share of net project cost 

$240,000 
- 110,000 

$130,000 
104,000 
26,000 

$ 80,000 

- 30,000 

26,000 
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Federal share 
TOTAL 

104,000 
$240,000 

Page IV-27 

The Federal interest in the new bus is $192,000 ($88,000 transferred from the old 
vehicle and $1 04,000 in the new). 

(7) Transfer of Rolling Stock-Grantee-to-Grantee. For property where the useful life 
has been met and with prior FT A approval, a grantee may transfer rolling stock to 
another grantee. In such event that transfer of rolling stock is desired prior to the 
end of useful life, the Federal interest of the vehicles will be transferred, and 
therefore, there is no obligation to reimburse FTA. However, no additional FTA 
funds may be used to acquire the vehicles. Both grantees should coordinate with 
their FTA Regional Office and the following information should be submitted: 

(a) A written reguest for approval to transfer/receive vehicles. The request should 
include the transferor/transferee grantee name, list of vehicles (year, make, 
model), date placed in revenue service, date removed from revenue service, 
grant number which originally funded the vehicle, mileage, remaining useful 
life, Federal share of remaining useful life, reasons for transfer. 

(b) A Board Resolution (or other appropriate legal action) from each grantee. The 
transferring grantee's board resolution (or other appropriate legal action) 
should identify the receiving grantee, a statement that the vehicles are no 
longer required, a list of the vehicles to be transferred including VINs, and the 
remaining Federal interest that is transferred to the receiving grantee. 

The receiving grantee's board resolution (or other appropriate legal action) 
should identify the transferring grantee, a statement that the vehicles are 
needed for revenue service, a list of the vehicles to be acquired including 
VlNs, the remaining Federal interest for each vehicles, agreement that the 
vehicles will be maintained in accordance and in compliance with FT A 
requirements, and that the transferred vehicles will be included in its 
equipment inventory records. 

(c) A Rolling Stock Status Report. Each grantee should provide a Rolling Stock 
Status Report that includes all information as identified in Chapter IV, 
Subsection 3.1.( I). The Rolling Stock Status report should reflect the impact 
that the transfer/addition of the vehicles will have on the grantee's total fleet 
and spare ratio. 

If approved, the receiving grantee will be directed to include the transferred 
vehicles in its next grant application. 

(8) Transfer of assets no longer needed [49 U.S.C. 5334(h)(] H3)l. For property that 
has not met its useful life and with prior FTA approval, the grantee may follow 
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procedures for publication in the Federal Register to transfer project property 
(including land or equipment) to a public agency for non-public transportation use 
and can be approved if FT A confirms: 

(a) the asset will remain in public use for at least five years after the date the asset 
is transferred; 

(b) there is no purpose eligible for assistance for which the asset should be used; 

(c) the overall benefit of allowing the transfer is greater than the FTA interest in 
liquidation and return of the FTA remaining Federal interest in the asset, after 
considering fair market value and other factors; and 

(d) through an appropriate screening or survey process (usually by following 
procedures for publication in the Federal Register), that there is no interest in 
acquiring the asset for the Federal Government use if the asset is a facility or 
land. 

Additional information regarding this type of disposition is available from the FTA 
regional or metropolitan office. 

(9) Sell and Use Proceeds for Other Capital Projects [49 U.S.C. 5334(h)(4)}. After the 
useful life is met and with prior FTA approval, t~e grantee may sell project 
property for which there is no longer any public transportation purposes and use 
the proceeds to reduce the gross project cost of other FTA eligible capital transit 
grants. The grantee is expected to record the receipt of the proceeds in the 
grantee's accounting system, showing that the funds are restricted for use in a 
subsequent capital grant, and reduce the liability as the proceeds are applied to one 
or more FT A approved capital grants. The subsequent capital grant application 
should contain information showing FTA that the gross project cost has been 
reduced with proceeds from the earlier transaction. 

(I 0) Unused Supplies. For the disposition of supplies for which there is no transit use 
with a total aggregate fair market value that exceeds $5,000, the grantee shall 
compensate FT A for its share, or transfer the sales proceeds to reduce the gross 
project cost of other capital project(s). (49 U.S.C. 5334(h)(4)). 

(II) Casualty. Fire. Natural Disaster. and Misused Property. When project property is 
lost or damaged by fire, casualty, or natural disaster, the fair market value shall be 
calculated on the basis of the condition of the equipment or supplies immediately 
before the fire, casualty, or natural disaster, irrespective of the extent of insurance 
coverage. If any damage to project property results from abuse or misuse 
occurring with the grantee's knowledge and consent, the grantee agrees to restore 
the project property to its original condition or refund the value of the Federal 
interest in that property. The grantee may fulfill its obligations to remit the 
Federal interest by either: 

., 
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(a) With prior FTA approval, investing an amount equal to the remaining Federal 
interest in like-kind property eligible for assistance, if the like-kind property is 
within the scope of the project that provided Federal assistance for the 
property prematurely withdrawn from use; or 

(b) Returning to FTA an amount equal to the remaining Federal interest in the 
withdrawn project property. 

(12) Insurance Proceeds. If the grantee receives insurance proceeds when project 
property has been lost or damaged by fire, casualty, or natural disaster, the grantee 
agrees to: 

(a) Apply those proceeds to the cost of replacing the damaged or destroyed 
project property taken out of service (Listed below are two examples ofthe 
application of insurance proceeds.), or 

(b) Return to FTA an amount equal to the remaining Federal interest in the lost, 
damaged, or destroyed project property. 

The Federal interest is not dependent on the extent of insurance coverage or on the 
insurance adjustment received. 

Application of Insurance Proceeds: 
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Insurance Proceeds Greater tban the Remaining Federa11nterest 
in the Damaged or Destroyed Property. 

The remaining Federal interest in the damaged or destroyed 
property is $1,800. The grantee receives insurance proceeds in the 
amount of$2,500. The grantee is required to apply $1,800 of the 
$2,500 insurance proceeds towards the Federal share of replacing 
the destroyed pr~perty. 

Cost of replacement property: $6,000 

Less Federal Share of Insurance Proceeds: < 1,800> 

The remaining funds needed : $4,200 

If the funding ratio for this property were 80 percent Federal and 
20 percent local, the replacement property could be purchased for 
$4,800 Federal/$1 ,200 Local funds. The insurance proceeds of 
$1,800 needed to cover the remaining Federal interest in the 
damaged and destroyed property must be applied to the Federal 
share of the replacement property. The grantee could use an 
additional $3000 in Federal funds. The grantee must provide 
$1 ,200 in local match to replace the property. 

., • l 




