3.5 FIXED ASSETS AND ACCOUNTING POLICY

3.5.1
PREAMBLE

A fixed asset is defined in GAMAP 17 as a tangible item of property, plant or equipment held by a municipality for use in the productions or supply of goods or services, for rental to others, or for administrative purposes, and which is expected to be used during more than one reporting period (financial year).

A fixed asset is thus an asset, either movable or immovable, under the control of the municipality, and from which the municipality reasonably expects to use in service delivery, over a period extending beyond one financial year.

To be recognized as a fixed asset, an asset must also meet the criteria referred to in parts 13, 14, and15 below.

An asset held under a finance lease, shall be recognized as a fixed asset, as the municipality has control over such an asset even though it does not own the asset.

3.5.2 OBJECTIVES

To provide municipality with a system that will assist in keeping track record of their fixed assets in terms of the value and depreciation value.

3.5.3 DEFINITIONS

· In this policy a word or phrase to which a meaning has been assigned in Section 1.0 on definitions has that meaning, unless the context otherwise indicates.
3.5.4 ROLE OF MUNICIPAL MANAGER
As accounting officer of the municipality, the municipal manager shall be the principal custodian of all the municipality’s fixed assets, and shall be responsible for ensuring that the fixed asset management policy is scrupulously applied and adhered to.

3.5.5 ROLE OF CHIEF FINANCIAL OFFICER
The chief financial officer shall be the fixed asset registrar of the municipality, and shall ensure that a complete, accurate and up-to-date computerized fixed asset register is maintained.

No amendments, deletions or additions to the fixed asset register shall be made other than by the chief financial officer or by an official acting under the written instruction of the chief financial officer.

3.5.6 FORMAT OF FIXED ASSET REGISTER
The fixed asset register shall be maintained in the format determined by the chief financial officer, which format shall comply with the requirements of generally accepted municipal accounting practice (GAMAP) and generally recognized accounting practice (GRAP) and any other accounting requirements which may be prescribed.

The fixed asset register shall reflect the following information:

· A brief but meaningful description of each asset

· The date on which the asset was acquired or bought into use 

· The location of the asset

· The department(s) or vote(s) within which the asset will be used

· The title deed number, in the case of fixed property

· The stand number, in the case of fixed property

· Where applicable, the identification number, as determined in compliance with part 11 below

· The original cost, or the revalue amount determined in compliance with part 26 below, or the fair value if no costs are available

· The (last) revaluation date of the fixed assets subject to revaluation

· The revalue value of such fixed assets

· Who did the (last) revaluation

· Accumulated depreciation to date

· The depreciation charge for the current financial year

· The carrying value of the asset

· The method and rate of depreciation

· Impairment losses incurred during the financial year (and the reversal of such losses, where applicable)

· The source of financing

· The current insurance arrangements

· Whether the asset is required to perform basic municipal services

· Whether the asset has been used to secure any debt, and-if-so-the nature and duration of such security arrangements

· The date on which the asset is disposed of 

· The disposal price

· The date on which the asset is retired from use, if not disposed of.

All heads of department under whose control any fixed asset falls shall promptly provide the chief financial officer in writing with any information required to compile the fixed asset register, and shall promptly advise the chief financial officer in writing of any material change which may occur in respect of such information.

A fixed asset shall be capitalized, that is, recorded in the fixed assets register, as soon as it is acquired. If the asset is constructed over a period of time, it shall be recorded as work-in-progress until it is available for use, where after it shall be appropriately capitalized as a fixed asset.

A fixed asset shall remain in the fixed assets register for as long as it is in physical existence. The fact that a fixed asset has been fully depreciated shall not in itself be a reason for writing-off such an asset.

3.5.7 CLASSIFICATION OF FIXED ASSETS
In compliance with the requirements of the National Treasury, the chief financial officer shall ensure that all fixed assets are classified under the following headings in the fixed assets register, and heads of departments shall in writing provide the chief financial officer with such information or assistance as is required to compile a proper classification:

PROPERTY, PLANT AND EQUIPMENT

· Land (not held as investment assets)

· Infrastructure assets (assets which are part of a network of similar assets)

· Community assets (resources contributing to the general well-being of the community)

· Heritage assets (culturally significant resources)

· Other assets (ordinary operational resources)

INVENTORY

· Housing (rental stock or housing stock not held for capital gain)

INVESTMENT PROPERTY

· Investment assets (resources held for capital or operational gain)

The chief financial officer shall adhere to the classifications indicated in the annexure on fixed asset lives (see part 33 below), and in the case of a fixed asset not appearing in the annexure shall use the classification applicable to the asset most closely comparable to the asset in question.
3.5.8 INVESTMENT PROPERTY
Investment assets shall be accounted for in terms of IAS 40 and shall not be classified as property, plant and equipment for purposes of preparing the municipality’s statement of position.

Investment assets shall comprise land or buildings (or parts of buildings) or both held by the municipality, as owner or as lessee under a finance lease, to earn rental revenues or for capital appreciation or both.

Investments assets shall be recorded in the fixed assets register in the same manner as other fixed assets, but a separate section of the fixed assets register shall be maintained for this purpose.

Investment assets shall not be depreciated, but shall be annually valued on balance sheet date to determine their fair (market) value. Investment assets shall be recorded in the balance sheet at such fair value. Adjustments to the previous year’s recorded fair value shall be accounted for as either gains (revenues) or losses (expenses) in the accounting records of the department or service controlling the assets concerned.

An expert evaluator shall be engaged by the municipality to undertake such valuations.

If the council of the municipality resolves to construct or develop a property for future use as an investment property, such property shall in every respect be accounted for as an ordinary fixed asset until it is ready for its intended use where after it shall be reclassified as an investment asset.

3.5.9 FIXED ASSETS TREATED AS INVENTORY
Any land or buildings owned or acquired by the municipality with the intention of selling such property in the ordinary course of business, or any  land or buildings owned or acquired by the municipality with the intention of developing such property for the purpose of selling it in the ordinary course of business, shall be accounted for as inventory, and not included in either property, plant and equipment or investment property in the municipality’s statement of position.

Such inventories shall, however, be recorded in the fixed assets register in the same manner as other fixed assets, but a separate section of the fixed assets register shall be maintained for this purpose.

3.5.10 RECOGNITION OF HERITAGE ASSETS IN THE FIXED ASSET REGISTER
If no original costs or fair values are available in the case of one or more or all heritage assets, the chief financial officer may, if it is believed that the determination of a fair value for the assets in question will be a laborious or expensive undertaking, record such asset or assets in the fixed asset register without an indication of the costs or fair value concerned.

For balance sheet purposes, the existence of such heritage assets shall be disclosed by means of an appropriate note.
