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ACCOUNTING OF AND REPORTING ON IMMOVABLE ASSETS

Purpose

1.

1:1

1.2

To provide guidelines to Accounting Officers and Chief Financial Officers of the
Departments of Transport and Public Works, Health and Education on the following:

Accounting of construction costs on new buildings and capital improvements to
existing buildings; and

Reporting on immovable assets in the annual financial statements.

Background

2.

6.

Immovable assets owned by the Western Cape Provincial Government are recorded
in the asset register of the Department of Transport and Public Works. In terms of
service delivery agreements, Departments, as users, must manage and maintain
immovable assets assigned for their sole use. Shared buildings such as the Tower
Block, is maintained by the Department of Transport and Public Works.

Expenditure incurred is classified in terms of the Standard Chart of Accounts based
on the “Reference Guide to the New Economic Reporting Format”. Guidelines are
provided to make a distinction between capital and current expenditure to be applied
for recording and subsequent reporting in statutory reports.

Annually the National Treasury issues “Guidelines for preparation of annual reports”
that also includes guidelines for compiling annual financial statements, referred to as
“Guidelines” in this Circular. The Guidelines for the disclosure of assets must be
followed to ensure that the annual financial statement reporting requirements are
met at year-end.

In terms of the Division of Revenue Act, as amended annually, the following
prescripts relate to Provincial Infrastructure Grants —

“(2) A province must ensure that its provincial departments responsible for education,
health and roads —

(@) are responsible for all capital and maintenance budgets and spending for
those functions;

(b) enter into, implement and manage service delivery agreements with provincial
departments responsible for public works or public entities, where such
departments and entities manage or undertake construction or maintenance
on their behalf.”

It must be noted that at a meeting held on 13 March 2007 with the relevant
departments this circular in its draft format was accepted in principle.

Accounting of construction cost on immovable assets

¥

Capital expenditure on immovable assets are incurred from voted funds on the
budget of the department, mainly resulting from:

o Acquisition of properties, inclusive of land, buildings, facilities etc.
o Work-in-Progress (WIP) on construction projects
o Work-in-Progress on self constructed projects (new or additions to existing

buildings)
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The cost of self constructed projects, including WIP, must be incurred against:

o Objective: capital — capital projects
o Item: current item applicable

A WIP project is only deemed completed when the final payment, including all
retentions, have been effected. Only at this stage will an immovable asset be
transferred from WIP to the asset register of the department involved and then
transferred out to the asset register of the Department of Transport and Public
Works.

Reporting on immovable assets in the annual financial statements

10.

11.

12.

13.

The annual disclosure of immovable assets must be compiled in accordance with the
latest Guidelines issued by the National Treasury.

The following additional disclosure requirements must be followed for reporting on
WIP and completed projects:

Payments made on WIP during a financial year on projects that have not been
completed at year-end must be disclosed in that financial year by reducing
capitalized expenditure as required in the Guidelines of NT.

Payments made during the current year on projects completed during the year must
be deducted, as the total amount of such projects will be included under “transfers in”
with total cost incurred and thereafter as “transfer out” also with the total cost of the
asset. The Department of Transport and Public Work must disclose the capital value
of the asset (equal to the value of the total cost) as a “transfer in”.

In terms of section 42 of the PFMA, a duly authorized transfer certificate must be
made available for audit purposes, in support of the transfer of assets.

The Service Delivery Agreements between the Department of Transport and Public
Works and user departments must be aligned to this Circular.

Required

14.

This circular is applicable to the departments involved and effective for the 2006/07
financial statements.

J

Provincial Accountant-General
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