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Purpose

1. The purpose of this circular is to inform Accounting Officers (AOs), Accounting
Authorities, Chief Financial Officers (CFOs) and the Provincial Parliament of the
following:

1.1 PT Circular 30/2011 dated 29 June 2011 is hereby withdrawn in its entirety;

1.2 AT the Public Sector Accounting Forum meeting the Western Cape Provincial
Treasury presented its case regarding the GG Motor vehicles, and was informed by
both Nafional Treasury and the Accounting Stondards Board (ASB), that if the
Western Cape followed the accounting standards, then they shouid not have a
problem. Western Cape, following the accounting standards, came to the
conclusion that GG vehicle expenditure does not constitute o lease. it therefore
foltows that;

1.2.1 All "permanently allocated” vehicies in respect of each department and entity
must be accounted for in their asset register;

1.2.2 All expenditure including daily and kilometre tariffs must be accounted for as part
of fravel and subsistence expenditure in the books of departments;
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1.2.3 That expenditure relafing to daily fariffs must be accounted for as prepayments in

the accounting records of both departments and entities; and

1.2.4 That an additional disclosure nofe will be required by Departments and the

Provincial Parliament on the daily tariffs as prepayments made to GMT in the
2011/12 financial year for replacement vehicles, which will be provided by
Provincial Treasury.

BACKGROUND

2.

2.1

22

2.3

The following technical opinion was provided fo ASB and NT:0AG

Government Motor Transport was transferred to the Provinces in terms of Public
Service Act (Section DIV of the Public Service Staff Code) fo provide a fleet
management service in the public sector. It charges a management fee which is
based on the tariff sfructure approved by Provincial Treasury. The fee structure is
designed to cover the administrative cosfs and the future replacement of the
vehicles, withoui the need fo appropriate additional funding for replacement
vehicles.

These are the normal frading transactions of GMT - fleet management services.
Departments and public enfities either buy and transfer the ownership of the
vehicles to GMT or give money to GMT to purchase vehicles on the department’s
behalf, using a National RT3 confract. The vehicles are registered in GMT’s name to
facilitate the administration of fines, accidents and claims.

Some clients also use GMT's services without registering the vehicles in the name of
GMI. However, for all enfities there is a service level agreement entfered into
between GMT and s clients, detailing the responsibilities of all parties involved.

Of relevance in the description of services is that GMT wiill;

« supply the vehicle fleet management services (This includes all related repairs,
maintenance, insurance, fracking and security);

* procure vehicles via the fransversal State Confracts and/or other Provincial
Contracts and make available such vehicles 1o the Client; and

* replace vehicles after the completion of the respective economic life cycle of
the vehicies.
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2.4  The clients pay a fixed daily tariff for the replacement of a future vehicle {much like
a savings account, until there is enough funding for a replacement) and o variable
km tariff for mileage, which is dependent on the number of kilometres fravelled per
maotor vehicle,

25 This in effect is a Principal - Agent arrangement between departments and GMT
respectfully in the Western Cape Province.

3. After consulfafion with the ASB and National Treasury on the Technical Opinion
submitted by the Western Cape Provincial Treasury af the Public Sector Accounting
Forum, Provincial Treasury determined that the GG vehicles arrangement in the
Western Cope does not constitute a lease.

4, Further consultation fook place with the Auditor-General of South Africa (AGSA) on
4 and @ May 2012. The AGSA is awaiting a technical opinion from their technical
division.

5, In view of the aforementioned dall Departments, Provincial Parliament and Entities
must reflect "Permanently allocated” GG vehicles in their asset registers.

6.  Interms of the National Treasury Regulation 15.10.1.2 (c) and PTl 8.7.1 prepayments
should be avoided. However, this is an internal arrangement between the
depariments, the Provincial Parliament, enfities and GMT that requires an internai
prepayment o facilitate befter governance.

7. For Depariments, a Provincial Treasury procured service provider will provide the
accounting freatment required to account for GG vehicles in terms of the
Departmental Financial Reporting Framework Guide.

8. For Entities, a Provincial Treasury procured service provider will provide the
accounting freatment required to account for GG vehicles in ferms of the GRAP 17.

ACCOUNTING PRINCIPLES

9. The following accounfing principles will apply in respect of “permanently
allocated” vehicles:

ay The full cost of the tarff charged by GMT will be classified as “travel and
subsistence costs” in the books of Departments and the Provincial Parliament.
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b) The portion of daily rate included in the tariff will be classified as “prepayments” in
the books of entities.

c) A prepayment disclosure note, based on daily tariffs paid to GMT will be included
in the AFS of departments.

d) “"Permanently allocated” vehicles will be faken up in the asset registers of
Departments, the Provincial Parliament and enfifies.

REQUIRED ACTIONS

Departments

Expenditure 2010/11

10.  Reclassificafion of expenditure paid to GMT is required to reflect this cost under
tfravel and subsistence expenditure as part of Goods & Services in the 2010/171 AFS

based on the aforementioned principies. Not as operating leases.

10.1 For 2010/11, on the tempiate, in the worksheet ‘prior year T8’ effect the following
proforma journal entry -

Dr - T&S Dom without operator GG vehicle R
Cr - Operating lease expenditure R
Expenditure 2011/12

11. Departments and the Provincial Parliament are required fo reciassify expenditure
on daily tariffs in the AFS 2011/12 in ferms of the schedules provided by PT as follows:

11.1 For 2010/11, on the template, in the worksheet 'prior year TB' effect the following
proforma foumnal enfry -

Br - T&S Dom without operator GG vehicle R

Cr - Operating lease expenditure R
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Assets

12,

12.1

12.2

Departments and the Provincial Pariament are reqguired to account for the
permanently allocafed GG vehicles on the asset registers in both the 2010/11 and

~the 2011/12 AFS in terms of the schedules provided by GMT as follows:

For 2010/11, “permanently adllocated” GG vehicles will be accounted for as
“Current Year Adjustments {o ptior year balances”.

For 2011/12, "permanently aliocated” GG vehicles will be accounted for as
additions (non-cash) at cost (pius cost incurred fo put it info operation).

Note: If the assets were not received by 31 March 2012, but paid for it should be
added to the asset register in 2012/13. This is required in order to ensure that cash
additions correspond to Capital Expenditure in the Statement of Performance.

Disclosure information

13.

14,

The value of daily tariffs paid is deemed to cover the replacement costs of fufure
vehicles although not always directly linked but dealt with as the need arises. At
the end of each financial year the value of daily tariffs poid to GMT must be
reflected in the following additional disclosure note:

Prepayments made in respect of Government Vehicles
2011/12 2010/11
ROOQ ROCO
Prepayments made to GMT R R
Number of vehicles actually managed by GMT .0 e,

Approximate number of vehicles that could be replaced with this amount as ot
200012 .

The service provider will provide the respective departments with all permanently
gdllocated GG vehicle expenditure disclosure requirements in terms of the
Departmental Reporting Framework.
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Related Parlies

15. The principal - agent relationship between GMT and depariments, entities and
Provincial Parlioment does not constitute a related party relationship and therefore
disclosure in this regard is not required.

Entities

16. The service provider will provide the respective entities will all permanently
dlliocated GG vehicle expenditure disclosure requirements in terms of GRAP 17.

17.  Any enquiries on this Circular must please be directed to PThaelome@Qpgwe.gov.zg

18.  Your co-operation in this regard is highly appreciated.

PROVINCIAL ACCOUNTANT-GENERAL

DATE: v - O% DOy
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