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ACCOUNTING TREATMENT OF LOST/DAMAGED ASSETS

PURPOSE

1.1 To provide guidance to Accounting Officers and Chief Financial Officer on the accounting

treatment for the write-off of lost/damaged assets.
BACKGROUND

2.1 The issue of the inconsistent accounting treatment for the write-off of lost/damaged assets was raised
at the Financial Accountant's Forum. Whilst, in some instances losses of assets are dealt with by
writing off the assets against “payments for financial assets” that has budgetary implications, and in
otherinstances lost /damaged assets are removed from the asset register after following the disposal

process.

The key distinction between the two processes followed above is that one relates to the writing off
of debtors against “payments for financial assets” that is recognised in the financial statements, and
the other relates to the write-off of assets that is not recognised in the financial statements but
recorded as secondary information.

2.2

23 The primary argument for this distinction is that in the case of the write off of debtos there is a financial

transaction that meets the definition of an element and satisfies the criteria for recognition in the
statement of financial performance, but whereas the write -off of assets fails to meet the criteria, but
still possess the characteristics of an element, it therefore should be recorded as a disclosure in the
secondary information.

LEGISLATIVE REQUIREMENTS
3.1 Public Finance Management Act (PFMA) 1999 (Act 1 of 1999) Section 38 (1)(d)

“(1) The accounting officer for a department, trading entity or constitutional institution-

{d) is responsible for the management including the safeguarding and the maintenance of the
assets and for the management of the liabilities of the department, entity or constitutional
institution."”



3.2

Section 45(e) states that, "An official in a department, trading entity or constitutional institution

(e) is responsible for the management, including the safe-guarding, of the assets and the
management of the liabilities within that official's area of responsibility”.

ACCOUNTING FOR LOST/DAMAGED ASSETS

Based on the background information provided, the accounting and disposal of damaged/lost
assets is discussed based on the following scenario:

A laptop purchased on 15 April 2018 for a cost of R20 000 and taken up in the asset register at cost:
Example 1: Official found liable
Current financial year fransaction

An official's lapfop was stolen on 20 June 2018 and the official was found to have been negligent
and therefore liable for the loss. The following steps are followed:

- The asset is removed from the Asset Register at cost (R20 000).

- The cost of the laptop will be determined in terms of PTI 12.13.1 (e}
(i) articles described as new at 90 per cent of the replacement value;
(i) articles described as good at 75 per cent of the replacement value;
(i) articles described as fair at 50 per cent of the replacement value: and
(iv) articles described as poor at 20 per cent of the replacement value.

- A debtisraised against the official as follows:
Dr Debt account Rxxoxxx

Cr Receivable income Rxxxxx

- If the debt has been deemed irrecoverable by the Accounting Officer, it must be written-off

under thefts and losses. The effect of the write-off will be as follows on BAS:
Dr Theft and losses ROxxx
Cr Debt Account Rooxxx

Example 2: Official not found liable

An official’s laptop was stolen on 20 June 2018 and the official was found not to have been negligent
and therefore not liable for the loss.

The asset would then be disclosed as a disposal in note 39.5 or 41.5 with no further entries made in
the primary information.

When a replacement laptop is purchased, the following accounting entries will take place when a
payment is made:

Dr Computer Equipment (capital assets) Rxooaxx

Cr Bank Rxoxxxx



5. REQUIRED

Departments are required to apply the accounting treatment for the write-off of assets consistently
in terms of the guidance provided in this circular.
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