Asset Management Policy & Procedure BVM

ASSET MANAGEMENT POLICY

AREEDE VALLEY

Municipality ~ Munisipaliteit U Masipala wase

WORCESTER ¥ RAWSONVILLE ¥ DEDOORNS ¥ TOUWS RIVER

2016/ 2017

Page 1



Asset Management Policy & Procedure BVM

TABLE OF CONTENTS:

1) Vision

2) Statement

3) Aim

4) Objectives

5) Definitions

6) Statutory and regulatory framework
7) Responsibilitiesand Accountabilities
8) Safeguarding of assets

9) Procedureswith regards to contributed assets
10) Financial M anagement

11) Accounting for Assets

12) Internal Control over Assets

13) Financial Disclosure

14) Classification of Assets

15) Annual Review on this Policy

16) General

17) Commencement

Page 2



1

2)

3)

4)

Asset Management Policy & Procedure BVM

VISION:

To ensure the effective and efficient process afisien-making, planning and
control over the acquisition, use, safeguarding dispposal of Breede Valley
Municipality’s assets to maximize their serviceidely potential and benefits and
to minimize their related risks and costs overrteetire life.

STATEMENT
e The Breede Valley Municipality believes that an dtsdvMlanagement
Policy is essential to ensure effective and effiti@cquisition and
utilization of public monies and accountability teef is heavily
dependent upon accurate recording and accounting.

AIM:
e This policy will lay down broad guidelines for castent, effective and
efficient asset management principles of Breedéeyallunicipality.

OBJECTIVES:
Specifying Council’s practice regarding accountiogassets.
Ensure consistency in accounting treatment.
To assist officials in understanding their legadl amanagerial responsibilities with
regard to key asset functions such as:
- safeguarding of assets,
- maintaining assets,
- establishing and maintaining a management, aceuyungénd
information system
- that accounts for the assets of the municipality.
- asset valuation principles in accordance with GRAP.
- establishing and maintaining systems of internattrads over
assets.
- establishing and maintaining asset registers.
- clarifying responsibilities and accountabilities r fahe asset
management process.
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5) DEFINITIONS:
a) Assets
» Are resources controlled by a municipality agsult of past events and from
which future economic benefits or service poterdral expectetb flow to the
municipality.

b) Asset Register
* Is a record of information on each asset that suppthe effective and
technical management of the assets and meetsosyatetuirements.

¢) Accounting Standar ds Board
» Isrequired in terms of the Public Finance Managamet, Act no.1 of 1999
to determine Generally Recognized Accounting Pecectieferred to as
Standards of Generally Recognized Accounting Rrad{GRAP). The ASB
must determine GRAP for municipalities.

d) Asset Categories
* These are:

i. Infrastructure Assets - are any assets that are part of a network or

system.

a. They are specialized in nature and do not havenaltige uses.

b. They are immovable and they may be subject to caings on
disposal.

c. Example: - roads, sewerage purification plants,ewatticulation
schemes and electricity.

ii. Heritage Assets - are culturally, environmentally and historically
significant resources, i.e. works of art, histdrichuildings and
monuments, archaeological sites, conservation aedsnature reserves
and meets the criteria of GRAP103

ii.  Investment Properties - are properties that are acquired for economical
and capital gains i.e. office, parks and underdmed land acquired for
the purpose of resale in future years.

iv. Other Assets - are assets utilized in normal operations, ilantpand
equipment, motor vehicles and furniture and fiting

v. Intangible assets - are identifiable non-monetary assets withoutsidai
substance and will meet the criteria of GRAP 31.
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e) Capitalization
» Is the recognition of expenditure as an assetdratiset register. All assets
with a life cycle of greater than one year aretgeéas capital assets and
entered into an asset register from which reporiimgthe financial
statement (specifically the Statement of Finane@gition) is extracted.

f) Carrying amount
e Is the amount at which an asset is recognized aftestucting any
accumulated depreciation and accumulated impairinssés.

g) Class of Property, Plant and Equipment
* Means a grouping of assets of a similar natureunctfon in an entity’s
operations that is shown as a single item for ting@gse of disclosure in
the financial statements.

h) Cost
» Is the amount of cash or cash equivalents paileofdir value of the other
consideration given to acquire an asset at the tifmiégs acquisition or
construction or, where applicable, the amountlaitead to that asset when
initially recognized in accordance with specificque@ements of other
Standards of Generally Recognized Accounting Rrest{GRAP).

i) Accumulated Surplug/Deficit (Capital Replacement Reserve)
e This is an internal reserve, which is cash basetverich is specifically
used to purchase assets.

i) Depreciation
e Depreciation is the systematic allocation of thprdeiable amount of an
asset over its useful life.

k) Depreciable amount
+ This is the cost of an asset, or other amount guted for the cost less its
residual value.

I) EFF (External Financing Fund)
» This is a collective fund of external loans takgnand which is used to
finance assets.
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m)Fair value
» Is the amount for which an asset could be exchangediiability settled,
between knowledgeable, willing parties in an arlargyth transaction.

n) Historical Value
» This refers to the original cost of acquisitionconstruction.

0) Impairment Loss
* Animpairment loss of cash — generating assetgissmount by which the
carrying amount of an asset exceeds its recoveaatrint.
* Animpairment loss of non - cash generating asseate amount by which
the carrying amount of an asset exceeds its reableservice amount.

p) Property, Plant and Equipment
Are tangible assets that:
« Are held for use in the production or supply of decr services, for
rental to others, or for other administrative pwg® and
» Are expected to be used during more than one rieggoeriod.

g) Recover able amount
« Is the amount that the municipality expects to vecdrom the future use
of an asset, including the residual value on diapos

r) Residual value
* The residual value of an asset is the estimateduatrtbat a municipality
would currently obtain from disposal of the assdter deducting the
estimated cost of disposal, if the asset were @yred the age and in the
condition expected at the end of its useful life.

s) Replacement Value
» The amount which is needed in current terms tcageph fixed asset.

t) Useful life
The useful life of an asset is either:
» the period over which an asset is expected to bdadle for use by the
municipality or
e the number of production or similar units expedtetie obtained from the
asset by the municipality.

Page 6



Asset Management Policy & Procedure BVM

u) Contributed Assets

6)

7)

* Means items received by the Breede Valley Munidipah the form of a
donation.

NARC- New asset receipt capture form
AT- Asset transfer form
DIR- Departmental inventory register

STATUTORY AND REGULATORY FRAMEWORK

This policy must comply with all relevant legiskairequirements including:
The Constitution of the Republic of South AfricQ96

Municipal Structures Act, 1998

Municipal Systems Act, 2000

Division of Revenue Act (enacted annually)

Municipal Finance Management Act No 56 of 2003

Also, this policy must comply with the standardseafied by the Accounting
Standards Board. The relevant currently recogrémetunting standards include:
GRAP 17 Property, plant or equipment

GRAP 16 Investment property

GRAP 100 Non-current Assets held for Sale and Diicoed Operations

GRAP 31 Intangibles

GRAP 103 Heritage Assets

GRAP 101 Agriculture

GRAP 21 & 26 Impairment

RESPONSIBILITIESAND ACCOUNTABILITIES

The purpose of this section is to prescribe theawesibilities of the various
functionaries within BVM

7.1The Accounting Officer (Municipal Manager)

1) The Accounting Officer (Municipal Manager) or hisulg delegate
drepresentative is responsible to ensure implertientand compliance with
the responsibilities prescribed in section 63 ef MFMA.

i.  The municipality has and maintains a managemermpueting and

information system that accounts for the assetseomunicipality;
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ii.  The municipality’'s assets are valued in accordamitle standards of
generally recognized accounting practice;

iii.  The municipality has and maintains a system ofrinatiecontrol of
assets, including an asset register; and

iv.  The senior managers and their teams comply withgbiicy.

v. In consultation with the asset managers, he apprthetemporary or
permanent transfer of a movable asset between tdepas as
determined in the “Delegation of Authority to offits of the Breede
Valley Municipality”.

7.2 The Chief Financial Officer (Director: Finance)

1) The Chief Financial Officer is responsible to theritipal Manager to ensure
that the financial investment in the municipalit@ssets is safeguarded and
maintained.

2) The Chief Financial Officer must take reasonabépsto ensure that:

i.  Appropriate systems of financial management anermat control are
established and carried out diligently;

ii. The financial and other resources of the munidpadire utilized
effectively, efficiently, economically and transpatly;

iii.  Any unauthorized, irregular or fruitless or wasteéxpenditure and
losses resulting from criminal or negligent conduet prevented,;

iv. The systems, processes and registers required lstastiate the
financial values of the municipality’'s assets araintained at
standards sufficient to satisfy the requirementhefAuditor-General.

v. Financial processes are established and maintanedsure that the
municipality’s financial resources are optimallyilimeéd through an
appropriate asset plan, budgeting, purchasing, tereance and
disposal decisions.

vi.  The managers and asset champions are approprateiyed on the
exercise of their powers and duties pertaining le financial
administration of assets;

vii.  The policy and supporting procedures or guideliaes established,
maintained and effectively communicated,
vii.  The Chief Financial Officer may delegate or otheeviassign

responsibility for performing the functions but $teé will remain
accountable for ensuring these activities are pagd.
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7.3 ASSET MANAGERS/DIRECTORS

1)

2)

3)

Vi.

Vii.

viii.

The manager referred to in Section 56 of the mpaicdystems act being
someone reporting directly to the Municipal Managerd has the
functional accountabilities for the physical managet of a particular set
of assets in order to achieve the municipalitiestsgic objectives relevant
to their directorate.
Directors shall be directly responsible for the sibgl safeguarding of any
fixed asset controlled or used by the directoratquestion. In exercising
this responsibility, directors shall adhere to #ipulations of this policy
as well as any other written directives issuedhgyrhunicipal manager to
the directorate in question, or generally to alediorates, in regard to the
control of or safeguarding of the municipality’sdd assets.
Asset managers should:
ensure that employees in their departments adletbet approved
Asset Management Policy;
ensure that all assets are procured in terms di@id Policy;
ensure that council are properly informed about any
contributed(donated) assets and that approval é@nmcil is obtained
timeously
ensure that the contributed asset is recorded eN&RC form and
communicated with the Asset Management Department.
ensure that employees with delegated authority feeesn nominated
to implement and maintain physical control overesssin their
departments. Although authority has been delegateshonsibility
remains with the respective Directors of the departs and overall
accountability with the Executive Directors of nedat directorates;
ensure that the termination of service asset eetitin form for staff,
is duly completed and submitted to the Human ResoManagement
Directorate;
ensure that assets are properly maintained in danoe with their
respective asset maintenance policy;
ensure that, where applicable, all their movabketsas reflected on
the Fixed Asset Register are barcoded to exeroiseat;
ensure that the Asset Control Department is ndtifi@ the AT form
within 10 working days of any changes in the statiusssets under the
department’s control;
ensure that moveable assets are purchased not traer 31 of
December to enable better control over the adjustimedget.
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Xi.

Xii.

Xiii.

Xiv.
XV.

XVi.

ensure that transfers between departments withiactdirates are
administered internally;

ensure that a complete asset verification of alkirtory and asset
items is performed annually;

ensure that all obsolete, damaged and unused ,ass@izsorted by
relevant asset and condemnation forms, are handed the Asset
Management Department without delay;

be responsible for maintaining and managing thei DIR;

ensure that all assets are safeguarded againgh&issand that they
are adequately insured; and

ensure that location changes are made timeouslylaradion/room

information are updated and reported on the relefcam to the Asset
Control Department regularly.

7.4 Asset Champions

1) Asset Champions are senior officials appointedHey Asset Manager in

the different Departments or Sections within thesefs Management
Directorate.

2) The Asset Champion must:

Vi.

Vii.

viii.

Assist the Asset Manager in performing his/her fioms and duties.
Ensure that moveable assets are purchased not ttear 31 of
December to enable better control over the adjustimedget.

Ensure that all new assets (purchased or donatedeeorded on the
NARC form.

Ensure that the NARC forms are completed in fultl &@nd with
copies of the relevant documentation to the assetral department
within 7 working days after receipt of the assets.

Ensures that all their movable assets, where agipé¢care barcoded.
Ensure that asset listings are verified and kept tapdate in
collaboration with the Finance Department.

Assist the Finance Department with the annual ieatibn of movable
assets by making sure that the assets, as perlstisg), are at the
correct locations, that these locations are adoesswhen the
verification of assets takes place and providesliaréport on any
missing assets to the Asset Manager.

Notify the Finance Department when he/she idestifdsolete and
redundant assets so that these assets can be naoteel Write-off
Store.
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ix. Report all changes affecting asset listing sheetshe Director:
Finance and the Finance Department: Asset ManageDieision
within 7 days of occurrence.

3) The following require the written recommendationtioé Asset Manager

and/or approval of the Municipal Manager on thespribed form:

i. The temporary or permanent transfer of all movassets between
departments.
ii.  The writing off or disposal of obsolete or redunidassets.

7.5 Finance Department: Asset M anagement Division

1) Is the asset registrar of the municipality and Iskasure that a complete,
accurate and up to date asset register is maidtdivee conforms to the
GRAP specifications.

2) Ensures that physical asset verification is peréatnannually by all
departments to verify the assets on the assetteegiEhe results of this
verification must be reported to the Municipal Mgaaand Council.

3) Will perform reconciliations between the asset s&gi and the General
Ledger on a monthly basis.

4) Ensures adequate bar codes and equipment to exeituds function
relating to asset control is available at all times

5) Will ensure that all audit queries are resolved timely manner.

6) Dispose of asset in accordance with the SCM policy

7) Handles the administrative functions with regaadthe transfers received.

7.6 Theresponsibility of the Budget and Treasury

1) Ensure that a clear description is provided witlche@roject and the
appropriate funding source is identified.

2) Release capital funds only after receiving writkeithority and a clear and
concise description of the item to be purchased.

3) Ensure that any changes in the capital budget, vatdards to funds
transferred or project description changes are canirated to the Asset
Management Division.
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7.7 The Human Resour ces M anagement Department.

1) The Human Resources Management Department shalireeribat no
monies are paid out to the staff on terminatiorthair service prior to
receiving the relevant asset resignation form sigo#f by the relevant
directorate- refer to Termination of Service AgSenfirmation form.

8) SAFEGUARDING OF ASSETS

1) Custody and Security

i.  All barcoded assets shall be tracked by physi@ation through the Fixed
Asset Register.

ii. A physical asset verification process shall beqrenéd every year and all
departments will be verified simultaneously.

ii.  The coordination of the process and verificatiothef assets will rest with
the Asset control department and all departmerdgsr@sponsible to see
that the assets under their control are availabiéng the verification
process.

2) Communication

i. Departments are responsible to report any stolelamrage property to the
Asset Management Department and the Insurance tdegar
ii.  All changes must be accurately recorded on the &g and reported to
the Asset Management Department within 10 workiagsd
iii. Any discrepancies between the Fixed Asset Reg@ter the physical
inventory must be reconciled and motivated by #evant departments.

3) Loss, theft, destruction or impairment of fixed assets

i.  Finance Department: Asset Management Division shiadlure that any
incident of loss, theft, destruction, or materiapairment of any fixed
asset controlled or used by the directorate intiquess promptly reported
in writing to the Director: Finance, to the interaaditor, and in cases of
suspected theft or malicious damage, also to theéhSAfrican Police
Service.

9) PROCEDURE WITH REGARD TO CONTRIBUTED ASSETS

1) Governance
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The authority to endorse and approve acceptanessuts contributed to

the Breede Valley Municipality vests with Councdl such assets have an
impact on future operational costs.

A report including the fair value/cost price of thentributed asset as well

as the financial implications of acceptance ofdbmtributed asset must be
submitted to Council, so that acceptance of thetass be confirmed.

2) Procedures

Once Council has approved the donation, the depatsmust:

Notify the Finance Department of any assets comteidh by submitting

the Council approved report including the cost/faialue of the

contributed asset so that the asset can be recartb@apitalized at the
appropriate value.

10) FINANCIAL MANAGEMENT

1) Pre-Acquisition Planning

Before a capital project is included in the draftmcipal budget for approval, the
Asset Manager must prove that they have considered:

Vi.

The projected acquisition and implementation cosr @ll the financial

years until the project is operational,

The future operational costs and revenue on thegancluding tax and
tariff implications;

The financial sustainability of the project oves gconomical life span
including revenue generation and subsidizationireqents;

The physical and financial stewardship of the a#seugh all stages in its
economical life span including acquisition, ins#ibn, maintenance,
operations, disposal and rehabilitation; and

The inclusion of the capital project in the InteagrhDevelopment Plans
and future budgets.

The Chief Financial Officer is accountable to eesthat the Asset
Managers receive all reasonable assistance, gudamd explanation to
enable them to achieve their planning requirements.

2) Approval to acquire Property, Plant and Equipment:

Page 13



Asset Management Policy & Procedure BVM

Funds can only be invested with a capital project i
i.  The funds have been appropriated in the capitaétd
ii. The project, including the total cost and fundingurges, has been
approved by the Council;
ii.  The Director: Finance confirms that funding is ¢adale for that specific
project;
iv.  The Supply Chain Management prescripts/procedusnge been adhered
to.
v. Any contract that will impose financial obligatiomsore than two years
beyond the budget year is appropriately disclosed.

3) Thefunding sources of Assets:

i.  Within the municipality’s ongoing financial, legilve or administrative
capacity, the Chief Financial Officer will establisand maintain the
funding strategies that optimize the municipalitgkility to achieve its
Strategic Objectives as stated in the Integratece@ement Plan.

ii. Four main sources of finance are utilized to aeg@roperty Plant and
Equipment for the municipality, namely:
a. The Accumulated Surplus/Deficit (Capital ReplacetiReserve)
b. The External Financing Fund (EFF).
c. Grants, Subsidies and Public Contributions.
d. Fair value

iii.  The sources of finance that may be utilized torfceassets are utilized in
accordance with the provisions of S19 of the Muydti Finance
Management Act.

4) Accumulated Surplug/Deficit (The Capital Replacement Reserve)

1) The Council must annually approve the basis andatieunts for which
contributions should be appropriated to the Accatad Surplus/Deficit in
conjunction with the availability of funds and thequirements of the capital
program for that financial year.

2) The funds in the Accumulated Surplus/Deficit areusmculated by:
i.  An annual contribution from revenue
ii.  The cash backed profit on the sale/disposal otsasse
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When an amount is advanced to a borrowing servicefitance the
acquisition of an asset, the money must be tramsfeio the Accumulated
Surplus created fer the purpose of acquiring a iBpeasset and the
accumulated funds in the Accumulated Surplus/Defiuist be reduced by
the amount of the advance.

The balance of the accumulated funds in the Accatadl Surplus/Deficit
will therefore represent the amount that is avéélab finance assets in future
periods. This balance must be cash backed atradkti

The balance in the Accumulated Surplus is transferto the income
statement over the estimated life of assets firdrine the Accumulated
Surplus/Deficit to offset the depreciation chargeliuded in the income
statement relating to fixed assets.

The External Financing Fund (EFF)

1) When loans are obtained from external sources, itigst be paid into the
EFF. The corresponding cash should be invested utilized for the
purpose of acquiring assets. When the external imanilized to finance
assets in a service entity it should be recordexhiteadvances” account in
the EFF.

2) Where a loan has a fixed period the installmentishbe calculated to
determine the cash that should be set aside iBRfe This is done so that
there will be sufficient money to repay the loanemtit matures as well as
any interest charges as they occur.

3) When the loan is an annuity loan, the cash requode paid into the EFF
should be based on the actual loan repayments. thea@oney has been
received by the EFF, the cash would be used to/riygaloan.

4) When the EFF is consolidated with the various sesji the “advances
made” account in the EFF will contra with the “adewas received’

account in the various service entities.

L oan finance option
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1) A municipality should ensure that a loan satisfilee requirements of

legislation on incurring debt. In particular, mupilities should ensure
that long-term debt is:

Incurred only for the purposes of capital expenditior the purpose of
achieving the objectives stated in section 152 hef Constitution
(MFMA S46);

incurred in line with its capital budget (MFMA Safd S46(2));

Is incurred only after the anticipated debt repaynsehedule has been
submitted to council (MFMA S46(3)(b)(i));

Included in the liabilities register and

Satisfies the other requirements of sections 19,ad6 63 of the
MFMA, the MSA and the Constitution.

7) Grants, Subsidies and Public Contributions (Capital Receipts)

1) Unutilized conditional grants are reflected on tBalance Sheet as a

Creditor called Creditor (Unspent and Receipts)eylrepresent unspent
government grants, subsidies and contributions ftbm public. This
creditor always has to be backed by cash.

2) The following provisions are set for the creatiord autilization of this

creditor:

The cash which backs up the creditor is investei itirs utilized.
Interest earned on the investment is treated inrdance with grant
conditions. If it is payable to the funder it iscoeded as part of the
creditor. If it is the council’s interest it is m@gnized as interest earned
in the income statement.

Whenever an asset is purchased out of the unutitpaditional grant
an amount equal to the cost price of the assehpsed is transferred
from the Unutilized Capital Receipts into the ineorstatement as
revenue. Thereafter an equal amount is transfemetie statement of
changes in equity to a reserve called an Accumill&teplus/Deficit
(Future Depreciation Reserve). This reserve is lefguthe remaining
depreciable value (book value) of assets purchased of the
Unutilized Capital Receipts. The Future DeprecratReserve is used
to offset depreciation charged on assets purchasgd of the
Unutilized Capital Receipts to avoid double taxatdd the consumers.
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iv. If a profit is made on the sale of assets previogsirchased out of

Unutilized Capital Receipts the profit on theseetssold is reflected
in the notes to the income statement and is theatdd in accordance
with Council policy.

v. The acquisition of assets will not be funded ovgedod longer than

the useful life of that asset.

11) ACCOUNTING FOR ASSETS

1. Capitalization of Assets

Vi.

Vii.

Breede Valley Municipality does not capitalize asset based on a
capitalization cost threshold, but recognizes asetasvhen it complies
with the definition of an asset as stipulated inABRL7 and the cost of the
asset to the municipality can be measured reliably.

Where an asset is acquired at no cost, or for anaroost, its cost is its
fair value as at the date of acquisition (GRAP 2Y..2

Assets will only be capitalized in the asset registn completion or
finalization of the project.

Projects to be completed over more than one fiduyeiar will be initially
disclosed in the asset register and financial stames as “Work in
Progress” thereafter only on completion the assktbe capitalized and
depreciated.

Assets will be recorded in the asset register nantisly on completion
thereof and bar-coded with an aluminium label whappropriate for
identification.

Only expenses incurred in the enhancement of d faeset (in the form of
improved or increased services or benefits flowfirogm the use of such
asset) or in the material extension of the usefdrating life of a fixed
asset shall be capitalized (GRAP 17.19-.20).

Parts of some items of property, plant and equigmeay require
replacement at regular intervals. For examplead roay need resurfacing
every few years, a furnace may require reliningradtspecified number of
hours use, or aircraft interiors such as seats gaittys may require
replacement several times during the life of therane. Items of
property, plant and equipment may also be requiednake a less
frequently recurring replacement, such as replathiegnterior walls of a
building, or to make a non-recurring replacememtdés the recognition
principle in an entity recognizes in the carryingiaunt of an item
property, plant and equipment the cost replacinggfasuch an item when
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that cost is incurred if the recognition criteriee anet. The carrying
amount of those parts that are replaced is deréedjim accordance with
the de-recognition provision of this Standard (GRIARL9).

A condition of continuing to operate an item of pedy, plant and
equipment (for example, an aircraft) may be perfogmwegular major
inspections for faults regardless of whether pafthe item are replaced.
When each major inspection is performed, its cestecognized in the
carrying amount of the item of property, plant aequipment as a
replacement if the recognition criteria are satdfi Any remaining
carrying amount of the cost of the previous insjpec{as distinct from
physical parts) is derecognized. This occurs régasdof whether the cost
of the previous inspection was identified in thengaction in which the
item was acquired or constructed. If necessary,estamated cost of a
future similar inspection may be used as an inginabf what the cost of
the existing inspection component was when the wess acquired or
constructed (GRAP 17.20)

Computer software will be capitalized and clasdifis intangible assets.
When assets are capitalized a distinction shouldhdde on whether the
new asset is purchased to replace an existing assgtether it is a total
new asset that is purchased.

2. MAINTENANCE

Maintenance Strategy

a) Each department must develop a maintenance stratagwill ensure
that the assets of Breede Valley Municipality asgntained at an
adequate operational level or standard by enstinaiggall statutory,
technical and operational objectives are achieVhi strategy must
ensure that tangible assets under the custodyanritbtof the
relevant directors are properly maintained andiregaso that their
possible maximum useful lives are realised.

Departments Responsibilities to ensure

a) That all tangible assets under their control arentamed in a good
working condition. The departments must take adexcare that
the working environments for the various assetappgopriate
and suitable for such types of tangible assets.

b) That their assets are not misused or used for paksse or
benefit.

c) That repair and maintenance costs incurred iswedeand
properly controlled.
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d) The development of a maintenance program accotditfugir
operating budget resources. The program must peavisthedule
of the repairs and maintenance to be done. Thegmogust also
consist of planned and unplanned repairs and nente to be
performed.

The following matrix will assist in distinguishing capital expenditure from
maintenance expenditure:

CAPITAL EXPENDITURE MAINTENANCE
* Acquiring a new asset » Restoring an asset so that it can
continue to be used for its intended
purpose
» Replacing an existing asset » Maintaining an asset so that it can bg

used for the period for which it was
initially intended.

* Enhancing an existing asset so
that its use is expanded

» Further developing an existing
asset so that its original useful
life is extended

3. ASSETSHELD UNDER LEASES

4.

Finance leases - are leases, which in effect transfer all risks eswlards
associated with the ownership of an asset fromlékgor to the lessee.
Assets held under finance leases are capitalizethéynunicipality and
reflected as such in the fixed asset register.illt e capitalized at its
leased value at commencement of the lease, whitlbevthe price stated
in the lease agreement. The asset is then demeomsker its expected
useful life.

Oper ating leases are those leases which do not fall within the scafjpée
above definition. Operating lease rentals are esgeas they become due.
Assets held under operating leases are not acabudatein the asset
registers of the municipality.

INVESTMENT PROPERTY
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An item shall be recognised as investment propdrtit meets the
definition.
Investment property is recorded at cost.
Disclosable value measured at recognition:
a) Initially at acquisition cost plus transaction ¢gast nominal
value.
b) Where acquired at no cost or nominal value, falue/at
acquisition is deemed to be cost for disclosure.
c) If held under a lease and classified as InvestrRemperty,
is the lower of fair value and the present valuetlo#
minimum lease payments.

Cost value is determined according to the requiremef the GRAP
standard on Investment Property.
Assets classified as Investment Property shall ésdefined once such
assets usage changes.

FAIR VALUE
Investment assets shall not be depreciated, biltghannually valued on
balance sheet date to determine their fair (mankat)e. Investment assets
shall be recorded in the Statement of FinanciafdP@ance at such fair
value.

DEPRECIATION

Depreciation will be done in accordance with theABPRrame work

The depreciable amount of an item of property, ptarequipment should
be allocated on a systematic basis over its usiedul

Breede Valley Municipality’s depreciation methodIve the straight-line

method for all assets of the Council unless othegvéigreed to in writing
by the Director: Finance.

Depreciation shall be calculated from the day iRedf asset is available
for use (commissioning date) (GRAP 17.65).

If the cost of land includes the cost of site disttement, removal and
restoration, the portion of the land asset is dBated over the period of
benefits or service potential obtained by incurrthgse costs. In some
cases, the land itself may have a limited usefal iin which case it is

depreciated in a manner that reflects the benefiservice potential to be
derived from it (GRAP 17.69).
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7. REVIEW OF RESIDUAL VALUE AND USEFUL LIFES

Vi.

Vii.

8.

The residual value and useful life of an asset lshbe reviewed at least at
each reporting date (GRAP 17.61).

If the review indicates that a change has takewepknd expectations
differ from previous estimates, the changes shbeldiccounted for as a
change in the accounting estimate in accordanck thi Standard of
GRAP on Accounting Policies, Changes in AccountiEgtimates and
Errors.

The remaining useful life of capital assets shdwddreviewed annually
and, if expectations are significantly differerarfr previous estimates, the
depreciation charge for the current and futureqoisrshould be adjusted.
This review should be done by the asset manageonjunction with the
impairment review.

The review of useful life is a check to see if thés any evidence to
suggest that expected life should be changed.

The Table of Useful Lives is provided in the MFMAdal Government
Capital Asset Management Guideline (Refer to Annexd). These
should be used as a guide to the minimum usefes lonly because actual
asset lives experienced greatly exceed those reeoihiives.

The residual value of an asset may increase tonssumt equal to or
greater than the asset’s carrying amount. If itsdtiee asset’s depreciation
charge is zero unless and until its residual valllessequently decreases to
an amount below the asset’s carrying amount (GRAB4).

IMPAIRMENT OF ASSETS

The accounting treatment relating to impairmentséssis outlined as

follows in GRAP 17:

a) The carrying amount (Book value) of an item or augr of identical
items of property, plant and equipment should beiereed
periodically in order to assess whether or notréeverable amount
has declined below the carrying amaunt

b) Recoverable amount is the higher of a cash — gengrasset’s net
selling price and its value in use.

c) When such a decline has occurred, the carrying amsioould be
reduced to the recoverable amount. The amount ef réaduction
should be recognized as an expense immediately.

d) The recoverable amount of individual assets, owugsoof identical
assets, is determined separately and the carrymuuiat reduced to
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recoverable amount on an individual asset, or gafugentical assets,
basis.

e) However, there may be circumstances when it maypagtossible to
assess the recoverable amount of an asset onasiis, fior example
when all of the plant and equipment in a seweragédigation work is
used for the same purpose. In such circumstarfeesatrying amount
of each of the related assets is reduced in prigpotd the overall
decline in recoverable amount of the smallest grappf assets for
which it is possible to make an assessment of exede amount.

i. The following may be indicators that an item of PREs become
impaired:

a) The asset has been damaged.

b) The asset has become technologically obsolete.

c) The asset remains idle for a considerable peritteeprior to it
being put into use or during its useful life.

d) Land is purchased at market value and is to bezeudil for
subsidized housing developments, where the subsidgss than
the purchase price.

9. Procedureto identify, budget and account for impair ment losses:

i.  The following needs to be done to ensure that impet losses that are
identified by the above indicators are budgetedifaoing the operating
budget cycle and are accounted for in the nexhfiizd year. The
following steps will have to be performed during thperating budget
cycle:

ii.  Finance Directorate - Asset Control section slszlié a memo to all
directorates requesting them to identify assets tha

a) Are in a state of damage at the start of the operat
budget cycle;

b) Are technologically obsolete at the start of theraging
budget cycle;

c) This can be facilitated if directorates requiret tfr@nance
DirectorateAsset Control - section to supply theiti\a
Fixed Asset Register printout pertaining to magseds
showing the remaining useful lives of assets. The

Page 22



Asset Management Policy & Procedure BVM

directorates can then assess and indicate cases thiee

assessed remaining useful life is shorter than the

remaining useful life on the printout.

d) Have remained idle for a considerable period eipiigr
to them being put into uses at the start of theaipe
budget cycle or during their useful life;

e) Are subject to impairment losses because the seksial
be received in exchange for assets are less tkan th
carrying amounts.

1) An example of this is Land that is purchased atketar
value and is to be utilized for subsidized housing
developments;

The recoverable amounts of these assets needcaldwgated by
calculating the Net selling Price per asset anddfabove.

The impairment loss per asset needs to be calduatéhe difference
between the Net selling price and the book valuhefasset.

The impairment loss needs to be budgeted for.

10. Thefollowing stepswill have to be performed regularly during the year

to account for impair ment losses:

Directorates will identify and inform Finance Diterate - Asset Control
section of assets that:

a. Arein a state of damage at year-end,

b. Are technologically obsolete at year-end. This loariacilitated if

directorates require Finance Directorate - Asseitkdbsection to supply
them with a Fixed Asset Register printout pertagrtim major assets
showing the remaining useful lives of assets. Tirectbrates can then
assess and indicate cases where the assessedingroagful life is
shorter than the remaining useful life on the ot

Have remained idle for a considerable period eighir to them being
put into uses at year-end or during their usefal li

. Are subject to impairment losses because the sebdiol be received in

exchange for assets are less than the carryingrasmain example of
this is Land that is purchased at market valueisital be utilized for
subsidized housing developments.The recoverableainof these
assets need to be calculated by calculating thes®liatg Price per asset
as defined above.

. The impairment loss per asset needs to be calduatéhe difference

between the Net selling price and the book valubefasset.
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f.  The impairment loss needs to be accounted for étifying the relevant
funding source.

11. Disclosure requirements relating to impairment losses:

i.  All material impairment losses need to be disclogethe notes to the
income statement as a separately disclosed iteray Hne normally
disclosed as part of the note on the amounts tretincluded in the
calculation of the Net Surplus or Deficit for theay.

12. DISPOSAL AND RETIREMENTS
i. Governance

Section 14 and 90 of the MFMA governs the dispadadssets. This section
provides inter alia:

a) The council may not dispose of assets that arezedil to provide
minimum level of basic municipal services.

b) Assets other than those utilized to provide minimawe! of basic service
may be disposed of subject to Council approval.

c) An item of property, plant or equipment should ienmated from the
Statement of Financial Position, on disposal or rwhbe asset is
permanently withdraw from use and no future ecowoiménefits or
potential service delivery is expected from itgpdisal, in accordance with
GRAP 100.

d) Gains or losses arising from the retirement or aBap of an item of
property, plant or equipment should be determinedttee difference
between the actual or estimated net disposal pdscead the carrying
amount of the asset, and should be recognizedrasue or expense in the
Statement of Financial Performance.

ii. Procedures

a. Any items declared obsolete or damaged will be &drid to the
Finance department - Asset Control section forkesfping.

b. No items will be received by the finance departmehsset
Control section without a completed AT form andaeted
condemnation forms, counter signed by Finance Dirate -
Asset Control section, describing the status ofitem and the
reason for writing-off the item.
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c. Departments must ensure that assets are disposedieins of
the SCM policy.

d. It is the responsibility of each directorate to umesthat all such
assets to be disposed of are delivered to andvesteat the
Finance Directorate - Asset Control section.

e. Approval for the disposal of assets is considesethb Municipal
Manager only after a recommendation has been auatdiom the
following persons:

1. Vehicles and Plant - The Fleet Manager and apgkcab
Directorate;

2. Computers - Information Technology Manager;

3. Other Items - Directors (Asset Managers) within
the different directorates.

f. After the approval of the Municipal Manager hasrbebtained,
any vehicle written off must be deregistered imragaly.

g. All asset items lost, stolen or damaged must berte@ to the
Finance Directorate — Insurance section as wellFamnce
Directorate - Asset Control section by completing AT form.

h. All asset items lost or stolen also need to benteddo the SAPS
by the relevant department.

i. An item of property, plant and equipment shouldelieninated
from the balance sheet on disposal or when thet asse
permanently withdrawn from use and no future ecdodranefits
or potential service delivery is expected from witeis disposed
of.

j. Gains and losses arising from the retirement gradial of an item
of property, plant and equipment should be detezthias the
difference between the actual or estimated netodapproceeds
and the carrying amount of the asset, and shoulédmgnized as
revenue or expense in the income statement.

k. The accounting treatment relating to the profitass on the sale
of property, plant & equipment is outlined in GRAFR. The
following is a summary of the relevant aspects:
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I. Profits and losses, which are disclosed in totath@ financial
statements, are calculated by use of the folloviengiula: -

Sales value, trade-in value or proceeds receivad fr

Proceeds insurance if the asset was damaged or stolen.

Cost, or if valued, revaluation amount, less acdated
Less: Carrying depreciation up to the date of sale or when asseho
value longer be used for its intended purpose.

EqualsPROFITor | If proceeds greater than carrying value, or

Equals LOSS If proceeds less than carrying value.

12) INTERNAL CONTROL OVER ASSETS

i. Establishment and Management of the Financial Asset Register:

a. The Chief Financial Officer will establish and miaiim the Asset
Register containing key financial data on each it#gnfProperty,
Plant or Equipment that satisfies the criterion flecognition as
per the accounting standards.

b. Each Asset Manager is responsible to ensure thfficisat
controls exist to substantiate the quantity, valleeation and
condition of all assets in the asset register.

c. Each Asset Manager must appoint an Asset Champicgach
Department/Section which will be responsible toueeshat the
asset listings are verified and kept up to dateoitaboration with
the Director: Finance.

ii. Contentsof the Fixed Asset Register

a. The fixed asset register shall be maintained in thenat
determined by the Director: Finance, which formtlscomply
with the requirements of generally recognized antiog practice
(GRAP) and any other accounting requirements whigy be
prescribe Directors under whose control any fixeseafalls shall
promptly provide Director: Finance in writing withany
information required to compile the fixed assetargye which
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may occur in respect of such information.Contenfs the
Financial Asset Register:

iii. Thedetailsincluded in the Asset Register will include:
The depreciation methods used
The useful live

Depreciation charge
The carrying amount
The accumulated depreciation
Additions, disposals and transfers
Date of acquisition
Date of disposal (if relevant)
Increase or the decrease resulting from re-valogtfif relevant)
Source of Finance
Asset Description
Location
. The responsible Asset Manager and Asset Champion
Historical cost of the asset
Asset classification
Asset ID
Condition of asset
Residual value

TQTOoOS3IT AT I@QT000 TR

iv.  Internal Controlsover the Financial Asset Registers

a. Controls around their asset register should bdcserfit to provide an
accurate, reliable and up to date account of agselsr their control to
the standards specified by the Chief Financiald@ffiand required by
the Auditor-General.

b. Controls around the asset registers should becgrifi to provide
Directors with an accurate, reliable and up to dateount of assets
under their control to the standards specifiedhgy Director: Finance
and required by relevant legislation.

c. These controls will include the physical managenaamt recording of
al acquisition, assignments, transfers, lossesd@apbsals of assigned
assets as well as regular asset counts and syatetits to confirm the
adequacy of controls.

v. ldentification of fixed assets:
a. The Municipal Manager shall ensure that the muaiiip maintains a
fixed asset identification system which shall beeraped in
conjunction with its computerized fixed asset ragis
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vi. Transfers, Reallocation or Reassgnment of Property, Plant or
Equipment

a. An Asset Manager retains management accountahitity control for a
particular asset until another Asset Manager intingi does accept
responsibility for that asset, and the Chief FinalnOfficer endorses the
transfer.

b. The Asset Manager must advise the Chief Financific€ on the
prescribed form whenever an asset is permanentlyteorporarily
reallocated or reassigned from one location toterot

c. The form must be completed and signed by both ¢helex and receiver
according to the Council’s Delegation of Authority.

d. The Director: Finance will appropriately amend th&set Register with
all approved transfers.

e. Assets must solely and exclusively be used for phepose of the
Council’s business.

vii.  Verification of fixed assets

a. Finance Department: Asset Management Division shalleast once
during every financial year undertake a compretvenserification of all
fixed assets controlled or used by the directacateerned.

b. Finance Department: Asset Management Division giralnptly and fully
report in writing to the Director: Finance in tharmhat determined by the
Director: Finance, all relevant results of suchefixasset verification,
provided that each such asset verification shall umglertaken and
completed as closely as possible to the end of fsaahcial year, and that
the resultant report shall be submitted to the @e Finance not later
than 30 June of the year in question.

viii.  Asset listings

a. The Chief Financial Officer must submit within smonths after each
financial year, asset listings of capitalised astehll Asset Managers.

b. At all times these asset listings should indicdte assets in particular
location and should be easily accessible.

c. When employees get appointed or resign from angifspepost the
relevant asset listings must be verified and adnghg endorsed by the
Asset Champion for the specific workplace.

d. All changes on asset listing sheets must be repartewriting to the
Director: Finance within 7 days of when change tplace.

13) FINANCIAL DISCLOSURE

Assets must be disclosed in respect of each cléspraperty, plant and
equipment, in accordance with Generally Recognfaszbunting Practice.
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14) CLASSIFICATION OF ASSETS

Any asset recognized as an asset under this pwiltpe classified according to
categories as per the Fixed Asset Register. Aldirssets should be classified
under the following headings in the Asset Register:

Se~oooo

Property, plant and equipment:

Developed and Undeveloped Land (not held as inverstiassets)
Buildings

Infrastructure assets (assets which are part efvaank of similar assets)
Furniture and fittings

Computer Equipment

Transport Assets

Plant and equipment

Heritage assets (culturally significant resources)

I nvestment property
Investment assets (resources held for capital eradipnal gain)

Intangibles
Computer Software

15) ANNUAL REVIEW ON THE POLICY

This policy will be reviewed and updated annualtywhenever legislative or
accounting standards amendments significantly dharge requirements
pertaining to asset management in general and dhenatration of property,
plant and equipment at a sooner event.

16) GENERAL

This policy does not overrule the requirement tply with other policies like
supply chain management, tendering or budget gslicThe Chief Financial
Officer will provide guidance or recommend an anmeadt to this policy to
comply with the essence and understanding of thiéci@s, regulations or
legislation being conflicted.
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17) COMMENCEMENT

This policy shall come into force on a date to beedmined by the Council of the

Municipality.
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