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EXECUTIVE SUMMARY
Project Overview

 This section provides an executive summary of the theoretical phase leading to the compilation of a draft chart of accounts based on the process outline below; this process has directly informed the drafting of the SCOA Regulation. Furthermore, the document devotes a section to each segment including a discussion on the preliminary observations from the initial research, design principles defined for the development of the segments and defined detail accounts for consultation with defined stakeholder groups.  The detail project summary documents must be considered a working document and will be updated as the project evolves.
We conclude the document by providing a project roadmap for the remainder of the project scope, including timeframes with key milestones.

Background to the Project Initiative

National and Provincial

In 1999, the National Treasury embarked on a budget reform programme for National and Provincial Departments with the objective of improving accountability and modernise the accounts of government by aligning reporting with international leading practioners.  The ultimate aim of this reform process was to provide better quality information to legislatures to assist in the policy-making process as a vital input into expanding service delivery, and to reinforce parliament’s oversight role.

An important component of the budget reform programme was initiated in 1998 when National Treasury started a process of reclassifying the existing expenditure items of national and provincial government in line with the requirements of the Government Finance Statistics (GFS) developed by the International Monetary Fund (IMF).  This was to ensure compliance with the requirements of the Special Data Dissemination Standard (SDDS), a minimum reporting standard set by the IMF to which South Africa is a signatory.

 During this process many inconsistencies in the application of existing classification standards were identified.  This was mainly due to the classification rules being inconsistently applied and limited control over their application.  Furthermore, departments were allowed to create their own accounting codes on the systems, leading to a vast number of codes and hundreds of duplications.

While the project was initiated to develop a new budget format, it soon became clear that the new reporting format would only be effective with an appropriately amended Chart of Accounts (CoA).  This was necessary because while the budget formats outline the broad categories of planned expenditure, the chart of accounts is used to capture the detailed spending items when the budget gets implemented. Thus any change to the budget format must be supported by a corresponding change to the chart.  The scope of the project was therefore expanded to include the development and implementation of a new standard chart of accounts.

Since 2004, the Economic Reporting Framework (ERF) and SCOA are fully operational and used by all national and provincial departments.  Overall, the implementation process has proceeded smoothly without any major hurdles or impediments.  The successful implementation of SCOA contributed to positive public perception, locally and internationally, and strengthened public sector accountability and reporting.

Local Government

National Treasury expressed concern on the data challenges experienced with municipal financial data, to the Minister of Finance in a memo dated 16 October 2008: “Release of Municipal Budget Information for the 2008 Medium Term Revenue and Expenditure Framework (MTREF) on the National Treasury’s Website”.

 Although the National Treasury has made significant progress in so far as the collection of municipal financial data is concerned, there still exists enormous challenges before national government will be in position to claim that the quality of municipal information is reliable, credible and relevant.

 These challenges can be summarised at a high level as follows:

· Firstly, at a municipal level, National Treasury does not have access to the operating and financial systems on the same basis as National Treasury officials have access to the BAS system at a national and provincial level.  As a result National Treasury is unable to technically verify municipal information as it relates to credibility, reliability and accuracy; consequently National Treasury has instituted forced signoff by both the municipal accounting officer and chief financial officer prior to any publication.  The one public service debate could provide National Treasury with a unique opportunity to migrate smaller municipalities to BAS or a suitable uniform system;

· Secondly, National Treasury currently does not have the equivalent of the SCOA for local government; consequently the classification of municipal information at a transaction level across 278 municipalities is not necessarily consistent.  This challenge will be partly addressed as the accounting standards and reforms unfold and once the National Treasury is in a position to prescribe a SCOA for local government;

· Thirdly, multi-year budgeting at a municipal level is still a relatively new concept.  The ability to plan and articulate communities’ needs and policy intent into plans and budgets are particularly weak.  Most municipal budgets still focus on the first year of the MTREF period instead of a multi-year horizon;

· Fifthly, the inability to consistently use information for decision-making purposes is one of the prevalent challenges.  Owing to the complexity, this objective will take time to perfectly implement and master by all 278 municipalities; and

· Finally, but most importantly, the actual budget documents produced by municipalities need to correspond to the electronic version posted on a municipality’s website.  The numbers contained in these documents should further correspond and balance with the information submitted as part of the standard budget return forms to local government database.  In some cases three different sets of numbers are received and this obviously has an impact on the ability of the National Treasury streamline accurate and credible publications.

Substantial and continuous organisational structural changes in municipalities ‘compromise the comparison of performance over time.

National Treasury ultimately has the responsibility for compiling national whole-of-government accounts, including consolidated local government information for national policy and other purposes.  This information is obtained from all municipalities, each of which operates according to their own organisational structure.  It is necessary for National Treasury to specify a national standard for the collection of local government budget and financial information.  In some instances this will require the specification of information required for national policy coordination and national reporting; although important for national policy formulation and coordination this might not be essential for local policy setting and MTREF approval.  Municipalities need to appreciate the benefit of whole of government data collection as it informs national reporting, benchmarking and fosters an improved understanding of the contribution of the local government sphere. This will be one of the key benefits of getting municipalities to budget and report according to the GFS categories, since these categories transcend any organisational structural changes in a rapidly transforming local government environment.

The “Municipal Budget and Reporting Regulations” were published by the Minister of Finance with the concurrence of the Minister of Provincial and Local Government in terms of section 168 of the MFMA, 2003 (Act No. 56 of 2003) in Government Gazette 32141 dated 17 April 2009 and took effect on 1 July 2009.  The main objective of the Municipal Budget and Reporting Regulations is to formalise norms and standards which when applied will improve the credibility, sustainability, transparency, accuracy and reliability of municipal budgets.

The budget formats prescribed in the Municipal Budget and Reporting Regulations go a long way in identifying the categories of municipal information required in developing their budgets. The next step is to ensure that the detailed information captured in the implementation of the budget is properly and credibly aligned.  Although Local Government has its own peculiarities the success achieved at National and Provincial level from implementing the SCOA could be equally beneficial for Local Government in improving data quality, achieving a greater level of standardisation and uniform data sets, and is critical for ‘whole-of-government’ reporting.

Legislative Mandate

The Constitution of the Republic of South Africa, Act 108 of 1996, substituted by section 1(1) of Act 5 of 2005, of which section 216 deals with treasury control and determines that national legislation must establish a national treasury and prescribe measures to ensure both transparency and expenditure control in each sphere of government, by introducing generally recognised accounting practioners, uniform expenditure classifications and uniform treasury norms and standards.

Section 168(1) of the MFMA 2003 determines that the Minister, acting with the concurrence of the Cabinet member responsible for local government, may make regulations or guidelines applicable to municipalities and municipal entities, regarding any matter that may be prescribed in terms of the Act.  In this context “the Minister” means the Cabinet minister responsible for finance.

Overall Objective

The primary objective is to achieve an acceptable level of uniformity and quality from the collection of Local Government (Municipality and Municipal Entities) data.  This will require a classification framework specific to Local Government.  

Specific Objective(s)

 To achieve this main objective will require a classification framework specific to Local Government incorporating all transaction types, appropriation of funds, spending on service delivery, capital and operating spending, policy outcomes and legislative reporting requirements to the maximum extent possible.

The development of this framework must give recognition to:

· international standards, guidance and best practioners;

· labels and accounts defined to have readily available the information needed for local government budgeting (annual budgets, adjustment budgets and SDBIP) and reporting (monthly, mid-year performance assessment and annual financial statements);

· general alignment of financial reporting formats and the annual financial statements to key budget format reforms;

· alignment of budget and reporting formats with the Standards of GRAP and principles within the provisions of the transitional arrangements applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and budgeting environment;

· consistent use of terminology across all municipalities by defining all accounts and labels in simple terms to support appropriate classification of transactions throughout all municipalities;

· standardisation across local government by clearly outlining the information requirements which will enable municipalities and their information system suppliers to develop software and report writing formats that are automated and complaint to reporting requirements governing Local Government;

· reporting on the “whole-of-local government”, and thus contribute to “whole-of-government” monitoring and evaluation;

· finding a solution for the separation of the general government sector, which “consists of entities that fulfil the functions of government as their primary activity” and business activities that sell services at market prices within a local government environment, especially where the management of these functions tend to be closely interrelated with general government activities;

· minimising the cost of compliance and information gathering; and

· the classification framework must be kept simple and avoid unnecessary complexities to the maximum extent possible; this while ensuring the reform intent is maintained.

The SCOA will be applicable to all Municipalities, Municipal Entities and “Utilities” clearly indicating their applicability and relevance to a specific environment to assist customisation.   

 The improved quality of data will enhance the budget, financial reporting and other decision-making processes impacting on local government.  The classification framework will be formalised by issuing a SCOA Regulation in terms of the Municipal Financial Management Act.

Challenges and Risks

 Excluded from the scope of this project is system development and implementation at a user level.  The Special Project:  Financial Systems and Business Processes specifically focus on the implementation of SCOA through a system solution.  Representatives from the various categories of municipalities will be engaged at specific points in the project life cycle.  Prior to implementation the framework will be piloted at one or more selected municipalities.  Workshops will be held to share information with users to bring across a proper understanding of the framework.

Implementing the SCOA might require “system re-implementation” for some users for which conversion might not be easy and become costly.  The best possible conversion solutions will be explored by National Treasury in consultation with the system vendors.  Systems currently in use by some municipalities might not be able to accommodate for SCOA segments nor will it be cost effective to upgrade and reconfigure.
It is recognised that the implementation of a SCOA in municipalities may be subject to resource and other constraints such as system, timing, capacity and skills.  The following could be mitigating factors requiring further consideration:
· The length of characters of the recommended standard chart may be beyond the technical capabilities of existing municipal data systems, for example, the standard chart may require a 15 character alpha or numeric code, whereas an existing system might be limited to a lesser number of characters.
· The envisage multi-dimensional chart consisting of various segments might not be easy to accommodate by the systems presently utilised by the municipality.

· The timing of SCOA implementation will be critical.  Whilst a simultaneous change to all systems at the beginning of a financial year may be advocated by many, from a financial reporting and control perspective, the municipal budget cycle will commence many months before the start of the financial year and, depending on the municipality, may require systematic support to its development.

Therefore, because of these constraints, it is intended to provide a standard guidance framework to alleviate the wasteful burden of all municipalities having to discover these issues and challenges individually resulting in a duplication of efforts.
Critical to the feasibility of the project is aligning the classification, terminology and principles between the SCOA for Departments, Annual Financial Statement Template and Budget Reform Tables (Documents and Supporting Documents)

The “entity” classification used frequently in the SCOA for Departments might not be information currently retained in the financial systems of the Municipality.

Standardisation of the “Property, Plant and Equipment” detail specific to the Item Segment might be extremely costly and an extent of flexibility may need to be provided over a transitional period.

The development is based on the GRAP Reporting Framework as determined by Directive 5 (issued March 2009) read with the supplement to directive 5 determining the GRAP reporting framework for reporting periods ending 31 March or 30 June 2012.

The reporting framework comprises the Standards of GRAP, Interpretations of the Standards of GRAP, guidelines and directives issued by the Accounting Standards Board (ASB) and standards and pronouncements of other standard setters that should be applied when entities prepare and present their financial statements in accordance with Standards of GRAP, referred to as the GRAP Reporting Framework in Directive 5 issued by the ASB.
The extent to which transitional arrangements and non-compliance related requirements will need to be provided for will be determined during the workshops to be held with interested parties during the duration of the project development phase.  

Excluded from the scope of the SCOA for Municipalities’ project is “non-financial information” such as that required for reporting on performance information?  The SCOA therefore only deals with “financial information”.

Aligning the SCOA for Municipalities to the SCOA for Departments

The Memorandum to the Minister/Director-General indicated that “as far as possible the SCOA for Municipalities will be aligned to the SCOA for Departments”.  The first column depicts the segments proposed following the initial research and the second column the segments used in the SCOA for Departments.

The proposal for Municipalities includes all segments except the Asset Segment as used in the SCOA for Departments.  The purpose of the Asset Segment is to identify asset classes and provide details of the economic classification.  Conceptually the Asset Segment should not be necessary for Municipalities, as the capitalisation principles for recognising Property, Plant and Equipment should be well vested in the accounts set-up and supporting systems presently utilised by Municipalities.  
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Process followed and Scope of Research Conducted to date

The initial research on the project commenced in October 2009 marked by three continuous and integrated phases of development.  These stages in the development process are described as distinct phases although in practioners not necessary strictly according to the outlines as some activities started earlier than explained in the phases.  
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Extensive stakeholder consultation was undertaken during the development process, as required in the MFMA.  Furthermore, financial practioners will be supported by the National Treasury’s SCOA Committee post implementation.  Stakeholder groups represents “stakeholders” with presumed similar interests in the SCOA.  Preliminary indications are that the stakeholder groups would include those tabulated below.

Phase I

 During Phase 1 initial research were conducted by collecting information from municipalities, national treasury legislation, regulation, circulars and guidance to formulate the legislative framework and extract compliance criteria for guiding the SCOA development.  Updating the legislative framework is an ongoing activity due to new guidance provided throughout the development period.  As indicated in the overview hereunder this framework will be updated and checked for compliance prior to concluding on Phase 3.

 The departure point for defining a classification framework for municipalities was the SCOA for Departments.  The Economic Reporting Format defined specifically for Departments set the principles for moving towards the whole of government budget and annual financial statement reporting in the future.  Critical to this consideration is that the SCOA for Departments are based on the cash basis of accounting whilst the municipalities need to be based on accrual accounting principles and in compliance with the GRAP Reporting Framework.
 Specific attention has been given to the accounts required to bridge the differences between the cash basis of accounting and accrual basis of accounting in compliance with the GRAP Reporting Framework.  To the maximum extent possible, the high level classification defined by the Economic Reporting Framework had been retained for consolidation purposes.  

Given the impact of providing for the high level classification identified by the Economic Reporting Framework the impact of this move had to be reflected in the annual financial statements, reporting tables and the budget reporting formats.  

Arbitrary selections of five municipalities were made and consulted in obtaining their consent for participating in the research project and nominating practioners to participate in consultations, workgroups and sharing of information; being:  

· Steve Tshwete;
· Knysna;
· City of Cape Town;
· Polokwane; and 
· eThekwini.
The selected municipalities provided their chart of accounts information to assist in the developing Version 1 of SCOA.  

 Account descriptions and definitions were only available from one of the above Municipalities being the City of Cape Town.
The research conducted in this Phase predominantly resulted in concluding on the segments collectively being the SCOA for municipalities and the overall design principles for consideration throughout the detail development of SCOA.
Phase II

Phase 2 commenced with meeting all external stakeholders.  The table below provides a summary of all engagements with brief comments on the activity.

	Stakeholder Group
	Date
	Description and Remarks

	A. Provincial Treasuries:
· Eastern Cape
· Free State
· Gauteng
· Kwazulu-Natal
· Mpumalanga
· North West
· Northern Cape
· Limpopo
	26 Jan’ 2011

7 Mar’ 2011
	The MFMA Coordinators and Head of Departments are responsible for the coordination and communication with the municipalities in the province.
· Information session held followed by a workshop on the detail accounts provided for in the chart of accounts.
· Requested comments to be provided following the detail discussions.
· Next interaction: to be scheduled post April 2012.

	B. National Departments

· Agriculture, Forestry and Fisheries
· Cooperative Governance and Traditional Affairs
· Energy
· Home Affairs
· Human Settlements
· Mineral Resources
· National Treasury
· Public Works
· Rural Development and Land Reform
· Statistics South Africa
· The Presidency
· Tourism
· Transport
· Water Affairs
	14 Feb’ 2011
	The national departments having an interest in the chart of accounts are invited to the Introduction/Information Session.  Depending on their interest and information requirements we foresee that separate meeting with some or all of the departments might be needed due to the diverse nature of those invited.
· Not well attended and no feedback or response on call for forwarding information requirements from local government.
· Communication received from STATS SA and discussion meeting held in March 2011.

	C. Professional and Oversight Bodies

· IMFO
· AGSA
· ASB
· SAICA
· SALGA
	15 Feb’ 2011
	A meeting will be hold to inform these professional and oversight bodies on the project and project activities and seek their comments/input on the standard chart of accounts.  Depending on the involvement of the ‘stakeholder’ separate workshops may be required.
· Attended by SARB, AGSA, IMFO, ASB and CQS.

	D. Regulators

· NERSA
· SARB
	23 Feb’ 2011
	“NERSA” and the “SARB” have unique and specific requirements that might pose challenges to accommodate in the standard chart of accounts.  We do foresee intensive interactions to address the requirements of these stakeholders.
· Attended by NERSA.  Awaiting information to be considered for chart and follow-up meeting confirmation.

	E. Municipalities 
· Pilots 
· Wider Group
	28 Feb’ 2011

17 to 18 Mar’ 2011
	At the initial research phase five municipalities were selected for participation in the development of the standard chart of accounts.  Broadly the selections consist of metros, high/medium capacity municipality and a district municipality.  Further to the selection we requested participation from some of the City of Johannesburg Agencies due to their expertise and experience in some specialised areas.  

Phase 3 consultations involved the “wider group” of municipalities.  The Provincial Treasuries assisted in engaging the municipalities within the provinces. 
· The meeting was attended by the selected municipalities and Ekurhuleni volunteered.  The City of Johannesburg was also invited for purposes of gleaning views from agencies during the design process.

· Collecting updated chart of accounts information for mapping to Version 1 of the Chart of Accounts and resolving accounts where further clarity is required from municipalities.  The outcome of the mapping process will inform the update of the Chart of Accounts and revised Project Summary Document by end of May 2011.

· Further engagements were undertaken with the City of Cape specifically relating to their chart of accounts, structure of their integrated processing system and potential impact of SCOA on the Metro.  Interactive workshops were also conducted to clarify certain mismatches in relation to SCOA. 

	F. 
System Vendors
	
	Introducing the chart of accounts to the system vendors will be integrated with the Special Project on the Local Government System Specification.
· Phase I and II dedicated meetings were held with the system vendors at the inception of the project.

	G. Internal Stakeholders – National Treasury
	
	Internal stakeholders to be briefed on the development to date and the way forward to seek their comments on their field of interest.  A comprehensive list of representatives to be compiled.

	H. Advisory and Consulting Firms
	
	Consulting firms functional within the municipal environment to be involved information session to share the SCOA development.  


The municipality’s identified in Phase I as potential pilots have been visited to discuss the analysis of their account information and seeking further explanations and assistance in understanding the use of a specific account.  The information gathered assisted in defining all the accounts provided for in SCOA.  

eThekweni Metropolitan Municipality declined the invitation to participate in the development of the SCOA for municipalities.

Some additional municipalities expressed an interest to participate in the development and piloting process through their respective system vendors.  Critical to the successful implementation would be to ensure that ‘pilots’ are broadly representative of at least the System Vendors in the market.  As a result we performed a comparison of the municipal chart of accounts and version 1 of SCOA for the following municipalities:

· Overberg Municipality;
· Saldanhabaai Municipality;
· Umahlatuze Municipality; and
· eThekwini Metro Municipality.
Phase II of the SCOA for municipalities represented completion of a more refined version of the chart of accounts after having undertaken specific consultation.  Version II of the SCOA was completed during the third quarter of 2011.

Phase III
Interaction with Specific Stakeholders
During this phase the following consultations were undertaken:
	Stakeholder
	Entity
	Period
	Purpose

	System Vendors
	Samras

User group
	September 2011

February 2012
	To discuss the proposals for segments for SCOA and presented to their user groups on envisage changes

	
	Fujitsi

User group
	October 2011

November 2011
	

	
	Sebata
	February 2012
	

	
	Vesta
	November 2011
	

	
	SAP SA and City of Cape Town
	February 2012
	

	Municipalities
	Overstrand
	November 2011
	To discuss SCOA proposal and map account detail.

	
	Saldanha
	February 2012
	To discuss SCOA proposal

	
	eThekweni
	October 2011
	To discuss SCOA proposal and do mapping of account detail.  This municipality subsequently decided to withdraw as a pilot.

	
	Umahlatuze
	October 2011
	To discuss SCOA proposal and do mapping of account detail.

	
	City of Cape Town
	February 2012
	Follow-up meeting from April 2011 to get views from SAP as introduced at the City of Cape Town during March 2011.

	National Departments
	Water Affairs
	December 2011
	Quarterly meeting to update and discuss the progress made on the development of SCOA.

	
	Trade and Industry
	February 2012
	To introduce the principles of SCOA and discuss the requirements.  Waiting for input on the requirements of the department.

	
	Human Settlement
	February 2012
	To introduce the principles of SCOA and discuss the requirements.  Waiting input on the requirements of the department.

	Professional Bodies
	IMFO
	September 2011
	High level presentation given at the IMFO Conference on SCOA

	Regulators
	NERSA
	September 2011 – February 2012
	Held various meetings to address the NERSA Regulatory Reporting Requirements in SCOA.  Resulted in a discussion document to resolve differences that will be the subject of a future meeting with NERSA to agree on the Principles for including their requirements.


Version 3 of the SCOA was completed to the end of July 2012. This version was then broadly consulted with external stakeholders; through a serious of information sessions, workshops and stakeholder-specific workgroups.  

Specific attention was directed towards engagements with all stakeholders utilising local government financial information.  The focus on National and Provincial Departments has yielded mixed results to date. At this point in time the project team only had ongoing engagements with the Department of Water Affairs, Human Settlement and Trade and Industry. Attempts to work with provincial departments yielded limited success.
Definitions had been added to accounts to clarify the use and assist in clearly defining the accounts and the use thereof.

Initial work commenced to prepare a SQL database for the purpose of testing the completeness of the classification framework and testing report extraction based on the fields populated within the sample database.  This database will assist in ensuring that the classification framework provides for all dimensions required by stakeholders and specifically focus attention on the extraction of the budget reporting tables, annual financial statements, secondary cost allocation reports and management account information.

Pre-SCOA Regulation

Phase III represents the final phase prior to implementation of the SCOA for local government; hence requiring intensive consultation with a wider audience.  These engagements included system developers, potential ‘pilot’ sites, users of local government information, regulators, professional bodies, advisors and consultants and other stakeholders active in the local government sphere.  
Information session was hosted with key-stakeholders and practioners during August to October 2012.
Specific attention was given in providing SALGA and COGTA with the progress and outcomes of the SCOA development process.
All advisors and consultants with a stake in local government were given the opportunity to directly engage with National Treasury; this session was well attended.  
The main objective for hosting these session were to seek specific and general comments from practioners and all other stakeholders in finalising and concluding the SCOA tables to inform the drafting of the regulation.  
The comments received were considered and resulted in SCOA Version 4 informing the drafting of the regulation, developing the SQL Database and testing the classification framework as it relates to the extraction of reporting information.  Refer to Annexure A of this document for a summary of the comments received, actions taken and revision made to SCOA if applicable.  
The successful testing of the SQL Database by simulating a small and medium size municipality from a budget, accounting and financial modelling perspectives the first step towards formulating the specifications for the system implementation of SCOA.  
This “simulation” will assist in bringing more specific and practioners information to practioners, stakeholders and advisors as part of the “formal consultation process” to finalise the regulation.
This phase of the project further resulted in finding “alignment” between the BRF and the AFS template resolving some concerns raised by practioners through the comments process.  This principle contributed to significant changes being made to SCOA Version 3 being the subject of the pre-engagement information sessions.

The Financial Modelling Project advanced to the stage where the outcomes resulted in an outline for classification and recording “secondary costing” in a uniform manner through introducing a further segment in SCOA, referred to as the “Financial Modelling Segment”.

During this period the following information sessions were hold including specific interactions with stakeholders:

	Stakeholder Group
	Date
	Stakeholder
	Information Session/ Direct Engagement

	A. Provincial Treasuries and Municipalities
	20 Aug’ 2012
	Free State Municipalities and Provincial Treasury
	SCOA Version 3 Information Session

	
	4 Sep’ 2012
	North West Municipalities and Provincial Treasury
	

	
	5 Sep’ 2012
	Gauteng Municipalities and Provincial Treasury
	

	
	6 Sep’ 2012
	Northern Cape Municipalities and Provincial Treasury
	

	
	11 Sep’ 2012
	Western Cape Municipalities and Provincial Treasury
	

	
	27 Sep’ 2012
	Mpumalanga Municipalities and Provincial Treasury
	

	
	1 Oct’ 2012
	Kwazulu-Natal Municipalities and Provincial Treasury
	

	
	2 Oct’ 2012
	Limpopo Municipalities and Provincial Treasury
	

	
	3 Oct’ 2012
	Eastern Cape  Municipalities and Provincial Treasury
	

	B. National Departments


	24 Sep’ 2012
	All national departments invited but limited attendance at the session
	SCOA Version 3 Information Session

	
	13 Sep’ 2012
	Cooperative Governance and Traditional Affairs
	SCOA Version 3 Information Session

	C. Professional and Oversight Bodies
	17 Sep’ 2012
	SALGA
	SCOA Version 3 Information Session

	
	21 Sep’ 2012
	IMFO, ASB and SAICA
	

	
	25 Oct’ 2012
	AGSA
	

	
	8 Oct’ 2012
	IMFO Conference
	Overview of Information Sessions

	D. Regulators


	20 Oct’ 2012
	NERSA and SARB
	SCOA Version 3 Information Session

	E. Municipalities 
	See A above
	Wider Group
	

	
	29 – 30 Oct’ 2012
	City of Cape Town
	SCOA Version 3 Workshop Invitation from the municipality

	F. System Vendors
	26 Oct’ 2012
	Invited all “vendors” known to National Treasury and engaged through the “Business Process Project”.
	SCOA Version 3 Information Session

	G. Internal Stakeholders – National Treasury
	After National Budget announcement
	
	Meeting pending draft regulation, updated tables and project summary document.  

	I. Advisory and Consulting Firms
	25 Oct’2012
	All known to National Treasury and from ASB Forum attendance list
	Consulting firms functional within the municipal environment to be involved information session to share the SCOA development.  


Preliminary Observations

The detail substantiating the overall observation is available in the body of the document.  In summary, the following broad observations:

· As a result of not making use of multi-dimensional chart information such as funds utilised, vote (functions and sub-functions), cost collectors and project; certain information is not readily available.  

· In order to compensate for some of these shortcomings labels are not always clear and have been developed based on “projects or activities” rather than “who or what gets paid”.

· Labels are found duplicated in many instances.

· Different municipalities are classifying similar transactions under different headings.

· Numerous inter-departmental accounts were identified resulting from the absence of a defined organisational vote or sub-vote segment.

· Asset detail information are either condensed throughout the classification or summarised with limited detail, e.g. operating leases, asset specific accounts and repairs and maintenance.

· Reserves, funds and provisions together with the transfers to/from are not in compliance with GRAP.

Overall Design Principles

The SCOA for Municipalities will operate on the basis of a “standard list of all available accounts” in an Excel Spreadsheet from which the municipality can select the relevant accounts from the respective segments.  

Indicators will be added to guide practioners on the use of accounts, e.g. some accounts might be required for all municipalities whilst other more detailed accounts might be optional depending on the data available or to be determined by the financial recording system in use. 

The final product will include definition for the key group of accounts to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information.

The GRAP Reporting Framework as outlined in Directive 5 issued by the ASB read with Directive 3 – Amended transitional provisions for high capacity municipalities and Directive 4 – Amended transitional provisions for medium and low capacity municipalities serve as input for the accounting requirements in the design of the SCOA for Municipalities.

Inherent to the design of the classification to be applied within the segments of SCOA the following principles need to be applied:

· consideration to be given to international standards, guidance and best practices;

· labels and accounts defined to have readily available the information needed for local government budgeting (annual budgets, adjustment budgets and SDBIP) and reporting (monthly, mid-year performance assessment and annual financial statements);

· general alignment of financial reporting formats and the annual financial statements to key budget format reforms;

· alignment of budget and reporting formats with the Standards of GRAP;

· consistent use of terminology across all municipalities by defining all accounts and labels in simple terms to support appropriate classification of transactions throughout all municipalities;

· standardisation across local government clearly outlining the information requirements will enable municipalities and their information system suppliers to develop software and report writing formats that are automated and complaint to reporting requirements governing local government;

· reporting on the “whole-of-local government”, and thus contribute to “whole-of-government” monitoring and evaluation;

· finding a solution for the separation of the general government sector, which “consists of entities that fulfil the functions of government as their primary activity” and business activities that sell services at market prices within a local government environment. Especially where the management of these functions tend to be closely interrelated with general government activities;

· minimising the cost of compliance and information gathering; and

· the classification framework must be kept simple and avoid unnecessary complexities to the maximum extent possible, while ensuring the policy intent and overall objectives are achieved.

The design is based on the use of seven segments, being:

· Funding;

· Functions;

· Municipal Standard Classification;

· Project;

· 
Financial Modelling;

· Regional Identifier; and

· Item.

The Segments

 When recording a transaction, a selection must be made from each of these segments, meaning that all segments must be used for recording a single transaction.

 In finding the appropriate classification code from a segment the following questions need to be answered to assist in the allocation:

· Funding – What source of funding will be used for the transaction and from which source is the revenue received?

· Function – Against which functions or sub-functions should the transaction be recorded?

· Standard Classification – Against which organisational vote or sub-vote should the transaction be recorded?

· Item – What is the nature of the transactions to be recorded?   

· Project – Does the transaction relate to a specific project and if so, what type of project?

· Regional Indicator – Which geographical area is deriving the benefit from the transaction?  

· Costing– Impact of the transaction on secondary costing?
Segment Detail

Funding Segment

The Funding Segment in the financial system identifies the various sources of funding available to municipalities for financing expenditure relating to the operation of the municipality for both capital and operational spending.  

The key question in finding the appropriate classification code for this segment is: “against which source of funding is the payment allocated and against which source is revenue received?”

The introduction of this dimension in the SCOA would facilitate the accumulation of information within the financial system to be able to report on information such as how a specific source of funding, for example “the Local Government Financial Management Grant” has been spent by extracting this specific source of funding from the Fund Segment and the detail on spending items, such as employee costs, consultants, etc from the Item Segment.  
The primary source of funding for a municipality is property rates, service charges, equitable share and other own revenue.  Further to these sources of revenue a municipality also spend funds transferred from other sectors within government and external to government, namely transfers and subsidies such as appropriated by national and provincial government in terms of the Division of Revenue Act (DORA).  In order to monitor expenditure (operational and capital) against the source of fund utilised - this segment contains the sources of funds available to the municipality.  

The inclusion of the category for “secondary costing” provides for the extraction of secondary cost from the transaction database consisting of internal billings, departmental charges and activity based recoveries. 

In addition to internally generated funds and transfers and subsidies municipalities may make use of external borrowings to finance capital projects.
A further source of funds available for utilisation is “cash backed reserves” as directed by the municipality’s financial policy on the introduction and utilisation of a specific reserve.  
The source of funds available and utilised for operational and capital spending according to the approved budget, are summarised in the table with the definitions included for the high-level categories.  

	High-level Classifications
	Definitions
	Paragraphs

	Revenue
	Funding for general use to execute the functions and powers allocated to a municipality for example major tariff services, fines, penalties and forfeits, taxes, interest and dividends, service charges and sales of goods and rendering of services, equitable share and special rating areas.  
	

	Commercial Services
	Commercial services identify the services that need to meet breakeven point, or make a profit without cross-subsidising from “tariff services”, for example fresh produce markets, abattoirs, urban transport, botanical gardens, etc.  
	

	Transfers and Subsidies 
	This category consists of all unrequited, voluntary receipts from other parties external to the municipality, being National and Provincial Departments, District Municipalities, Departmental Agencies and Accounts, Universities and Technicons, Public Corporations and Private Enterprises, Foreign Government and International Organisations, Non-profit Institutions and Households
	

	Borrowing
	Long- and short term debt rose in accordance with Section 46 of the MFMA, Act 56 of 2003 is to be used for capital expenditure on property, plant and equipment.
	

	Cash Backed Reserves
	Use of funds set-aside in a dedicated bank account for the replacement of assets, maintenance of assets, replace asset from the self-insurance reserve or funding claims from the COID-reserve, etc.  These “cash-backed funds” need to be included as the “posting-level items”.
	

	Costing
	Secondary costing collectively refers to “Departmental Charges, Internal Billing and Activity Based Costing.  Primary cost-elements are like material costs, personnel costs, energy costs, operational cost, etc where a corresponding accounts exists in the Item Segment Expenditure component.  

Secondary cost-elements are like production costs, material overheads, production overheads; they can be created and administered only in the Financial Modelling Segment.  These are used in internal cost allocation, overhead calculation, and determining cost reflective tariffs.  
	

	Non-funding Transactions
	The recording of transactions not specifically classified in the above structure.  The table included in “Transactions by Business Process to be allocated in the Segment” provides more detail.
	


Function Segment

The “Function Segment” is the location within the SCOA for creating the “vote” structure standardised for all municipalities.

The key question to answer in classifying transactions within this segment is “against which function should the transaction be recorded.

The National Treasury Circular 12 on the Definition of ‘Vote’ in the MFMA serves as the basis for this discussion and is available from the National Treasury web page http://mfma.treasury.gov.za/Circulars.  The municipal ‘organisational structure’ determines the “vote” structure as defined by the municipality and ‘function/sub-function’ is the standardised equivalent of “votes” directly aligned to functions and sub-functions, these concepts to be further elaborated on in the subsequent paragraphs.
The classification structure for the Function Segment distinguishes between “Core Functions” (Section 145(1) functions as per the Constitution) and “Non-core Functions” (Section 145(4) functions as per the Constitution).

Essentially the functions provided are based on the MFMA Circular 12 functional classification.  

Non-core functions are commonly known as “agency services”.  The structure provides for a classification of “non-core services” per function provided for in the constitution.  The arrangement depends on the agreement a municipality has with a national or provincial department to perform the administration of the function.  Accordingly different arrangements may exist per province and municipality.  The detail of these arrangements needs to be added by the municipality under the appropriate classifications.

The electricity-function has been expanded to provide a sub-function classification to assist in providing information in terms of the NERSA Electricity Regulatory Requirements.
The function/sub-function approach has been adopted by municipalities for a substantial period.  At present this segment is implemented mostly through the use of mapping tables designed by the system vendors, with a few municipalities adopting the function/sub-function as their organisational structure.  Where municipalities ‘vote’ structure is aligned to these functions and sub-functions the municipal standard classification will become obsolete.
The functions are summarised in the table with definitions included for the high-level categories.  The references included under the heading “Paragraphs” provides more detail on the group of accounts or account detail in the body of the document.

	1.
	2.
	3.
	4.
	Definitions
	Paragraphs

	Community and Public Safety
	Community service is a service or activity that is performed by the municipality for the benefit of the public or its institutions.  

Public safety involves the prevention of and protection from events that could endanger the safety of the general public from significant danger, injury/harm, or damage, such as crimes or disasters (natural or man-made).
	

	
	Community and Social Services
	Community service is a service or activity that is performed by the municipality for the benefit of the public or its institutions.  

Social services seeks to improve the quality of life and wellbeing of an individual, group, or community by intervening through research, policy, community organising, direct practices, and teaching on behalf of those afflicted with poverty or any real or perceived social injustices and violations of their human rights.  Research is often focused on areas such as human development, social policy, public administration, psychotherapy, program evaluation, and international and community development.  
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being aged- care, home assistance, transport facilities, cemeteries and crematoriums, child care facilities, community halls and facilities, libraries and archives, museums and art galleries, animal care, literacy programmes, theatres, zoo’s, etc.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being agricultural, animal control and diseases, archives, cultural matters, consumer protection, disaster management, education, indigenous and customary law, industrial promotion, language policy, libraries, media services, museums, population development, provincial cultural, traditional leadership, veterinary services and welfare services.
	

	
	Health
	Section 24 of the Constitution of the Republic of South Africa entrenches the right of all citizens to live in an environment that is not harmful to their health or well-being. Section 83 of the National Health Act, 2003 (Act 61 of 2003), defines municipal health services and clearly stipulates the responsibilities of municipalities in the performance of such services.  

Environmental health comprises those aspects of human health, including quality of life, that are determined by physical, chemical, biological, social and psychosocial factors in the environment.  It also refers to the theory and practices of assessing, correcting, controlling and preventing factors in the environment that can adversely affect the health of present and future generations.  

Environmental health services are services that implement environmental health policies through monitoring and controlling, which improve environmental parameters and encourage the use of environmentally friendly and healthy technologies and behaviours.  Controlling and monitoring also play a leading role in suggesting and developing new policy areas.  (These definitions are in line with the definitions of the World Health Organization.).
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being ambulance, clinics, health inspections, etc.
	

	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being Ambulance, Health Service, etc.
	

	
	Housing
	Housing generally refers to the social problem of insuring that members of society have a home to live in, whether this is a house, or some other kind of dwelling, lodging, or shelter.  
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being housing.
	

	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being housing.
	

	
	Public Safety
	Public safety involves the prevention of and protection from events that could endanger the safety of the general public from significant danger, injury/harm, or damage, such as crimes or disasters (natural or man-made).
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being civil defence, fire fighting and protection, control of public nuisance, cleansing, disaster management, fencing and fences,  licensing and control of animals, police forces, traffic and street parking control, street lighting and signal system, etc.
	

	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	Sport and Recreation
	In a development context the definition of sport usually includes a broad and inclusive spectrum of activities in which people of all ages and abilities can participate, with an emphasis on the positive values of sport. In 2008, the UN Inter-Agency Task Force on Sport for Development and Peace defined sport, for the purposes of development, as ‘all forms of physical activity that contribute to physical fitness, mental well-being and social interaction, such as play, recreation, organised or competitive sport, and indigenous sports and games’.

Recreation encompasses diverse experiences with the following characteristic: “in leisure time, not rule-bound, non-competitive, overlap with other areas e.g. arts and culture; education, purely for fun and enjoyment, examples: knitting; sewing; bird watching; listening to music; watching movies; playing computer games.
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being beaches and jetties, billboards and amusement facilities, camping sites, community parks, lakes, dams and jetties for recreation, sports grounds and stadiums, swimming pools, etc.
	

	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being casino’s, racing, gambling, wagering, provincial recreation and amenities, provincial sport, etc.
	

	Economic and Environmental Services
	Economic Services relates to the science of business.  It helps organisations and individuals to make better decisions, grounded in simple, robust and compelling evidence.

Environmental Services and Protection refers to the various combinations of scientific, technical, and advisory activities (including modification processes, i.e., the influence of manmade and natural factors) required to acquire, produce, and supply information on the past, present, and future states of space, atmospheric, oceanographic, and terrestrial surroundings for use in decision-making processes, or to modify those surroundings to enhance operations.
	

	
	Environmental Protection
	Environmental Services and Protection refers to the various combinations of scientific, technical, and advisory activities (including modification processes, i.e., the influence of manmade and natural factors) required to acquire, produce, and supply information on the past, present, and future states of space, atmospheric, oceanographic, and terrestrial surroundings for use in decision-making processes, or to modify those surroundings to enhance operations.
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being biodiversity and landscape, coastal protection, pollution control, etc
	

	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being indigenous forests, nature conservation, pollution control, soil conservation, etc.
	

	
	Planning and Development
	Planning and development describe the processes that determine community goals and aspirations in terms of community development.  The outcome of comprehensive planning is the Integrated Development Plan which dictates public policy in terms of transportation, utilities, land-use, recreation, and housing.  Comprehensive plans typically encompass large geographical areas, a broad range of topics, and cover a long-term time horizon.
	

	
	
	Core Function
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being corporate wide strategic planning, economic development/planning, licensing and regulation, town planning, building regulations and enforcement, city engineer, etc.
	

	
	
	Non-core Function
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being liquor licensing, provincial planning, regional planning and development, urban and rural development, etc.
	

	
	Road Transport
	Road transport is transport on roads of passengers or goods.
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being parking garages, public buses, roads, pounds, taxi ranks, etc.
	

	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being provincial roads and traffic, public transport, road traffic regulation, vehicle licensing and testing, etc.
	

	Municipal Governance and Administration
	Municipal Governance is the act of governing.  It relates to decisions that define expectations, grant power, or verify performance.  It consists of either a separate process or part of decision-making or leadership processes.  Governance relates to consistent management, cohesive policies, guidance, processes and decision-rights for a given area of responsibility, for example, managing at an executive-level might involve evolving policies on privacy, on human resources, and on the use of data.

Municipal administration houses the implementation of policy.  Its "fundamental goal. is to advance management and policies so that the municipality can function - the management of public programs, the "translation of politics into the reality that citizens see every day” and "the study of government decision-making, the analysis of the policies themselves, the various inputs that have produced them, and the inputs necessary to produce alternative policies.  Administration is concerned with the organization of government policies and programmes as well as the behaviour of officials (usually non-elected) formally responsible for their conduct.
	

	
	Budget and Treasury Office
	The budget office is responsible for the annual compilation of the short and medium term budget with inputs from functional departments, monthly monitoring of actual performance against estimates and corrective action if required.  

The treasury office is charged with the responsibility to ensure the funds are available for spending in terms of the council approved budget.  In addition this function also include the responsibilities of the chief financial officer, revenue and expenditure management, etc.
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being budget office, chief financial officer, creditors, property rates, revenue management, treasury and cash management, etc.
	

	
	Corporate Services
	Corporate services are activities that combine or consolidate certain municipal-wide needed support services, provided based on specialised knowledge, best practices, and technology to serve internal customers and business partners.
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being human resources, information technology, property services, asset management, fleet management, internal audit services, legal service, marketing, publicity and media coordination, public works, risk management, security services, supply chain management, trading regulations, etc.
	

	
	Executive and Council
	Executives are the person(s) or group of persons having administrative or supervisory authority in the municipality. 

The council is the legislative body that governs a municipality.
	

	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being mayor, council and municipal manager, etc.
	

	
	Trading Services
	Providing a service to customers at a tariff determined to “recover cost”.
	

	
	
	Electricity Distribution
	Electricity distribution is the final stage in the delivery of electricity to end-users.  A distribution system's network carries electricity from the transmission system and delivers it to consumers.  Typically, the network would include medium-voltage (less than 50 kV) power lines, substations and pole-mounted transformers, low-voltage (less than 1 kV) distribution wiring and sometimes meters.
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being control-centre operations, customer installations, IT support, line transformers, meters, non-specific distributions function, overhead line, right-of-way, station equipment, structures, supervision and engineering, underground lines, vegetation management.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being electricity generation, etc.
	

	
	
	Waste Management
	The collection, transportation, and disposal of garbage, sewage, and other waste products.  Waste management encompasses management of all processes and resources for proper handling of waste materials, from maintenance of waste transport trucks and dumping facilities to compliance with health codes and environmental regulations.
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being recycling, solid waste disposals (landfill sites), solid waste removal, street cleaning, etc.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	Waste Water Management
	Wastewater management encompasses a broad range of tasks that promote effective and responsible water use, treatment, and disposal and encourage the protection and restoration watersheds. 
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being sewerage, storm water management, public toilets, etc.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	Water Management 
	Water resource management is the activity of planning, developing, distributing and managing the optimum use of water resources.  It is a sub-set of water cycle management.  Water resource management planning has regard to all the competing demands for water and seeks to allocate water on an equitable basis to satisfy all uses and demands.  
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being distribution and storage.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	Other
	Functions not specifically classified as any of the above groups such as abattoirs, air transport, forestry, markets, tourism, etc.
	

	
	
	Abattoirs
	A slaughterhouse or abattoir is a facility where animals are processed for consumption as food products
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	Air Transport
	Air-transport services provided by a municipality.
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	Forestry
	Forestry and plantations managed by municipalities.  
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being
	

	
	
	Markets
	Markets and trade centres managed by municipalities.
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B.
	

	
	
	Tourism
	Tourism activities managed by municipalities.
	

	
	
	
	Core Functions
	Core functions as provided for in the Constitution Schedule 4 and 5 Part B being
	

	
	
	
	Non-core Functions
	Non-core functions as provided for in the Constitution Schedule 4 and 5 Part B being
	


Municipal Standard Classification Segment

This segment contains the “votes” set-up by the municipality based on the organisational structure in place for the municipality.  The “vote” structure needs to be aligned to the municipality’s organisational structure.

Municipal revenue, operating and capital expenditure are then classified in terms of each of these votes.  This means it is possible to present the operating surplus or deficit for each vote, along with information on the proposed capital budget.  If a municipality delivers services within a particular vote structure these tables enable, useful performance information based on the vote structure.  

The key question to be asked in allocating transactions in this segment is “against which organisational vote or sub-vote should the transaction be recorded”?

The classification and sub-classification to be populated within this segment is informed by the municipality’s unique organisational structure.  Accordingly this would be a non-standardise segment.  

Project Segment

The Project Segment provides for the setting-up of operational and capital projects by linking the IDP to the budget, proving in-time management information on project performance and spending against budget, and reporting on project funding.  All activities of the municipality would therefore need to be aligned to “Projects” including institutional costs associated with the functioning of the municipality such as administrative and staff; this enables planning and budgeting at a project level.
The review of information received from selected municipalities highlighted the need for a segment containing “project” information.  The detailed accounts included various accounts for “project” related expenditure combined in a single line-item; the only way in the existing account structure to accumulate financial information on important or strategically relevant “projects”.
The key question to be asked in finding the appropriate classification for a transaction is:  “does the transaction relate to a specific project and if so, what type of project”?

The table presented here-under provides a high-level overview of the segment with a discussion on the classification given in the paragraphs as referenced.  

	1.
	2.
	Definitions
	Paragraphs

	Capital
	The Project Segment distinguishes projects according to the nature of the expense whether it is capital or an operational expense.
	

	
	Infrastructure
	Projects are classified in this category if complying with the definition of an “infrastructure asset”.  Some assets are commonly described as “infrastructure assets – while there is no universally accepted definition of infrastructure assets, these assets usually display some or all of the following characteristics: 1) they are part of a system or network; 2) they are specific in nature and do not have alternative uses; 3) they are immovable and 4) they may be subject to constraints at disposal”.
	

	
	Non-infrastructure (PPE excluding Infrastructure)
	Transactions of a capital nature relating to key projects as identified by management, e.g. procurement of a new bus fleet for use as urban transport but not qualifying as "infrastructure assets" and thus provided for under "projects non-infrastructure".
	

	Operational 
	Operational expenditure projects refer to current and short-term projects for which the cost is immediately recognised as an expense and funded from the municipality’s operational budget.
	

	
	Default Transactions
	Default account for transaction not relating to either capital or operational expenditure and of no specific interest in the context of this Segment.
	

	
	Maintenance and Repair
	Maintenance and Repair (including overhaul) involves fixing any sort of mechanical or electrical device should it become defective or broken (known as repair, unscheduled or casualty maintenance).  

It also includes performing routine actions which keep the device in working order (known as scheduled maintenance) or prevents trouble from arising (preventive maintenance).
	

	
	Non-project Stand-alone
	Operational spending, transfers and secondary cost not part of a capital or operational project and not separately provided for within the Segment are recorded under this label.
	


Regional Identifier Segment

National Treasury introduced the regional indicator on 1 April 2008 with the re-implementation of the SCOA for Departments.  As part of the budget reform process and for purposes of evaluating resource allocations in government, National Treasury started to monitor the allocation of resources and actual spending at a regional level.  The aim was to capture details of national and provincial government resource allocation and spending at the regional level.  
The local government budget reform process will further expand on the regional indicator to monitor resource allocation and spending at the local sphere of government along the same principles designed for national and provincial government.  This perspective is not fully provided for by the analysis of the Function and Item segments in SCOA.  

The purpose of the regional identifier is to assign municipal expenditure and some revenue to the lowest relevant geographical region to identify the communities that benefit from spending.  This implies that expenditure must be recorded so that the final impact of such spending can be measured by region in order to get a regional view of the economic impact of government spending.  

It is envisaged that this information will enable and support enhanced analysis of:

· Whether services are being provided impartially, fairly, equitably and without bias, as required by the Constitution.

· Whether progress is being made in addressing regional backlogs in social infrastructure and access to services.

· Whether government spending by different departments and municipalities are being properly sequenced and co-ordinated.

· Whether actual spending by government is aligned to the relevant plans of the three spheres of government.

· Assist councillors and mayors to account to the communities for resources allocated and actual spending of the municipality to communities and wards.

· Provide specific ward information to councillors’ to assist in decision-making.

The core-principle and intention of the regional indicator is the assignment of government expenditure to a geographic area: “to identify the lowest relevant geographical region of the intended beneficiaries of the service or capital investment that is being financed by the particular expenditure”.

The key question to be answered in selecting a classification from the segment is: “which geographical area is deriving the benefit from the transaction, or from where is the revenue generated”?

Discussion of the high-level categories is presented in the body of the section in accordance with the references given hereunder.  
	1.
	2.
	3.
	4.
	Definitions
	Paragraphs

	No Regional Identifier
	This classification is used for the recording of transactions not relevant to this Segment.  
	

	Regional Identifier
	This classification provides regional indicators distinguishing at the highest-level between national, provincial or local government.
	

	
	National Functions:  Whole Country Domestic
	Whole country domestic is the posting-level for all transactions made within the borders of the Republic of South Africa.  
	

	
	Provincial Functions:  Whole of the Province
	Whole of the Province is the posting-level for all transactions made within the Provincial Borders and not contributing to a specific community.  
	

	
	Local Government by Province
	The regional indicators relevant to beneficiaries at a local government-level are set-up by province.
	

	
	
	Province
	The classification structure makes provision for the nine provinces with their metro’s and municipalities.
	

	
	
	
	Metro’s
	Provides for the metros within the boundaries of the province.
	

	
	
	
	Municipalities
	Provides for the municipalities within the boundaries of the province.
	


Item Segment

The decisions that are taken by users of financial statements require an evaluation of the ability of the municipality to implement sustainable service-delivery as informed by the timing and certainty of the service delivery.

Information about the financial performance of the municipality provides an account of stewardship of management and is useful in assessing the past and anticipated financial performance of the municipality.  Information about variability of financial performance is important in this respect.  

Information about financial performance is useful in holding management accountable for the safekeeping of the municipality’s resources and for the proper and efficient use thereof.  It is also useful in forming judgements about the effectiveness with which the municipality might employ additional resources.

The financial position of the municipality is affected by the resources it controls, its financial structure, its liquidity and sustainability, and its capacity to adapt to changes in the environment in which it operates. 

Information about the resources controlled by the municipality and its capacity in the past to modify these resources is useful in predicting the ability of the municipality to sustain its service-delivery in the future.  Information about financial structure is useful in predicting future financing and borrowing needs; it is useful in assessing the municipality’s ability to raise further finance.  Sustainability refers to the ability to continue to provide the services in the longer term.
The liquidity and sustainability of a national or provincial department is very much dependent on their budget allocation.  Their financial position is therefore primarily affected by the budget whereas a municipality relies largely on their own revenue in the form of rates and taxes and other service charges.

Information concerning changes in the cash flows of the municipality is useful in order to assess its investing, financing and operating activities during the reporting period. 

This information is useful in providing the user with a basis to assess the ability of the municipality to generate cash and cash equivalents and the needs of the entity to utilise those cash flows.

Information about financial position is primarily provided in a statement of financial position.  Information about financial performance is primarily provided in a statement of financial performance.  Information about cash flows is provided in the financial statements by means of a statement of cash flows.  Changes in the residual (after deducting liabilities from assets) are provided in the statement of net assets.

The component parts of the financial statements interrelate because they reflect different aspects of the same transactions or other events.  Although each statement provides information that is different from the others, none is likely to serve only a single purpose or provide all the information necessary for particular needs of users.  For example, a statement of financial performance provides an incomplete picture of financial performance unless it is used in conjunction with the statement of changes in net assets and the statement of cash flows.
The Item Segment of SCOA consists of three parts being:

· Revenue

· Expenditure 

· Assets, Liabilities and Net Assets

At the highest-level, the Item Segment supports the reporting done in terms of the budget reporting format and annual financial statements.  The detail levels in this segment provide the more detailed information presented in supporting schedules and notes to the budget reporting format and annual financial statements.  

This project resulted in alignment between the budget reporting format and annual financial statements that will greatly assist the reporting on budgeted versus actual information.  

Important to note is that the accounting policies, methodologies and principles applied in determining budgetary information need to be consistent to those applied in preparing annual financial statements.

The components to the Item Segment are discussed in separate sections in the body of the sections.

The use of the information collected through the standard classification process is not confined to budget and annual financial statements but need to address the needs of a wide group of users of local government information.

Consultation with various users took place throughout the research and development phase resulting in populating the charts to assist in extracting required information.

The expansion of detail within the SCOA will continue as more “users” appreciate the value from this process.  Standardisation of classifications adds immense value to the quality of information and consistency in reporting.  

Because municipal functions and activities vary and consequently transactions and other events differ in terms of the impact on its ability to meet its service-delivery obligations, disclosing the components of financial performance assists in an understanding of the financial performance achieved and in making projections of future results.  

Additional line items are included on the face of the statement of financial performance, and the descriptions used and the ordering of items are amended when this is necessary to explain the elements of performance.  

Factors considered include materiality and the nature and function of the components of revenue and expenses.  
Revenue

The Revenue Section of the Item Segment contains the classifications structure for revenue estimated and presented in the budget reporting format and actual presented in the annual financial statements.

Although the Fund Segment could be interpreted as a duplication of the content of the Revenue Components from the Item Segment, it needs to be noted these segments are remotely different.
The Fund Segment records the “source of funding available and is represented by money in the bank” whilst the revenue component is driven by accrual accounting principles.  The account “Non-funding Transactions” accumulates the transactions not of specific relevance in this segment.

The key question in finding the appropriate classification code for this segment is: “what is the type and nature of the revenue accrued?”

The definition of revenue encompasses both revenue and gains.  Revenue arises in the course of the operating activities of the municipality, and includes the items presented in the table hereunder.

Gains and losses are included in the discussion of the revenue component of the Item Segment.  Technical “losses” need to be included in expenditure.  Gains and losses are presented in the statement of financial performance together and therefore “gains and losses” have not been separated in the SCOA.
The table presented hereunder provides a high-level overview of the group of accounts provided for with a reference to the paragraphs containing a discussion of the content.

	1.
	2.
	3.
	
	Definition
	Paragraphs

	Revenue
	
	The gross inflow of economic benefits or service potential during the reporting period when- those inflows result in an increase in net assets, other than increases relating to contributions from owners.
	

	
	Exchange Revenue
	
	Exchange transactions are transactions in which one entity receive assets or service, or has liabilities extinguished, and directly gives approximately equal value (primarily in the form of cash, goods, services, or use of assets) to another entity in exchange.
	

	
	
	Agency Services
	
	Compensation received by the Municipality to compensate the department for cost to provide the agency service should be recognised as receipts and not set-off against the expenditure.  
	

	
	
	Interest, Dividend and Rent on Land
	
	Consist of the income associated with ownership of interest-bearing financial instruments, such as bank deposits, loans extended to others, and bills and bonds issued by others.
	

	
	
	Operational Revenue
	
	Operational revenue refers to all other income not elsewhere classified such as administrative fees, bad debts recovered, breakages, commission, discounts and early settlements, etc.
	

	
	
	Rental of Property, Plant and Equipment
	
	This account provides for rental income earned from the ownership of building, fixed structures, plant and equipment.  

The receipts from ownership of buildings must be distinguished from ownership of land and sub-soil assets; the latter is classified as rent of land which is a separate category.  

If it is impossible to split receipts earned from ownership of land from that earned from the fixed structure on it, the transaction should be recorded under this category.
	

	
	
	Sale of Goods and Rendering of Services
	
	This category consist of sales and services rendered provided that the municipality produced or partially produced the good or service.
	

	
	
	Service Charges
	
	This group of accounts provides for the fees charged to cover services related to the primary product or service being purchased, being electricity, waste management, water and waste water.  
	

	
	Non-exchange Revenue
	
	In a non-exchange transaction, the municipality either receives value from another entity without directly giving approximately equal value in exchange, or gives value to another entity without directly receiving approximately equal value in exchange.
	

	
	
	Fines, Penalties and Forfeits
	
	This item consists of all compulsory receipts imposed by a court or quasi-judicial body.
	

	
	
	Licences or Permits
	
	Granting of licences or permits associated with a regulatory function by government.
	

	
	
	Property Rates
	
	Property Rates means a municipal rate on property envisaged in section 229 (1)(a) of the Constitution.  Rateable property means property on which a municipality may in terms of section 2 levy a rate, excluding property fully excluded from the levying of rates in terms of section 17.  [Local Government Municipal Property Rates Act and Regulation 6 of 2004]
	

	
	
	Property Rates:  Revenue Foregone
	
	This is a “contra” account to provide a classification within SCOA for recording “revenue foregone” and the purpose is not to present “service charges or property rates at the “gross amount”.  
Revenue foregone is thus included in the revenue and expenditure sections of the Item Segment.
	

	
	
	Transfers and Subsidies
	
	Transfers and Subsidies include all unrequited receipts by the municipality.  A receipt is unrequited provided that the municipality does not receive anything of similar value directly in return for the transfer receipt.  
This category distinguishes between Capital and Operational Receipts and within these broad categories "transfer categories" further divided between "monetary and In-kind allocations".
	

	
	Gains and Losses
	
	Gains and losses are treated as a separate group of accounts due to the nature of this transaction.  Gains arise from the proceeds of the transaction exceeding the recognised value and losses from the recognised value exceeding the proceeds realised from the transaction.
	

	
	Share of Surplus/Deficit attributable to Associate
	
	An associate is an entity in which another entity owns a significant portion of voting shares, usually 20–50%. In this case, an owner does not consolidate the associate's financial statements. 
	

	
	Share of Surplus/Deficit attributable to Joint Venture using Equity Method
	
	A contractual agreement joining together two or more parties for the purpose of executing a particular business undertaking. All parties agree to share in the profits and losses of the enterprise.
	

	
	Share of Surplus/Deficit attributable to Minorities
	
	In accounting, minority interest (or non-controlling interest) is the portion of a subsidiary equity that is not owned by the parent
	


Expenditure

Expenses are decreases in economic benefits or service potential during the reporting period in the form of outflows or consumption of assets or incurrence’s of liabilities that result in decreases in net assets, other than those relating to distributions to owners.

The definition of expenses encompasses losses as well as those expenses that arise in the course of the operating activities of the entity.  Expenses that arise in the course of the operating activities of the entity include, for example, cost of sales or cost of services rendered, wages and depreciation.  They usually take the form of an outflow or depletion of assets such as cash and cash equivalents, inventory, and property, plant and equipment.

The table presented hereunder provides a high-level overview of the group of accounts provided for with a reference to the paragraphs containing a discussion of the content.

	1.
	2.
	3.
	Definition
	Paragraphs

	Expenditure
	
	

	
	Bad Debts Written-off
	The irrecoverable debts that are written off during the financial year as approved by council allocated according to the type of service provided to the customer.
	

	
	Bulk Purchases
	Bulk purchases of water (from Water Boards) and electricity from Eskom.
	

	
	Contracted Services
	This group of accounts distinguish between "agency and support/outsourced services, contractors and professional and special services".  
	

	
	Depreciation and Amortisation
	Depreciation is the systematic allocation of the cost of an asset from the Statement of financial position to depreciation expense on the statement of financial performance over the useful life of the asset.  
Amortisation is the systematic allocation of the discount, premium or issue cost of a financial instrument over the life of the instrument, or an intangible asset over a certain period.
	

	
	Employee Related Cost
	This item includes all payments to employees except social contributions, defined below.  Employee related cost distinguish between senior managers and other staff as Section 124(1)(c) of the MFMA required disclosures of the details of remuneration for all senior managers and the Standard of GRAP on Related Party Disclosure requires disclosure of key management personnel (GRAP 20 Related Party Disclosure - no effective date determined by the Minister thus IPSAS 20 Related Parties need to be applied.  

Key management personnel in the context of municipalities referring to the senior management group, including the chief executive (municipal manager).
	

	
	Interest, Dividends and Rent on Land
	This item includes the total value of interest payments, dividends and payment for the use of land owned by another party.
	

	
	Inventory Consumed
	This group of accounts include classification for inventory items consumed during the reporting period being the difference between the opening balance, purchases and usage or sales less stock write offs.
	

	
	Remuneration of Councillors
	Remuneration as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998).  
Salary of full-time councillors consisting of executive mayor or mayor, speakers, deputy executive major or deputy mayor, members of the executive committee or mayoral committee, whip and chairperson of a sub-council.
	

	
	Operational Cost
	An operating expense is a day-to-day expense such as sales and administration, or research and development, accounting expenses, license fees, advertising, office expenses, utilities such as telephone, insurance, property management, travel and vehicle expenses.
	

	
	Transfers and Subsidies
	Transfers include all unrequited payments made by the municipality to another institutions, businesses and individuals; it does not constitute final expenditure by the municipality.  

A payment is unrequited provided that the municipality does not receive anything directly in return for the transfer to the other party.  

Subsidies are unrequited payments that municipality’s makes to public corporations and private enterprises, these payments usually have a direct policy outcome, either by subsidising the price of goods and services or by influencing the level of production.
	

	
	Cost of Free Basic Services
	This account provides for the recording of the actual cost incurred for providing free basic services as classified under "Revenue Foregone".
	

	
	Revenue Cost of Free Basic Services


	Revenue foregone is reflected as "income" on the revenue side and "expenditure" on the expenditure side.  Revenue foregone consists of section 15 of the Municipal Property Rates Act, Exemptions, Reductions and Rebates and excludes section 17 "Other Impermissible Rates" and section 21 "Compulsory Phasing-in of Certain Rates,
	


Assets, Liabilities and Net Assets

The financial position of the municipality is affected by the resources it controls, its financial structure, its liquidity and sustainability, and its capacity to adapt to changes in the environment in which it operates.

The Standards of GRAP 1 on the Presentation of Financial Statements requires that the municipality present current and non-current assets, and current and non-current liabilities, as separate classifications on the face of its statement of its financial position except when a presentation based on liquidity provides information that is reliable and more relevant.  When that exception applies, all assets and liabilities shall be presented broadly in order of their liquidity.

Whichever method of presentation is adopted, for each asset and liability line item that combines amounts expected to be recovered or settled within (a) no more than twelve months after the reporting date; and (b) more than twelve months after the reporting date, the municipality shall disclose the amount expected to be recovered or settled after more than twelve months.

When the municipality supplies goods or services within a clearly identifiable operating cycle, separate classification of current and non-current assets and liabilities on the face of the statement of financial position provides useful information by distinguishing the net assets that are continuously circulating as working capital from those used in the municipality’s long-term operations.  It also highlights assets that are expected to be realised within the current operating cycle, and liabilities that are due for settlement within the same period.

The municipality is permitted to present some of its assets and liabilities using a current/non-current classification and others in order of liquidity when this provides information that is reliable and more relevant.  The need for a mixed basis of presentation might arise when the municipality has diverse operations.

All other assets shall be classified as non-current and includes tangible, intangible, and financial assets of a long-term nature.  It does not prohibit the use of alternative descriptions as long as the meaning is clear.

Current assets include assets (such as taxes receivable, user charges receivable, fines and regulatory fees receivable, inventories and accrued investment revenue) that are either realised, consumed or sold, as part of the normal operating cycle even when they are not expected to be realised within twelve months of the reporting date. 

Current assets also include assets primarily held for the purpose of being traded (guidance on the classification of financial assets within this category could be found in the Standard of GRAP 104 on Financial Instruments) and the current portion of non-current financial assets.

A liability shall be classified as current when it satisfies any of the following criteria:

· it is expected to be settled in the municipality’s normal operating cycle;

· it is held primarily for the purpose of being traded;

· it is due to be settled within twelve months after the reporting date; or

· the municipality does not have an unconditional right to defer settlement of the liability for at least twelve months after the reporting date.

All other liabilities shall be classified as non-current.

Some current liabilities, such as municipal transfers payable and accruals for employee and other operating costs, are part of the working capital used in the normal operating cycle of the municipality. 

Such operating items are classified as current liabilities even if they are due to are settled more than twelve months after the reporting date.  The same normal operating cycle applies to the classification of the municipality’s assets and liabilities. 

Other current liabilities are not settled as part of the normal operating cycle, but are due for settlement within twelve months after the reporting date or held primarily for the purpose of being traded.  Examples are financial liabilities classified as held for trading (guidance on the classification of financial liabilities could be found in the Standard of GRAP on Financial Instruments: Presentation and Disclosure), bank overdrafts, and the current portion of non-current financial liabilities, dividends payable, income taxes and other non-trade payables.
Financial liabilities that provide financing on a long-term basis (i.e. are not part of the working capital used in the entity’s normal operating cycle), and are not due for settlement within twelve months after the reporting date, are non-current liabilities.

The municipality classifies its financial liabilities as current when they are due to be settled within twelve months after the reporting date, even if:

· the original term was for a period of longer than twelve months; and

· an agreement to refinance, or to reschedule payments, on a long-term basis is completed after the reporting date and before the financial statements are authorised for issue.

In respect of loans classified as current liabilities, if the following events occur between the reporting date and the date the financial statements are authorised for issue, those events qualify for disclosure as non-adjusting events in accordance with the Standard of GRAP 14 on Events after the Reporting Date:

· refinancing on a long-term basis;

· rectification of a breach of a long-term loan agreement; and

· the receipt from the lender of a period of grace to rectify a breach of a long-term loan agreement ending at least twelve months after the reporting date.

The table presented hereunder provides a high-level overview of the group of accounts provided for with a reference to the paragraphs containing a discussion of the content.

	1.
	2.
	3.
	Definition
	Paragraphs

	Assets
	Assets are resources controlled by the municipality as a result of past events and from which future economic benefits or service potential are expected to flow to the municipality.
	

	
	Current Assets
	Current assets refers to assets which would recover in no more than 12 months after the reporting date or if the normal operating cycle is more than 12 months the longer period.
	

	
	
	Cash and Cash Equivalents
	Cash comprises cash on hand and demand deposits.  Cash equivalents are short-term highly liquid investments that are readily convertible into known amounts of cash and which are subject to an insignificant risk of change in value.
	

	
	
	Construction Contracts and Receivables
	Amounts due from clients resulting from construction contracts undertaken by the municipality.  
	

	
	
	Current Portion of Non-current Receivables
	This account is used for the recording of the current portion of long term receivables being the amounts due within the next 12 months.
	

	
	
	Receivables from Non-exchange Transactions
	This account is used for recording amounts receivable due from non-exchange transactions, such as insurance claims, rates and other taxes, subsidies, road reinstatements, repayments resulting from unauthorised expenditure.  
	

	
	
	Other Current Financial Assets
	This account provides for any current financial assets (or current portion of a non-current financial assets) not provided for separately.  
	

	
	
	Income Tax Receivable
	SA Normal Company Tax Refund due from SARS.
	

	
	
	Inventory
	Inventories are assets:

(a) in the form of materials or supplies to be consumed in the production process;

(b) in the form of materials or supplies to be consumed or distributed in the rendering of services;

(c) held for sale or distribution in the ordinary course of operations; or

(d) in the process of production for sale or distribution.
	

	
	
	Investments
	This group of accounts is used for the current portion of non-current investments ring-fenced or used for the cash backing of reserves to be utilised within the next 12 months.  

Also included are call investments used for the purpose of ring-fencing for utilisation of cash back reserve within 12 months from the reporting date.
	

	
	
	Non-current Assets held for Sale
	Non-current assets are reclassiﬁed as current assets when they are held for sale. 

A non-current asset is regarded as ‘held for sale’ if its carrying amount will be recovered principally through a sale transaction, rather than through continuing use.
	

	
	
	Prepayments and Advances
	Pre-payments are payments in advance for goods and services to be received in future.  The actual amount paid is known.  

Advances are amounts made available to other entities or employees for expected operating expenditure, as well as preliminary salary advances to employees who were employed during the month and did not receive their salary at month end.  
	

	
	
	Trade and Other Receivables from Exchange Transactions
	A current asset resulting from selling goods or services on credit (on account).  Invoice terms such as (a) net 30 days or (b) 2/10, n/30 signify that a sale was made on account and was not a cash sale.  

Exchange transactions are transactions in which one entity receive assets or service, or has liabilities extinguished, and directly gives approximately equal value (primarily in the form of cash, goods, services, or use of assets) to another entity in exchange.
	

	
	
	VAT Receivable
	VAT receivable from SARS.
	

	
	Non-current Assets
	Non-current assets refer to assets which would recover after 12 months or after the normal operating cycle of the municipality.
	

	
	
	Biological Assets
	A Biological asset is a living animal or plant.  Biological assets differ from other types of assets as they are used for agricultural purposes for example the intended use is to actively manage the biological assets' biological transformation.  
	

	
	
	Defined Benefit Asset
	In a funded plan, contributions from the employer, and sometimes also from plan members, are invested in a fund towards meeting the benefits.  
	

	
	
	Deferred Tax Assets
	An asset that may be used to reduce any subsequent period's income tax expense.  
	

	
	
	Heritage Assets
	Heritage assets are assets that have a cultural, environmental, historical, natural, scientific, technological or artistic significance and are held indefinitely for the benefit of present and future generations.  
	

	
	
	Intangible Assets
	An intangible asset is an asset that you cannot touch, for example copyrights, patents, mailing lists, trademarks, brand names, domain names, and so on.
	

	
	
	Investments in Associate
	An associate is an entity in which another entity owns a significant portion of voting shares, usually 20–50%.  
	

	
	
	Investments in Joint Venture
	A joint venture is a contractual business undertaking between two or more parties.  It is similar to a business partnership, with one key difference: “a partnership generally involves an ongoing, long-term business relationship, whereas a joint venture is based on a single business transaction”. 
	

	
	
	Investment Property
	Investment property is land or building (or part of a building) held by the owner or by the lessee under a finance lease to earn rentals or for capital appreciation or both rather than for use in the production or supply of goods or service of for administrative purposes or sale in the ordinary course of operations.  
	

	
	
	Investment in Subsidiary
	A subsidiary is one in which another, generally larger, entity, known as the parent, owns all or at least a majority of the shares.  As the owner of the subsidiary, the parent may control the activities of the subsidiary.
	

	
	
	Investments
	Assets held primarily for the creation of wealth through receipt of distributions (such as interest, royalties, dividends and rentals), for capital appreciation.
	

	
	
	Non-current Receivables from Non-exchange Transactions
	This account is used for the recording of the non-current portion of long term receivables being the amounts due 12 months from the reporting date.  
	

	
	
	Other Non-current Financial Assets
	This account provides for any current financial assets (or current portion of a non-current financial assets) not provided for separately.  
	

	
	
	Property, Plant and Equipment
	A major classification on the statement of financial position.  Included are land, buildings, leasehold improvements, equipment, furniture, fixtures, delivery trucks, automobiles, etc.  
A distinction is made between "owned assets" and assets subjected to financial leases labelled as "leased assets".
	

	Liabilities
	Liabilities are future sacrifices of economic benefits that the municipality is presently obliged to make to other entities as a result of past transactions or other past events.  
	

	
	Current Liabilities
	Current liabilities comprise of all money owed by an entity which is due within one year after the reporting date.
	

	
	
	Bank Overdraft
	An overdraft occurs when money is withdrawn from a bank account and the available balance goes below zero.  In this situation the account is said to be "overdrawn". 
	

	
	
	Consumer Deposits
	Deposits paid by consumers for water, electricity, rental deposits and deposits required for other services provided by the municipality.  
	

	
	
	Current portion of Non-current Borrowings
	This group of accounts provide for the portion of non-current liabilities to be redeemed within 12 months from the reporting date.
	

	
	
	Current portion of Finance Lease Liabilities
	This account should record the portion, due within one year, of the obligations recorded for the amounts applicable to leased property recorded as assets in the account for property, plant and equipment leased.
	

	
	
	Other Current Financial Liabilities
	This account is to be used for recording any other "financial liability" not separately recorded somewhere else.
	

	
	
	Income Tax Payable
	This account should be credited with the amount of taxes accrued during the accounting period, corresponding debits being made to the appropriate accounts for tax charges.  
	

	
	
	Payments Received in Advance
	This account is for payments received in advance from consumers.
	

	
	
	Provisions
	Provision is a liability of uncertain timing or amount.
	

	
	
	Short-term Borrowings
	This account is for recording current borrowing.  Borrowing is money received with the implied or expressed intention of returning the same or an equivalent to the borrower with same interest.  
	

	
	
	Transfers and Subsidies 
	This account is used for the recording of operational and capital transfers and subsidies not recognised as revenue resulting from expenditure not incurred from the transfer received.  
	

	
	
	Trade and Other Payable Exchange Transactions
	Accounts that are owed to suppliers (trade creditors) as distinguished from accrued interest, rent, salaries, taxes, and other such accounts.  
In exchange transactions the municipality receive equal value for the payment made to the creditor.  
	

	
	
	VAT Payable
	This account should record input and output tax transactions during the accounting period, corresponding with the debits credits being made to the appropriate accounts for input, output VAT and VAT refunds/offsets.
	

	
	Non-current Liabilities
	Non-current liabilities comprise of all money owed by an entity which is due more than one year after the reporting date.
	

	
	
	Borrowing
	This account is for recording non-current borrowing.  Borrowing is money received with the implied or expressed intention of returning the same or an equivalent to the borrower with same interest.   
	

	
	
	Deferred Income
	Money received for goods and services which have not as yet been delivered.  According to revenue recognition principle, it is recorded as a liability until delivery is made, at which time it is converted into revenue.
	

	
	
	Deferred Tax Liabilities
	A liability recorded on the statement of financial position that may be used to reduce and subsequent period's income tax expense.  
	

	
	
	Defined Benefit Obligations
	This account should record the unamortised portion of past service costs related to future benefits and pensions which will be expensed in future periods.  
	

	
	
	Finance Lease Liability
	Non-current finance lease liability.
	

	
	
	Operating Lease Liability
	Unamortised balance for straight lining of operational lease payments.
	

	
	
	Other Non-current Financial Liabilities
	This account is to be used for recording any other "financial liability" not separately recorded somewhere else.  
	

	
	
	Provisions
	Provision is a liability of uncertain timing or amount.  
	

	
	
	Transfers and Subsidies
	This group of account provide for the unspent portion (more than 12 months after the reporting date) of transfers and subsidies received.
	

	Net Assets
	Retained earnings or accumulated deficit being the cumulative effect of differences between assets and liabilities as per statement of financial position.
	

	
	Accumulated Surplus/(Deficit)
	Retained earnings or accumulated deficit being the cumulative effect of differences between revenue and expenditure as per statement of financial performance.
	

	
	Equity
	Equity provides for "ownership interest" in the entity.
	

	
	Minority Interest
	Minority interest is the portion of the company’s shares not owned by the parent.
	

	
	Reserves and Funds
	An account set-aside to meet planned and unexpected costs that may arise in the future.
	


Costing Segment

The Costing Segment provides for the classification of indirect (secondary) costs that do not directly attribute to the output and are sometimes referred to as activity based recoveries, for example labour, vehicle, plant and equipment, internal service charges (internal billings), and departmental charges for example office rental, audit fees and procurement.

The purpose for including this segment in SCOA is to provide for the recording of “full cost reflection” for at least the four core municipal functions being electricity, water, waste water and waste management services - as a minimum requirement.  Focusing on these functions is essential for setting cost reflective tariffs as these four services are the most significant revenue generating functions within municipalities.

Extracting information from multiple segments within SCOA would thus provide “full cost” information for the defined core municipal functions.  Typical the Function Segment would identify the core service as being electric, water, waste water management and waste management.  The Item Segment will provide the direct (primary) cost whilst the Costing Segment ads the indirect (secondary cost) dimension.

“Indirect costs” (secondary cost) is initially recorded as “primary cost” within the Item Segment and funded according to the indicator selected in the Fund Segment.  The “costing indicator” within the Funding Segment provides for the re-distribution of these primary costs between functions (no change in the funding source), together with indicators provided in the Cost Segment.  The Project Segment provides the classification link these indicators and specific projects.

The high-level classification provided for in this segment and the definitions thereof are: 

· Activity Based Recoveries - This refers to the actual allocation of resources  utilised by various departments, for example allocation of labour are based on time sheets, and the allocation of vehicles and plant equipment are based on log sheets.

· Internal Billing – This refers to departmental use of internal services such as electricity, water, waste water management and waste management.  In illustrating, the cost allocation for the electricity department’s water consumption or alternatively the electricity consumed during water purification.

· Department Charges (Support Services) - This refers to the allocation of overheads to cost centres for example information technology used by multiple functions.  Distribution of costs on a pro rate allocation based on number of service points or users within the electricity department.  Some financial applications refer to assessment charges.

Project Milestones and Timelines

2. The summary presents the project milestones and phases in the development, research, consultation and stakeholder interaction from project inception to finalisation.  

	Activity
	Aug – Oct ‘09
	Nov ’09 – Jul ‘12
	Aug – Dec ’12
	Jan – Jul ‘13
	Aug ‘13
	Sep – Nov ‘13
	Dec ‘13
	Jan ’14 onwards
	2016/17

	Set-up
	
	
	
	
	
	
	
	
	

	Produce Draft SCOA
	
	
	
	
	
	
	
	
	

	Consultation with External Stakeholders
	
	
	
	
	
	
	
	
	

	Comments Review and Consideration
	
	
	
	
	
	
	
	
	

	Drafting of Regulation
	
	
	
	
	
	
	
	
	

	SCOA Tables Version 4 and Project Summary Document
	
	
	
	
	
	
	
	
	

	Release of Draft Regulation 
	
	
	
	
	
	
	
	
	

	Formal Consultation Process to Comment
	
	
	
	
	
	
	
	
	

	Comments to be updated and Revision to Regulation
	
	
	
	
	
	
	
	
	

	Tabling of Regulation
	
	
	
	
	
	
	
	
	

	Road Map to Implementation – Budget Cycle 2016/17
	
	
	
	
	
	
	
	
	


Upcoming Activities – Pre-regulation
 Version 4 of the chart of accounts is completed and will be made available during the formal consultation process on the draft SCOA Regulation for comments.  

 The SCOA Technical Committee as envisage in the “draft” regulation would be responsible for considering the comments collected from the “formal consultation process’

 Subsequent to the “formal consultation” process any changes, revisions, clarification, concerns and additions would need to be addressed to the SCOA Technical Committee through the process to be developed by National Treasury for this purpose.

	Activity
	Feb - Mar ‘13
	Apr – Jun ‘13
	Jul ‘13
	Aug ’13 – Jun ‘14
	Jul ’14 – Jun ‘15
	Jun ’15 – Jul ‘17
	Ongoing

	Finalise NERSA Reporting Link and workshop with NERSA for concept.
	
	
	
	
	
	
	

	Project Steering Committee Consent on for SCOA Version 4 and Draft Regulation:

· SCOA Tables

· Project Summary Document

· Proposed changes to BRF

· Alignment to AFS Specimen templates 
· Terminology List

· SQL Development (Concept) 
	
	
	
	
	
	
	

	Update of SQL Database with sample data and report extraction.
	
	
	
	
	
	
	

	Illustration of SCOA by populating Database with transaction from selected municipality(ies).

Conclude “memorandum of understanding” with identified municipality(ies).
	
	
	
	
	
	
	

	Develop material and presentation for formal consultation process.
	
	
	
	
	
	
	

	Finalisation of “draft” regulation for “formal consultations”.
	
	
	
	
	
	
	

	Business Process SCOA Link
	
	
	
	
	

	Formal consultation and comment process.
	
	
	
	
	
	
	

	Revision of “draft regulation” and SCOA supporting documents depending on the comments collected through the above process.
	
	
	
	
	
	
	

	Detail interactions with system vendors to prepare for running pilots
	
	
	
	
	
	
	

	Vendor and pilot commitment to project to be agreed by formal memorandum of understanding.
	
	
	
	
	
	
	

	Preparation for the transition.
	
	
	
	
	
	
	

	Piloting
	
	
	
	
	
	
	

	Implementation
	
	
	
	
	
	
	

	Monitoring, Evaluation and Oversight
	
	
	
	
	
	
	


� Introduced in SCOA Version 4 – February 2013.
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